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I. SCOPE OF THE ARTICLE

The mission is succinct: to address arenas in Fifth Circuit jurisprudence
that cumulatively entail business torts. In essence, these are weapons available
to parties in the traditional contract realm whose allure includes punitive or
treble damages and attorney's fees. Parties utilize such causes of action in an
attempt to establish tort liability, enabling potential recovery of punitive
damages and damages for mental anguish in an otherwise contractual context.'
Albeit not exhaustive of all the business torts cases constituting new law in the
Fifth Circuit, this Update addresses case law in the business torts realm.2 These
areas of law include, inter alia, arbitration, antitrust, procedure, securities, as
well as trademark in a business torts context that similarly merit scrutiny.3

Therefore, traditional business torts are transgressed within Fifth Circuit
jurisprudence as necessity or interest dictates.4

1. See PUNITIVE DAMAGES AND BUSINESS TORTS: A PRACTITIONER'S HANDBOOK 31-38 (Thomas J.

Collin ed., Am. Bar Ass'n 1998).
2. See infra Part I.

3. See infra Part I.
4. See infra Part II.



BUSINESS TORTS

II. BUSINESS TORTS JURISPRUDENCE

A. Antitrust

1. Tewari De-Ox Systems, Inc. v. Mountain States/Rosen, L.L.C.5

With a panel comprising Circuit Judges Rhesa H. Barksdale, Edith Brown
Clement, and Edward C. Prado, the Fifth Circuit Court of Appeals was asked to
determine whether a patent application prevented the information in the
application from being a trade secret.6 The plaintiff allegedly owned trade
secrets related to a meat-packing method. After attempting to sell its services
to the defendant, the plaintiff came to believe that the defendant
misappropriated its trade secrets and filed suit alleging the following:
"(1) breach of contract; (2) misappropriation of trade secrets; (3) violation of
the Texas Theft Liability Act; (4) breach of fiduciary duty; and (5) fraud and
fraudulent inducement."8

The defendant moved for summary judgment, and the district court
granted such motion with respect to the fraud and fraudulent inducement claim
and denied it with respect to the remaining claims.9 The court then denied the
plaintiff s motion for summary judgment on its breach of fiduciary duty claim.o
Thereafter, the district court reconsidered the defendant's motion for summary
judgment and granted the motion in full, finding that the plaintiff disclosed its
trade secrets in a previous patent application and, thus, "failed to raise a fact
issue as to the existence and use of a trade secret."" This appeal followed.'2

The Fifth Circuit began by noting that the plaintiff s sole basis for appeal
was "the entry of summary judgment on its trade secret misappropriation and
breach of fiduciary duty claims." 3 Both parties agreed that Texas law
governed the dispute.14 Pursuant to Texas law, trade secret misappropriation is
established by showing the following: (1) a trade secret existed; (2) the trade
secret was either acquired through the breach of a confidential relationship or
discovered by inappropriate means; and (3) the unauthorized use of the trade
secret. 15 To determine whether a trade secret exists, Texas courts use the
following six-factor balancing test:

5. Tewari De-Ox Sys., Inc. v. Mountain States/Rosen, L.L.C., 637 F.3d 604 (5th Cir. Apr. 2011).
6. See id. at 607.
7. See id. at 606.
8. Id. at 607.
9. Id.

10. Id.
11. Id.
12. Id. at 604.
13. Id. at 610.
14. Id.
15. Id. (citing Phillips v. Frey, 20 F.3d 623, 627 (5th Cir. 1994)).
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(1) the extent to which the information is known outside of the business;
(2) the extent to which it is known by employees and others involved in the
business; (3) the extent of measures taken to guard the secrecy of the
information; (4) the value of the information to the business and to its
competitors; (5) the amount of effort or money expended in developing the
information; [and] (6) the ease or difficulty with which the information could
be properly acquired or duplicated by others.16

The court of appeals noted that the second element of misappropriation,
that the secret be acquired improperly, was not in dispute." If the information
at issue was a trade secret, it was disclosed in confidence.' 8 The court
articulated that the real issue was whether the publication of a patent
application destroys a trade secret.' 9 Prior to meeting with the defendant, the
plaintiff applied for a patent but never completed the patent process.2 0 The
court stated as follows: "It is self-evident that the subject matter of a trade
secret must be secret."2 1 Publicly known information or information that is

22
generally known by those in an industry cannot be a trade secret. The court
explained that a patent application may be published after eighteen months. 23

The Fifth Circuit observed that "[a]lthough no ... Texas case directly
addresses whether a published patent application destroys the secrecy. . . for
trade secret purposes, the weight of authority from other jurisdictions holds that
it does."24 The court extrapolated as follows:

There can be no dispute that a published patent application, like a patent, is
readily available-the United States Patent and Trademark Office and Google
both allow free online searching of published patent applications. Under
Texas law, information that is generally known or readily available by
independent investigation is not secret for purposes of trade secrecy.25

16. Id
17. Id at 611.
18. Id.
19. Id.
20. See id at 611-12.
21. Id. at 611 (quoting Luccous v. J.C. Kinley Co., 376 S.W.2d 336, 338 (Tex. 1964)).
22. Id (citing Ruckelshaus v. Monsanto Co., 467 U.S. 986, 1002 (1984)).
23. Id. (citing 35 U.S.C. § 122(b)(1)(A) (2006)).
24. Id. at 612.
25. Id The court cited the following:

H.E. Butt Grocery Co. v. Moody's Quality Meats, 951 S.W.2d 33,35 (Tex. App.-Corpus Christi
1997, pet. denied); Gonzales v. Zamora, 791 S.W.2d 258,264 (Tex. App.-Corpus Christi 1990,
no writ) ("The word secret implies that the information is not generally known or readily
available."); Allan J. Richardson & Assocs., Inc. v. Andrews, 718 S.W.2d 833, 837 (Tex. App.-
Houston [14th Dist.] 1986, no writ) ("Even in the vernacular the word secret implies that the
information is not generally known or readily available.").

Id
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The plaintiff argued that "Texas law looks to how the alleged trade secret was
obtained rather than whether the information is in fact secret."2 6 The court,
agreeing with the district court and the defendant, opined that the information
disclosed in the application was not a trade secret when the plaintiff and
defendant met.27

The Fifth Circuit then considered the information that the plaintiff alleged
was a trade secret and was not included in the patent application. 28 The court
stated: "A trade secret 'is one of the most elusive and difficult concepts in the
law to define."' 29 The court further elaborated that often the question of
whether information is a trade secret is best resolved by the fact finder.30 The
Fifth Circuit has held that "a trade secret can exist in a combination of
characteristics and components each of which, by itself, is in the public domain,
but the unified process, design and operation of which in unique combination,
affords a competitive advantage and is a protectible [sic] secret."3  The court,
concluding that the plaintiff had raised a genuine issue of material fact
regarding some of the combined information disclosed to the defendant, held
that the district court's finding to the contrary was error.32

Finally, the court of appeals addressed the plaintiff's partial motion for
summary judgment, which asked for an explicit ruling on whether the
defendant owed the plaintiff a fiduciary duty.33 The court explained that this
issue depended upon the plaintiff having actual trade secrets that it disclosed to
the defendant.34 Therefore, the court held that the district court's order
sufficiently addressed the motion, and the plaintiff was not entitled to a more
explicit ruling." Ultimately, the Fifth Circuit affirmed in part and reversed in
part, noting that the district court "incorrectly defined [the plaintiffs] trade
secrets and failed to consider that a unique combination of elements already
publicly disclosed or generally known are protectable as trade secrets under
Texas law." 6

26. Id.
27. Id.
28. Id. at 613.
29. Id. (quoting Lear Siegler, Inc. v. Ark-Ell Springs, Inc., 569 F.2d 286, 288 (5th Cir. 1978)).
30. Id.
31. Id. (citing Sikes v. McGraw-Edison Co., 665 F.2d 731, 736 (5th Cir. 1982) (quoting Imperial

Chem., Ltd. v. Nat'1 Distillers & Chem. Corp., 342 F.2d 737, 742 (2d Cir. 1965))).
32. Id. at 614.
33. Id
34. Id.
35. Id.
36. Id at 615.
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2. PSKS, Inc. v. Leegin Creative Leather Products, Inc."

