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Har dwi ck Airmasters, Inc.
d/b/a Airnmasters, Inc., and
John R Young, d/b/a

John Young & Associ at es,

Appeal fromthe United States
District Court for the
Eastern District of Arkansas

Appel | ees,

V.

Lennox | ndustries, Inc.,

b I T R R R

Appel | ant s.

Subm tted: January 11, 1996

Filed: March 19, 1996

Before BOWAN, G rcuit Judge, JOHN R A BSON, Senior Grcuit Judge,
and KYLE," District Judge

KYLE, District Judge.

Appel l ees Hardwi ck Airnasters, I nc., d/b/a A rmsters
(“Airmasters”) and John R Young, d/b/a John Young and Associ ates
(“Young”) comrenced this copyri ght and trade secr et

m sappropriation action agai nst Appellant Lennox Industries, Inc.
(“Lennox”). Lennox appeals froma jury verdict on the infringenent
claimand a court judgnment denying Lennox’s notion for attorney’s
fees and costs. W reverse in part and affirmin part.

"The HONORABLE RI CHARD H. KYLE, United States District Judge
for the District of Mnnesota, sitting by designation.






| . BACKGROUND
A Parti es

Lennox is engaged in the business of mnufacturing and
distributing heating and air conditioning equi pnent through various
deal ers. Airmasters is engaged in the business of selling and
installing heating, ventilating and air conditioning (“HVAC)
equi prent to retail custoners; Airmasters is a Lennox dealer in the
Littl e Rock, Arkansas, area. Young is an individual engaged in
mar keting in the HVAC i ndustry.

B. Fact ual Background

The cl ai med copyrighted product in this case is a pronotional
“direct mail” advertising letter (“WRS Letter”) Young designed for
Airmasters to stinmulate its winter HVAC sales. Young included the
WRS Letter in a marketing manual entitled “Wnter Replacenent
Systenf he created in 1987. The WRS Letter describes an offer
wher eby custoners who purchase an air conditioner during w nter
nonths receive a free heater. A rnmasters and Young nmet with Lennox
in January 1988 to discuss the WRS Letter and to obtain a di scount
on the HVAC products to be used in Arnasters’ proposed sales
pronoti on. (Tr. at A441-41.1, A491-94.) Young and Airmasters
claim that Lennox agreed to the discount and not to use the WRS
Letter for its own pronotions. (Tr. at A441.0-41.2.)

The follow ng nonth, Airmasters mailed approxi mately 10, 000 of
these letters to potential custonmers in the Little Rock area. The
VRS Letter did not have a copyright notice affixed to it at this
time. The mailing was successful, and Young began offering the WRS
Letter, the marketing manual, and one hour of his consulting tinme
to other HVAC dealers for $895.00. Airmasters mailed “thousands”



of copies of the WRS Letter to potential custoners in 1989, 1990
and 1991; these copies also did not contain a copyright notice.



After Airmasters’ first season of sales with the WRS Letter
Lennox required Airmasters to submt a copy of the WRS Letter to it
as a condition for reinbursenment of its advertising expenses. (Tr.
at A501.) Young instructed Airmasters at that time (April 1988)
“to put a notice of copyright on the front of the letter” before
sending it to Lennox. (ld.) Beginning in late 1989, Lennox began
using its own direct mail advertising letter (“Lennox Letter”),
which provided simlar incentives to wnter HVAC custoners.
Airmasters received a copy of the Lennox Letter in February, 1990;
Airmasters contacted Young and told him*®it | ooked |ike Lennox had
taken [Young' s] repl acenent systemand copied it.” (Tr. at A536.)

Lennox nmiled copies of the Lennox Letter to potential
custoners again in wnter 1991. On April 2, 1991, Young registered
t he WRS manual , which included the WRS Letter, with the Copyright
Ofice. Young did not separately register the WRS Letter. Based
on Lennox’s 1990 and 1991 nmailings, Young and Airnasters sued
Lennox for trade secret m sappropriation and copyright
i nfringenent.

After commencing this action, Airmasters included a copyright

notice on its 1992 pronotional letters. O her dealers who had
purchased the WRS system and the WRS Letter, however, did not place
a copyright notice on letters mailed in 1992. In 1993, after

consulting with a copyright attorney, Young required all dealers
who had purchased the WRS system and Letter to include notice of
copyright on their WRS Letter mailings.

