DELAWARE JOURNAL OF CORPORATE LAW

[Vol. 20

b.
Is the subject of efforts that are reasonable
under the circumstances to maintain its secrecy.
6 Del. C. 2001(2) provides:
"Misappropriation" shall mean:
a.
Acquisition of a trade secret of another by a person
who knows or has reason to know that the trade secret was
acquired by improper means; or
b.
Disclosure or use of a trade secret of another without
express or implied consent by a person who:
1.
Used improper means to acquire knowledge of
the trade secret; or
2.
At the time of disclosure or use, knew or had
reason to know that his knowledge of the trade
[secret] was:
A.
Derived from or through a person who
had utilized improper means to acquire it;
B.
Acquired under circumstances giving rise
to a duty to maintain its secrecy or limit its
use; or
C.
Derived from or through a person who
owed a duty to the person seeking relief to
maintain its secrecy or limit its use; or
3.
Before a material change of his position, knew
or had reason to know that it was a trade secret and
that knowledge of it had been acquired by accident or
mistake
6 Del. C. § 2001(1) provides:
"Improper means" shall include theft, bribery,
misrepresentation, breach or inducement of a breach of a
duty to maintain secrecy, or espionage through electronic or
other means.
THE BURDEN ON MILES
XI.
[3-4] The first issue to be addressed is whether any of Miles' methods,
techniques and processes are trade secrets.
A plaintiff alleging
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misappropriation of a trade secret carries the burden of proving the
existence of the trade secret. Acuson Corp. v. Aloka Co. Ltd.. Cal. Ct.
App., 10 U.S.P.Q.2d 1814, 1817 n.6 (1989); Boeing Co. v. Sierracin
CoW Wash. Supr., 738 P.2d 665, 674 (1987) (en banc ). If plaintiff
fails to meet this burden, this Court's inquiry ends and judgment must be
entered for defendants.
1.

METHODS, TECHNIQUES AND PROCESSES.

[5]
Miles argues that the specific methods, techniques and processes
it uses to manufacture high performance organic pigments are trade
secrets as defined by the Act. The Act states that a trade secret includes
a method, technique or process (collectively "process"). The Court finds
from all the evidence that Miles' processes are clearly involved in this
litigation. There are, however, additional requirements to be met before
a process is afforded trade secret status.
2.

REASONABLE EFFORTS TO MAINTAIN SECRECY

[6-7] To qualify for trade secret status, a process must meet all the
requirements of 6 Del. C. § 2001(4). One of the requirements is that it
be "the subject of efforts that are reasonable under the circumstances to
maintain its secrecy." 6 Del. C. § 2001(4)(b).
Dr. Martin Wienkenhower, Miles' Director of Research and
Development from mid-1989 to March 1993, testified regarding the
efforts taken by Miles to maintain the secrecy of the processes it used to
manufacture high performance pigments. Employees were not permitted
to take documents such as step-block diagrams and batch sheets out of
the plant. All employees signed agreements when they began working
at Miles that upon cessation of employment, they would surrender all
documents in their possession and would keep Miles' proprietary
information secret. Messrs. Lemer, Santimauro, Fix, Patel, Schober, and
Smerak all signed such agreements when they accepted employment with
Miles' predecessors.
Dr. Wienkenhower also testified that Miles' manufacturing plants
were fenced and that guards were posted at the plant gates. When a
visitor attempted to gain access to the plant, the guards called in to the
plant to see if the particular person was expected. If so, a guard normally
would escort the visitor to the employee of Miles that the visitor was
scheduled to meet. During Dr. Wienkenhower's tenure at Miles,
contractors who performed work inside Miles' plants were required to
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sign secrecy agreements obligating them to keep secret everything they
saw or learned while working inside the plant.
Defendants did not seriously contend at trial or in their post-trial
briefing that Miles failed to take reasonable measures to protect the
secrecy of Miles' alleged trade secrets. The Court finds Miles' alleged
trade secrets were the subject of efforts that were reasonable under the
circumstances to maintain their secrecy.
3.

ACTUAL OR POTENTIAL INDEPENDENT ECONOMIC
VALUE

[8]
To qualify as a trade secret the method, technique or process "must
derive independent economic value, actual or potential, from not being
generally known". 6 Del. C. § 2001 (4)(a).
An alleged trade secret derives actual or potential
[9-10]
independent economic value if a competitor cannot produce a comparable
product without a similar expenditure of time and money. Electro-Craft
Corp. v. Contolled Motion, Inc.. Minn. Supr., 332 N.W.2d 890, 900-01
(1983). This requirement of 6 Del. C. § 2001(4)(a) involves the notion
of competitive advantage. Id. It focuses on whether a plaintiff would
lose value and market share if a competitor could enter the market
without substantial development expense. Id. at 901.
The Court finds that Miles has met its burden as to this prong of
the trade secret definition. Miles invested millions of dollars in research
and development in its quest to manufacture quality high performance
organic pigments. Miles' best-selling perylene pigment, R-6436, took
almost five years to develop. See Gourmeta, Inc. v. Weilenmann, N.D.
Ill., 1993 U.S. Dist. Lexis 1201 (1993) (finding process to constitute
trade secret where numerous experiments performed to optimize product).
Much trial and error (and resulting expense) went into researching
and developing Miles' perylene, quinacridone, and phtalocyanine blue
pigments at issue in this lawsuit. The processes used to produce these
pigments derive independent economic value because they are not
generally known.
If a competitor of Miles could copy those processes and begin
making comparable products of its own without incurring similar
developmental expense, the competitor would be advantaged and Miles
would be disadvantaged. Finally, the fact that Miles was the only
participant in all three of the high performance organic pigment markets
before Cookson Pigments entered all three markets in 1991 indicates the
independent economic value and competitive advantage the processes for
making the pigments at issue in this action provide for Miles.
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Defendants did not seriously argue at trial or in their post-trial
briefing that the alleged trade secrets of Miles did not derive independent
economic value. The Court concludes Miles has met its burden of
showing its processes for making the high performance organic pigments
at issue in this suit derive actual or potential independent economic value.
4.

NOT GENERALLY KNOWN AND NOT
ASCERTAINABLE BY PROPER MEANS

READILY

[11-13]
It is well-established that if a method, technique or process
in question can be found in the public domain or public literature, it is
considered to be generally known and readily ascertainable and thus,
cannot qualify as a trade secret. Acuson Corp. v. Aloka Co. Ltd.. Cal.
Ct. App., 10 U.S.P.Q.2d 1814, 1821 (1989); Electro-Craft Corp. 332
N.W.2d at 899-900; Uniform Trade Secrets Act, Comments (1979).
Reverse engineering time is a factor in determining whether a process is
readily ascertainable, as is the complexity and detail of the data involved.
Electro-Craft Corp. 332 N.W.2d at 899 (citations omitted). While
"novelty is not a requirement for trade secrets to the same extent as for
patentability", some novelty is required. Id., ciin Clark v. Bunker, 9th
Cir., 453 F.2d 1006, 1009 (1972); see Dionne v. Southeast Foam
Convertin, Va. Supr., 397 S.E.2d 110 (1990).
[14-15]
A plaintiff alleging misappropriation of trade secrets need
not prove that every element of a method, technique or process is
unascertainable from the public domain. Boeing Co. v. Sierracin Corn..
Wash. Supr., 738 P.2d 665, 675 (1987), citin Haves-Albion Cor. v.
Kuberski Mich. Supr., 364 N.W.2d 609 (1984). The overall combination
of the principles and details used to make the product can qualify as a
trade secret. Electro-Craft Corp.. 332 N.W.2d at 899; Boeing Co., 739
P.2d at 675.
[16] Processes alleged to be generally known or readily ascertainable
must be known or ascertainable by proper means. Proper means include:
(1) discovery by independent invention; (2) discovery by reverse
engineering; (3) discovery pursuant to a license from the owner of the
trade secret; (4) observation of the item in public use or on public
display; and (5) obtaining the alleged trade secret from the published
literature. Uniform Trade Secrets Act, § 1, Comments (1979).
Defendants argue that the processes used by Miles to manufacture
Miles' high performance organic pigments at issue in this suit were
generally known and readily ascertainable because they were disclosed in
the public literature, particularly in certain United States and European
patents. Defendants introduced as exhibits a number of different patents
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and other literature that purportedly disclose the specific methods,
techniques and detailed processes used by Miles. Defendants argue that
experienced pigment chemists, such as the Former Employees, could
easily sort out the options in the literature that made no sense on their
face and then could concentrate on the few options set forth in the patents
that present definite possibilities of success.
Miles contends, however, that while the literature discloses some
of the specific techniques and processes it uses, the patent literature
mentions thousands of options for making high performance organic
pigments, and therefore the literature does not disclose how to
manufacture a particular pigment. For example, the literature plainly
discloses four possible finishing methods for a perylene pigment. Miles,
however, argues that the literature does not disclose how to make its R6436, a perylene pigment, or its B-4714, a phytalocyanine blue pigment.
Miles claims as its trade secrets the totality or combination of the specific
processes used to make the individual pigment at issue.
The Court finds Miles has satisfied its burden of showing that the
unique combination of methods, techniques and detailed processes that it
uses to manufacture the high performance pigments at issue in this suit
are not generally known and are not readily ascertainable by proper
means. The Court does not accept Miles' argument that a pigment
chemist seeking to duplicate a rival's pigment would have to consider all
the thousands of options in the literature for producing high performance
pigments - an experienced pigment chemist could reject many options
out of hand based on his experience and training. See Wilmington Trust
Co. v. Consistent Asset Mat. Co. Inc.. Del. Ch., C.A. No. 8867-NC,
Allen, C. (Mar. 25, 1987). The Court, however, finds that the literature
introduced as evidence does not disclose the combination of specific
detailed methods, techniques or processes used by Miles to manufacture
the pigments at issue here. These combinations are not generally known
or readily ascertainable from the literature cited by Cookson and therefore
deserve protection as trade secrets.
[17] Because Miles has shown that the combination of processes used
by it to make its high performance pigments at issue in this suit are not
generally known and are not readily ascertainable by proper means, that
they derive actual and potential economic value from not being generally
known, and that reasonable efforts under the circumstances were taken to
maintain the secrecy of the processes, the Court finds that the particular
processes are trade secrets deserving of protection.
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THE EVIDENCE SHOWING MISAPPROPRIATION
OF TRADE SECRETS
XII.
[18] Next to be addressed is the issue of whether Miles' trade secrets
were misappropriated. 6 Del. C. § 2001(2) defines misappropriation:
"Misappropriation" shall mean:
(a) Acquisition of a trade secret of another by a
person who knows or has reason to know that the
trade secret was acquired by improper means; or
(b) Disclosure or use of a trade secret of another
without express or implied consent by a person who:
1.
Used improper means to acquire
knowledge of the trade secret; or
2.
At the time of disclosure or use, knew or
had reason to know that his knowledge of the
trade [secret] was:
A.
Derived from or through a person
who had utilized improper means to
acquire it;
B.
Acquired under circumstances
giving rise to a duty to maintain its
secrecy or limit its use; or
C.
Derived from or through a person
who owed a duty to the person seeking
relief to maintain its secrecy o limit its
use; or
3.
Before a material change of his position,
knew or had reason to know that it was a trade
secret and that knowledge of it had been
acquired by accident or mistake.
Misappropriation of trade secrets may be proven by circumstantial
evidence. Data General Corp. v. Grumman Systems Support.Cop. D.
Mass., 825 F. Supp. 340, 360 (1993); Lamb-Weston, Inc. v. McCain
Foods, Ltd. 9th Cir., 941 F.2d 970, 973 (1991).
Upon review of all the admissible evidence, the Court finds that
defendants misappropriated trade secrets of Miles relating to the
manufacture of the high performance pigments at issue in this suit.
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THE HIRING OF THE FORMER EMPLOYEES

Cookson hired six former employees of Miles within a six-month
span in 1989. All of the Former Employees worked in the high
performance pigment field in some capacity for Miles. Several of them
had full knowledge of the processes used by Miles to produce high
performance pigments. John Santimauro and Larry Lerner were
recognized experts in the high performance pigment field. Edward
Schober had forty years experience in the pigment field.
The Former Employees were hired as a team by Cookson as part
of its plan to enter the high performance organic pigment market.
Although the job market for older chemists was sparse, all of the Former
Employees were given substantial salary increases by Cookson. Cookson
America's John Kilpatrick hired Edward Schober to become President of
Cookson Pigments. John Santimauro, a noted expert in the organic
pigments field, began consulting for Miles in the high performance
pigment field following his 1983 retirement as Manager of Miles'
Pigment Research and Process Development. He was hired by Cookson
to perform the same type of consulting work he performed at Miles.
Robert Fix primarily worked on perylenes upon commencing work at
Cookson Pigments and at Miles he had primarily concentrated on
perylenes. Rajesh Patel primarily worked on quinacridones upon
commencing work for Cookson Pigments and his work at Miles primarily
concentrated on quinacridones. Lance Smerak had been National Sales
Manager at Miles until 1988. He was hired as National Sales Manager
for Cookson Pigments in 1989.
The Former Employees were placed in the very positions they
occupied at Miles, despite that Cookson Pigments had a group of existing
chemists who could have been used to perform research on high
performance organic pigments. Dr. Gerald Aldridge, a Cookson
Pigments' chemist at the time of the hiring of the Former Employees,
actually performed some work on high performance pigments in 1989.
[Confidential material omitted.]
2.

THE WINDOW OF OPPORTUNITY DEVELOPMENT TIME

SHORT PRODUCT

As previously discussed, when Dr. Schober began working for
Cookson in March of 1989, he envisioned a "window of opportunity" in
1991 in the high performance organic pigment industry. He knew
Mobay and Ciba-Geigy had announced plans to move their pigment
manufacturing facilities in 1991. He believed that such moves would
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likely create a temporary shortage in the high performance pigment
market and that Cookson Pigments could be in a position to use this
shortage to promote its new products if the new products were available
in 1991. Because of this brief "window of opportunity", it was essential
that Cookson Pigments be able to manufacture high performance
pigments quickly.
Cookson Pigments did not manufacture any of the high
performance pigments at issue in this suit prior to the hiring of the
Former Employees. There was evidence indicating that Cookson
Pigments' existing chemists had made unsuccessful attempts to
manufacture high performance organic pigments prior to the hiring of the
Former Employees.
The parties differ as to how long it took Cookson Pigments to
develop the pigments at issue in this suit. Miles focuses on the fact that
within nine months of the beginning of research by the Former
Employees, Cookson Pigments provided lab samples of the perylenes and
quinacridones at issue to its customers for evaluation. Within four
months of beginning this research, Cookson Pigments had produced a lab
sample match (Cookson Pigments' BT-684-D) for Miles' B-4714
phtalocyanine blue pigment. BT-684-D had been produced by Cookson
even before Dr. Lemer arrived at Cookson Pigments. Four months was
a very short time for a lab to produce such a sample even with the
knowledge of Miles' former employees.
Cookson, on the other hand, prefers to focus on the time period it
took for it to have a product ready for commercial marketing. Cookson
asserts it took almost two years before it produced commercial versions
of its perylene pigments, one-and-a-half years before it produced its
quinacridone pigments, and one year before it produced its phtalocyanine
pigments. Most of the time delay, however, was due to the one year or
more of testing that is required before a pigment may be commercially
sold.
It took Miles almost five years to develop as a commercial product,
[Confidential material
its best-selling perylene pigment, R-6436.
omitted.] These long periods of development, involving countless hours
of research and experiments, serve as a stark contrast to Cookson
Pigments' amazingly short development of all of its high performance
organic pigments.
It is likely that some high performance pigments could be initially
produced over a shorter period of time than others. It is not likely that
it would take five years to produce every high performance pigment as
a commercial product. Cookson Pigments, however, was able to build a
new facility and produce for commercial sale all the high performance
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pigments at issue within a two-year span. Lab samples of all these
pigments were produced and made available within nine months of
commencement of the research by the Former Employees.
The Court finds from all the competent evidence, including the
expert opinion of Dr. Ehrich, that such a short development time by
Cookson for the organic pigments at issue would have been impossible
without the use of Miles' trade secrets.
3.

THE RETAINED DOCUMENTS
SANTIMAURO'S INSTRUCTIONS

AND

JOHN

Messrs. Lerner, Santimauro, Patel, and Smerak kept the Retained
Documents in their possession when they ceased working for Miles and
began working for Cookson Pigments, despite that such a retention was
a breach of their employment agreements with Miles. The Retained
Documents included information concerning Miles' batch processes for
making certain of the pigments at issue. While some of the Retained
Documents were old and perhaps outdated, some were dated in the late
1980s and represented current proprietary information of Miles.
John Santimauro began working for Cookson Pigments in April
1989. Mr. Fix began working for Cookson Pigments in May 1989. Mr.
Santimauro issued detailed handwritten instructions to Mr. Fix regarding
certain experiments to be run relating to perylenes and quinacridones.
The instructions included ratios, temperatures, and reaction times for the
steps of the particular processes.
It is clear that the process variables contained in Mr. Santimauro's
handwritten instructions followed closely Miles' processes and followed
almost exactly some of the Miles' processes as reflected in the Retained
Documents. Mr. Fox's initial instructions from Mr. Santimauro relating
to perylenes and quinacridones were practically identical to the Miles'
process descriptions contained in the Retained Documents.
Mr. Santimauro testified that his instructions could have been
written from his memory rather than from the Retained Documents.
While this is doubtful, even if it were so, he must necessarily have relied
on Miles' secret processes. Haves-Albion Corp. v. Kuberski. Mich.
Supr., 364 N.W.2d 609 (1984). Although only about half of Mr.
Santimauro's handwritten instructions to Mr. Fix were recovered, many
of the details and ratios contained in the handwritten instructions that
were produced are identical to the details and ratios contained in the
Retained Documents.
The Court finds that Cookson Pigments' tentative plant processes
for making certain of the high performance pigments at issue were based
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upon Mr. Santimauro's written instructions to Mr. Fix, which in turn
were based upon the Retained Documents. Tentative plant processes are
processes prepared to enable the performance of experiments in the plant
using actual manufacturing equipment after successfully carrying out the
experiments in the lab.
4.