With a panel comprising Circuit Judges Jerry E. Smith, Emilio M. Garza,
and Edith B. Clement, the Fifth Circuit Court of Appeals considered for the
second time this appeal concerning alleged violations of § 1 of the Sherman
Act. The plaintiff sued for alleged antitrust violations regarding a restrictive
price-maintenance agreement (RPM) and obtained a substantial judgment,
which the Fifth Circuit affirmed.39 The United States Supreme Court reversed,
holding that "vertical price restraints, like vertical nonprice restraints, often
have procompetitive justifications and should be judged under the rule of
reason."40 On remand, the Fifth Circuit remanded to the district court in light
of the Supreme Court's ruling.41 The district court granted the defendant's
motion to dismiss, and this appeal ensued.42

After reviewing the factual and procedural history of the case in detail, the
court began its analysis under the auspices of the recent Supreme Court
decision.4 3 The court explained that "[t]o prove a Section 1 violation under rule
of reason analysis, [plaintiffs] must show that the defendants' activities caused
an injury to competition. Under the rule of reason, [a court] examine[s] the
effect of the alleged restraint on competition, [in light of] all the
circumstances."" The Fifth Circuit, however, stated that it need not address the
plaintiff s arguments regarding the application of the rule of reason because the
claims failed as a matter of market definition.45

The court of appeals noted that to state an antitrust claim for
anticompetitive RPMs, a complaint "must plausibly define the relevant product
and geographic markets."" "A proposed product market must include all
'commodities reasonably interchangeable by [customers] for the same
purposes." 4' The plaintiff in the instant case alleged two alternative markets,
neither of which, the Fifth Circuit opined, included the available
interchangeable-substitute products.4 8 The court of appeals held that the district
court had properly rejected both of the proposed markets.49

37. PSKS, Inc. v. Leegin Creative Leather Prods., Inc., 615 F.3d 412 (5th Cir. Aug. 2010), cert. denied,
131 S. Ct. 1476 (2011).

38. Id. at 414.
39. Id; see PSKS, Inc. v. Leegin Creative Leather Prods., Inc., 171 F. App'x 464, 470 (5th Cir. 2006).
40. PSKS, Inc., 615 F.3d at 414 (citing Leegin Creative Prods., Inc. v. PSKS, Inc., 551 U.S. 877,903-04

(2007)).
41. Id.
42. Id.
43. See id. at 415.
44. Id. (second alteration in original) (first sentence quoting Doctor's Hosp. of Jefferson, Inc. v. Se.

Med. Alliance, Inc., 123 F.3d 301, 307 (5th Cir. 1997))
45. Id
46. Id
47. Id (quoting United States v. E.I. du Pont Nemours & Co., 351 U.S. 377, 395 (1956)).
48. Id at 418.
49. Id.
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Further, the court concluded that the trial court correctly rejected the
plaintiff's claim that the products at issue constituted their own market. 0 The
court noted that in some rare circumstances, "a single brand . .. can constitute a
relevant market for antitrust purposes."5' This "possibility is limited to
situations in which consumers are 'locked in' to a specific brand by the nature
of the product."52 The court found that the products at issue did not create such
a market. Although the plaintiffs claim failed for lack of market definition,
the circuit court did analyze the alleged anticompetitive harm and found that
even if the plaintiff s factual allegations were accepted as true, nothing in the
complaint plausibly alleged harm to competition.54

Finally, the plaintiff argued that the lower court erred when it held that the
plaintiff s horizontal-restraint claims were barred by the mandate rule.5 5 The
mandate rule precludes litigating waived issues on remand because they were
not raised in the district court. The plaintiff in the present case first attempted
to plead horizontal-restraint claims in its second amended complaint, after its
original claims were rejected by the Supreme Court. Thus, the district court
correctly dismissed the claims as barred by the mandate rule.58 Therefore, the
Fifth Circuit Court of Appeals affirmed the district court's dismissal of the
plaintiffs claims on remand.59

B. Arbitration

1. Noble Drilling Services, Inc. v. Certex USA, Inc."0

With a panel comprising Circuit Judges Edith Brown Clement, Leslie H.
Southwick, and Catharina Haynes, the Fifth Circuit Court of Appeals
determined whether an arbitration clause applied to the plaintiff, who was not a
party to the agreement containing the clause.6' The plaintiff, a drilling services
company, purchased copper wiring that failed in a hurricane.6 2 The defendants
were the manufacturer and the distributor of the wiring.63 The plaintiff entered
into a sales contract with the distributor, and the distributor entered into a

50. Id.
51. Id. (citing Eastman Kodak Co. v. Image Technical Servs., 504 U.S. 451, 481-82 (1992)).
52. Id.
53. See id.
54. See id at 419.
55. Id. at 420.
56. Id (citing United States v. Lee, 358 F.3d 315, 321 (5th Cir. 2004)).
57. Id.
58. Id.
59. Id at 421.
60. Noble Drilling Servs., Inc. v. Certex USA, Inc., 620 F.3d 469 (5th Cir. Sept. 2010).
61. Id. at 471.
62. Id.
63. Id.
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contract with the manufacturer.64 The agreement between the distributor and
the manufacturer contained an arbitration clause. 5 The plaintiff was not a party
to this agreement. 6

When the copper wires failed, the plaintiff s drilling rigs were damaged.67

The plaintiff sued the defendants, alleging several causes of action based on
breach of warranty and negligence. The defendants moved to compel the
plaintiff to arbitrate its claims based on the arbitration clause in the agreement
between the defendants. 6 9 The defendants argued that the plaintiff was bound
by that agreement under the theory of "direct benefits estoppel."70 The district
court found that the plaintiff "was bound to arbitrate its claims because its
claims were premised on [the manufacturer's] failure to perform according to
the terms of [the agreement]" between the defendants, and the plaintiff received
a direct benefit from the purchase order.7 1 The district court dismissed the case,
and this appeal followed.72

The plaintiff argued that the district court erred in applying the direct
benefits estoppel doctrine.73 The plaintiff asserted that it was not a party to the
contracts at issue and was not relying on those contracts to assert the claims in
the instant case.74 The Fifth Circuit explained that direct benefits estoppel is a
theory by which a court treats non-signatories to a contract like signatories
because they have "embraced" the contract. 75 A non-signatory can embrace a
contract in the following ways: (i) by knowingly seeking and receiving a direct
benefit from the contract; or (ii) by seeking to enforce the terms of the contract
or asserting claims that are established by reference to the contract.76 In the
instant case, the district court appeared to apply both factors above because it
found that the plaintiff received a benefit from the contract and filed a suit
premised on the defendants' agreement.77 The circuit court addressed both
factors.