C. District Court Proceedings

The district court granted Lennox’'s notion for sumary
judgnent with respect to Young and Airmasters’ trade secret clains



in April, 1992. Lennox noved for an award of attorney’'s fees and
costs incurred in connection with defending the trade secret claim
The district court denied this notion, and the copyri ght



i nfringenment claimproceeded to trial. The jury concluded Lennox
infringed upon the WRS Letter and awarded Young $73,380.00 in
actual damages and the profits Lennox nmade as a result of using its
infringing letter in the amount of $142,939.00. The jury awarded
Airmasters’ actual damages in the anmnount of $71,135.00. The
district court denied Lennox’s post-trial notions for judgnent as
a matter of law. This appeal foll owed.

1. D scussion

Lennox appeals from the jury's verdict of copyright
i nfringenment. Lennox also clainms the district court erred by
failing to correct the jury s damage cal culation, admtting into
evi dence testinony regarding Lennox’s alleged oral agreenment not to
use the WRS Letter, and denying Lennox’s notion for attorney’ s fees
and <costs incurred in connection wth the trade secret
m sappropriation claim

This Court reviews de novo a trial court’s denial of a notion
for judgnment as a matter of law. Norton v. Caremark, Inc., 20 F.3d
330, 334 (8th Cr. 1994) (citation omtted.) This standard
requi res the appellate court to

consider the evidence in the light nost favorable to the
prevailing party [Young and Airmasters], assune that the jury
resolved all conflicts of evidence in favor of that party,
assune as true all facts which the prevailing party’ s evidence
tended to prove, give the prevailing party the benefit of al
favorabl e inferences which may reasonably be drawn from the
facts, and [uphold the] den[ial of] the notion, if in the
light of the foregoing, reasonable jurors could differ as to
t he conclusion that could be drawn fromthe evidence.

ld. (quoting Mnneapolis Conmmunity Dev. Agency v. Lake Cal houn
Assoc., 928 F.2d 299, 301 (8th Gr. 1991) (internal quotations
omtted)).







A Copyri ght I nfringenent

Lennox noved for judgnent as a matter of |aw on Young and
Airmasters’ copyright infringenent claim on the grounds that
Young's failure to include a copyright notice on the WRS Letter
invalidated the copyright under 17 U S.C. 8§ 405(a). Pursuant to
this statute, no copyright protection is provided for works first
published prior to March 1, 1989, wthout a copyright notice
unl ess: (1) “reasonable” effort is made to add notice to all copies
that are distributed after the omssion of the notice has been
“di scovered”; and (2) the copyright holder registers “the work”
with the Copyright Ofice within five years after publication.! On
appeal , Lennox argues that no jury could reasonably concl ude Young
met either of 8 405(a)(2)’s two requirenents; Lennox further argues

117 U.S.C. § 405(a) provides in full:

(a) Effect of Om ssion on Copyright. -- Wth respect to
copi es and phonorecords publicly distributed by authority of
t he copyright owner before [March 1, 1989], the om ssion of
the copyright notice . . . from copies or phonorecords
publicly distributed by authority of the copyright owner does
not invalidate the copyright in a work if --

(1) the notice has been omtted fromno nore than a
relatively small nunber of copies or phono records
distributed to the public; or

(2) registration for the work has been nmade before
or is mde wthin five years after the publication
w t hout notice, and a reasonable effort is nade to add
notice to all ~copies or phono records that are
distributed to the public in the United States after the
om ssion has been di scovered; or

(3) the notice has been omitted in violation of an
express requirenent in witing that, as a condition of
the copyright owner’s authorization of the public
di stribution of copies or phono records, that bear the
prescribed noti ce.



that even if the copyright is valid, no jury could reasonably find
the Lennox Letter infringed upon any protectable el enents contai ned
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in the WRS Letter.?

1. Failure to add copyright notice to the WRS Letter

Young first published the WRS Letter w thout notice in 1988.
Young continued to permt copies of the WRS Letter to be rel eased
to the public without a copyright notice affixed through March
1992. Lennox clains that as a matter of |aw, Young knew or shoul d
have known the WRS Letter did not conply with notice requirenents
prior to Mrch, 1992, and that Young did not mnake reasonable
efforts to add notice to copies distributed after receiving this
notice. This Court agrees.