THE ARRIVAL
PIGMENTS

OF DR.

LERNER

AT

COOKSON

Although he was hired in March of 1989, Dr. Larry Lemer did not
begin working for Cookson Pigments until September of 1989. Betveen
March and June 1989, he completed some duties at Miles and then left
Miles' plant at the end of June 1989. During the interim period between
June and September, Dr. Lemer asserts he performed research of the
pigment literature to insure that his work at Cookson Pigments would be
based on the literature and not on Miles' trade secrets. At the time of his
literature search, Dr. Lemer knew which Miles' pigments Cookson
Pigments planned to target, however.
Upon commencing work at Cookson Pigments, Dr. Lemer
instructed Mr. Fix to begin using new notebooks to record his
experimental results and to relate his experiments to the literature.
Although Dr. Lemer knew that Mr. Santimauro had given Mr. Fix
procedures concerning production of perylenes and quinacridone
intermediates, Dr. Lemer testified that he never asked Mr. Santimauro
how he came up with those procedures. Dr. Lemer testified he instructed
Mr. Fix to begin new notebooks because he wanted to make sure that
"whatever experiments were done were based" on the literature, thus
avoiding any accusations that Cookson Pigments was using Miles'
proprietary technology. Dr. Lemer's review of Mr. Fix's old notebooks
showed that there "were no references at all" to the public literature. Mr.
Fix was then instructed to take "whatever notebooks he had and file them
away and start new notebooks." Dr. Lemer also wanted Mr. Fix to start
a new experimental program from scratch. Id.
This scenario of the substitution of new notebooks and a new
experimental program is an indication that Mr. Fix was using Miles'
proprietary information to conduct pigment research and experiments
prior to the September arrival of Dr. Lemer. Otherwise, there would
have been no reason to switch notebooks and begin anew. Mr. Fix's
early experiments were based on the handwritten instructions of Mr.
Santimauro, which in turn necessarily were based on Miles' secret
processes. Such evidence strongly indicates the misappropriation of
Miles' proprietary information.
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DR. LERNER'S SELECTION OF PUBLIC LITERATURE

Dr. Lemer conducted two searches of the public literature in his
attempt to relate Cookson Pigments' development of high performance
pigments to that literature. The first search was conducted prior to his
September 1989 starting date with Cookson Pigments. The second search
was conducted after he began working for Cookson Pigments. Dr.
Lerner had full knowledge of all the Miles' processes at issue in this
litigation and he knew which Miles' pigments Cookson Pigments was
targeting. Only a few of the patents discovered in the literature searches
could have been used by Cookson Pigments in manufacturing its perylene
and quinacridone pigments.
Dr. Lemer testified concerning the "fresh look" he took in the Fall
of 1990 at Cookson Pigments' production of quinacridone intermediates.
The Court finds, however, that before this fresh look, Cookson Pigments'
production of DTTA was based on certain Retained Documents.
The Court also finds that Dr. Lerner's testimony concerning his
literature searches tends to prove rather than disprove that a
misappropriation of Miles' trade secrets occurred. It is clear that Dr.
Lerner knew exactly what to look for when he conducted his literature
searches. This was due to his intimate knowledge of Miles' processes.
He could target his searches accordingly. The searches, therefore, appear
to be mere attempts designed to hide the earlier misappropriation by
Cookson Pigments.
6.

THE SIMILARITIES OF THE PARTIES' PROCESSES
(a).

PERYLENES

Miles introduced numerous charts and testimony comparing the
methods, techniques or processes ("processes") used by each party to
produce the competing perylene pigments at issue. The Court finds that
the marked similarities between the parties' overall processes and the
individual steps and substeps for making R-6436 and HP-5179,
respectively, leads to the conclusion that Cookson Pigments used Miles'
trade secrets as to the manufacture of Miles' HP-5179.
Although many of the process steps and substeps used to make R6424 and HP-5180 are identical (or very nearly so) in terms of
temperature, ratio, or reaction times, certain process steps and substeps
for these perylene pigments differ. For example, many of the process
steps and substeps used to manufacture R-6424 and HP-5180 differ
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somewhat as to temperature, reaction time, and ratio of chemicals.
[Confidential material omitted.]
These differences, however, do not preclude a finding that Cookson
misappropriated trade secrets of Miles in Cookson's manufacture of its
HP-5180. [Confidential material omitted.] The copying of the initial
steps of the Miles' processes serves as the basis for a finding of
misappropriation as to the manufacture of HP-5 180 by Cookson.
(b).

QUINACRIDONES

Miles claims the overall processes and the individual steps
comprising those processes used for making Miles' quinacridone pigments
at issue are trade secrets that have been misappropriated by Cookson,
largely through the copying of the processes set forth in certain Retained
Documents.
Cookson Pigments argues that the processes it uses to manufacture
the quinacridone pigments at issue are derived from publicly available
sources, including certain Miles' patents. Cookson Pigments also cites
some differences in the parties' processes as evidence that Miles' trade
secrets were not misappropriated. [Confidential material omitted.]
Despite some differences in the manufacturing processes of RV6909 versus HP-4330, the Court finds upon review of all the competent
evidence that Miles has adequately shown misappropriation of the
beginning processes used by Cookson to manufacture its HP-4330. The
processes shown to be misappropriated include the manufacture of
DATA, ring closure of DATA, drowning, and the [confidential material
omitted] process.
Cookson Pigments offers its HP-4202 as a counteroffer for Miles'
RV-6843, a dichloroquinacridone, and Miles' RV-6909, an unsubstituted
quinacridone. [Confidential material omitted.]
Nevertheless, the Court finds that Miles has adequately shown the
misappropriation from Miles of the processes used by Cookson to
manufacture its HP-4202. [Confidential material omitted.]
Miles' claim that Cookson misappropriated Miles' Trade Secrets
in Cookson's manufacture of a dimethyl quinacridone is limited to the
manufacture of DTTA, the starting material. Miles alleges Cookson
Pigments copied Miles' DTTA process to manufacture HP-4500, offered
The evidence shows
as a counterpart to Miles' RV-6832.
misappropriation of this step.
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PHTALOCYANINES

[Confidential
[Confidential
[Confidential
[Confidential
[Confidential

material
material
material
material
material

omitted.]
omitted.]
omitted.]
omitted.]
omitted.]

SUMMARY OF EVIDENCE OF MISAPPROPRIATION
XIII.
From all the competent evidence, the Court concludes that Cookson
Pigments and its parent, Cookson America, have misappropriated certain
trade secrets of Miles.
As to the perylene pigments at issue, Cookson has misappropriated
Miles' overall processes used to produce Miles' R-6436 and R-6424
pigments.
As to its HP-4330 pigment, Cookson has misappropriated the
combination of Miles' processes used for the manufacture of DATA, ring
closure of DATA, drowning, and [confidential material omitted] of the
resulting chemical mixture.
As to its HP-4202 pigment, Cookson has misappropriated the
combination of Miles' processes used for the manufacture of DCTA, ring
closure of DCTA, drowning and [confidential material omitted] Cookson,
in manufacturing its HP-4202 pigment, also has misappropriated certain
of Miles' processes used to manufacture Miles' RV-6909 because
Cookson has used an unsubstituted quinacridone component (Cookson's
HP-4330, which is the counterpart to Miles' RV-6909) in the manufacture
of Cookson's HP-4202.
As to its HP-4500, Cookson has misappropriated Miles' processes
used for the manufacture of DTTA.
[Confidential material omitted.]
The Court also finds that Miles has not satisfied its burden of
proving the misappropriation of its business information in the form of
customer lists and pricing information.
The Court, therefore, concludes that Cookson misappropriated
certain of Miles' trade secrets pursuant to 6 Del. C. § 2001(2)(a),
2001(2)(b)(2)(A), and 2001(2)(b)(2)(C).
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THE KNOWLEDGE OF COOKSON
AS TO THE MISAPPROPRIATION
XIV.
[19-20]
6 Del. C. § 2001(2)(a) provides that for there to be a
violation of the Uniform Trade Secrets Act there must be "acquisition of
a trade secret of another by a person who knows or has reason to know
that the trade secret was acquired by improper means." Cookson
Pigments and defendant Cookson America are persons pursuant to 6 Del.
C. § 2001(3).
Here, the unique combinations of Miles' techniques and processes
used to manufacture the perylene pigments at issue, the processes used to
manufacture the quinacridones at issue, [confidential material omitted]
Cookson knew or had reason to know that those trade secrets were being
used in the manufacture of the Cookson Pigments' high performance
pigments at issue here.
[21] Mr. Fix's initial instructions from Mr. Santimauro relating to
perylenes and quinacridones were practically identical to Miles' process
Even if Mr.
descriptions contained in the Retained Documents.
Santimauro relied on his memory to write the instructions, his memory
clearly was based on Miles' trade secrets. Mr. Santimauro was obligated
not to reveal Miles' trade secrets. Hayes-Albion Corp. v. Kuberski.
Mich. Supr., 364 N.W.2d 609 (1984).
The Court finds that Cookson knew that the trade secrets of Miles,
acquired by improper means, were used to manufacture pigments for
The Court therefore finds defendants have
Cookson Pigments.
misappropriated trade secrets of Miles pursuant to 6 Del. C. § 2001(2)(a).
THE LIABILITY OF COOKSON AMERICA
XV.
Defendant Cookson America argues that it cannot be held liable for
any misappropriation either as an active participant in the alleged
misappropriation or under a theory of piercing the corporate veil. Miles,
however, argues that Cookson America is jointly and severally liable for
the misappropriation of Miles' trade secrets.
John Kilpatrick, a Vice-President of Cookson America at the time,
hired Edward Schober in March of 1989 to serve as President of Cookson
Pigments. Mr. Kilpatrick signed the employment agreement in his
capacity as a Cookson America Vice-President. The contract signed by
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Mr. Schober gave Cookson America control over where he would work
and in what capacity. Cookson America also approved the hiring of
Larry Lemer and other key personnel for Cookson Pigments.
Cookson Pigments' plan for hiring a team of high performance
pigment chemists to enter the high performance organic pigment field
was submitted to and approved by Cookson America in mid-1989. In
March or April of 1989, Cookson America knew about the "window of
opportunity" that would exist in the high performance pigment market in
1991 or 1992. In July 1989, Cookson America approved $8 million in
funds for the capital expansion needed for Cookson Pigments to enter the
high performance pigment field. The funds were approved prior to any
development of the high performance pigments at issue in this suit. All
subsidiaries of Cookson America, including Cookson Pigments, share the
same board of directors. Some directors of Cookson America sit on the
board of directors common to all of the subsidiaries. Cookson America
owns all of the stock of Cookson Investments, which, in turn, owns all
of the stock of Cookson Pigments.
When Miles expressed initial concern in 1989 to Haubach/Cookson
Pigments over the hiring of the Former Employees, Stephen Howard, inhouse counsel for Cookson America, responded by letter. Mr. Howard
continued to respond to Miles' further expressions of concern.
[22] Based upon the totality of the circumstances, and the
interrelationship and knowledge existing between Cookson America and
Cookson Pigments, the Court finds that Cookson America must be held
jointly and severally liable with Cookson Pigments for any
misappropriation of Miles' trade secrets.
APPROPRIATE RELIEF
XVI.
The final issue to be determined is the appropriate relief.
6 Del. C. § 2002 provides:
(a)

Actual or threatened misappropriation may be
enjoined. Upon application to the court, an injunction
shall be terminated when the trade secret has ceased
to exist, but the injunction may be continued for an
additional reasonable period of time in order to
eliminate commercial advantage that otherwise would
be derived from the misappropriation.
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(b)

If the court determines that it would be unreasonable
to prohibit future use, an injunction may condition
future use upon payment of a reasonable royalty for
no longer than the period of time the use could have
been prohibited.

(c)

In appropriate circumstances, affirmative acts to
protect a trade secret may be compelled by court
order.

6 Del. C. § 2003 provides:
(a)

In addition to or in lieu of injunctive relief, a
complainant may recover damages for the actual loss
caused by misappropriation. A complainant also may
recover for the unjust enrichment caused by
misappropriation that is not taken into account in
computing damages for actual loss.

(b)

If wilful and malicious misappropriation exists, the
court may award exemplary damages in an amount
not exceeding twice any award made under subsection
(a) of this section.

Miles argues it is entitled to injunctive relief, monetary damages,
exemplary damages, and attorneys' fees.
INJUNCTIVE RELIEF
XVII.
The Court finds that Miles is entitled to injunctive relief pursuant
to 6 Del. C. § 2002(a).
[23-25]
"The purpose of an injunction in a trade secrets case is to
protect the secrecy of the misappropriated information, eliminate the
unfair advantage obtained by the wrongdoer, and reinforce the public
policy of commercial morality." General Electric Co. v. Sung D. Mass.,
843 F. Supp. 776, 778 (1994), citig Kewanee Oil Co. v. Bicron Corp..
416 U.S. 470, 481 (1974). A court must tailor the injunctive relief "to
remedy the specific harm alleged". Lamb-Weston, Inc. v. McLain Foods,
LTD., 9th Cir., 941 F.2d 970, 974 (1991). The type and scope of the
injunction granted and the duration of the injunction are matters left to
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the sound discretion of the court. See Hayes Albion Corp. v. Kuberski
Mich. App., 311 N.W.2d 122, 129-30 (1981), aff'd in part, rev'd in part.
Mich. Supr., 364 N.W.2d 609 (1984); Rockwell Graphic Systems, Inc. v.
DEV Industries, Inc.. N.D. Ill., No. 84C6746, July 29, 1993, WL 286484
(1993).
An injunction should last for "as long as necessary to
[26-28]
eliminate any commercial advantage or 'lead time' with respect to good
faith competitors that a person has obtained through misappropriation."
Uniform Trade Secrets Act, § 2, Comments (1979); Hayes-Albion Corp.
v.Kuberski Mich. Supr., 364 N.W. 2d 609 (1984); Rockwell Graphic
Systems, at 8 (injunction should not last for a period of time longer than
that required to duplicate the product by lawful means). A court,
depending on the circumstances of the case, may choose to start the
injunction from the date of judgment or the date of misappropriation.
Rockwell Graphic; Viscofan, S.A. v. U.S. Int'l Trade Comm'n. Fed. Cir.,
787 F.2d 544, 551 (1986); General Electric. 843 F. Supp. at 780.
Innocent third parties (such as customers), to the extent possible, should
be left unaffected by a grant of injunctive relief. Haves-Albion, 364
N.W.2d at 618.
[29] A Court has a choice of imposing either a production injunction,
which would preclude a defendant from producing the misappropriated
product for a specific period of time, or a use injunction, which would
preclude a defendant from using certain misappropriated processes for a
specific period of time but would not preclude a defendant from
producing the particular product by other lawful means. General Electric
843 F. Supp. at 779.
A production injunction may be imposed where the
[30-32]
misappropriated information is "inextricably connected" to the defendant's
manufacture of the product. Id. at 780. An "inextricable connection" is
shown where the misappropriated information forms "such an integral and
substantial part of a comprehensive manufacturing process or technology
that, absent the misappropriated trade secrets, the defendant would not be
able independently to manufacture or design a comparable product." Id.
A production injunction should last for as long as it would have taken
defendant "independently to develop or reverse engineer a technology for
commercial production" of the product in question. Id.
XVIII.
Miles argues that it is entitled to five-year production injunctions
against Cookson's manufacture of HP-5179, HP-5180, and HP-4330
because the processes used by Cookson Pigments to manufacture those
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high performance pigments are "inextricably connected" to the
misappropriated trade secrets. Miles asserts that the requested five-year
period corresponds to the normal time for independent development of
such pigments.
Miles argues it is entitled to a permanent use injunction against
Cookson's use of Miles' trade secrets in connection with the
dichloroquinacridone component of Cookson Pigments' manufacture of
its HP-4202 pigment, a permanent use injunction as to Cookson's
manufacture of DTTA for Cookson's Pigment's HP-4500 pigment, and
a permanent use injunction against Cookson Pigments' use of the
[confidential material omitted] for the production of any phtalocyanine
pigments.
Finally, Miles argues it is entitled to an injunction prohibiting the
Former Employees from doing any future work for Cookson Pigments on
any high performance pigments intended as a Cookson counteroffer to
any high performance pigment of Miles.
XIX.
The Court finds that the processes used by Cookson Pigments to
manufacture its perylene pigments HP-5179 and BP-5180 are
"inextricably connected" with the misappropriated trade secrets and
therefore, a production injunction as to them would be an appropriate
remedy.
[33] The Court is not convinced, however, that a five-year production
injunction is appropriate. While Miles demonstrated that it took almost
five years for it to develop its R-6436 pigment, the counterpart to
Cookson Pigments' HP-5179, Miles has not shown it took five years for
it to develop its R-6424 pigment, the counterpart to Cookson Pigments'
HP-5180. Nor is the Court convinced that it would have taken Cookson
more than three years to have developed a counterpart to Miles' R-6436
pigment using only public information available in 1989.
The Court, therefore, finds that a three-year production injunction,
starting from the date of judgment, is appropriate relief as to the
manufacture by Cookson Pigments of its HP-5179 and HP-5180.
The Court further finds that a production injunction is also
appropriate relief as to the manufacture by Cookson Pigments of its HP4330 pigment because of the Court's finding that Cookson
misappropriated the processes for the manufacture of the starting material
DATA, the processes for ring closure of DATA, drowning processes, and
[confidential material omitted] processes.
These misappropriated
processes are inextricably connected to Cookson Pigments' production of
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its HP-4330 pigment. A two-year production injunction against Cookson
Pigments' manufacture of HP-4330, starting from the date of judgment,
is, therefore, appropriate relief as to Cookson Pigments' HP-4330.
Similarly, a two-year production injunction starting from the date
of judgment will be imposed against Cookson's manufacture of its HP4202. The processes found to be misappropriated are inextricably
connected to the production of HP-4202. Some of the processes found
to be misappropriated as to HP-4330 are also used to manufacture HP4202.
A two-year use injunction will be imposed upon Cookson's use of
Miles' processes in the manufacture of DTTA for Cookson Pigments'
HP-4500, and a two-year use injunction will be imposed upon Cookson's
use of Miles' [confidential material omitted] for production of any
phtalocyanine pigments.
[34] The Court finds that Miles is not entitled to an injunction
prohibiting the Former Employees from working on any high
performance pigment intended as a future counteroffer to any high
performance pigment of Miles. Miles is adequately protected by the
grant of the above injunctions. It would be inappropriate to prohibit the
Former Employees from using their general knowledge and experience
of high performance pigments, as well as future knowledge gained from
research and experiments, to help Cookson manufacture pigments that
may compete with Miles' pigments.
MONETARY DAMAGES
XX.
Miles concedes it is inappropriate to use unjust enrichment as a
measure of damages here because Cookson made no profit through the
end of 1993 from the pigments in question. Instead, Miles seeks its
alleged lost profits that it defines as consisting of "both the loss of
revenue because of sales made by Cookson of misappropriated products
and loss of the contribution of misappropriated products to Miles' profit
and loss figures." (Miles Opening Brief, at 46.) Miles asserts its actual
losses can be determined by "applying the Miles' loss figures to
Cookson's sales figures." Id. Miles further claims either over $6 million
in damages using a total contribution figure or over $1.6 million in
damages using a gross profit margin figure. Miles' evidence as to its
damages, however, consisted primarily of conclusionary suppositions.
[35-36]
The Court therefore finds from all the competent evidence
that Miles has failed to sustain its burden of proving that it suffered any
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actual monetary damage because of defendants' misappropriation of
Miles' trade secrets. See 6 Del. C. § 2003(a). Because Miles is not
entitled to monetary damages pursuant to 6 Del. C. § 2003(a), Miles also
is not entitled to exemplary damages pursuant to 6 Del. C. § 2003(b).
ATTORNEYS' FEES
XXI.
[37] The Court concludes that Cookson America and Cookson Pigments
wilfully and maliciously misappropriated Miles' trade secrets. Miles is
therefore entitled to its reasonable attorneys' fees incurred in litigating
this dispute. 6 Del. C. § 2004. Miles should promptly submit a request
for reasonable attorney fees and justification for them by affidavit.
Plaintiff may submit a proposed order.