As stated above, the courts have applied direct benefits estoppel to a non-
signatory when the party knowingly exploits the contract that contains the
arbitration clause and receives a direct benefit from the contract. 79 "[To] satisfy

64. Id.
65. Id at 471-72.
66. Id at 472.
67. Id.
68. Id.
69. Id.
70. Id
71. Id
72. Id.
73. Id at 473.
74. Id
75. Id.
76. Id
77. Id
78. See id.
79. Id
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the knowledge requirement, the case law requires that the non-signatory have
had actual knowledge of the contract containing the arbitration clause."80 The
plaintiff in the instant case alleged it did not have any knowledge of the
contract between the defendants containing the arbitration clause until after the
litigation began.8 ' The court of appeals opined that because no evidence
supported the conclusion that the plaintiff knew of the contract or its terms, the
plaintiff could not have "knowingly exploited" the contract as required by
direct benefits estoppel.82

The Fifth Circuit then reviewed the application of the doctrine when a
non-signatory sues to enforce certain terms of a contract or brings a claim that
can only be determined by referencing the contract. The plaintiff here did not
seek to enforce a specific term in the agreement between the defendants, nor
were its claims determined by the agreement.84 The court of appeals concluded
that the plaintiff s claims "rise or fall on the pre-purchase representations and
whatever duties a manufacturer and distributor have by law."8 Therefore, the
Fifth Circuit Court of Appeals held that the theory of direct benefits estoppel
did not apply and, accordingly, reversed the district court's dismissal and
remanded the case for proceedings on the merits.

2. In re Mirant Corp.

With a panel comprising Chief Judge Edith H. Jones and Circuit Judges
Jerry E. Smith and Jennifer W. Elrod, the Fifth Circuit Court of Appeals heard
an appeal regarding the alleged breach of a purchase and sale agreement.88 The
debtor, the plaintiffs predecessor in interest, purchased interests in Louisiana
mineral properties pursuant to a purchase and sale agreement (PSA) with the
defendant.89 Later, the debtor agreed to sell these interests back to the
defendant pursuant to another PSA.90 The defendant then sold the interests to
another company. 91 The debtor alleged breach of the second PSA and fraud,
claiming the defendant should have disclosed that it was negotiating with
another company for the sale of the interests.92 The suit originated as a

80. Id. (citing Hellenic Inv. Fund, Inc. v. Det Norske Veritas, 464 F.3d 514,515-16, 519(5th Cir. 2006)).
81. Id.
82. Id. at 474.
83. Id.
84. Id
85. Id. at 474-75.
86. Id at 475.
87. MC Asset Recovery LLC v. Castex Energy, Inc. (In re Mirant Corp.), 613 F.3d 584 (5th Cir. Aug.

2010).
88. Id at 586-87.
89. Id. at 587.
90. Id
91. Id
92. Id.
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fraudulent transfer adversary proceeding in connection with the debtor's
bankruptcy. 93

The original complaint sought to avoid both PSAs as constructively
fraudulent but did not allege breach of the second PSA.94 Two days after filing,
the debtor moved to stay the proceeding, and the court granted the request,
staying the case for nineteen months.95 When the stay expired, the defendant
filed its answer to the original complaint, which contained several affirmative
defenses, including the right to compel arbitration.9 6 The plaintiff had already
been designated the assignee of the claims from the original complaint and the
debtor's successor in interest.97 The defendant requested a jury trial in the
district court and moved to withdraw the reference to the bankruptcy court.98

The defendant "stated its intention to preserve its right to compel arbitration in
a footnote in the motion to withdraw reference to the bankruptcy court, but it
did not move to compel" at the same time. 99 The defendant's motion was
granted.100

After the defendant answered, the plaintiff filed its first amended
complaint, abandoning much of the original grounds for relief and raising state
law claims arising from the second PSA.'0 The defendant moved to dismiss
for failure to state a claim and reserved its right to compel arbitration in a
footnote in the motion.10 2 The defendant then moved for a protective order to
stay discovery until the court ruled on its motion to dismiss.' 03 The district
court entered the requested protective order. 10 The plaintiff moved for limited
relief from the protective order to depose an employee of the debtor who was
about to leave his position.'10 The defendant opposed the motion, and the court
denied it.' 06

Then, before the court ruled on the first motion to dismiss, the plaintiff
filed a second amended complaint containing modifications of the claims in the
first amended complaint and adding additional claims. 0 7 The defendant filed
another motion to dismiss, again reserving its right to compel arbitration in a
footnote. 08 The plaintiff then filed a third amended complaint containing the

93. Id
94. Id
95. Id.
96. Id.
97. Id.
98. Id.
99. Id

100. Id.
101. Id.
102. Id.
103. Id.
104. Id.
105. Id.
106. Id
107. Id. at 587-88.
108. Id. at 588.
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same causes of action but including additional details.109 The defendant filed
another motion to dismiss with the above mentioned footnote and no
accompanying motion. 0 The district court then partially granted the motion to
dismiss, dismissing one of the claims and denying the motion as to the rest of
the claims."' It was then that the defendant filed a motion to compel
arbitration, before answering the third amended complaint.1 2 The plaintiff
responded by arguing that the defendant had waived its right to arbitration by
substantially invoking the judicial process.1 13 The district court agreed and
denied the motion to compel arbitration.1 4 This appeal followed.'

The Fifth Circuit first assessed whether the defendant substantially
invoked the judicial process! 16 To do this, a party must do something in court
that shows a desire to resolve the arbitrable dispute through litigation.1 7 The
defendant argued that filing a motion to dismiss alone can never support such a
finding." 8 The Fifth Circuit noted that under its jurisprudence, bright-line rules
are deemed "inappropriate for deciding whether a party has waived its right to
arbitration."" l9 The court treated this as a fact-sensitive inquiry. 20 It previously
opined that "[a] party waives arbitration by seeking a decision on the merits
before attempting to arbitrate."' 2 ' The defendant in the instant case argued
"that it did not attempt to obtain a decision on the merits because it only filed
[what it referred to as] 'perfunctory motion[s] to dismiss."'l 2 2 The Fifth Circuit
disagreed, explaining that the defendant based its second motion to dismiss on
the affirmative defenses of waiver and release. 23 The court stated: "Such
affirmative defenses 'admit the initial sufficiency and completeness of the claim
while asserting other grounds for avoiding the normal consequences of that
concession."'l 24 The court then noted that by seeking to prove its own
allegations, the defendant did more than merely file a motion to dismiss.125 The
court explained that although it was not holding that any time a defendant files
a motion to dismiss asserting affirmative defenses it substantially invokes the
judicial process, it agreed with the district court that the defendant did so in this

109. Id.
110. Id.
Ill. Id.
112. Id.
113. Id.
114. Id.
115. Id. at 586-87.
116. Id. at 589.
117. Id.
118. Id.
119. Id.
120. Id.
121. Id. (quoting Petroleum PipelineAms. Corp. v. Jindal Saw, Ltd., 575 F.3d 476, 480 (5th Cir. 2009)).
122. Id. (second alteration in original).
123. Id.