The trial court set forth the |aw applicable to determ ning
when a purported copyright holder “discovers” the om ssion of
notice for the purposes of the first requirenent of 8 405 in the
foll ow ng instruction:

You are instructed that a copyright claimnt who
knowi ngly omts the copyright notice is considered under
the law to have di scovered the om ssion no later than the
tine when he believes that his rights may have been

infringed. An act is done ‘knowingly’ if done
voluntarily and intentionally, and not because of m stake
or accident or other innocent reason. After the

copyright claimant learns that his rights may have been
infringed, he nust immedi ately take reasonabl e steps to
add the correct notice to all copies distributed to the

public.
(Tr. at A733 (enphasis added).) Nei ther party challenged this

By way of special Interrogatories, the jury found: (1) Young
properly “registered” the WRS Letter for copyright within five
years after its first publication; (2) Young took “reasonable
steps” to place a copyright notice on all publicly distributed
copies of the Letter after the “di scovery of the om ssion to place
a proper copyright” on previously distributed copies; and (3) the
Lennox Letter was “substantial[ly] simlar[]” to the WRS Letter.
(Tr. at A750-51.)
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i nstruction.
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a. The parties’ clains

Applying the standard of |aw correctly set forth by the
district court, Lennox clains Young received notice: (1) in April,
1988, when he instructed Airmasters “to put a notice of copyright
on the front of the letter” before sending it to Lennox (Tr. at
A501); (2) in February, 1990 when Lennox mailed its Letter and
Airmasters informed Young that “it |ooked |ike Lennox had taken
[ Young’ s] repl acenent systemand copied it” (Tr. at A536); (3) in
April, 1991, when he registered the WRS manual after |earning of
Lennox’s 1991 mailings; and/or (4) on August 23, 1991, when Young
commenced this action agai nst Lennox claimng Lennox had infringed
on his copyrighted WRS Letter. Lennox further argues that Young
did not “imredi ately take reasonable steps” to add the copyright
noti ce because he sent out and permtted various dealers to send
out thousands of copies of the WRS Letter w thout the copyright
notice through 1992. 1In fact, the uncontested evidence shows Young
did not require dealers to include a copyright notice on the WRS
Letter until 1993.

In response to Lennox’ s appeal, Young argues that he did not
realize the law required himto affix notice on the WRS Letter
until after he consulted a copyright |lawer in the sumer of 1992.
Young argues that he reasonably “believed that as long as he
registered wwthin 5 years, he was protected.” (Appellees’ Br. at
19.) In other words, Young argues that he reasonably believed he
could wait up to five years to register the copyright and that he
could continue during this five-year period to know ngly publish
material w thout a copyright notice. Young clains he reached this
concl usion, al beit erroneous, because he relied on his construction
of a summary of 8§ 405(a) contained in a |layman’s copyri ght manual .
(Ld.) Young clains that his erroneous construction of §8 405 is a
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“mstake of law,” and that as such, “discovery” for the purposes of
8 405 did not occur until after he correctly understood 8§ 405 s
requi renents. As support for this position, Young cites Charles
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Garnier, Paris v. Adin Int’'l, Inc., 36 F.3d 1214 (1st G r. 1994),
which stated in dicta that copyright holders may “discover” an

om ssion of a copyright notice “when they are appraised of the
| egal significance of their failure to provide notice.” 1d. at
1221.

b. Anal ysi s

Notwi thstanding the dicta in Garnier, Young s construction of
8 405(a)(2) is not permssible. Section 405 contains two
i ndependent requirenents: (1) the claimant nust nmake a reasonabl e
effort to affix a copyright notice after discovering the notice was
omtted, and (2) the claimant nust register the product within five
years. Young clains he satisfied the first requirenent, despite
actual notice that the WRS Letter was being published w thout
noti ce, because he reasonably thought 8 405 only contained the
second requirenent. Young' s position would conpletely nullify the
first explicit requirenent of § 405.

Moreover, this construction is not consistent with the |aw
correctly set out by the district court. The district court
instructed the jury that a clainmant “di scovers” the om ssion of the
copyright notice and nust imedi ately take reasonable steps to add
notice to publicly distributed copies when the claimnt |earns his
rights may have been infringed. Young s construction of 8 405 does
not relate to the date he learned Lennox infringed on his

copyright. Rather, his construction relates to the date he | earned
notice was required in order to preserve his cause of action. This

is a separate issue. \Whether Young reasonably thought he could
wait up to five years after first publication to register and thus
enforce his copyright rights is irrelevant. The only rel evant
issue with respect to 8 405(a)(2)’s requirenents is whether Young

15



tinmely placed notice on copies published after he thought these
rights had been infringed. He did not.
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The events cited by Lennox are sufficient, as a matter of |aw,
to have put Young on notice that his rights may have been infringed
and, based on these events, no reasonable jury could find that
waiting until 1993 to require dealers to affix a copyright notice
constituted reasonable steps to ensure subsequently published
copies had notice. The uncontested facts are conpelling: Young
sued Lennox for copyright infringenent in August, 1991. Based on

this fact alone, no reasonable jury could find that Young did not
know his rights may have been infringed as of this date. The
uncontested evidence shows Young did not immediately cure this
om ssion. Young allowed thousands of copies of the WRS Letter to
be distributed in 1992 without notice, and he did not require
notice on all copies until 1993 -- well over a year after the
| at est date om ssion could have been “di scovered.”