JAMES RIVER-PENNINGTON INC. v. CRSS CAPITAL, INC.
No. 13,870
Court of Chancery of the State of Delmvare, New Castle
March 6, 1995
Plaintiff sought a declaratory judgement regarding the enforceability of an option to purchase the one-half interest in a resource
recovery and co-generation plant owned by defendant. Defendant filed
a counterclaim alleging (1) breach of contract, (2) mutual mistake or
misrepresentation, (3) reformation, and (4) breach of fiduciary duty.
Counter-defendants moved to strike the counterclaims for failure to state
a claim upon which relief could be granted.
The Delaware Court of Chancery, per Vice-Chancellor Steele, held
that the breach of contract counterclaim did not state a claim upon which
relief may be granted due to the inadmissibility of parol evidence to
prove the alleged breach; however, the reformation and misrepresentation
counterclaims had stated claims for which relief might be granted because
parol evidence was admissible to prove the alleged misrepresentation.
Because partners may modify their fiduciary duties through contract, the
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court reserved decision on the motion to dismiss the breach of fiduciary
duty claim pending a determination of the parties' actual agreement.
Plaintiffs and counter-defendants' motion to strike was granted in part,
denied in part.
1.

Pretrial Procedure

m=

675

On motion to dismiss for failure to state a claim upon which relief
can be granted, the court considers only those matters referred to in the
pleadings. DEL. CH. CT. R. 12(b)(6).
2.

Pretrial Procedure
V
679, 683, 687
Pleading
C=- 34(1), 34(3)

On motion to dismiss for failure to state a claim upon which relief
can be granted, the court will consider all well-pleaded facts to be true
and draw all inferences in the light most favorable to the non-moving
party. Conclusory allegations will not be accepted as true. DEL. CH. CT.
R. 12(b)(6).
3.

Pleading
Pretrial Procedure

-

34(3), 345
C
624, 683

A complaint will not be dismissed unless it appears to a reasonable
degree of certainty the plaintiff would not be entitled to relief under any
set of facts which could be proved in support of his claim. DEL. CH. CT.
R. 12(b)(6).
4.

Contracts
Evidence

C-0t,

175(2), 247, 349(1)
384, 450(1)

A trial court may not consider parol evidence when interpreting a
clear and unambiguous contract.
5.

Contracts
Evidence

m
m

175(2), 247, 349(1)
384, 450(1)

Where the parties have made a contract and have expressed it in
writing to which they both assented as the complete and accurate
integration of that contract, evidence, whether parol or otherwise, of
antecedent understanding and negotiations will not be admitted for the
purpose of varying or contradicting the writing.

1995]
6.

UNREPORTED CASES

U= 328(1), 349(1)
Contracts
Evidence
! 428, 433(6), 434(8)
" 44
Reformation of Instruments
Parol evidence is admissible to prove fraud or mistake.

7.

Contracts
Evidence

C
C

175(2), 247, 349(1)
384, 450(1)

The parol evidence rule bars admission of extrinsic evidence for
the purpose of advancing one's own interpretation of language that is
otherwise clear.

8.

! 23
Equity
Reformation of Instruments

C=, 45(1)

The court of chancery may reform a document to make it conform
to the original intent of the parties.
9.

Cm= 23
Equity
Reformation of Instruments

e

19, 20, 21

Reformation of a contract is appropriate only when the contract
does not represent the parties' intent because of fraud, mutual mistake,
or, in exceptional cases, a unilateral mistake coupled with the other
parties' knowing silence.
10.

Reformation of Instruments

C=* 15

A unilateral mistake cannot alone form the basis for reformation
of a contract.
11.

Reformation of Instruments

C--

45(1)

The party attempting to reform a contract must prove the contents
of the parties' actual agreement by clear and convincing evidence.

12.

Contracts

!

258

Knowledge by one party of the other's mistake regarding the
expression of the contract is equivalent to a mutual mistake.
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o
C

3

Reformation is an equitable right, and when it would be inequitable
to enforce a contract, reformation should be available as a remedy.
14.

Equity
C
23
Reformation of Instruments

C!-

15

Reformation should be available as a remedy when a party is
mistaken about the contents of a contract and the other party, despite
knowing of the mistake, intentionally remains silent.
15.

Contracts
C== 333(4), 333(8)
Equity
C
141(1)
Pleading
C
8(15), 8(16)
Reformation of Instruments
C

36(3)

A party claiming fraud or mistake must plead the circumstances
constituting the fraud or mistake with particularity. This pleading
requirement extends to the grounds underlying a claim for reformation namely, the facts which would constitute fraud or mistake. DEL. CH. CT.
R. 9(b).
16.

Pleading

0

1, 8(15), 8(16)

Pleadings must inform the opposing party of the precise transaction
at issue and the fraud or mistake alleged to have occurred in the
transaction so as to notify the opposing party of its precise alleged
misconduct. DEL. CH. CT. R. 9(b).
17.

Fraud

=

2

The five elements of common law fraud are: (1) a false
representation, usually one of fact, made by the defendant; (2) knowledge
or belief the representation was false, or was made with reckless
indifference to the truth; (3) an intent to induce action or no action; (4)
action or inaction taken in justifiable reliance upon the representation; and
(5) damage to the claimant as a result of such reliance.
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Contracts

-

95(3)

Generally, a mutual mistake occurs where both parties have a
misconception regarding a material term in the contract.
19.

Corporations

C2-

325

Party that controls a corporate general partner through votes of its
three of the six directors owes a duty of loyalty to the partnership and
any other partners.
20.

Corporations
Partnership

C= 325
= 77, 366

Directors of a corporation who control property of the partnership
have a fiduciary duty to the partnership and its limited partner.
21.

Partnership

!

70

Delaware law expressly recognizes that partners may modify their
fiduciary duties through contract. DEL. CODE ANN. tit 6, § 17-1101
(1990).
Stephen P. Jenkins, Esquire, Richard B. Heins, Esquire, and Christopher
S. Sontchi, Esquire, of Ashby & Geddes, Wilmington, Delaware; Richard
P. Swanson, Esquire, and Christopher Connolly, Esquire, of Reid &
Priest, New York, New York, of counsel; and Michael J. Zimmer,
Esquire, and Timothy M. Murphy, of Reid & Priest, Washington, D.C.,
of counsel, for plaintiff and counterclaim-defendants.
Wayne N. Elliott, Esquire, and Ronald A. Brown, Jr., of Prickett, Jones,
Elliott, Kristol & Schnee, Wilmington, Delaware; Robert P. Fletcher,
Esquire, and Robert C. Bemius, Esquire, of Nixon, Hargrave, Devans &
Doyle, Washington, D.C., of counsel, for defendants and counterplaintiffs.
STEELE,

Vice-Chancellor

This action arises from plaintiff James River-Pennington, Inc.'s
("JRP") attempt to exercise an option to purchase defendant CRSS
Capital, Inc.'s ("CRSS") one-half interest in a resource recovery and cogeneration plant. JRP filed suit against CRSS, Naheola Cogeneration,
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Inc. ("NCI"), Capital Naheola Cogenerators, Inc. ("Capital, Inc."), Capital
Naheola Limited Partnership ("CRSS LP"), Naheola Cogeneration
Limited Partnership ("the Partnership"), and the three members of NCI's
Board of Directors named by CRSS. Defendants CRSS, Capital, Inc.,
and Capital, L.P. (collectively, "Counter-Plaintiffs") filed a four-count
counterclaim against JRP, James River Corporation ("JRC"), and the three
members of NCI's Board of Directors named by JRP (collectively,
"Counter-Defendants") on December 12, 1994. For ease of reference, I
will refer to the Counter-Plaintiffs as CRSS, and the Counter-Defendants
as JRP.
The Counter-Defendants filed a motion to dismiss the counterclaim
for failure to state a claim upon which relief could be granted. This is
the decision on the motion to dismiss.
I. BACKGROUND
At this stage, the Court must consider all well-plead facts in the
counterclaim as true.
A. The Formation of the Partnership
In 1989, JRC approached CRSS and other firms concerning their
ability to finance a chemical recovery and cogeneration facility ("the
Facility") located at JRP's Naheola Mill in Pennington, Alabama ("the
Mill"). JRC wanted the facility to provide steam, compressed air and
electricity to the Mill and process black liquor solids, a byproduct of the
Mill's pulp production process. JRC selected CRSS to be its partner
because CRSS offered innovative financing techniques.
In 1990, the parties entered into a series of preliminary agreements
initiating the financing and development of the Facility. Neither the
Complaint nor the Counterclaim make the terms of these preliminary
agreements clear.
On March 14, 1991, the transaction for the financing, construction
and operation of the Facility closed. At the closing, the parties created
final agreements, including the Partnership Agreement, the First Amended
and Restated Principal's (sic) Agreement ("Principal's Agreement"), an
Energy Sales and Services Agreement ("Energy Agreement") and an
Operations and Maintenance Agreement ("Operations Agreement").
Pursuant to the Partnership Agreement, CRSS LP, JRP and NCI
own the Partnership. NCI is the Partnership's general partner, and CRSS
LP and JRP are limited partners. Under the Energy Agreement, JRP pays
the Partnership for processing black liquor solids and producing energy
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for the Mill. JRP operates and maintains the Facility at the expense of
the Partnership pursuant to the Operations Agreement.
The Principal's Agreement states the rights and restrictions
regarding the Partnership's ownership interests and the management of
NCI. JRP, CRSS, NCI, CRSS LP and Capital, Inc. are all parties to the
Principal's Agreement.
The Principal's Agreement includes the following "Call" provision:
(b) JRP shall have the right (the "Call"), which it shall
exercise by giving notice of such exercise to CRSS at any
time during the Call Exercise Period, to buy from each other
Shareholder and Partner or holder of any interest in the Call
Block, and, upon the exercise of such right, each such other
Shareholder, Partner or interest holder shall have the
obligation to sell to JRP, the Call Block at the price equal
to the Call Amount.
(Principal's Agreement at § 5.1.) The Principal's Agreement also
contains the following integration clause:
Supplemental Prbvision No. 3 - Entire Agmement.
Such document (including all appendices and exhibits
thereto), constitutes the entire agreement and understanding
of the parties thereto with respect to the subject matter
thereof and supersedes all prior written and oral agreements
and understandings with respect to such subject manner.
(Principal's Agreement at Appendix A.)' JRP made representations
before the closing that JRP would only exercise the call in two specific
circumstances: (1) JRP terminating the Partnership by obtaining control
over CRSS's Partnership interest for itself, or (2) JRP selling all
ownership interests in the Mill to a third party. To facilitate selling all
ownership interests to a third party, the Principal's Agreement also gives
JRP the right to assign the Call.
Schedule II to the Principal's Agreement sets forth a specific
formula for calculating the amount JRP must pay CRSS for its
Partnership interest if JRP exercises the Call. Although not written into