124. Id. (quoting Pan E. Exploration Co. v. Hufo Oils, 855 F.2d 1106, 1125-26 (5th Cir. 1988)).
125. Id
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case.126 Moreover, the defendant requested dismissal with prejudice in its third
motion to dismiss. 12 7 "[A] dismissal with prejudice for failure to state a claim is
a decision on the merits . ... 128 The defendant's request for dismissal with
prejudice reinforced the court's conclusion that a decision on the merits was
requested by the defendant.129

Additionally, the Fifth Circuit noted that the defendant moved to compel
arbitration only after its third motion to dismiss had been partially denied.13 0

The defendant was "fully aware of its right to compel arbitration from the
outset."'3 ' The Fifth Circuit was not convinced that the defendant, knowing
"that the district court was not receptive to its arguments, should be allowed a
second bite at the apple through arbitration."' 32 Thus, the Fifth Circuit agreed
that the defendant substantially invoked the judicial process.

The Fifth Circuit then explained that in addition to showing substantial
invocation of the judicial process, the party opposed to arbitration must show
prejudice.13 4 Prejudice in this context refers to "delay, expense, and damage to
a party's legal position."' 3 5 The court of appeals first addressed the question of
whether the defendant made a timely demand for arbitration.' 36 The defendant
argued that it made a timely demand for arbitration by asserting the right to
compel arbitration as an affirmative defense in its answer, as well as reserving
that right in footnotes in its motions to dismiss. 13 The circuit court
disagreed.' 38 The defendant waited eighteen months before it moved to compel
arbitration, during which time it attempted to obtain a dismissal with
prejudice.' 39 In this case, the defendant did not make a timely demand for
arbitration.14 0 "A party cannot keep its right to demand arbitration in reserve
indefinitely while it pursues a decision on the merits before the district
court."l 41

Finally, the Fifth Circuit turned to the district court's findings. 42 The
defendant maintained that it did not force the plaintiff to incur any litigation

expenses.143 The district court found that the plaintiff "spent over $260,000 in

126. Id
127. Id.
128. Id.
129. Id
130. Id. at 590.
131. Id.
132. Id (quoting Petroleum Pipeline Ams. Corp. v. Jindal Saw, Ltd., 575 F.3d 476,482 (5th Cir. 2009)).
133. Id. at 590-91.
134. Id. at 591.
135. Id.
136. Id.
137. Id
138. Id.
139. Id
140. Id.
141. Id.
142. Id.
143. Id.
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legal fees that were solely attributed to defending against [the defendant's]
discovery motions and motions to dismiss."l44 After reviewing the record, the
court of appeals could not hold that this finding was clearly erroneous. 14 5 The
plaintiff "incurred considerable legal expenses as a result of [the defendant's]
use of the federal court system[,]" and those expenses supported a finding of
prejudice.14 6  The court further found that the defendant's actions were
detrimental to the plaintiffs legal position and were a waste of judicial
resources. 14 Thus, the Fifth Circuit Court of Appeals agreed that the plaintiff
had shown sufficient prejudice and affirmed the judgment of the district
court. 148

C. Class Actions

1. Gene & Gene, L.L.C. v. BioPay, L.L.C.14 9

With a panel comprising Circuit Judges Edith Brown Clement, Leslie H.
Southwick, and Catharina Haynes, the Fifth Circuit Court of Appeals heard a
second interlocutory appeal stemming from a motion to recertify a class. 50 The
defendant used a third-party contractor to send thousands of fax advertisements,
some of which were allegedly in violation of the Telephone Consumer
Protection Act (TCPA).' 5' The plaintiff filed a class-action suit alleging the
defendant sent unsolicited faxes to an unidentified number of class members.15 2

After discovery, the plaintiff moved to define the class to include all recipients
of the unsolicited faxes in Louisiana initiated by or on behalf of the defendant
after a specific date. 153 The class specifically excluded recipients who gave
prior express invitation or permission to receive the faxes.154 The district court
certified the class, and the defendant brought an interlocutory appeal pursuant
to Federal Rule of Civil Procedure 23(f).'5 The Fifth Circuit reversed and
remanded for proceedings not inconsistent with its opinion and held that "the
determinative question of whether consent can be established via class-wide
proof must, given the particular facts of this case, be answered in the
negative."

144. Id
145. Id.
146. Id.
147. Id. at 592.
148. Id.
149. Gene & Gene, L.L.C. v. Biopay, L.L.C., 624 F.3d 698 (5th Cir. Oct. 2010).
150. Id. at 700.
151. Id (citing 47. U.S.C. § 227 et seq.).
152. Id
153. Id.
154. Id
155. Id.
156. Id
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On remand, the plaintiff moved to reopen discovery, which the defendant
opposed.'57 The magistrate judge reopened discovery on the issue of class
certification.18 The defendant appealed the magistrate's order to the district
judge and requested that the district court stay the proceedings and certify the
question of whether the Fifth Circuit intended to allow the plaintiff another
chance at class certification. 59 "The district court affirmed the magistrate
judge's decision and declined to certify the question for interlocutory
appeal." 60 The plaintiff then issued additional discovery requests, including a
request for the actual database that generated the defendant's fax lists.' 6 ' The
defendant had previously provided a report generated from the original
database but not the database itself.162 The plaintiff asserted that it now could
easily generate a list of the defendant's contacts who, inter alia, did not give
permission to receive fax advertisements.163

In the initial appeal, the Fifth Circuit had framed the "critical substantive
issue as 'whether [the defendant's] fax advertisements were transmitted without
the prior express invitation or permission of each recipient."" The district
court agreed with the plaintiff that the database created a common method of
establishing the issue of consent.'6 5 The district court held that common issues
predominated and recertified the class.' 66 This appeal ensued. 67

The Fifth Circuit Court of Appeals initially addressed whether their prior
opinion left open the possibility of recertification on remand.'6 8 The court of
appeals explained that "[t]he law of the case doctrine provides that 'an issue of
law or fact decided on appeal may not be reexamined either by the district court
on remand or by the appellate court on a subsequent appeal."'l 69 The following
exceptions to the rule exist: (i) the evidence was substantially different on a
subsequent trial; (ii) controlling authority has made a contrary decision on the
law applicable to the issues; or (iii) the decision was clearly erroneous and
would result in manifest injustice.17 0 "The law of the case doctrine applies to
matters decided on interlocutory appeals."17'

The defendant argued that the previous Fifth Circuit opinion was the law
of the case and, thus, foreclosed discovery on remand and class

157. Id.
158. Id.
159. Id. at 700-01.
160. Id. at 701.
161. Id.
162. Id.
163. Id
164. Id
165. Id.
166. Id.
167. Id
168. Id. at 702.
169. Id. (quoting Fuhrman v. Dretke, 442 F.3d 893, 896 (5th Cir. 2006)).
170. Id. (citing Fuhrman, 442 F.3d at 897).
171. Id. (citing Royal Ins. Co. v. Quinn-L Capital Corp., 3 F.3d 877, 881 (5th Cir. 1993)).
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recertification.172 The plaintiff maintained that district judges have a continuing
duty to assess class certification orders under Rule 23(c)(1)(C).' 73  Rule
23(c)(1)(C) provides as follows: "[A]n order that grants or denies the class
certification decision may be altered or amended before final judgment." 74

The court of appeals explained that while this rule gives the district court
discretion, this discretion to manage trials extends on remand only to areas not
covered by the higher court's mandate.'75 The court opined:

Rule 23(f) is not an interlocutory tool to clarify issues and provide a
roadmap for litigants to reformulate their arguments; it is, rather, a tool by
which courts of appeals are given "unfettered discretion whether to permit the
appeal."' 76 Rule 23(f) permits the court of appeals to accelerate appellate
review; but to ensure that there is only one window of potential disruption,
and to permit the parties to proceed in confidence about the scope and stakes
of the case thereafter, the window of review is relatively small.177