Young’s alleged copyright is invalid as a matter of |aw
pursuant to 8 405; the Court need not consider Lennox’s remaining
chall enges to the validity of the copyright, infringenent, tria
errors, or the jury's damage cal cul ati on.

B. Attorney’s Fees and Costs

In their Conplaint, Young and Airmasters clainmed that they
di scl osed trade secrets to Lennox in their confidential January
1988 neeting, and that Lennox m sappropriated these secrets.
Lennox noved for partial summary judgnent on this claim on the
grounds Young and Airmasters rel eased the alleged trade secrets to
the public when Airmasters mail ed thousands of copies of the WRS
Letter to potential consuners. The district court agreed and
granted sumary judgnent in favor of Lennox on this claim?

%The district court, adopting the report and recomrendati on of
the magi strate judge, recogni zed that a property right in a trade

17



Lennox subsequently noved for attorney’s fees and costs incurred in
connection wth defending this claim This notion was denied.
(Tr. at A201-203.) Lennox appeals fromthat judgnent.

1. St andard of Revi ew

Lennox contends Young and Airmasters’ trade secret clai mwas
obj ectively unreasonable and nade in bad faith. Lennox noved for
fees and costs pursuant to (1) Arkansas Code Annotated § 16-22-
309,% (2) Arkansas Code Annotated § 4-75-607,% and (3) Rule 11 of

secret is extinguished under Arkansas |aw when the owner discl oses
the secret to others who are under no obligation to protect its
confidentiality. (Tr. at A116.) The district court concluded that
mai | i ng 15,000 to 30,000 copies of the WRS Letter to the public
prior to the date these secrets were disclosed to Lennox
extinguished the rights to any secrets the WRS Letter may have
contained. (Tr. at A118.)

“Ark. Code Ann. 8§ 16-22-309 provides in pertinent part:

(a)(1) In any civil action in which the court having
jurisdiction finds that there was a conplete absence of a
justiciable issue of either Iaw or fact raised by the |osing
party or his attorney, the court shall award an attorney’ s fee
in an anount not to exceed five thousand dollars ($5, 000) or
ten percent (10% of the anmobunt in controversy, whichever is
|l ess, to the prevailing party .

(b) In order to find an action . . . to be lacking a
justiciable issue of law or fact, the court nmust find that the
action . . . was comenced, used or continued in bad faith

solely for purposes of harassing or maliciously injuring
anot her party or del ayi ng adj udi cati on wi thout just cause or
that the party or the party' s attorney knew, or should have
known, that the action . . . was w thout any reasonabl e basis
in law or equity and could not be supported by a good faith
argunment for extension, nodification, or reversal of existing
I aw.

SArk. Code Ann. 8§ 4-75-607 provides:
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the Federal Rules of G vil Procedure.® Each of these statutes
requires a different standard of appellate review Wth respect to
fees and costs under section 16-22-309, Arkansas |aw provides that
“the question as to whether there was a conplete absence of a
justiciable issue [under section 16-22-309] is determ ned de novo
on the record of the trial court alone.” Ark. Code Ann. § 16-22-
309(d); Lawson v. Sipple, 893 SSw2d 757, 763 (Ark. 1995). Section
4-75-607 does not contain simlar |anguage nmandating de novo

review, the Court will accordingly review the denial of fees and
costs under this provision under the clearly erroneous standard.
See Canberos v. Branstad, 73 F.3d 174, 176 (8th Cr. 1995)
(observing that appellate court reviews district court’s findings

of fact under clearly erroneous standard). Finally, this Court
applies “an abuse-of-discretion standard in reviewing all aspects
of a district court’s Rule 11 determnation.” |lsakson v. First
Nat’' | Bank, 985 F.2d 984, 986 (8th Cir. 1993) (per curiam

2. Section 16-22-309

In order to inpose sanctions under section 16-22-309, the
Court nust find that “there was a conpl ete absence of a justiciable

The Court may award reasonable attorneys’ fees to the
prevailing party if:

(1) A claimof msappropriation [of trade secrets] is nmade in
bad faith

(2) A notion to termnate an injunction is nmade or resisted
in bad faith; or

(3) WIIlful and malicious m sappropriation exists.