'This integration clause is expressly incorporated into the Principal's Agreement
through Section 9.1, which states: "Unless otherwise specifically provided in this Agreement,
the Supplemental Provisions set forth in Appendix A shall govern this Agreement."
(Principal's Agreement at § 9.1.)
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the Schedule II formula, JRP and CRSS agreed the purchase price would
result in JRP paying CRSS fair value for CRSS's Partnership interest.
In sum, CRSS alleges the Principal's Agreement does not
accurately reflect the parties' agreement, because: (1) the Principal's
Agreement does not reflect the limited circumstances when JRP can
exercise the Call; (2) the Principal's Agreement erroneously defines a
date for measuring future Partnership financial performance as a
"Scheduled Option Closing Date" in Schedule II; (3) the Principal's
Agreement incorrectly uses after-tax distributions as the basis for the
valuation instead of pre-tax distributions; and (4) the Principal's
Agreement fails to specify the applicable discount rate used for the Call
valuation. (Counterclaim at 29.)
In March 1993, the Facility began operations. The Facility
immediately increased the Mill's output. The Facility is now performing
better than anticipated, helping the Mill set new production records.
B. The Events Leading to JRP's Exercise of the Call
In March 1994, the Partnership had accumulated $18.2 million in
initial excess cash flow. Under the existing financial structure, the
Partnership would have to pay the lenders $9.1 million - one half of the
accumulated initial excess cash flow as a prepayment of debt. CRSS
proposed the Partnership explore a modification to the financing
documents, eliminating the $9.1 million prepayment to the lenders.
Under CRSS's proposal, this money would be distributed to the partners.
JRP agreed to allow the Partnership to explore CRSS's proposal. Over
the next six months, CRSS negotiated with lenders on behalf of the
Partnership and obtained their approval to the proposed modifications.
The lenders demanded the inclusion of a "clawback" provision which
would require the partners to repay the $9.1 million if the debt coverage
ratio for the Facility fell below 1:1.25 within the two year period
following the distribution.
JRC also carried a sizeable corporate debt in 1994. CRSS
recognized JRC's capital needs as well as its own desire to increase
CRSS's cogeneration business. Consequently, CRSS decided to offer to
purchase JRP's Partnership interest in June 1994. On August 22, 1994,
JRP sent a proposal to CRSS requesting CRSS restructure the Partnership
agreements by: (1) immediately paying JRP $16.8 million in cash; and
(2) agreeing to a modification of the Energy Agreement which would
provide JRP with a 6.73% discount on fees owed to the Partnership. The
6.73% discount, if approved, would shift approximately two million
dollars from the Partnership to JRP. JRP stated if CRSS did not agree
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to restructure the Partnership according to JRP's request, JRP would
begin active efforts to market CRSS's interest.
At the same time as JRP's restructuring request, JRP asked Merrill
Lynch & Co. ("Merrill Lynch") to estimate CRSS' Partnership interest's
value if sold to a third party on the open market. Merrill Lynch
performed an estimate of the CRSS's Partnership interest and prepared
an Offering Memorandum, soliciting proposals from potential investors.
JRC and JRP distributed the Offering Memorandum to third parties,
including CRSS's potential competitors. The Offering Memorandum did
not indicate a potential investor would have to agree to the two
modifications JRP requested in its August 22, 1994 letter.
CRSS amended its June offer in October 1994, offering to purchase
JRP's interest for $50.7 million plus 50% of the cash available for
Partnership distribution as of December 31, 1994. JRP rejected CRSS's
second offer.
On November 4, 1994, JRP notified CRSS it would exercise the
Call provision in the Partnership Agreement.
C. JRP's Actions To Allegedly Coerce CRSS into
Complying With The Call
On November 3, 1994, the JRP Directors refused to consent to
CRSS's proposed modifications to the financing documents, citing JRP's
opposition to the clawback provision. JRP also delayed Partnership cash
distributions in the third quarter of 1994, allowing over $23 million to
accumulate in the Partnership. CRSS alleges JRP intentionally refused
to act and delayed in order to exert economic pressure on CRSS. CRSS
also alleges JRP's refusal increased the resale value of CRSS's
Partnership interest by trapping large amounts of cash in the Partnership.
On November 9, 1994, three business days after JRP gave notice
it was attempting to exercise the Call, JRP filed this litigation seeking a
declaratory judgment regarding the enforceability of the Call provision
before CRSS responded to JRP's exercise of the Call. CRSS alleges JRP
instituted this litigation to coerce CRSS's acquiescence to JRP's exercise
of the Call.
D. The Valuation of the Call
On December 4, 1994, JRP produced its valuation of CRSS's
Partnership interest, purportedly according to the Schedule H valuation
formula. JRP valued CRSS's interest at $30.54 million. CRSS alleges
JRP's valuation does not comply with the proper formula for valuing the
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Partnership interests and is based on erroneous, misleading or incomplete
information.
After JRP produced its valuation, the JRP Directors conceded they
On
would accept a valuation unilaterally prepared by CRSS.
December 5, 1994, CRSS produced a valuation of its interests at a
minimum of $37.465 million, subject to errors in the Schedule II formula.
CRSS claims its valuation is not based on all relevant information
because JRP refused to disclose information regarding Mill operations.
CRSS reserved its right to produce a revised valuation based on all
relevant information. As of the date of the Counterclaim, JRP had not
produced the relevant information.
H. CONTENTIONS OF THE PARTIES
JRP argues CRSS's claims that alleged antecedent oral agreements
and JRP's fiduciary duties preclude JRP from exercising the Call fail as
a matter of law. JRP argues the unrestricted Call provision reflects the
parties' actual agreement. JRP argues the unrestricted Call provision
reflects the appropriate business relationship between the parties because
JRP came to the table in a stronger bargaining position. JRP contends
alleged oral agreements could not preclude the exercise of a contractual
right in a clear and unambiguous later integrated written contract. JRP
also argues fiduciary duties do not prevent a party from exercising a right
to act consistently with one's own self-interest when the parties clearly
bargain for and expressly sanction the arguably self-interested action in
a Partnership Agreement.
CRSS asserts JRP's right to exercise the Call is subject to a
fiduciary duty of loyalty to its partner and to a common law duty of gobd
faith and fair dealing. CRSS contends although the fiduciary duties may
be modified by contract, the party asserting the right must rely on the
contractual provision in good faith. CRSS also contends the written
Principal's Agreement, including the so-called safe harbor to act selfinterestedly, does not reflect the parties true agreement due to either
mutual mistake or misrepresentation. CRSS claims the latter allegations
form a clear basis requiring the Court to reform the contract to reflect the
alleged prior oral agreements.
III. LEGAL STANDARD
[1-3] On a motion to dismiss for failure to state a claim upon which
relief can be granted, the Court considers only those matters referred to
in the pleadings. Hart Holding v. Drexel Burnham Lambert, Del. Ch.,
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593 A.2d 535, 538 (1991). The Court will consider all well-plead facts
to be true and draw all inferences in the light most favorable to the
nonmoving party. Grobow v. Perot, Del. Supr., 539 A.2d 180, 187 n.6
(1988). Conclusory allegations will not be accepted as true. Id A
complaint will not be dismissed unless it appears to a reasonable degree
of certainty the plaintiff would not be entitled to relief under any set of
facts which could be proved in support of his claim. Rabkin v. PhilipA.
Hunt Chem. Corp., Del. Supr., 498 A.2d 1099, 1104 (1985); In re
USACafes, L.P. Litig., Del. Ch., 600 A.2d 43, 47 (1991).
IV. BREACH OF CONTRACT
CRSS alleges JRP's actions constitute breaches of the Partnership
Agreement and the Principal's Agreement, including, but not limited to,
breaches of the "duty of good faith and fair dealing."
JRP argues CRSS is prohibited from altering the clear
unambiguous language of the integrated contract with an antecedent oral
agreement. JRP argues the parol evidence rule bars the use of the alleged
oral agreement to add conditions limiting JRP's right to exercise the Call
and add terms concerning the valuation of the Call amount. JRP argues,
therefore, CRSS's breach of contract count fails to state a claim for which
relief can be granted.
A. The Parol Evidence Rule Does Preclude an
Examination of Extrinsic Evidence.
CRSS argues the parol evidence rule does not preclude an
examination of extrinsic evidence to determine the meaning of the
Partnership Agreement. CRSS contends parol evidence may be used to
force interpretation of the Call language in accordance with its version of
the agreement of the parties.
The Principal's Agreement, by its very terms, is an integrated
contract, constituting the entire agreement between the parties.
(Principal's Agreement at Appendix A.) The parties bargained for the
contractual language eventually included in the agreement. The parties
both profit from the agreement. The provision at issue here, by its clear
and explicit terms, states JRP has the right to purchase CRSS's interest
for a specific price. The Call provision's text also clearly states CRSS
must sell its Partnership interest to JRP when JRP exercises its right.
This provision is clear and unambiguous.
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CRSS argues Klair v. Reese, Del. Supr., 531 A.2d 219 (1987)
stands for the proposition that this Court must consider parol evidence
even when interpreting a clear agreement.
[4]
Although Klair may appear to support that proposition, subsequent
case law has clarified Delaware law - a trial court may not consider
parol evidence when interpreting a clear and unambiguous contract. AOC
Limited Partnership v. Horsham Corporation, Del. Ch., C.A. No. 12480,
Chandler, V.C. (June 17, 1992) Mem. Op. at 15; Pellaton v. Bank of
New York, Del. Supr., 592 A.2d 473, 478 (1991).
[5]
The Delaware Supreme Court's most recent pronouncements as to
whether a court should consider extrinsic evidence when presented with
unambiguous contractual terms have been clear and consistent: "[I]f the
instrument is clear and unambiguous on its face, neither [the Delaware
Supreme Court] nor the trial court may consider parol evidence 'to
interpret it or search for the parties' intent[ions] . . . ."' Pellaton, 592
A.2d at 478 (quoting Hibbert v. Hollywood Park, Inc. Del. Supr., 457
A.2d 339, 343 (1983)). Furthermore, "[w]here the parties have made a
contract and have expressed it in writing to which they both assented as
the complete and accurate integration of that contract, evidence, whether
parol or otherwise, of antecedent understanding and negotiations will not
be admitted for the purpose of varying or contradicting the writing."
Scott v. LandLords, Inc., Del. Supr., No. 34, 1992, Moore, J. (Sep. 22,
1992) (Order) at 6. (quoting Scott-Douglas Corp. v. Greyhound Corp.,
Del. Super., 304 A.2d 309, 315 (1973))2. Based on Delaware Supreme
Court precedent, I may not use extrinsic evidence to interpret clear and
unambiguous contractual language. Consequently, I will not use prior
antecedent agreements to interpret or contradict the clear language of the
disputed provisions.
B. The Bad Faith Exception to the Parol Evidence Rule
Does Not Apply
Alternately, CRSS argues a parol evidence rule exception applies
for parties attempting to prove a breach of contract based upon bad faith.
Under this theory, evidence of the prior oral agreements would not be
used to contradict the terms of the Principal's Agreement; instead, the
evidence shows JRP demonstrated bad faith by acting in a manner
inconsistent with the prior oral agreement thereby breaching the contract.
2
Although the Superior Court applied Michigan law to the contract dispute in this case,
the same principle applies in Delaware.
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[6-7] Parol evidence is admissible to prove fraud or mistake. American
Home Prods. Corp. v. Norden Lab., Inc., Del. Ch., C.A. No. 11615,
Hartnett, V.C. (July 24, 1991) Mem. Op. at 9; New Castle County v.
Crescenzo, Del. Ch., C.A. No. 7082, Hartnett, V.C. (Feb. 11, 1985)
Mem. Op. at 7 (citing Scott-Douglas,304 A.2d at 317), ajf'd,Del. Supr.,
505 A.2d 454 (1985); 4 Walter H. E. Jaeger, Williston on Contracts
§ 634, at 1017-18 (3d ed. 1970). This exception's rationale is that the
parties, because of either fraud or mistake, did not assent to a certain
writing or writings as the agreement between the parties; therefore, the
parol evidence rule does not apply to the contract. 4 Williston on
Contracts § 634, at 1017-18. CRSS does not assert under this Count,
however, that JRP breached the clear language of the contract in bad faith
making the contract itself invalid. They argue JRP acted in bad faith by
exercising the Call in a manner inconsistent with the prior oral agreement.
The usual rationale behind the fraud/mistake exception to the parol
evidence rule does not apply here. CRSS seeks to prevent enforcement
of the contract as JRP interprets it and seeks construction of the Call and
valuation as CRSS interprets the provisions. The parol evidence rule bars
admission of the extrinsic evidence for the purposes of advancing one's
own interpretation of language that is otherwise clear.
The
counterclaim's allegation of bad faith is a claim for reformation cloaked
as a bad faith breach of contract count. CRSS seeks to substitute its
version of the agreement of the parties for the one appearing in the
written document in the interest of justice. Therefore, I find evidence of
the prior oral agreement is not admissible to support CRSS's breach of
contract claim. Without the inadmissible parol evidence the breach of
contract count is merely conclusionary and must be dismissed.
V. REFORMATION
CRSS alleges because of a mutual mistake, or because of JRP's
misrepresentations, the Principal's Agreement fails to reflect the actual
agreement of the parties. CRSS asserts the Principal's Agreement has
four deficiencies: (1) the Principal's Agreement does not state the two
limited circumstances when JRP can exercise the Call agreed to by the
parties; (2) the Principal's Agreement erroneously defines a date for
measuring future Partnership financial performance as a "Scheduled
Option Closing Date" in Schedule II; (3) the Principal's Agreement
incorrectly uses after-tax distributions as the basis for the valuation
instead of pre-tax distributions; and (4) the Principal's Agreement fails
to specify the applicable discount rate used for the Call valuation.
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CRSS argues it has properly stated a claim for reformation because
a court of equity will reform a contract when the contract does not reflect
the parties' actual agreement. CRSS contends it has adequately plead the
contents of the parties' actual agreement, JRP's misrepresentation, and
JRP's knowledge of CRSS's mistake. CRSS also argues reformation
cases are fact intensive, and thus, reformation claims should not be
dismissed on the pleadings.
JRP argues CRSS is not entitled to reformation because an alleged
"bad bargain" does not entitle the contracting party to reformation. JRP
also argues the plain terms of the contract cannot be varied with parol
evidence of a previous oral agreement. Finally, JRP argues the
Counterclaim fails to plead with particularity allegations supporting a
claim for reformation.
[8-11]
The Court of Chancery may reform a document to make it
conform to the original intent of the parties. Waggoner v. Laster, Del.
Supr., 581 A.2d 1127, 1135 (1990). Reformation is appropriate only
when the contract does not represent the parties' intent because of fraud,
mutual mistake or, in exceptional cases, a unilateral mistake coupled with
the other parties' knowing silence. AOC, supra, at 15-16; see Collins v.
Burke, Del. Supr., 418 A.2d 999, 1002 (1980); Tom SavageAssocs., Inc.
v. Woodbridge School District, Del. Ch., C.A. No. 11863, Berger, V.C.
(Apr. 20, 1994) Mem. Op. at 4-5. A unilateral mistake cannot alone
form the basis for reformation. Matter of ENSTAR Corp., Del. Supr.,
604 A.2d 404, 413 (1992). The party attempting to reform the contract
must also prove the contents of the parties' actual agreement by clear and
convincing evidence. Collins, 418 A.2d at 1002; AOC, supra,at 16.
A. Parol Evidence May Be Used To Prove Reformation Claim
JRP's contends CRSS cannot use parol evidence to prove its
reformation claim even where, as here, CRSS alleges the contract does
not represent the parties' intent because of misrepresentation or unilateral
mistake coupled with JRP's knowing silence. JRP's contention is based
on the premise the fraud/mistake exception to the parol evidence rule
only applies when a party is mistaken regarding the meaning of a
material contract provision.
In support of its argument, JRP states: "this Court has long held
that the 'mistake' exceptions to which CRSS clings are to be applied only
where one party is mistaken 'with respect to the meaning of some
material provisions of the signed contract."' (Reply Brief at 22 (quoting
Covocoresses v. W.S. Wasserman Co., Del. Ch., 28 A.2d 588, 589
(1928)).
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The section of the Covocoresses opinion JRP relies upon reads in
full:
But when the mistake of one party, with respect to the
meaning of some material provision of the signed contract,
is accompanied by the other party's knowledge thereof, but,
also, by his silence, it is said to be equivalent of mutual
mistake.
Id. This language is found in the section of the opinion stating when
reformation is generally available. See id. It is obvious, after looking at
the placement of the quotation and the language of the quotation itself,
this quotation does not deal with the fraud/mistake exception to the parol
evidence rule. Instead, this language states reformation is available as a
remedy when a party makes a unilateral mistake and another party is
knowingly silent.
[12-14]
JRP's assertion, while not implicating the parol evidence
rule, does raise the question whether reformation claims based upon
unilateral mistake coupled with knowing silence are limited to an error
concerning a meaning of a term. This Court has stated the rule as
follows: "[k]nowledge by one party of the other's mistake regarding the
expression of the contract is equivalent to a mutual mistake." Tom
Savage, supra, at 4 (quoting 13 Williston on Contracts § 1573). This
statement of the rule does not limit reformation in unilateral mistake cases
to a mistake concerning the meaning of a material term. Furthermore,
the rationale behind allowing reformation in unilateral mistake cases
supports reformation when a party is unilaterally mistaken concerning the
content of a contract. Williston states the equitable underpinnings of this
rule:
Reformation ... is granted only where there is a mutual

mistake. However, there are exceptions made to these
general rules in cases where the mistake of one party is...
known to the other party ...

and the mistake concerns a

matter so vital that it can be said that the parties, because of
miscalculation or false information never actually agreed to
the same proposition.
Tom Savage, supra, at 4 (quoting 13 Williston on Contracts § 1548 at
126) (alteration in original). Reformation is an equitable right, and when
it would be inequitable to enforce a contract, reformation should be
available as a remedy. Obviously, this includes when a party is mistaken
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about the contents of the contract and the other party, despite knowing of
the mistake, intentionally remains silent.
Although parol evidence may not be used to interpret clear and
unambiguous contractual language to support enforcement of a contrary
interpretation of a contract, JRP's argument ignores the fact parol
evidence may be used by a party to establish fraud or mistake in support
of a claim for reformation. 13 Williston on Contracts § 1552, at 210-11;
see American Home, supra, at 9; Scott-Douglas, 304 A.2d at 317; see
also Restatement (Second) of Contracts § 214(d) (1981). Williston states
the rationale behind the use of parol evidence to prove a reformation
claim:
[I]t should not be denied that the writing correctly states the
actual contract or conveyance which has been made, but
since it is inequitable to allow the enforcement of it, and,
since justice requires the substitution of another in its place,
equity gives relief, where reformation is appropriate, and to
that end, generally and necessarily admits any relevant parol
or other extrinsic evidence.
13 Williston on Contracts § 1552, at 213-14. The fraud/mistake
exception to the parol evidence rule within the context of a claim for
reformation is well settled. Therefore, I find parol evidence is admissible
for the purpose of proving CRSS's reformation claim.
B. CRSS Has Plead Fraud And Mistake With Particularity
[15-17]
JRP seeks to dismiss CRSS's reformation count because
CRSS failed to plead mutual mistake or misrepresentation with
particularity. Chancery Court Rule 9(b) requires the party claiming fraud
or mistake to plead tie circumstances constituting fraud or mistake with
particularity.3
This pleading requirement extends to the grounds
underlying a claim for reformation - namely, the facts which would
constitute fraud or mistake. GracelawnMemorialPark,Inc. v. Eastern
Memorial Consultants,Inc., Del. Supr., 291 A.2d 276, 276 (1972). Rule
9(b) requires the pleading to inform the opposing party of the precise

'Court of Chancery Rule 9(b) states:
(b) Fraud, Mistake, Condition of the Mind. In all averments of fraud or
mistake, the circumstances constituting fraud or mistake shall be stated with
particularity. Malice, intent, knowledge and other condition of mind of a
person may be averred generally.
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transaction at issue and the fraud or mistake alleged to have occurred in
the transaction so as to notify the opposing party of its precise alleged
misconduct. Kahn Brothers & Co., Inc. v. Fischbach Corp., Del. Ch.,
C.A. No. 8987, Allen, C. (Sep. 19, 1989) Mem. Op. and Order at 11.
CRSS has alleged both fraud and mistake; both must meet Rule 9(b)'s
level of specificity in the pleading.
The five elements of common law fraud are well-settled:
(1)

a false representation, usually one of fact, made by
the defendant;

(2)

knowledge or belief the representation was false, or
was made with reckless indifference to the truth;

(3)

an intent to induce action or no action;

(4)

action or inaction taken in justifiable reliance upon
the representation; and

(5)

damage to the claimant as a result of such reliance.