The Fifth Circuit continued to explain that in the instant case, discovery
was complete when the plaintiff moved for class certification. 7 8 When the
Fifth Circuit initially heard the defendant's Rule 23(f) appeal, both parties had
another full opportunity to argue the class certification issue.' 79 The district
court misinterpreted the language in the remand to mean that there was nothing
in the opinion to preclude the plaintiff from asserting a viable theory of
establishing class-wide proof on remand. 80 The circuit court noted that the
issue of class certification was expressly decided in the initial appeal.' 8' "We
reverse[d] the district court's certification of the class and remand[ed] this case
for further proceedings not inconsistent with this opinion[,] . . . not for a
renewed foray into the same issue but for a merits determination and disposition
of [the plaintiffs] individual claim." 8 2 The initial appeal was the law of the
case, and, accordingly, the Fifth Circuit held that the district court abused its
discretion in reopening discovery on remand.'8 3

The court of appeals stated that "even assuming, arguendo, that the
district court's decision to reopen discovery was proper, the 'new' evidence

172. Id.
173. Id.
174. Id.
175. Id. at 702-03 (citing Martin's Herend Imports, Inc. v. Diamond & Gem Trading U.S. of Am. Co.,

195 F.3d 765, 775 (5th Cir. 1999)).
176. Id. at 703 (quoting FED. R. Civ. P. 23(f) advisory committee's note).
177. Id. (quoting McNamara v. Felderhof, 410 F.3d 277, 281 n.9 (5th Cir. 2005)).
178. Id.
179. Id.
180. Id.
181. Id.
182. Id. at 703-04 (first and second alterations in original) (citation omitted) (internal quotation marks

omitted).
183. Id at 704.
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disclosed on remand was not 'substantially different' from the evidence before
[the] court [on the initial appeal]." 84 Further, there was no showing that the
"new" evidence could not have been discovered by proper diligence during the
original discovery.'8 ' Accordingly, the Fifth Circuit Court of Appeals
"alternatively [held] that the evidence disclosed on remand was not
'substantially different' from the evidence disclosed [during the certification
proceedings] and that the 'substantially different evidence' exception to the law
of the case doctrine [did] not apply."8 6 Therefore, the Fifth Circuit reversed
the district court's decision to recertify the class and remanded the case "to the
district court for a determination and disposition of [the plaintiff s] individual
claim against [the defendant]."

D. Expert Testimony

1. French v. Allstate Indemnity Co.'88

With a panel comprising Circuit Judges Carl E. Stewart, Edward C. Prado,
and Jennifer Walker Elrod, the Fifth Circuit Court of Appeals considered the
district court's exclusion of expert testimony and denial of special damages in
an insurance case stemming from the damage caused by Hurricane Katrina.189

The plaintiffs were homeowners whose homes were damaged by the
hurricane.190 They sued the defendant, the insurance company that provided
their homeowners' policies, to recover additional payments for the damages to
their homes. 191 "The [p]laintiffs also sought statutory penalties and costs under
Louisiana law."' 9 2 The district court awarded the plaintiffs additional payments
and some statutory penalties.19 3 The plaintiffs appealed, contending, inter alia,
that the lower court improperly excluded expert testimony. 94

The Fifth Circuit first noted that Louisiana law applied in this diversity
case.19 5 The court then turned to the exclusion of evidence issue. 96 In the
district court, the plaintiffs sought to have two experts testify regarding the
damages to their homes and offer opinions on the cost of the needed repairs.' 9 7

At the pretrial conference, the district court informed the plaintiffs that only one

184. Id. at 705.
185. Id.
186. Id
187. Id
188. French v. Allstate Indem. Co., 637 F.3d 571 (5th Cir. Apr. 2011).
189. Id at 574.
190. Id at 574-75.
191. Id at 574.
192. Id
193. Id
194. Id
195. Id at 576.
196. Id at 577.
197. Id
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expert could testify.1 98 The plaintiffs objected but chose one expert.'99 At trial,
the plaintiffs attempted to call the second expert, but the lower court denied the
request. 200 The court stated that the plaintiffs were not entitled to call two
experts for the same testimony.201 The plaintiffs then submitted the second
expert's "deposition testimony as a proffer [and] also sought to admit [his
report] regarding wind damage to the [p]laintiffs' home." 2 02 The defendant
objected to the report as hearsay, and the district court sustained the
objection.203

The circuit court explained that it reviews a "district court's determination
of the admissibility of expert evidence for abuse of discretion."204 A district
court's exclusion of expert testimony is an abuse of discretion when the court
bases its determination "on a clearly erroneous assessment of the evidence or an
erroneous view of the law."205 The court of appeals noted that the district
court's decision to exclude the expert testimony implicated Federal Rules of
Evidence 702 and 403 .206 Pursuant to Rule 702, "a qualified expert may testify
on matters requiring 'specialized knowledge' if such knowledge will help the
factfinder understand the evidence or determine a fact in issue, subject to
certain conditions."2 07 The question of whether the expert testimony will assist
the fact finder is one the trial court has "wide discretion" to decide.2 08 The
circuit court opined that this is especially true in a bench trial because the court
is in the best position to determine whether expert testimony will help with its
understanding of the case. 20 9 The court further noted that pursuant to Rule 403,
relevant evidence may be excluded if its probative value is substantially
outweighed by its cumulative nature. 2 10 The district court "has broad discretion
to weigh the relevance, probative value, and prejudice [while] determining . . .
admissibility under Rule 403."211

The Fifth Circuit reviewed the record and concluded that the district court
was within its discretion to exclude the expert testimony at issue.2 12 The district
court concluded that the second expert's testimony on the same subject "would
be unhelpful and needlessly cumulative." 2 13 The plaintiffs contended that the

198. Id.
199. Id.
200. Id
201. Id
202. Id.
203. Id.
204. Id. (citing Nunez v. Allstate Ins. Co., 604 F.3d 840, 844 (5th Cit. 2010)).
205. Id at 577-78.
206. Id at 578.
207. Id. (citing FED. R. EvID. 702).
208. Id. (citing Mercado v. Austin Police Dep't, 754 F.2d 1266, 1269 (5th Cir. 1985)).
209. Id
210. Id.
211. Id.
212. Id.
213. Id.
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additional expert testimony could have helped the court determine whether the
plaintiffs were entitled to the full extended limits of their insurance policies.2 14

As the Fifth Circuit explained, however, the district court resolved this issue as
a matter of law or on the basis that the facts were not in dispute.215 Thus, the
court of appeals "[could not] say that the district court's determination was
clearly erroneous."216

The circuit court then addressed the district court's exclusion of the
expert's report as hearsay.217 At trial, the plaintiffs responded to the
defendant's argument "that the report was hearsay by arguing that [it] was
admissible under the hearsay exception for records of regularly conducted
activity."218 On appeal, however, the plaintiffs did not present an argument
"explaining why the district court erred in excluding [the] report as hearsay." 2 19

The circuit court reminded practitioners that hearsay is "a statement, other than
one made by the declarant while testifying at the trial or hearing, offered in
evidence to prove the truth of the matter asserted." 22 0 The plaintiffs did not
assert on appeal, and the Fifth Circuit did not find a basis in the record for
concluding, that the report at issue fell within a hearsay exception.2 21

222The court of appeals turned to the issue of special damages. Before the
trial court, "the [p]laintiffs sought ... damages for mental anguish and lost