®Rule 11 requires an attorney to attest, “after reasonable
inquiry” that a pleading is

wel |l grounded in fact and is warranted by existing law or a
good faith argunent for the extension, nodification, or
reversal of existing law, and that it is not interposed for
any i nproper purpose, such as to harass or cause unnecessary
del ay or needless increase in the cost of litigation.
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issue of either law or fact.” Ark. Code Ann. § 16-22-309(a)(1).
Lennox clains it is entitled to fees and costs pursuant to section
16- 22- 309 because Young and Airnmasters knew or should have known
that they could not maintain a trade secret claimafter nmailing the
WRS Letter to thousands of potential custoners. Young and
Airmasters raised two separate argunents before the district court
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in opposition to Lennox’s notion. First, they argued that the WRS
Letter did not disclose certain trade secrets revealed in the
January 1988 neeting and that, as a result, these trade secrets
were not extingui shed when they mail ed the WRS Letter. (Tr. Al79-
89.) Second, counsel for Young and Airnmasters clains he reasonably
relied on legal authority which he believed indicated he could
pursue an action for trade secret m sappropriation even though the
secrets were available to the public.

Young and Airmasters’ first argunent is not responsive to
Lennox’s notion and is not a defense to the inposition of fees and
costs under section 16-22-309. Young and Airnmasters did not sue
Lennox for m sappropriating trade secrets other than those reveal ed
in the WRS Letter. Their Conplaint unequivocally identifies the
subject trade secrets in this action and states “[t]he secret,
confidential information and trade secrets were the contents of the

pronotional sales letter made known to them by the plaintiffs on
January 20, 1988." (Conpl. 8 XI, Y A (enphasis added).) As a
result, the fact that Young and Airmasters believe Lennox

m sappropriated trade secrets not contained in the WRS Letter and
not referred to in the Conplaint is irrel evant.

Young and Airmasters’ second argunent is nore persuasive.
Counsel for Young and Airmasters submtted an affidavit detailing
the factual and |l egal investigation undertaken prior to filing the
Conplaint. GCounsel clains he relied, inter alia, on |anguage from
Franke v. WIltschek, 209 F.2d 493 (2nd Cr. 1953). According to
counsel, this case indicates a trade secret m sappropriation claim

my |ie, notwi thstanding the public availability of the
information, if the accused party in fact acquired the information
t hrough a confidential relationship and used it w thout
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perm ssion.” Although this is a strained interpretation of the
| aw, especially when viewed against the authority cited in the
district court order granting Lennox’s notion for summary judgnent
(see Tr. Al116-18), the Court does not find on this record that
Appel | ees asserted their trade secret claimfor an inproper purpose
or that there was a “conpl ete absence of a justiciable issue.” The
Court will accordingly affirmthe denial of fees and costs under
section 16-22-309.

3. Section 4-75-607 and Rule 11

The Court need not provide a detailed analysis of the district
court’s denial of fees and costs under section 4-75-607 and Rul e
11. The district court concluded Young and Airmasters did not act
in bad faith and that Rule 11 sanctions should not be inposed.
Based on the foregoing discussion in part 2, supra, and a thorough
review of the record, the Court finds the district court’s ruling
was neither clearly erroneous nor an abuse of discretion. The

'Specifically, counsel relied on |anguage from Franke which
provided in pertinent part:

Where defendants obtain secret information by neans of a
confidential relationship, they shall be held accountable for
its use to their own advantage at the expense of the rightful
possessor.

. Plaintiffs do not assert . . . a property right
.. such as would give them exclusive devel opnent such as
would entitle them to exclusive enjoynment as against the
world. Theirsis . . . atrade secret. The essence of their
action is . . . breach of faith. In matters not that
def endants could have gained their know edge from . .
plaintiffs’ publicly marketed product. The fact is they did

not . Instead they gained it from plaintiffs via their
confidential relationship, and in so doing incurred a duty not
to use it to plaintiff’s detrinent. This duty they have
br eached.

Franke, 209 F.2d at 494 (citations omtted).
22



district court’s denial of fees and costs under section 4-75-607
and Rule 11 will be affirned.
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I11. Conclusion
For the foregoing reasons, we reverse the judgment of the
district court on Young and Airmasters’ copyright infringenent
claim affirmthe denial of Lennox’s Mdtion for attorney’'s fees and
costs, and remand with instructions to enter judgnment in favor of
Lennox.
A true copy.

Att est:

CLERK, U. S. COURT OF APPEALS, ElIGHTH ClI RCUT.
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