Gaffin v. Teledyne, Inc., Del. Supr., 611 A.2d 467, 472 (1992). CRSS
alleges JRP made a false representation by affirmatively representing the
Call valuation would be equal to fair market value and it would only
exercise the Call in two limited circumstances. CRSS alleges JRP knew
the written Principal's Agreement differed from the alleged prior
agreement and, nevertheless JRP now attempts to enforce the Call exactly
as written. CRSS alleges JRP's earlier oral representations were made to
induce CRSS to enter into the Agreement, because JRP knew CRSS
would not have consented to the Principal's Agreement without assuming
the limitations still applied to the Call. CRSS alleges it justifiably relied
upon JRP's prior oral representations when it agreed to the Principal's
Agreement. CRSS alleged it has been injured because it will lose
millions of dollars if JRP is allowed to exercise the Call in a manner
consistent with the written agreement. Through CRSS's- allegations,
CRSS has placed JRP on notice as to the precise transaction and the
alleged misrepresentations. CRSS's allegations concerning fraud are
sufficient to meet the requirements of Rule 9(b).
[18] Generally, a mutual mistake occurs where both parties have a
misconception regarding a material term in the contract. Amer v. NVF
Co., Del. Ch., C.A. No. 11812, Allen, C. (Jun. 15, 1994) Mem. Op. at
16. CRSS alleges the Principal's Agreement did not accurately express
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the terms of the agreement between the parties. CRSS has specifically
alleged four inconsistencies between the written agreement and the prior
oral agreement. Although the distinct and clear inconsistency between
the earlier alleged oral agreements and the written contract executed by
sophisticated commercial entities may suggest difficulty in proving
mistake in the crucible of trial, CRSS's allegations must be considered
true for the purposes of a motion to dismiss. They are sufficient to meet
the requirements of Rule 9(b). See American Home, supra, at 13.
CRSS has plead facts sufficient to state a claim for reformation.
Therefore, I must deny JRP's Motion to Dismiss CRSS's reformation
count.
VI. MISREPRESENTATION
CRSS pleads two categories of claims of fraud based upon JRP's
alleged misrepresentations in an effort to establish a breach of the
Partnership Agreement.
First, CRSS alleges Article 3, Representations and Warranties,
Subsection 3.11 of the Partnership Agreement:
To the best of such Partner's knowledge, after due inquiry,
all factual information (taken as a whole) heretofore or
contemporaneously furnished by or on behalf of the
Partnership or such Partner does not contain any material
misstatement or omit to state a material fact necessary to
make the statement therein not misleading.
should be read to include all prior statements - not just the validity of
factual information furnished by the Partners or the Partnership in
accordance with Federal Securities Laws. In effect, CRSS says JRP's
failure to include the terms of CRSS's claimed oral agreement about the
Call and valuation of CRSS's interests in the written language of the
contract or to recognize the earlier agreements in principle in its
interpretation of the contractual terms of the Call violates this express
warranty in the contract itself.
Frankly, section 3.11 of the Partnership Agreement speaks to
"Securities Law Matters" and to factual information presumably furnished
by the Partners and the Partnership in connection with their warranty their
respective interests have not been acquired for the purpose of registration
as investments under the Securities Act of 1953 - not a general
affirmation everything ever said or done in the parties' relationship was
warranteed under this section. CRSS's argument expanding this warranty
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far beyond the subject matter of this limited paragraph simply makes no
sense. I conclude with absolute certainty CRSS would not be entitled to
relief under any set of facts it could prove relying on this paragraph of
the Agreement.
Second, independently of the Agreement's express warranties,
CRSS alleges JRP failed to reveal, with the intent of deceiving CRSS,
either: (1) JRP did not intend the Call could only be exercised in the two
limited circumstances, or (2) JRP did not intend to agree upon the
limitations of the Call.
While CRSS's claim of fraudulent breach of the specific paragraph
cited in the Partnership Agreement appears clear, the second category of
alleged misrepresentation confuses me. Paragraphs 109-115 of the
Counterclaim appear to relate solely to Paragraph 3.11. There is,
however, an oblique reference to the material misrepresentations and
omissions of material fact breaching other unidentified provisions of the
Partnership Agreement. CRSS's brief complicates the scenario by
referring to a "general duty to refrain from defrauding its Partner "as a
part of the discussion of the misrepresentation claim. No brief discusses
what this duty means or the context within which it should be analyzed.
Is this another version of common law fraud or a variation on the theme
of breach of a fiduciary duty of loyalty? In any event, despite the
language in the brief, there only are two actual claims stated in the
misrepresentation Count: (1) Paragraph 3.11 discussed above; and, (2)
a generalized claim that JRP materially misrepresented its intended
position orally. CRSS allegedly relied to its detriment on these
misrepresentations, and induced by the assurances contained within the
oral misrepresentations, CRSS agreed to the Call provision explicitly
stated in the Principal's Agreement. In my view, this is simply another
way of asserting the actual agreement between the parties is CRSS's
version and it should be substituted, by way of reformation, for the plain
meaning of the Call and valuation provisions appearing in the actual text
of the Principal's Agreement. The facts required to prove the generalized
claim of misrepresentation are the same advanced in support of
reformation and to the same end - the Court should construe the
disputed contractual language as we see it but not as it actually reads. By
incorporating the earlier allegations of the counterclaim in this Count and
by pleading inducement within this Count, CRSS has nonetheless plead
with sufficient particularity a claim for common law misrepresentation.
See Gaffin, 611 A.2d at 472. Though one might logically suspect
reformation to be the real remedy sought by CRSS, I cannot say it fairly
appears to a reasonable degree of certainty CRSS would not be entitled
to relief under any set of facts offered in support of the generalized
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misrepresentation Count of the Counterclaim. The Motion to Dismiss
Count IV is granted in regard to reliance upon §3.11 of the Partnership
Agreement and denied as to the more generalized common law claim of
misrepresentation based upon the inconsistency of the alleged prior oral
agreement and JRP's ultimate contrary interpretation of the plain
language of the Call and valuation provisions.
VII. BREACH OF FIDUCIARY DUTY
CRSS alleges JRC, JRP and the JRP Directors breached a fiduciary
duty to CRSS and the Partnership to act in good faith and solely in the
best interest of the Partnership by exercising the Call and taking actions
attempting to coerce CRSS into complying with JRP's attempt to exercise
the Call. CRSS also alleges JRP's attempt to exercise the Call standing
alone constitutes self-dealing and bad faith.
CRSS argues JRP has fiduciary duties to CRSS and the Partnership
under the Agreements and the Delaware Revised Unifohn Limited
Partnership Act. CRSS contends the central issue is whether JRP acted
in "good faith" pursuant to Section 17-1001(d) of the Act. In essence, it
appears CRSS reads "good faith" to mean more than a fair and reasonable
reading of the right to act independently pursuant to contract. CRSS
equates the phrase "good faith" here to mean the obverse of "bad faith"
and characterizes it as a reaffirmation of the traditional duty of loyalty at
common law. CRSS asserts good faith is an issue of fact, precluding
dismissal at this stage.
[19-20]
JRC, JRP and the JRP Directors owe a fiduciary duty of
loyalty to the Partnership and any other partner. JRP has a duty of
loyalty to the Partnership and the other partner because it controls the
general partner through the votes of its three of the six directors. See KE
Property Management Inc. v. 275 Madison Management Corp., Del.
Ch., C.A. No. 12683, Hartnett, V.C. (July 21, 1993) Mem. Op. at 24.
The JRP Directors have fiduciary duties to the Partnership and its limited
partners because they control the partnership property. See In re
USACafes, L.P. Litig., Del. Ch., 600 A.2d 43, 49 (1991). If JRC
knowingly participated in any JRP breach of fiduciary duty to the
Partnership or other partners, JRC would also be liable with the primary
wrongdoer for injuries resulting from the breach. Id. at 55.
[21] JRP argues despite a general fiduciary duty of loyalty to the
Partnership and the other limited partner to act in the best interests of the
Partnership, that fiduciary duty may be modified by the grant of private
contractual rights. JRP asserts JRP could not breach a fiduciary duty by
exercising a private contractual right negotiated by two sophisticated
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parties at arms length. JRP argues Delaware law does not require JRP to
sacrifice its own self interest in all circumstances, especially when a party
acts on a clear and unambiguous contractual right The tension exists
here, of course, between a fiduciary's contractual sanction to act
independently in its own best interests and the fiduciary's obligation to
act in the best interests of the Partnership. The Delaware Revised
Limited Partnership Act ("the Act") expressly recognizes partners may
modify their fiduciary duties through contract. Section 17-1101 of the
Act states, in pertinent part:
(c) It is the policy of this chapter to give maximum effect to
the principleoffreedom of contractand to the enforceability
of partnership agreements.
(d) To the extent that, at law or in equity, a partner has
duties (including fiduciary duties) and liabilities relating
thereto to a limited partnership or to another partner, (1) any
such partner acting under a partnership agreement shall not
be liable to the limited partnership or to any such other
partner for the partner's good faith reliance on the
provisions of such partnership agreement, and (2) the
partner's duties and liabilities may be expanded or restricted
by provisions in a partnership agreement.
6 Del. C. § 17-1101(d) (emphasis added).' The central focus of the
inquiry, necessarily, is whether the terms of the contract modify JRP's
fiduciary duty of loyalty to the Partnership, the Limited Partnership and
its limited Partner. To resolve this issue, I must first determine if the
Principal's Agreement, as written, is the parties' actual agreement.
Therefore, exercising my discretion in this expedited proceeding, I will
reserve decision on CRSS's breach of fiduciary duty claim until after
trial.

4
It is irrelevant the Call provision is in the Principal's Agreement and not in the
Partnership Agreement. The Principal's Agreement's sole purpose is devoted to the
Partnership, including the transfer of Partnership interests. In essence, the Principal's
Agreement is a derivative of the Partnership Agreement, and thus, the same standards apply
to both.
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VII. CRSS'S AFFIRMATIVE DEFENSES
JRP asks the Court to dismiss most of CRSS's Affirmative
Defenses in this action because they are closely related to the
Counterclaims. I will treat JRP's request as a Motion to Strike under
Chancery Rule 12(f).
Under Rule 12(f), the inquiry is whether the challenged defense is
legally sufficient, assuming the truth of the facts alleged in the answer.
See Holtzman v. Gruen Holding Corp., Del. Ch., C.A. No. 13500,
The following
Chandler, V.C. (Aug. 5, 1994) Letter Op. at 7.
Counterclaim:
to
the
are
tied
defenses"
"affirmative
(1)
(2)
(3)
(4)
(5)

Fourth Affirmative Defense: Bad faith;
Fifth Affirmative Defense: Breaches of fiduciary duty;
Misrepresentation and
Seventh Affirmative Defense:
omissions of material fact:
Eighth Affirmative Defense: Breach of contract;
The written Principal's
Tenth Affirmative Defense:
Agreement does not reflect the actual agreement of the
parties concerning the Call.

A Court generally views an affirmative defense as a new matter
constituting a defense offered under the assumption the Complaint is true
but a legal defense exists to the Complaint's assertion. For reasons
already stated in this opinion, CRSS's claims of reformation and
misrepresentation survive JRP's motion to dismiss. The Seventh and the
Tenth Affirmative defenses have no legal significance as independent
affirmative defenses. They are subsumed by the equitable defense of
unclean hands and constitute the factual underpinning for the
counterclaim's theory of reformation. They unnecessarily litter the legal
landscape, offer no additional substantive legal defense and are stricken.
I concluded earlier the breach of contract claim does not survive the
Therefore, the Eighth Affirmative Defense
Motion to Dismiss.
necessarily is stricken. Since I have reserved decision on the breach of
fiduciary duty claim, I reserve decision in CRSS's Fourth and Fifth
Affirmative Defenses.
VIII. CONCLUSION
CRSS and its related entities have stated claims for which relief
may be granted for reformation and misrepresentation. Plaintiffs and
Counter-Defendants' Motion to Dismiss is denied as to these two claims.

1995]

UNREPORTED CASES

CRSS's breach of contract claim does not state a claim for which
relief may be granted because parol evidence will be inadmissible to
prove JRP's alleged breach.
Therefore, Plaintiff's and CounterDefendants' Motion to Dismiss is granted as to CRSS's breach of
contract claim.
Before I can analyze the nature of JRP's fiduciary duty, I must first
determine the parties' actual agreement. Exercising my discretion, I
reserve decision on the motion to dismiss regarding CRSS's breach of
fiduciary duty claims.
CRSS's Affirmative Defenses for misrepresentation, omission of
fact and "the written agreement does not reflect the true agreement of the
parties," while all arguably matters of avoidance, are redundant and are
stricken. CRSS's Breach of Contract Affirmative defense is not legally
sufficient and will be stricken. I will reserve decision on CRSS's
Affirmative Defenses concerning bad faith and breach of fiduciary duties.
Therefore, Plaintiff's and Counter-Defendants' Motion to Strike is
granted in part,denied in part.
IT IS SO ORDERED.

SNELL v. ENGINEERED SYSTEMS & DESIGNS, INC.
No. 12,865
Court of Chancery of the State of Delaware,New Castle
November 18, 1994
Plaintiffs brought this action to enjoin defendant-corporation from
using the term "engineered" in its name or advertising, pursuant to
Delaware Code Annotated, title 24, section 2825, which prohibits the
commercial use of any form of the word "engineer" by businesses other
than those consisting of licensed engineers. Previous to the litigation,
defendant did not accept an offer by plaintiffs to discontinue efforts to
enforce section 2825 against defendant if it used a disclaimer alongside
every use of the company name. Defendant claimed that section 2825
was unconstitutional on its face and as applied. In addition, defendant
filed a counterclaim under 42 U.S.C. section 1983, alleging that plaintiff
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violated its First Amendment right to free speech by requesting such an
injunction.
The court of chancery, per Vice-Chancellor Chandler, ruled that the
statute was unconstitutional as applied to the defendant in these
circumstances. Although the use of the term was a per se violation of the
statute, such use was only potentially misleading to the public, not
inherently misleading, and, therefore, a total ban was broader than
reasonably necessary to prevent deception of the public. In addition, the
court ruled that plaintiffs were without power to require the use of a
disclaimer, since they did not promulgate a regulation requiring a
disclaimer and since section 2825 does not contain a disclaimer
exception. Finally, the court dismissed the defendants section 1983
counterclaim for failure to show any deprivation of its First Amendment
rights.
1.

Statutes

C

174, 188

If the plain meaning of the language of a statute unambiguously
indicates the purpose of the statute, then no further statutory interpretation
is necessary.
2.

Licenses
Statutes

CmM

8(1)
188

Where statute states that those not licensed as engineers cannot use
term that will lead to the belief that such person is entitled to practice
engineering, use of term "engineered" by defendant not licensed as an
engineer is a per se violation of the statute. DEL. CODE ANN. tit. 24,
§ 2825 (1987 & Supp. 1992).
3.

Constitutional Law

m

90(3), 90.2

Commercial speech does not receive the same protection as other
expressions and the United States Supreme Court has allowed the states
to regulate a substantial amount of commercial speech.
4.

Constitutional Law

m

90(3), 90.2, 240(1)

A court reviewing a restriction on commercial speech must
determine whether the regulation relates to misleading speech.
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Constitutional Law

C

90(3), 90.2, 240(1)

The government may regulate deceptive or misleading commercial
speech without implicating the First Amendment.
6.

Constitutional Law

Cm

240(1)

If the reviewing court determines that the First Amendment applies
to the restriction at issue, then it must decide whether the government's
asserted interest is substantial. The regulation must advance the
government's substantial interest and also be narrowly tailored to serve
that interest.
7.

Constitutional Law

C

90(3), 90.2

The First Amendment does not pertain to inherently misleading
commercial speech.
8.

Constitutional Law

-

90(3), 90.2

The overbreadth doctrine does not apply to commercial speech.
9.

Constitutional Law

C-

90.2

To qualify as inherently misleading, the use of a term must be
likely to deceive the public based on the general public's understanding
of the term.
10.

Constitutional Law

C

90.2

Where a firm's use of the term "engineered" actually described the
process it used to manufacture and design its products and did not
inherently imply that it employed professional engineers or offered
engineering services, such use was not inherently misleading.
11.

Constitutional Law

C-m

240(1), 287.2(5), 296

Because Delaware allows engineering work to be done by
unlicensed persons in the manufacturing of products, Delaware cannot
prevent companies from describing their products as "engineered."
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12.

Constitutional Law

Ct

90.2, 240(1), 287.2(5), 296

Although Delaware has a substantial interest in regulating the
profession of engineering and ensuring that only licensed professional
engineers perform engineering services, a complete ban on potentially
misleading speech is broader than necessary.
13.

Statutes
C!174
Administrative Law and Procedure

:

749

Delaware courts give great weight to the interpretation of a statute
offered by the administrative body charged with enforcing the statute.
14.

Administrative Law and Procedure
Statutes
e=t 174, 187

C!=

381

Since plaintiff-administrative agency did not promulgate a
regulation requiring firms to use a disclaimer after use of the term
"engineered," its offer to discontinue efforts to enforce section 2825 if
defendant-firm used such a disclaimer was merely a settlement offer, and
it did not lessen the absolute prohibition on the use of the term
"engineered" that plaintiff sought to enforce, pursuant to section 2825.
15.

m= 381

Administrative Law and Procedure

If a Delaware administrative agency has the power to adopt a
regulation, it must do so in conformity with Delaware's Administrative
Procedure Act, not on an ad hoc, case-by-case basis.
16.

Constitutional Law

=

90, 90.2

Where the use of the term "engineered" in a company's advertising
and name was found to be only potentially misleading, and not inherently
misleading, the First Amendment to the United States Constitution
prevented enforcement of a per se ban on the use of the term under these
circumstances.
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Civil Rights
Constitutional Law

Ct

192, 234, 236
C=m 90, 90.2

In a claim under 42 U.S.C. section 1983, a claimant must show
that the other party has taken an action, under color of law, that deprives
claimant of a constitutional right.
18.