,,223 dsrc
wages. The district court concluded that the plaintiffs did not present
sufficient evidence of compensable damages.2 24 The circuit court noted that,
under Louisiana law, "[w]here an insured shows that the insurer breached its
duty of good faith, [the insured] is entitled to general or special damages."2 25

The insured must produce sufficient proof, including causation, of the alleged
damages to justify such an award.226 Therefore, although damages for mental
anguish may be allowed by a statute, a plaintiff is not entitled to those damages
absent a sufficient showing of mental anguish.22 7

At trial, during the defendant's closing argument, the district judge noted
that she believed the plaintiffs failed to sufficiently demonstrate compensable
damages.228 The judge specifically stated as follows: "I don't find there is any
convincing evidence of substantial .. .damages here, and since, as counsel are

214. See id.
215. Id
216. Id.
217. Id.
218. Id
219. Id.
220. Id (quoting FED. R. EVID. 801(d)).
221. Id.
222. See id. at 584.
223. Id at 583.
224. Id.
225. Id at 584.
226. Id
227. Id.
228. Id
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aware, you can't recover penalties under both statutes[,] ... I'm not going to
award damages [for mental anguish]."229 (The statutes referenced by the
district court concerned penalties and special damages.) 2 30

The plaintiffs asserted that this "statement suggest[ed] that the district
court believed it could not award [special] damages in light of its award of. ..
penalties, and on that erroneous belief declined to award . .. damages" for
mental anguish.2 31 The court of appeals explained that the plaintiffs were
correct that damages could be awarded under both statutes.23 2 The record
showed and the judge's comment evidenced, however, that the district court
denied the request for special damages on the merits of the claim.233 The Fifth
Circuit opined that, based on the record, it could not conclude that the district
court clearly erred in finding that the plaintiffs had not met their burden of
proving mental anguish. 34 Thus, the Fifth Circuit Court of Appeals affirmed
the decision of the district court.235

E. Fraud

1. Rio Grande Royalty Co. v. Energy Transfer Partners, L.P. 23 6

With a panel comprising Chief Judge Edith H. Jones and Circuit Judges
Patrick E. Higginbotham and Jennifer W. Elrod, the Fifth Circuit Court of
Appeals heard an appeal from the dismissal of the plaintiff s fraud claims.237

The plaintiff asserted that the defendants, energy traders and operators,
monopolized trading in the local natural gas market.2 38 During the relevant
period, the plaintiff claimed that the defendants exploited their market position
by making sales at artificially low prices, also known as dumping.239 This
depressed the relevant sales index to the benefit of the defendants, who were
net buyers of natural gas, and to the detriment of the plaintiff, who represented
sellers bound by index-linked contracts.24 0

The plaintiff filed suit, seeking to certify a class of natural-gas sellers,
excluding the defendants, who sold gas at prices determined by the manipulated
index.2 4 1 The original complaint asserted claims under the Sherman Act,
alleging: (i) predatory pricing; (ii) unlawful monopolization; and (iii) restraint

229. Id
230. See id.
231. Id.
232. Id.
233. Id. at 584-85.
234. Id at 585.
235. Id at 592.
236. Rio Grande Royalty Co. v. Energy Transfer Partners, L.P., 620 F.3d 465 (5th Cir. Sept. 2010).
237. Id. at 466.
238. Id. at 467.
239. Id.
240. Id.
241. Id
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of trade.242 The district court dismissed the claims under Rule 12(b)(6), finding
that the plaintiff failed to: (i) allege any predatory behavior; (ii) allege facts
showing the extent of the defendants' market power; and (iii) do more than
assert collusive behavior.243 The court, however, allowed the plaintiff to file an
amended complaint. 2 "

The amended complaint attempted to fix the monopolization claim and
added a claim of common law fraud.245 The plaintiff alleged not that the
defendants misreported their sales, but that the defendants supplied truthful yet
misleading sales data because of market manipulation.24 6 The district court

247found that this complaint still failed to state a Rule 12(b)(6) claim. The court
held that "[t]ruthful reporting of sales data . .. did not constitute a
misrepresentation, and the plaintiffs . . . failed to plead facts showing the

defendants' intent to induce reliance by failing to disclose any market
manipulation." 248 This appeal followed, challenging only the dismissal of the
common law fraud claim.24 9

The Fifth Circuit began its review by reminding practitioners that to state a
claim for fraud by misrepresentation under Texas law, the plaintiff must allege:
"(1) a misrepresentation that (2) the [defendant] knew to be false or made
recklessly (3) with the intention to induce the plaintiff s reliance, followed by
(4) actual and justifiable reliance (5) causing injury.",250 The court noted that
alternatively, a plaintiff may claim fraud by omission.21 "[S]ilence may be
equivalent to a false representation only when the particular circumstances
impose a duty on the party to speak and he deliberately remains silent." 2 52 In
general, such a duty arises only in a confidential or fiduciary relationship.253 In
the present case, the plaintiff did not allege such a relationship.254 Outside of
such a relationship, the plaintiff can prevail if the circumstances create such a
duty, such as if a party makes a partial disclosure conveying a false
impression.255

To succeed in the instant case, the plaintiff must have alleged some defect
in the reports the defendants made regarding the sales data.256 The plaintiff
alleged that the sales reports were misstatements because the defendants did not

242. Id
243. Id
244. Id
245. Id
246. Id. at 468.
247. Id
248. Id
249. Id.
250. Id
251. Id
252. Id. (alteration in original) (quoting Bradford v. Vento, 48 S.W.3d 749, 755 (Tex. 2001)).
253. Id
254. Id.
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256. Id
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represent the true market price of the natural gas.257 This created a false
impression that the defendants were obligated to correct.258 The circuit court
opined that this allegation depended on the assumption that an index of market
transactions reflects a "true market price."25 9 The plaintiff, however,
disclaimed this assumption in the amended complaint by alleging that the index
is merely representative of transactions.260

The court of appeals noted that it did not discount that price reports may
be tainted by fraud.26 1 But, the fact that the relevant transactions were
completed at artificially low prices did not render the reporting of those prices a
misstatement.2 62 The circuit court concluded that the plaintiff failed to allege
either a material misstatement or actionable omission by the defendants, and,
thus, failed to state a claim for fraud.263 The judgment of the district court was
affirmed.26

F. Procedure

1. Casa Orlando Apartments, Ltd. v. Federal National Mortgage Ass'n 2 65

With a panel comprising Circuit Judges Carolyn Dineen King, Patrick E.
Higginbotham, and Emilio M. Garza, the Fifth Circuit Court of Appeals heard

266
an interlocutory appeal from the district court's denial of class certification.
The plaintiffs were mortgagors whose mortgages for low-income multi-family
housing were held by Fannie Mae and insured by the Department of Housing
and Urban Development (HUD).267 HUD requires insured mortgagors to sign a
Regulatory Agreement.2 68 The agreement mandated that the mortgagors
establish a Reserve Fund and a Residual Fund with the mortgagee.269 The
Reserve Fund ensured there was money to make needed repairs, and the
Residual Fund provided additional liquidity to ensure loan payments and
protect HUD's interests.270 According to the agreement, Fannie Mae was to
control the Reserve Fund, and the Federal Housing Commissioner was to
control the Residual Fund.2 7' Disbursements from the Reserve Fund were to be