Civil Rights
Constitutional Law

e

201, 203
0U= 90, 90.2

Where a state administrative agency awaited the declaratory
judgment of the court on the constitutionality of a statute before enforcing
it against defendant, and defendant was able to use its name without any
reasonable fear of prosecution under the statute, defendant had no ripe
claim under 42 U.S.C. section 1983 for deprivation of its First
Amendment rights.
John L. Reed, Deputy Attorney General, of Department of Justice,
Wilmington, Delaware, for plaintiffs.
Paul Cottrell, Esquire, of Tighe, Cottrell & Logan, P.A., Wilmington,
Delaware for amici curiae National Society of Professional Engineers,
Delaware Engineering Society, and Consulting Engineers Council.
Joseph M. Bernstein, Esquire, Wilmington, Delaware, for defendant
Engineered Systems & Designs, Inc.
CHANDLER,

Vice-Chancellor

Engineered Systems & Designs, Inc. ("ESD"), a Delaware
corporation that manufactures and sells instruments for measuring various
parameters of water, has used the word "Engineered" in its title since
1975. Plaintiffs, who include the Delaware Association of Professional
Engineers ("DAPE"), brought this action seeking to enjoin ESD's further
use of the word "engineered" in its name or advertising, pursuant to the
Delaware Professional Engineers Act, 24 Del. C. §§ 2801-2830. DAPE
also seeks a judgment declaring 24 Del. C. § 2825 constitutional. ESD
asserts that DAPE cannot apply § 2825 against it without violating the
free speech clause of the First Amendment to the United States
Constitution. In addition, ESD filed a counterclaim, pursuant to 42
U.S.C. § 1983, alleging that DAPE has violated ESD's civil rights.
Because the parties do not dispute any material facts, each seeks summary

DELAWARE JOURNAL OF CORPORATE LAW

[Vol. 20

judgment on DAPE's claims and ESD's counterclaim. Chancery Ct. Rule
56.
ESD does not dispute that § 2825 of the Delaware Professional
Engineers Act (the Act) prohibits its use of the word "engineered" in its
title. According to both parties, § 2825 facially prohibits the use of the
word engineer or any of its derivatives, including "engineered", in the
name of the business which does not comply with the licensing
requirements of the Act. Nevertheless, this Court should avoid deciding
Constitutional questions if other means of disposing of a case are
available. In re Snyder, 472 U.S. 634, 642-643 (1985); New Kids on the
Block v. News American Pub., Inc. 971 F.2d 302, 305 (9th Cir. 1992).
Therefore, I will first determine whether ESD has violated the statute.
I. DID ESD VIOLATE 24 DEL. C. § 2825?
[1]
The most obvious place to begin in interpreting a statute is the
language of the statute itself. If the plain meaning of the statutory
language unambiguously indicates the purpose of the statute, then no
further statutory interpretation is necessary. State v. Skinner. Del. Supr.,
632 A.2d 82, 85 (1993). The Legislature clearly intended to prohibit
names or titles that imply that a person without an engineer's license is
a professional engineer. The pertinent portion of § 2825 states:
Persons or engineering corporations or partnerships not
registered or holding a permit or certificate of authorization
may not:
(2) Use any name, title, description, either
orally or in writing, that will lead to the belief
that such person is entitled to practice
engineering as defined in this chapter,
including without limitation the words
"engineer" or "engineering" or any modification
or derivative of those words;
(3)
Advertise or hold oneself or conduct
oneself in any way or in any such manner as to
lead to the belief that such person is entitled to
practice engineering.
24 Del. C. § 2825 (emphasis added).
[2]
In applying the statute to this case, I must determine whether the
Legislature intended that every use of the word "engineer" or its
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derivatives "will lead to the belief that such person is entitled to practice
engineering as defined in this chapter." I conclude that the use of the
word "engineered" in the name or title of a company not registered under
the Act is a per se violation of § 2825. The plain language of the statute,
especially the words "including without limitation", leads me to that
conclusion. The Legislature believed that the inclusion of the word
"engineered" in the title of a company implies that at least some of its
employees are professional engineers. Cf. McWhorter v. State Bd. of
Registration for Professional Engineers & Land Surveyors. 359 So.2d
767, 773 (Ala. 1978) (interpreting a similar Alabama ordinance). DAPE
has shown that ESD violated the statute. Therefore, I must consider
ESD's First Amendment attack on the validity of the statute.
II.

DOES THE FIRST AMENDMENT TO THE UNITED STATES
CONSTITUTION PREVENT DAPEFROMENFORCING § 2825
AGAINST ESD?

DAPE asks that I rule that the statute is constitutional on its face
and as applied to ESD. ESD disputes the validity of the statute as
applied to it - a manufacturing company that does not claim to offer
engineering services. DAPE argues that § 2825 prohibits inherently
misleading commercial speech and misleading commercial speech falls
outside the protection of the First Amendment. ESD responds that the
Legislature has banned all use of the word "engineered" by any
commercial enterprise not registered to practice engineering, regardless
of whether the speech is misleading. ESD contends that DAPE has
offered no evidence that ESD has deceived any member of the public into
believing that it provides engineering services. Nor does ESD provide
engineering services as defined by the Act. ESD does not hold itself out
to the public as a provider of professional engineering services. It has no
advertisements in the yellow pages under "engineering services" or under
any other title that implies that it offers engineering services. Three or
four times per year ESD receives calls from persons who inquire whether
ESD provides professional engineering services, but ESD informs these
callers that ESD manufactures and sells specific products and does not
offer professional engineering services.
[3-7] ESD uses the word "engineered" for purely commercial purposes,
and § 2825 applies only to commercial uses of the word "engineer" or
any of its derivatives. Therefore, this case should be considered under
the commercial speech jurisprudence of the First Amendment. See San
Francisco Arts & Athletics v. United States Olympic Committee. 483
U.S. 522, 535 (1987). Commercial speech does not receive the same
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protection as other expression and the United States Supreme Court has
allowed the states to regulate a substantial amount of commercial speech.
Central Hudson Gas v. Public Service Comm'n of N.Y. 447 U.S. 557,
562-563 (1980). In Central Hudson, the Supreme Court developed a four
part test for analyzing restrictions on commercial speech. A court
reviewing a restriction on commercial speech must determine whether the
regulation relates to misleading speech. Id. The government can regulate
misleading or deceptive speech without implicating the First Amendment.
Id.; Joe Conte Toyota, Inc. v. Louisiana Motor Vehicle Commission, 24
F.3d 754, 755 (5th Cir. 1994). If the reviewing court determines that the
First Amendment applies to the restriction at issue, then it must decide
whether the government's asserted interest is substantial. Central Hudson,
447 U.S. at 564. The regulation must advance the government's
substantial interest, and also be narrowly tailored to serve tlat interest.
Id. In applying this test, if I find that § 2825 bans inherently misleading
speech, I do not have to consider the remaining steps in the Central
Hudson test because the First Amendment does not pertain to inherently
misleading commercial speech. In re R.M.J., 455 U.S. 191, 203 (1982).
Determining whether speech is inherently misleading resembles a
factual question, but this Court must make that determination as a matter
of law. Peel v. Attorney Disciplinary Comm., 496 U.S. 91, 108 (1990).
The Supreme Court categorizes misleading commercial speech into three
categories - inherently misleading speech and actually misleading
speech, which can be prohibited outright, and potentially misleading
speech, which receives the limited protection afforded commercial speech.
Id. at 110-111. DAPE argues that ESD's use of the word "engineered"
is inherently misleading and therefore receives no First Amendment
protection. In passing § 2825, the Delaware Legislature has determined
that any use of the word "engineer" or its derivatives implies that the
business using the term provides professional engineering services. See
Part I, supra. If I accept the Legislature's determination that any use of
the word "engineered" by a business that does not employ professional
engineers is misleading, then DAPE clearly prevails because § 2825 does
not infringe on constitutionally protected speech. See In re R.M.J., 455
U.S. at 203. Although I have great respect for the determinations of the
Delaware General Assembly, I cannot merely accept the Legislature's
determination that all uses of "engineered" imply that a company using
that word employs professional engineers. Peel, 496 U.S. at 108. I must
review the record and decide, based on the evidence, whether ESD's use
of the word "engineered" is misleading. Id.
[8]
ESD challenges § 2825 as applied to it. In order for the statute to
avoid First Amendment scrutiny DAPE must show that the public will be
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mislead by ESD's name or advertising. Ibanez v. Florida Dept. of
Business & Professional Regulation, 62 U.S.L.W. 4503, 4506 (1994). In
ordinary First Amendment cases the overbreadth doctrine allows the
plaintiff to argue that the statute interferes with protected speech, even if
it is constitutional as applied to the party before the court. Broadrick v.
Oklahoma, 403 U.S. 601, 612-613 (1973). The overbreadth doctrine,
however, does not apply to commercial speech cases, so ESD cannot
challenge § 2825's ban on the use of "engineer" or its derivatives against
hypothetical scenarios that abridge the First Amendment. Board of
Trustees of State University of N.Y. v. Fox. 492 U.S. 469, 481 (1989);
San Francisco Arts & Athletics v. United States Olympic Committee, 483
U.S. at 536 n.15; Bates v. State Bar of Arizona, 433 U.S. 350, 381
(1977); United States v. Kaufmann, 985 F.2d 884, 895 (7th Cir. 1993).
In order for ESD to prevail, I must find that the statute unconstitutionally
prevents ESD's use of the word "engineered" in its name and its
advertising. See Bates, 433 U.S. at 381.
DAPE asks that I concur with the Legislature that all uses of
"engineer" or its derivatives by non-professional engineers will mislead
the public. In support of this conclusion, DAPE cites several cases from
other jurisdictions that have held that any use of the word "engineer"
implies that the company is licensed to practice engineering. Those
courts, however, held that the statutes at issue considered all uses of the
term engineer to be misleading, and did not analyze these statutes under
the Supreme Court's recent commercial speech jurisprudence. See,
Louisiana State Board of Registration for Professional Engineers & Land
Surveyors 223 So.2d 437 (La. Ct. App. 1969); Kilpatrick v. State Bd. of
Registration for Professional Engineers, 610 S.W. 2d 867 (Tex. Civ. App.
1980); McWhorter v. State Bd. of Registration for Professional Engineers
& Land Surveyors. 359 So.2d 769 (Ala. 1978) (finding that ban on
misleading uses of the word "engineer" does not violate the First
Amendment). These cases do not provide me with guidance as to
whether § 2825 regulates only misleading speech because they did not
consider the recent opinions of the Supreme Court on this issue. The
only case cited by DAPE that considered an issue similar to the one
posed by this dispute is the California Supreme Court's decision in Moore
v. California State Bd. of Accountancy 831 P.2d 798 (Cal. 1992), cert.
denied. 113 S.Ct. 1364 (1993). Unlicensed persons that offered routine
bookkeeping services to the public brought suit against the California
Board of Accountancy challenging a regulation that prohibited them from
referring to themselves as "accountants." The California Supreme Court
held that the regulation could not constitutionally ban all uses of the term
"accountant" by unlicensed bookkeepers because their use of the term was
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only potentially misleading. Id. at 813-814. The California court relied
heavily on a Maryland decision, Comprehensive Acc'ting Serv. Co. v.
Maryland State Bd., 397 A.2d 1019 (Md. 1979), that also refused to
permit an express ban on all uses of the term "accountant" by unlicensed
bookkeepers. 831 P.2d at 813. A crucial factor in both of these
decisions was that each state allowed unlicensed persons to perform some
accounting practices and these persons have a right to disseminate truthful
information about their business activity. Moore 831 P.2d at 813;
Comprehensive Acc'ting Serv. Co., 397 A.2d at 1024, 1026-1027. These
persons provided "accounting services" according to the lay definition of
accounting and, therefore, the state could require them to inform the
public that they were not licensed by the state to practice accounting, but
could not take the more draconian measure of banning their use of the
word "accounting" altogether. Moore 831 P.2d at 813; Comprehensive
Acc'ting Serv. Co., 397 A.2d at 1026-1027. Two Federal Courts of
Appeals have applied this same reasoning in striking down other
restrictions on commercial speech. The Sixth Circuit overturned a
Kentucky law that banned general dentists from using the terms
"orthodontics" and "braces" in their advertising because Kentucky allowed
general dentists to perform these procedures. Parker v. Kentucky Bd. of
Dentistry. 818 F.2d 504, 510 (6th Cir. 1987). The Eleventh Circuit
refused to enforce a Florida law that limited the use of the word
"psychologist" to psychologists licensed by the state Abramson v.
Gonzalez 949 F.2d 1567 (11th Cir. 1992). Florida allowed unlicensed
psychologists to practice psychology, so the Court held that the statute
could not prevent them from accurately describing their occupation Id.
at 1578. These cases are well reasoned, but they can be distinguished
from ESD's challenge to § 2825. Does ESD "engineer" its products
according to the general public's understanding of the term?
"Engineered" may have a narrower meaning to the general public than
"accountant" and, therefore, ESD's use of the term may improperly imply
that it offers the services of a professional engineer.
In order to qualify as inherently misleading, ESD's use of
[9]
"engineered" must be likely to deceive the public based on the general
public's understanding of the term. Peel, 496 U.S. at 103-104. In Peel,
the Supreme Court looked to the dictionary as a source of the general
public's understanding of the terms "certified" and "specialist" used in a
lawyer's advertising. 496 U.S. at 104. The Court concluded that the
terms did not imply state recognition of a specialty, but had several
meanings that made the advertisement only potentially misleading. Id.
Webster's dictionary defines the verb engineer as follows:
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engineer vt 1 a : act as an engineer in the laying out,
construction, or management of b : to design or produce by
methods of engineering
Webster's Third International Dictionary, at 752 (1993) (emphasis added).
Just like the restriction on a lawyers' use of the word "specialist"
in his advertising in Peel, § 2825 considers only one of the definitions of
"engineered". ESD uses "engineered" to describe the method of
producing their product, and not the persons who supervised that
production. Section 2825 seeks to define "engineer" for the consumer in
order to provide a clear understanding of the word, even though that
narrow meaning of the term has not developed in the general public yet.
The General Assembly has considered only one use of the term engineer
in order to support its establishment of a licensed engineering profession;
but this restrictive reading attempts to change the public's perception of
the term rather than prevent inherently misleading uses of the term. See
Peel 496 U.S. at 104 n.12.
DAPE has provided another source of the public's perception of
the term "engineer": survey data. A study conducted by the Gallup
Organization in Missouri indicates that 37% of business owners believe
that a company called "Jones Consulting Engineers" must have licensed
engineers in charge of its work. Max D. Larsen, The Gallup
Organization: "Reasonable Person Study", conducted for the Missouri
Board of Architects, Professional Engineers and Land Surveyors 7
(Dec. 19, 1992) (Pl. Op. Brief Supp. Summ. J. Ex. N). That data does
not bear on the real issue in this case, however. ESD does not attempt
to hold itself out to the public as a professional engineering company.
ESD manufactures products for sale to the public. The statutory scheme
specifically allows companies to design and construct their products for
sale to the public without professional engineers on staff. 24 Del. C.
§ 2803(7). The Act does not cover "engineering services performed by
an employee of a firm or corporation that does not offer professional
engineering services to the general public." 24 Del. C. § 2803(7)
(emphasis added). ESD uses the word "engineered" in its title because
it describes the process it uses to create its products. ESD's employees
do not have to be licensed engineers to design and manufacture its
products, but the process of creating their products would otherwise come
within the Act's definition of "engineering." See 24 Del. C. § 2803(7).
In order for ESD's use of the term "engineered" to be misleading, the
public must perceive the term to mean designed and constructed by a
licensed engineer, and not merely designed and constructed according to
principles of engineering. See Peel, 496 U.S. at 103-104.
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[10-11]
DAPE argues that ESD's name implies that its products were
designed and constructed by professional engineers and therefore meets
the superior skill and safety standards of the profession. Yet, ESD's use
of the term "engineered" accurately describes the process it uses to
manufacture and design its products. See 24 Del. C. § 2803(7). ESD
does not represent that its products are produced by professional
engineers, but it represents that they are "engineered." The statutory
definition of 24 Del. C. § 2803 (7) and the dictionary definition quoted
above indicate that describing products as "engineered" does not
automatically imply that they were produced by professional engineers.
It may only mean that they were produced by methods of engineering.
Because Delaware allows engineering work to be done by unlicensed
persons in the manufacturing of products, Delaware cannot prevent
companies from describing their products as "engineered." See Abramson
v. Gonzalez, 949 F.2d 1567, 1578 (11th Cir. 1992) (holding that
unlicensed psychologists that are allowed to practice psychology must be
allowed to call themselves psychologists); Parker v. Commonwealth of
Ky. Bd. of Dentistry 818 F.2d 504, 510 (6th Cir. 1987) (invalidating
state law that banned general dentists from using terms "orthodontics" and
"braces" because general dentists could legally perform these procedures);
Comprehensive Acc'ting Serv. Co., 397 A.2d at 1026 (allowing persons
that can legally perform simple accounting services to describe these
services as "accounting"). ESD's use of the term "engineered" describes
its product and does not inherently imply that it employs professional
engineers or offers engineering services to the public. Therefore, it is not
inherently misleading. See Moore 831 P.2d at 813.
DAPE also argues that ESD's title is actually misleading because
a few people each year call the company and ask if ESD provides
professional engineering services. ESD's use of the term is not actually
misleading because none of these people have been deceived by ESD.
See Ibanez v. Florida Dept. of Business & Professional Regulation, 62
U.S.L.W. at 4506. ESD informs each caller that it manufactures products
for sale to the public but does not offer professional engineering services.
Taken out of context, ESD's title may lead someone shopping for
engineering services to call ESD, but these consumers are not deceived
because ESD does not purport to offer professional engineering services.
[12] The confusion that ESD's name creates for the three to four callers
per year who inquire whether ESD offers professional engineering
services, and the possibility that some of ESD's customers may believe
that ESD employs professional engineers to design and produce its
products, makes its use of the term potentially misleading. See Peel. 496
U.S. at 110. Delaware cannot place an absolute prohibition on potentially
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misleading information. Peel. 496 U.S. at 100 (quoting In re R.M.J., 455
U.S. at 203). Because ESD's use of the term is only potentially
misleading, § 2825 must withstand the scrutiny of the remainder of the
Central Hudson test. Id. at 100. Although Delaware has a substantial
interest in regulating the profession of engineering and ensuring that only
licensed professional engineers perform engineering services, a complete
ban on potentially misleading speech is "broader than reasonably
necessary to prevent the perceived evil." Id. at 107 (quoting Shapero v.
Kentucky Bar Assn., 486 U.S. 466, 472 (1988)). Accord In re R.M.J.,
455 U.S. at 203.
DAPE recognized that § 2825 may be too broad and offered not
to enforce the statute against ESD if ESD used a disclaimer alongside
every use of its company name. The proposed disclaimer clearly states
that ESD does not provide professional engineering services. Although
the United States Supreme Court has never considered a case involving
a disclaimer as a response to potentially deceptive speech, several Justices
of the Supreme Court have opined that a disclaimer or some other less
intrusive means of reducing the deceptive aspect of potentially misleading
speech meets the last requirement of the Central Hudson test. See g,
Thane, 62 U.S.L.W. at 4508 (O'Connor, J., dissenting); Peel, 496 U.S.
at 111 (Marshall, J., concurring). The California Supreme Court upheld
a state regulation on the use of the term "accounting" by unlicensed
persons by ruling that it would not apply to unlicensed persons who used
a disclaimer with the term. Moore 831 P.2d at 813. The California
Court did not strike down the regulation that banned all uses of the term
outright, but altered it to make it consistent with the contours of the First
Amendment. Moore 831 P.2d at 813. In Comprehensive Ace'ting Serv.
Co. the Maryland Supreme Court held that Maryland's statute enacted a
broad ban against using the term "accountant", and declined to read in an
exception for disclaimers that could have saved the statute. 397 A.2d at
1027. DAPE's offer to enforce the statute only if ESD refuses to employ
a disclaimer may save 2825 from conflict with the First Amendment, but
I must determine whether DAPE's discretion to enforce the statute
changes § 2825 from a broad ban to a disclaimer requirement.
II. IS THERE A VALID DISCLAIMER REQUIREMENT?
[13-14]
DAPE offered to discontinue efforts to enforce § 2825
against ESD if ESD agreed to use the following disclaimer- "We do not
offer nor are we licensed to practice engineering under Delaware law."
DAPE argues that this was not a settlement offer, but DAPE's
interpretation of how ESD can avoid violating the statute's ban on
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misleading speech. In making this argument, DAPE implicitly requests
that this Court interpret the statute as banning only unmodified uses of
the word "engineered."
This interpretation conflicts with the
interpretation of the statute that I gleaned from its plain language - that
§ 2825 bans all uses of the term "engineer" and its derivatives by persons
unlicensed to practice engineering. Delaware courts give great weight to
the interpretation of a statute offered by the administrative body charged
with enforcing the statute, Vasallow v. Haber Electric Co., Del. Super.,
435 A.2d 1046, 1050 (1981); however, DAPE has not persuasively and
unequivocally advanced this interpretation of the statute. DAPE states
that ESD violates the Act merely by use of the word "engineered" in its
name, (P1. Op. Brief Supp. Summ. J. at 9), but also argues that if the
Court does not find ESD's use of the term inherently misleading, then the
Act only prohibits unmodified uses of the word. (P1. Rep. Brief Supp.
Summ. J. at 12 n.4). DAPE has advanced two possible interpretations of
the statute, so I cannot give DAPE's construction of the statute the weight
ordinarily accorded administrative interpretations of statutes. Cf.
Nationwide Mutual Ins. Co. v. Krongold Del. Supr., 318 A.2d 606, 609
(giving significant weight to a definite ruling of an administrative
agency). More importantly, DAPE's alternative interpretation of the
statute cannot be reconciled with the plain meaning of the statutory
language. If the plain meaning of the statute is clear, no further statutory
interpretation is possible. Skinner 632 A.2d at 85; Florida Glass
Industries, Inc. v. Kenton, Del. Ch., C.A. No. 649, Brown, V.C.
(Sept. 22, 1981), Let. Op. at 6 (rejecting an agency's construction of a
statute that could not be reconciled with the statutory language). As
discussed in Part I, the statute considers all uses of the term "engineer"
or its derivatives, "without limitation", to imply that the person is a
professional engineer. 24 Del. C. § 2825. The statute does not contain
an exception for uses of the term that are accompanied by a disclaimer.
DAPE argued at the hearing that ESD is essentially making an
overbreadth argument because DAPE is enforcing the statute against a
company that does not use a disclaimer. As discussed above, the
overbreadth doctrine does not apply to commercial speech. Bates, 433
U.S. at 381. According to DAPE, ESD's use of the term without a
disclaimer is potentially misleading, and DAPE has only sought to enjoin
ESD's unmodified use of the term. A case in which DAPE seeks to
enforce § 2825 against a company that uses a disclaimer or some other
modified use of the term "engineered" that lessens its potentially
misleading nature is not before the Court, thus I cannot consider
alternative "scenarios" without relying on the overbreadth doctrine.
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DAPE's characterization of ESD's argument as an application of
the overbreadth doctrine has a strong analytical appeal, but the United
States Supreme Court was presented with this problem in both Peel and
In re R.M.J. and did not rely on the absence of overbreadth in either case.
Peel 496 U.S. at 107 n.15; In re R.M.J., 455 U.S. at 206 (holding that
the state could have required a disclaimer, but invalidating statute as
applied against defendant that did not use a disclaimer). In his dissent in
Peel Justice White explicitly relied on the absence of overbreadth in
commercial speech cases, and stated that the government did not have
to create a disclaimer requirement because the statute was valid as applied
to a defendant that did not use a disclaimer. Peel, 496 U.S. 118-119
(White, J., dissenting). The plurality that announced the opinion of the
Court described Justice White's reliance on overbreadth as "potentially
misleading", id. at 107 n. 15, and none of the other Justices that held that
the defendant's advertisements were potentially misleading placed the
burden on the defendant to employ a disclaimer. Id. at 118 (Marshall, J.,
concurring in judgment, joined by Brennan, J.). The plurality in Peel
held that the contested disciplinary rule was invalid as applied, even
though the Attorney Disciplinary Committee was enforcing the broad rule
against a defendant that did not use a disclaimer. Id. at 107 n.15. Based
on the Supreme Court's holdings in Peel and In re R.M.J., I hold that
DAPE must rely on a valid disclaimer requirement and cannot preserve
a per se ban on the use of the term "engineered" by bringing an action
against a defendant that does not use a disclaimer.
DAPE has not promulgated a regulation requiring a disclaimer,
however, ESD's refusal to comply with DAPE's request to use a
disclaimer, and not merely ESD's use of the term "engineered", led to
this action for injunctive relief. During the exchange of letters that
preceded this litigation, DAPE's counsel offered to end the dispute
between ESD and DAPE if "ESD shall display a disclaimer in a
conspicuous manner on all its business documents." (Pl.'s Op. Brief
Supp. Summ. J.- Ex. L.). ESD characterizes this letter as a settlement
offer that cannot be considered by this Court under Delaware Uniform
Rule of Evidence 408. DAPE admits that it has not adopted a rule
requiring a disclaimer, relying on its power to enforce § 2825 to justify
its request for a disclaimer. As I determined above, § 2825 prohibits all
uses of the term "engineer" and has no disclaimer exception. If DAPE
had asserted that the disclaimer request was based on a regulation adopted
pursuant to the Act, then this Court would have to rule on DAPE's ability
to promulgate such a regulation, and then determine whether the
disclaimer is sufficiently tailored to prevent the harms perceived by the
General Assembly. See Ibane. 62 U.S.L.W. at 4506. However, these
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issues are not before this Court because DAPE has not adopted a
regulation. DAPE's offer to discontinue its efforts to enforce § 2825 if
ESD employed a disclaimer was merely a settlement offer, and it does
not lessen the absolute prohibition on the use of the term "engineered"
that DAPE seeks to enforce.
[15] DAPE's settlement offer does not alter the clear construction of
§ 2825; nor does it stand as a regulation adopted to implement the Act.
If DAPE has the power to adopt this type of regulation, it will have to
adopt it in conformity with Delaware's Administrative Procedure Act, 29
Del. C. § 10101, et. seg. It cannot pursue an ad hoc ease-by-case
adjudication as a substitute for adopting general standards pursuant to its
enabling statute. See 29 Del. C. § 10113. See also, Delaware Real
Estate Commission v. Patterson-Schwartz & Assoc., Inc., Del. Supr., 344
A.2d 242, 244 (1975). Therefore, DAPE's settlement offer does not alter
the Act's outright prohibition on the use of the term "engineer" and its
derivatives.
[16] DAPE has asked this Court to determine whether Delaware can
enact a pr se on the use of the term "engineered" by a corporation that
has not complied with the licensing and registration requirements of the
Act. I conclude that the First Amendment to the United States
Constitution prevents its enforcement against ESD in these circumstances.
This holding does not invalidate § 2925 on its face, but merely prevents
its enforcement against ESD. See Bates, 433 U.S. at 831. In that regard,
I note that DAPE also brought this action against Matrix Engineering,
Inc., another Delaware corporation that has not complied with the
registration requirements of the Act. Matrix Engineering has not
appeared to contest DAPE's application of § 2825 against its use of the
term "Engineering." Accordingly, upon proper motion by DAPE, it may
obtain judgment by default against Matrix Engineering, enjoining further
use of the term "Engineering" in Matrix's name or advertisements.
IV. ESD'S § 1983 COUNTERCLAIM
[17] ESD has counterclaimed against DAPE pursuant to 42 U.S.C.
§ 1983, alleging deprivation of ESD's freedom of speech under the First
Amendment. DAPE has moved to dismiss ESD's counterclaim. In a
claim under § 1983, ESD must show that DAPE has taken an action,
under the color of law, that deprives ESD of a constitutional right.
Gomez v. Toledo. 446 U.S. 633, 640 (1980). ESD has not stated a
cognizable claim for deprivation of its First Amendment free speech
rights, so its counterclaim is dismissed.
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ESD contends that DAPE's efforts to enforce § 2825 have deprived
ESD of its constitutional right to free speech. ESD does not point to any
action taken by DAPE that deprived ESD of its right of free speech and
ESD continues to use the term "engineered" without fear of prosecution
under § 2825.
[18] ESD has no ripe claim under § 1983 for deprivation of its First
Amendment rights. See Steffel v. Thompson 415 U.S. 452, 459 (1974).
ESD was not faced with a Hobson's choice of risking punishment under
the statute or exercising its First Amendment rights. See id. ESD is
currently using its name without any reasonable fear of prosecution under
the statute. DAPE acted with great care to ensure that it did not violate
ESD's First Amendment rights: DAPE took the position that ESD's
assertion of a First Amendment right to use the term "engineered" has at
least some merit and, therefore, sought a declaratory judgment that
§ 2825 is constitutional. DAPE has awaited the judgment of this Court
on the constitutionality of § 2825 before enforcing the statute against
ESD. DAPE seeks only prospective relief to ensure ESD's compliance
with Delaware law. Because ESD has shown no deprivation of its First
Amendment rights, ESD's claim under 42 U.S.C. § 1983 is dismissed.
An Order has been entered in accordance with this Opinion.
ORDER
This 18th day of November, 1994, for the reasons set forth in this
Court's Opinion entered in this case on this date, it is
ORDERED:
1.
The Delaware Association of Professional Engineers' request
for an injunction against Engineered Systems & Design use of the term
"engineered" is denied.
2.
The Delaware Association of Professional Engineers request
for declaratory judgment that 24 Del. C. § 2825 is constitutional on its
face is denied. 24 Del. C. § 2825 cannot be enforced against ESD, but
may still be applied against inherently misleading speech.
3.
Defendant ESD's claim under 42 U.S.C. § 1983 against
plaintiffs is dismissed.

DELAWARE JOURNAL OF CORPORATE LAW

[Vol. 20

RN RE TRI-STAR PICTURES, INC. LITIGATION
No. 9477 (Consolidated)
Courtof Chancery of the State of Delaware,New Castle
March 9, 1995
This action was originally brought in 1987 on behalf of a class of
public stockholders of Tri-Star Pictures, Inc. The plaintiffs claimed that
a combination in which Tri-Star acquired certain assets of Coca-Cola in
exchange for 75 million shares of Tri-Star common stock was based on
fraud, corporate waste, and disclosure violations regarding the proxy
statements sent to shareholders about the combination. Tri-Star, CocaCola, Home Box Office, and Tri-Star's directors at the time of the
combination were the named defendants.
In 1989 the chancery court dismissed HBO as a defendant and
dismissed certain counts in the complaint. Subsequently, Sony USA Inc.
acquired Tri-Star in a cash out merger, eliminating Tri-Star's public
shareholders. Defendants moved to dismiss the complaint, arguing that
because plaintiffs were no longer stockholders they could not bring the
claims which were derivative. Several claims were dismissed and
defendants moved for summary judgment on the remaining claims.
Defendants Herbert and Vincent, directors at the time of the combination,
moved for summary judgment on the basis that they did not participate
in the vote on the combination and did not prepare the proxy materials.
Defendant Fuchs moved for partial summary judgment on the same
grounds. Defendants Bigelow and Collins, directors of HBO, moved for
partial summary judgment on the basis that there was no evidence of
record to support the claim that they breached their fiduciary duty of
loyalty in approving the combination. They argued that they had no
financial or other interest that conflicted with the interests of Tri-Star's
stockholders and that, therefore, they must be evaluated under a business
judgment standard of review. Plaintiffs argued, in response, that there
were conflicts which denied the defendants the presumptions of the
business judgment rule and, in the alternative, that the combination
constituted a change in control and so the transaction should be subject
to enhanced judicial scrutiny.
The court of chancery, per Vice-Chancellor Jacobs, granted
summary judgment for defendants Herbert, Vincent, and Fuchs due to
their absence from the meeting and from voting which shielded them
from liability. The court denied the summary judgment motion of
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defendants Bigelow and Collins. The court chose to exercise its
discretion to wait for a fuller factual foundation in order to properly
apply the law to the facts and any inferences to be drawn from those
facts, due to the highly complex nature of the case.
1.

m

Corporations

310(1)

Delaware law clearly prescribes that a director who plays no role
in the process of deciding whether to approve a challenged transaction
cannot be held liable on a claim that the board's decision to approve that
transaction was wrongful.
2.

Corporations

U

310(1)

No per se rule unqualifiedly and categorically relieves a director
from liability solely because that director refrains from voting on the
challenged transaction.
3.

C

Corporations

310(2)

Directors who have a conflict of interest relating to a proposed
transaction should totally abstain from participating in the board's
consideration of that transaction.
4.

Judgment

O

178, 185(6)

A grant of summary judgment is discretionary. Even where the
facts are not in dispute, a court may decline to grant summary judgment
where a more thorough exploration of the facts is needed to properly
apply the law to the circumstances.
William Prickett, Esquire, and Ronald A. Brown, Jr., Esquire, of Prickett,
Jones, Elliott, Kristol & Schnee, Wilmington, Delaware; and Arthur T.
Susman, Esquire, and Timothy J. Storm, Esquire, of Susman, Saunders
& Buehler, Chicago, Illinois, of counsel, for plaintiffs.
Allen M. Terrell, Jr., Esquire, of Richards, Layton & Finger, Wilmington,
Delaware; and Robert C. Myers, Esquire, Anthony J. Viola, Esquire, and
Jill R. Moskowitz, Esquire, of Dewey Ballantine, New York, New York,
of counsel, for defendants Michael J. Fuchs, E. Thayer Bigelow, Jr., and
Joseph J. Collins.
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A. Gilchrist Sparks, III, Esquire, and Jon E. Abramozyk, Esquire, of
Morris, Nichols, Arsht & Tunnell, Wilmington, Delaware; and Michael
C. Russ, Esquire, L. Joseph Loveland, Esquire, and Reginald R. Smith,
Esquire, of King & Spalding, Atlanta, Georgia, of counsel, for defendants
The Coca-Cola Company, Ira C. Herbert, and Francis T. Vincent, Jr.
JACOBS, Vice-Chancellor
Pending are two motions for summary judgment in this action the
merits of which will be tried during May of this year. This Opinion
addresses both motions.