257. Id.
258. Id
259. Id. at 468-69.
260. Id at 469.
261. Id.
262. Id.
263. Id
264. Id.
265. Casa Orlando Apartments, Ltd. v. Fed. Nat'1 Mortg. Ass'n, 624 F.3d 185 (5th Cir. Oct. 2010).
266. Id at 189.
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268. Id
269. Id
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made only with the Commissioner's written consent.27 2 After the loan was
repaid, the mortgagors received any remaining funds.273

The Reserve Fund part of the agreement specifically provided that the
funds could take the form of cash or a guaranteed investment.27 4 Fannie Mae
gave the mortgagors investment options for both the Reserve and Residual
Funds.275 Some mortgagors decided to retain liquidity and not invest. 27 6 It is
this "uninvested" money that was the subject of the lawsuit.27 7

The plaintiffs argued that "the Regulatory Agreement created a fiduciary
relationship between Fannie Mae and class members," with Fannie Mae
holding the uninvested funds in trust for the class members.27 8 The plaintiffs
asserted that Fannie Mae breached its fiduciary duty by engaging in self-dealing
with the uninvested funds and was unjustly enriched.2 79 Fannie Mae invested
the uninvested funds and kept the interest for itself.280 The plaintiffs alleged
that Fannie Mae attempted to discourage the mortgagors from choosing the
investment option so that it could maximize its own investment.281

Fannie Mae then "transferred the servicing of its multi-family mortgages
to GMAC Commercial Mortgage Corporation." 2 82 Under the transfer
arrangement, GMAC created custodial bank accounts using both the uninvested
and invested funds.283 The banks offered GMAC lines of credit well below
market interest rates.2 84 GMAC shared the proceeds from these credit lines
with Fannie Mae, giving it 70% of the benefit. 285 The plaintiffs asserted that
these proceeds were wrongfully obtained and should be disgorged. 2 86

The plaintiffs defined the class to include all mortgagors of property
whose mortgages: (i) were insured by HUD, (ii) were held or serviced by
Fannie Mae, and (iii) required the mortgagor to make deposits in Reserve and
Residual Funds, and those funds were uninvested.2 87 The potential class
members "reside[d] in all fifty states, signed the Regulatory Agreements in
various states, and conducted business with Fannie Mae regional offices" in
several states.288 Fannie Mae is headquartered in Washington, D.C. 2 89

272. Id.
273. Id.
274. Id.
275. Id
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277. Id
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The district court found that the class satisfied the Rule 23(a)
requirements, but nonetheless denied class certification under Rule 23(b).2 90

The Fifth Circuit review of the certification issue required a choice of law
analysis.2 9 1 Rule 23 indicates that "a class may be certified if it satisfies the
requirements of Rule 23(a) and fits into one of the three categories outlined in
Rule 23(b)."292 The circuit court noted that the choice of law rules are
applicable to all the Rule 23(b) categories.293

In diversity cases, federal courts apply the choice of law rules of the forum
state.2 94 The Texas courts use "the 'most significant relationship' test, outlined
in the Restatement (Second) of Conflict of Laws."295 "The choice of law is
evaluated issue by issue."296 The main issue before the court was whether
Fannie Mae was in a fiduciary relationship with the plaintiffs.29 7

The Restatement lists the factors that should inform a choice of law
question:

(a) the needs of the interstate and international systems, (b) the relevant
policies of the forum, (c) the relevant policies of other interested states[,] ...
(d) the protection of justified expectations, (e) the basic policies underlying
the particular field of law, (f) certainty, predictability and uniformity of result,
and (g) ease in the determination and application of the law to be applied.298

In a breach of fiduciary duty case, the court also considers the Restatement's list
of factors for choice of law questions in tort cases. 2 99 The factors are: "(a) the
place where the injury occurred, (b) the place where the conduct causing the
injury occurred, (c) the domicile, residence, [etc.] of the parties, and (d) the
place where the relationship . . . between the parties is centered."300

The plaintiffs referenced the Restatement's comments instructing that
when a case involves unjust enrichment, the locale of the injury is less
important than the locale of the defendant's conduct.30 ' The plaintiffs asserted:
"there is no place central to the relationship between Fannie Mae and its
borrowers . . .. Therefore, . . . the place of the conduct causing the injury and
the residence of the parties are the most important factors .... 3 02 Because the
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plaintiffs reside in all fifty states, they asserted the court "should give greater
weight to Fannie Mae's principal place of business, Washington, D.C."303

The court of appeals agreed with the plaintiffs that in disgorgement cases,
the primary purpose of the tort rule leads the courts to put less importance on
where the injury occurred. 304 The court, however, noted that "breach of
fiduciary duty still causes an injury, and in this case, those financial injuries
occurred in [all fifty states]."' 0 The circuit court also agreed with the plaintiffs
that the conduct causing the injury occurred in Washington, D.C.306 The
domicile of the parties was not in dispute.307

The Fifth Circuit did disagree with the plaintiffs as to where the parties'
relationship was centered. 308 The relationship was created when the plaintiffs
signed the Regulatory Agreement.3 09 The plaintiffs argued that the trust
relationship was created when the parties manifested an intent to create such a
relationship, and that intent existed in the mortgage documents, including the
Regulatory Agreement. 310 Thus, the manifestation of that intent took place
where and when the parties signed the documents.3 1 There was no evidence
that the plaintiffs had direct contact with the D.C. office or manifested an intent
to create a trust there.312

The court of appeals opined that applying the Restatement's factors
highlighted the need to apply multiple states' law to the class.3 13 The relevant
policies of both Texas and the other interested states discourage self-dealing by
fiduciaries.314 However, the different states have different standards for
establishing a fiduciary duty.3 15 The parties did not have a justifiable
expectation that one state's law would apply over another.3 16 Further, the court
found that the needs of the interstate system directed it not to ignore the
relevant states' interests by applying D.C. law to all issues in the case.

The Fifth Circuit concluded that because "the existence of a fiduciary
relationship [was] critical to [the] lawsuit," D.C. could not "have the most
significant relationship to the issue [of the case] unless the fiduciary
relationship was created and maintained there."3 1 8 Based on the facts of the
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instant case, the court found that the relationship was created outside D.C. for
most of the plaintiffs. 31 9 The court of appeals opined that there was no single
jurisdictional law that could be applied class-wide.320

The circuit court made a similar finding regarding the unjust enrichment
claim. 3 2 1 The primary factor in the analysis was, again, where the parties'
fiduciary relationship was centered.3 22 Further, in evaluating the rest of the
relevant factors, the court concluded that there were not sufficient contacts with
D.C. to apply its law to each plaintiff s unjust enrichment claim.323

To obtain class certification, "questions of law or fact common to class
members [must] predominate over any questions affecting only individual
members."3 2 4 In a multi-state class action, variations of state law may
overwhelm common issues and defeat predominance. 32 5 For common issues to
predominate in the instant case, the same standards for establishing a fiduciary
relationship and breaching that duty must exist in each state.3 26 "While the
basic principles of fiduciary law may be the same throughout the country, the
nuances vary, and those nuances affect the outcome of claims."327 The Fifth
Circuit noted that even if it assumed that the fiduciary principles were the same
across the different states, the plaintiffs had the responsibility to demonstrate
that state law variations did not preclude class certification.3 28 The court opined
that the plaintiffs failed to do this with respect to the establishment of fiduciary
duty.32 9 Thus, the court of appeals held it could not find that the district court
abused its discretion in failing to certify the class.330