This action was brought in December 1987 on behalf of a class of
public stockholders of Tri-Star Pictures, Inc. ("Tri-Star"). The plaintiffs
challenge a 1987 transaction ("the Combination") in which Tri-Star
acquired certain assets of the Entertainment Business Sector ("EBS") of
the Coca-Cola Company ("Coca-Cola") in exchange for approximately 75
million shares of Tri-Star common stock. In their amended complaint the
plaintiffs named as defendants Tri-Star, Coca-Cola, Home Box Office
("IIBO") and the persons who were Tri-Star's directors at the time of the
Combination. The plaintiffs challenged the Combination on the basis of
fraud, corporate waste, and disclosure violations made in connection with
the Tri-Star proxy statement disseminated in connection with the
shareholder vote on the transaction.
By Opinion and Order issued in May 1989, this Court dismissed
HBO as a defendant, and dismissed certain counts of the amended
complaint for failure to state a claim upon which relief could be granted.
Siegman v. Tri-Star Pictures, Inc. Del. Ch. C.A. No. 9477, Jacobs, V.C.
(May 5, 1989, revised May 30, 1989).
In November 1989, Sony USA, Inc. acquired Tri-Star in a cash-out
merger that eliminated Tri-Star's public shareholders. Following that
merger, the remaining defendants moved to dismiss the amended
complaint on the ground that as a result of the merger, the plaintiffs
were no longer Tri-Star stockholders, and that because all of the claims
were derivative in nature, the plaintiffs lacked standing to maintain the
action. By Opinion dated June 14, 1990, this Court dismissed all
remaining counts of the amended complaint, except for Count II insofar
as it asserted a claim for wrongful deprivation of the shareholders' right
to cast an informed vote - which was found to be an individual claim.
In Re Tri-Star Pictures, Inc., Litig.. Del. Ch., Consol. C.A. No. 9477,
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Jacobs, V.C. (June 14, 1990). The defendants later moved for summary

judgment on that claim (Count II) on the ground that the plaintiffs had
adduced no evidence of individual or class damages. The Court granted
that motion. In Re Tri-Star Pictures, Inc., Litig., Del. Ch., Consol. C.A.
No. 9477, Jacobs, V.C. (February 21, 1991).
The plaintiffs then appealed to the Delaware Supreme Court, which
affined some of this Court's pretrial rulings and reversed others. In Re
Tri-Star Pictures, Inc. Litig., Del. Supr., 634 A.2d 319 (1993).
Specifically, the Supreme Court (a) affirmed the dismissal of Count III,
(b) reversed the dismissal of Counts I, II, V and VI, and (c) determined
that plaintiffs' challenges to the dismissal of HBO and to the dismissal of
Counts IV and VI had been abandoned. The Supreme Court remanded
the case to this Court for further proceedings.
On remand this Court set the case down for trial, beginning in May
of this year, on all of the reinstated claims.' However, the Court also
granted the defendants leave to move for summary judgment as to certain
of those claims. It is those summary judgment motions with which this
Opinion deals.

Two separate motions, made on behalf of different groups of
director defendants, are presented. Defendants Ira C. Herbert ("Herbert")
and Frances T. Vincent, Jr. ("Vincent"), who were Tri-Star directors at
the time of the Combination have moved for summary judgment on all
counts of the amended complaint. The basis of the motion was that
Vincent and Herbert did not participate in the Tri-Star board's
consideration of, or vote on, the Combination, nor did they prepare the
proxy materials disseminated in connection with the shareholder vote.
Defendant Michael J. Fuchs ("Fuchs"), who also was a Tri-Star director,
moves for partial summary judgment on Count I of the complaint on the
ground that he likewise did not participate in the vote on the
Combination. These motions are addressed in Part II, infra of this
Opinion.
Separate and apart from those motions, defendants E. Thayer
Bigelow, Jr. ("Bigelow") and Joseph J. Collins ("Collins") (sometimes
collectively referred to as the "HBO/Time directors") have moved for
partial summary judgment on Count I, which claims that the directors
'Those claims include Count I (breach of fiduciary duty), Count II (breach of the
fiduciary duty of disclosure), Count V (manipulation of corporate machinery), and Count VII
(aiding and abetting a breach of fiduciary duty).

DELAWARE JOURNAL OF CORPORATE LAW

[Vol. 20

breached their fiduciary duty of loyalty in approving the Combination.
The crux of their summary judgment motion, which is treated in Part III
of this Opinion, is that there is no evidence of record to support that
claim.
Because of the nature of the issues presented and the manner in
which those issues are disposed of, this Opinion contains no
comprehensive recital of the "facts" of this case. (For a complete
discussion of the facts, reference is made to the earlier Opinions of this
Court and of the Supreme Court.) In this Opinion the facts are set forth
as they become relevant to the analysis of the issues presented.
For the reasons discussed below, (1) the summary judgment
motions of defendants Herbert, Vincent and Fuchs will be granted, and
(2) except as set forth in Part III (B) infra the partial summary judgment
motion of defendants Bigelow and Collins will be denied.
II.
Respecting the first summary judgment motion, the critical
undisputed fact is that defendants Vincent, Herbert, and Fuchs did not
attend or otherwise participate in the Tri-Star board meeting at which the
Combination was considered and approved, and they did not vote on that
transaction.2
Messrs. Vincent and Herbert deliberately removed
themselves from the decision-making process (and also from the
preparation of the proxy materials3 ), because they recognized that as
senior executives of Coca-Cola (Herbert) and EBS (Vincent), they had
potential conflicts of interest.
[1]
Delaware law clearly prescribes that a director who plays no role
in the process of deciding whether to approve a challenged transaction
cannot be held liable on a claim that the board's decision to approve that
transaction was wrongful. Citron v. E. I. du Pont de Nemours & Co.,
Del. Ch., 584 A.2d 490, 499 (1990); In Re Wheelabrator Technologies.,

'Mr. Fuch's inability to recall (in a deposition taken over three years later) whether or
not he attended that board meeting does not create a genuine issue of fact, because the minutes
of that meeting and the Proxy Statement recite that Fuchs was absent, and plaintiffs have
adduced no evidence to the contrary.
The plaintiffs also argue that the "abstention" argument cannot be considered, because
it was not raised as an affirmative defense. The short answer is that those directors'
nonparticipation at the meeting and their decision not to vote on the transaction are not an
affirmative defense but, rather, are facts that negate an essential element of theplaintiffs' claim.
As such, those circumstances are properly raised on this motion.
'Unlike Messrs. Herbert and Vincent, Mr. Fuchs did review drafts of the proxy
statement, and, consequently, does not seek summary judgment with respect to Count II
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Inc. Shareholders Litigation. Del. Ch., C.A. No. 11495, Jacobs, V.C.
(Sept. 1, 1992) at 19-20; Propp v. Sadacca Del. Ch., 175 A.2d 33, 39
(1961), modified on other grounds, sub nom Bennett v. Prop, Del.
Supr., 187 A.2d 405 (1962).
Plaintiffs do not dispute that rule or the facts relevant to it. They
argue, however, that that principle is not absolute and should not be
applied to the facts here to exonerate these directors. Plaintiffs contend
that there is no per se rule that operates to relieve a director from liability
flowing from a challenged transaction solely because the director does not
vote on the transaction. Moreover, plaintiffs urge, the directors here
could, at least arguably, be found liable on the theory that they breached
a duty to the shareholders by not voting, because their abstention left the
decision in the hands of the remaining directors of whom a majority were
conflicted. In these circumstances, plaintiffs conclude, Messrs. Vincent,
Herbert and Fuchs were under a duty either to recuse themselves or,
alternatively, to remove themselves only after admonishing the remaining
directors not to vote on the Combination without first instituting
appropriate procedural safeguards.
[2]
I agree that no per se rule unqualifiedly and categorically relieves
a director from liability solely because that director refrains from voting
on the challenged transaction. One might, for example, imagine a
scenario in which certain members of the board of directors conspire with
others to formulate a transaction that is later claimed to be wrongful. As
part of the conspiracy, those directors then deliberately absent themselves
from the directors' meeting at which the proposal is to be voted upon,
specifically to shield themselves from any exposure to liability. In such
circumstances it is highly unlikely that those directors' "nonvote" would
be accorded exculpatory significance. That, however, does not help the
plaintiffs' case, because here the plaintiffs do not contend that Messrs.
Herbert, Vincent or Fuchs played any role, open or surreptitious, in
formulating, negotiating or facilitating the transaction complained of.
That is, there is no claim or evidence that those directors played any role,
overt or covert, in the board's decision-making process. That being so,
those directors' absence from the meeting, and their abstention from
voting to approve the Combination, does, in my view, have dispositive
significance, and shields these defendants from liability on any claims
predicated upon the board's decision to approve that transaction.
[3]
The plaintiffs cite no authority for their assertion that the moving
defendants had a fiduciary duty not to abstain or, alternatively, to abstain
only after admonishing the remaining board members to institute
procedural safeguards. Indeed, the plaintiffs' position runs squarely
counter to the procedural safeguards. Indeed, the plaintiffs' position runs
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squarely counter to the Supreme Court's command in Weinberger v.
UOP, Inc. Del. Supr., 457 A.2d 701, 711 (1983), that directors who have
a conflict of interest relating to a proposed transaction should totally
abstain from participating in the board's consideration of that transaction.
Messrs. Herbert and Vincent can hardly be faulted for having observed
that admonition, and Mr. Fuchs can hardly be exposed to possible
liability for having not attended and participated in a board of directors'
meeting. If there is any basis in law or equity for such a result, the
plaintiffs have failed to identify it.
Accordingly, the summary judgment motions of defendants
Vincent, Herbert, and Fuchs will be granted.
III.
A.
In support of their separate motion, the HBO/Time directors
contend that they are entitled to summary judgment on the plaintiffs'
claim, alleged in Count I of the amended complaint, that they breached
their duty of loyalty by approving the Combination. The argument,
which is based on the considerable discovery record developed to date,
is that: (i) the HBO/Time directors had no financial or other interest that
conflicted with the interests of Tri-Star's public stockholders, and
therefore those directors were not disabled from evaluating independently
the merits of the proposed transaction, (ii) accordingly, the conduct of
these directors must be evaluated under the business judgment standard
of review, and (iii) under that standard, the HBO/Time directors breached
no duty because there is no evidence that in deciding whether to approve
the Combination, they considered anything other than the best interests
of Tri-Star and its shareholders.
The plaintiffs respond that the HBO/Time directors are not entitled
to summary judgment because the applicable standard of review is entire
fairness or, alternatively, the "intermediate" standard of enhanced
scrutiny. Under either standard, plaintiffs contend, the undisputed facts
generated inferences that preclude a summary adjudication of the duty of
loyalty claims. Alternatively, plaintiffs argue, even if business judgment
is the applicable review standard, there are material issues of fact that can
be resolved only at trial.
More specifically, the plaintiffs contend that the HBO/Time
directors had a conflict of interest that deprived them of the benefit of
business judgment rule presumptions, because (i) Messrs. Bigelow and
Collins were directors and/or senior executives of Time, Inc. ("Time") or
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Time's wholly-owned subsidiary, HBO, and therefore owed a duty of
loyalty to those corporations as well as to Tri-Star, and (ii) the duties
owed to HBO were in conflict with those owed to Tri-Star's public
shareholders because, by virtue of certain legal and economic
relationships between HBO and Coca-Cola, it was in HBO's economic
interest to accede to the wishes of Coca-Cola by voting to approve the
Combination from which Coca-Cola would significantly benefit. The
relationships that are said to create that conflict include a voting
agreement between IBO and Coca-Cola, as well as a series of
commercial agreements between those two firms that (it is claimed) were
highly valuable to HBO.4 In addition, it is argued that the Proxy
Statement itself discloses that by reason of these "significant commercial
agreements," Messrs. Bigelow and Collins had "conflicts of interest."
The plaintiffs claim that those conflicts strip Bigelow and Collins
of the protective presumptions of the business judgment rule, and impose
on them the burden of proving that the Combination was entirely fair.
That burden, plaintiffs conclude, cannot be satisfied on this record.
Alternatively, plaintiffs argue that even if the entire fairness
standard does not govern, the Combination was a "change of control"
transaction that was subject to enhanced judicial scrutiny as prescribed by
Paramount Communications, Inc. v. QVC Network, Inc.. Del. Supr., 637
A.2d 34 (1993).
More particularly, plaintiffs contend that the
Combination reduced the public shareholders' ownership from
approximately 60% to 20%, and as a result, the defendants had a duty to
obtain the highest value reasonably available. That duty, plaintiffs argue,
also was not observed.
Finally, the plaintiffs urge that even if business judgment is found
to be the appropriate standard of review, summary judgment must be
denied because of material fact issues that can only be resolved after a
trial. Plaintiffs argue that there is evidence that Messrs. Bigelow and
Collins (and other Tri-Star directors) breached their duty of care to TriStar by negligently failing to ascertain the value of the EBS assets being
acquired and the value of the 75 million Tri-Star shares being issued in
exchange.

4

Under the voting agreement, Coca-Cola and HBO each agreed to designate four
nominees to the Tri-Star board and to vote for each other's nominees. They also agreed not
to solicit proxies in opposition to any recommendations to the Tri-Star board.
Regarding the five HBO/Coca-Cola commercial agreements, the defendants point out
that by the time of the Combination, three of those agreements had expired. The defendants
further argue that none of the other agreements is shown to have influenced the vote of the
HBO/Time directors on the Combination.
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In reply, the defendants argue that (a) plaintiffs have adduced no
evidence that HBO was dominated by or was beholden to Coca-Cola in
any way, (b) as a matter of law the commercial agreements and the
voting agreement do not establish any conflict between the interests of
HBO (and its directors designees) and the interests of Tri-Star, (c) there
is no evidence that Coca-Cola tried to influence in any way the decisionmaking process of the HBO/Time directors in connection with the
Combination, and (d) there is no evidence that the HBO/Time directors
committed any act of disloyalty to Tri-Star or that they voted for the
Combination for any reason other than their disinterested view of that
transaction's merits.
Finally, the defendants contend that neither the "change of control,"
nor the "due care" arguments advanced by plaintiffs is properly in the
case, because neither theory was pleaded, and the defendants were
afforded no opportunity to explore these claims in discovery. In any
event, defendants argue, the factual record establishes that Messrs.
Bigelow and Collins exercised utmost due care by obtaining and relying
upon a well-researched expert financial analysis of the Combination.
B.
[4]
While the matter is not altogether free from doubt, it appears that
the dispute here is not about conflicts in the evidence or facts but, rather,
concerns what "ultimate" fact inferences should properly be drawn from
facts that are undisputed. In a case such as this that becomes problematic
because issues such as "director self-interest" and "domination" are, by
their nature, fact-intensive and highly dependent upon context. A grant
of summary judgment is discretionary. Even where the facts are not in
dispute, a court may decline to grant summary judgment where a more
thorough exploration of the facts is needed to properly apply the law to
the circumstances. Wolf v. Magness Construction Company, Del. Ch.,
C.A. No. 13004, Chandler, V.C. (Feb. 16, 1995), Mem. op. at 2; Jackson
v. Copeland, Del. Ch., C.A. No. 12710, Steele, V.C. (Jan. 25, 1995),
Mem. op. at 4; Ebersole v. Lowengrub Del. Supr., 180 A.2d 467, 470
(1962). As the authors of a noted treatise have aptly observed:
[A]lthough the general rule is that difficult legal
issues do not preclude summary judgment, it also has been
held that difficult or complicated legal issues should not be
adjudicated upon an inadequate legal record. As a result, an
appraisal of the legal issues may lead a court to exercise its
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discretion and deny summary judgment in order to obtain
the fuller factual foundation offered by a plenary trial.
10A Wright, Miller & Kane, Federal Practice and Procedure: Civil 2d

§ 2728 at 191 (citations omitted).
In this highly complex case, the Court is persuaded that such a

"fuller factual foundation" is needed to enable it to determine, with the
appropriate degree of confidence, the proper factual inferences to be
drawn from the evidence and the correct application of the law to those

inferences. Any summary adjudication on the present record runs the risk
of being made in a vacuum. That risk will vanish once the Court, aided

by live witness testimony, is in a better position to grasp the intricacies
of the corporate relationships and the economic subtleties of the
Combination. Nor will a denial of summary judgment procedurally
prejudice Messrs. Bigelow and Collins, because they will have to defend

against the plaintiffs' claims at trial in any event. That is, even if partial
summary judgment in Bigelow's and Collins' favor were granted, there
would will be no shortening of the trial or reduction of the scope of the
evidence. The remaining claims against the HBO/Time directors will still
have to be tried, and a trial of those claims will require most, if not all,
of the proof that would be developed in connection with the duty of
loyalty claims for which summary judgment is being sought here.

Because no saving of trial time and no material reduction of evidence
would result from granting these motions, the benefits that might
otherwise accompany a grant of summaryjudgment would not exist here.5

For the above reasons, the motion of defendants Vincent, Herbert

and Fuchs for summary judgment is granted and the motion of defendants
'The denial of the HBO/Time directors' motions should not be misread as implicit
approval of the plaintiffs' last minute effort to inject "due care" and "change of control" claims
into this case. This litigation has been pending for over seven years. It has been the subject
of extensive discovery and of four pretrial Opinions (including this one) and one appellate
Opinion, each of which has, in some way, addressed and determined the legal sufficiency of
the plaintiffs' claims and which of those claims will be tried. Discovery is now essentially
completed and the trial will commence in less than two months. At no time before the filing
of the plaintiffs' answering brief on remand were the defendants or the Court put on notice that
the plaintiffs might seek the imposition of liability predicated upon claims of breach ofthe duty
of care or the duty (articulated in Paramount Communications Corp. v. OVC Network. Inc.,
Del. Supr., 637 A.2d 34, 48 (1993)) to obtain the highest available value in a transaction
involving a transfer or change of control. Having never been pleaded or previously advanced,
those claims may not be asserted now.
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Bigelow and Collins for partial summary judgment is denied. IT IS SO
ORDERED.