2. Clemens v. McNamee 3 3 1

With a panel comprising Circuit Judges W. Eugene Davis, Jerry E. Smith,
and Catharina Haynes, the Fifth Circuit Court of Appeals considered whether
allegedly defamatory statements made outside Texas, which caused damage to
the plaintiff in Texas, were sufficient to confer personal jurisdiction over the
defendant. 332 The instant appeal involved the well-known doping controversy
surrounding Major League Baseball (MLB) player Roger Clemens. Clemens
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moved to Texas in his teens and attended college in Texas."' He played
baseball in Canada and then New York, although he remained a resident of
Texas.334 The defendant was an assistant trainer with the New York Yankees
while Clemens was playing for the team.3 3 5 The defendant often traveled to
Texas to train Clemens as well as other professional athletes.336

The defendant was contacted by the federal authorities regarding an
investigation into the manufacture and sale of performance-enhancing drugs.
The defendant was given immunity for his information. 33 The defendant told
investigators that he had injected Clemens with performance-enhancing drugs
in three different years. 33 9 The injections allegedly took place in both Toronto
and New York.3 40 The defendant then cooperated with an MLB investigation
in which he gave the investigation commission the same information. 34 ' This
information was released in the commission's report, which was republished by
every national news service, as well as every major Texas newspaper.342

Clemens filed suit for defamation in Texas state court.343 The defendant
removed the action and moved to dismiss, claiming a lack of personal
jurisdiction and failure to state a claim. 3  The district court dismissed
Clemens's claim for lack of personal jurisdiction, finding that the focal point of
the allegedly defamatory statements was not Texas.34 5 Further, the district court

346found that the defendant's statements were cloaked in absolute immunity.
This appeal followed.347

The Fifth Circuit began with a review of personal jurisdiction.3 48 The
plaintiff must make a prima facie showing that personal jurisdiction can be
exercised over a nonresident defendant.34 9 When a federal court sits in
diversity, it requires the following in order to properly exercise personal
jurisdiction over the nonresident defendant:

333. Id. at 377.
334. Id
335. Id.
336. Id
337. Id
338. Id
339. Id
340. Id.
341. Id.
342. Id
343. Id.
344. Id at 377-78.
345. Id. at 378.
346. Id.
347. Id.
348. Id. at 378-79.
349. Id. at 378.
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(1) the long-arm statute of the forum state creates personal jurisdiction over
the defendant; and (2) the exercise of personal jurisdiction is consistent with
the due process guarantees of the United States Constitution.350

The Due Process Clause of the Fourteenth Amendment permits a court to
exercise personal jurisdiction over a foreign defendant when (1) that
defendant has purposely availed himself of the benefits and protections of the
forum state by establishing minimum contacts with the forum state and (2) the
exercise of jurisdiction over the defendant does not offend the traditional
notions of fair play and substantial justice.351

The circuit court explained that there are two types of minimum contacts:
those "that give rise to specific personal jurisdiction and those that give rise to
general jurisdiction."35 2 In the instant case, the plaintiff argued only that the
defendant's statements were sufficient to give rise to specific personal
jurisdiction.3 53 The court of appeals noted that "[s]pecific jurisdiction exists
when the defendant has purposefully directed his activities at residents of the
forum .. . and the litigation results from alleged injuries that arise out of or
relate to those activities."3 54 The purposefully directed activities "must be such
that [the defendant] could reasonably anticipate being haled into court in the
forum state. Specific jurisdiction also requires a sufficient nexus between the
[defendant's] contacts with the forum and the cause of action."355

The Fifth Circuit first addressed "whether [the defendant] had sufficient
minimum contacts with [Texas] to support specific personal jurisdiction." 3 56

The issue in the case was whether the allegedly defamatory remarks constituted
purposeful availment such that the defendant could have reasonably anticipated
being brought to court in Texas as a result.357 The court of appeals stated that
the most instructive case on the issue was the Supreme Court case of Calder v.
Jones, 358 in which an actress filed suit in California against the author and
editor of a Hollywood gossip tabloid for publishing an allegedly libelous
story.359 The Supreme Court held that the California courts had jurisdiction
because the defendants had expressly aimed their conduct at California by
printing the story that concerned the California activities of a California

350. Id. (citing Latshaw v. Johnston, 167 F.3d 208, 211 (5th Cir. 1999)).
351. Id (citing Revell v. Lidov, 317 F.3d 467, 470 (5th Cir. 2002)).
352. Id. (citing Wilson v. Belin, 20 F.3d 644, 647 (5th Cir. 1994)).
353. Id.
354. Id (omission in original) (quoting Burger King Corp. v. Rudzewicz, 471 U.S. 462, 472 (1985))

(internal quotation marks omitted).
355. Id. at 378-79 (citation omitted).
356. Id. at 379.
357. Id
358. Calder v. Jones, 465 U.S. 783 (1984).
359. Clemens, 615 F.3d at 379 (citing Calder, 465 U.S. at 785).
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resident, and impugned the reputation of the plaintiff whose career was
centered in California.36o

The circuit court explained that to support personal jurisdiction against the
defaming defendant, the Fifth Circuit emphasizes "Calder's requirement that
the forum 'be the focal point of the story."' 36 1 The court further noted that it
reads "Calder as requiring the plaintiff seeking to assert specific personal
jurisdiction over a defendant in a defamation case to show '(1) the subject
matter of and (2) the sources relied upon for the article were in the forum
state."' 3 62 The Fifth Circuit opined that the question in the instant case
narrowed to whether the defendant's allegedly defamatory statements were
aimed at Texas. 363 The statements concerned non-Texas activities, and the
statements were neither made in Texas nor directed at Texas residents.364

Although some harm may have been suffered in Texas, under the above
discussed jurisprudence, Clemens did not make "a prima facie showing that
[the defendant] made statements in which Texas was the focal point."3 65 Thus,
the Fifth Circuit Court of Appeals affirmed the district court's dismissal.366

3. Choice Healthcare, Inc. v. Kaiser Foundation Health Plan of Colorado367

With a panel comprising Circuit Judges W. Eugene Davis, Jerry E. Smith,
and Catharina Haynes, the Fifth Circuit Court of Appeals considered another
appeal regarding personal jurisdiction. The plaintiffs were medical services
providers, and the defendants were HMOs.369 The defendants accepted
enrollment from insureds living in their service area, of which Louisiana was
not a part.370 The plaintiffs entered into a contract with a separate PPO in
which they agreed to charge and accept discounted rates from the PPO
clients. 371 The defendants entered into a separate contract with the same PPO
whereby they became a client/payor of the PPO and were thus entitled to the
discounted charges agreed to by the plaintiffs.37 2 In the following three-year
period, the plaintiffs provided medical services in Louisiana to several of the
defendants' insureds. 7 The plaintiffs alleged that these insureds presented

360. Id. (citing Calder, 465 U.S. at 788-89).
361. Id. (quoting Calder, 465 U.S. at 788-89).
362. Id. at 380 (quoting Fielding v. Hubert Burda Media, Inc., 415 F.3d 419, 426 (5th Cir. 2005)).
363. Id.
364. Id.
365. Id
366. Id
367. Choice Healthcare, Inc. v. Kaiser Found. Health Plan of Colo., 615 F.3d 364 (5th Cir. Aug. 2010).
368. Id. at 366.
369. Id.
370. Id
371. Id.
372. Id.
373. Id. at 367.

[Vol. 44:565592



BUSINESS TORTS

benefit cards that did not display the PPO logo, as required by Louisiana law. 374

The plaintiffs charged the usual rates instead of the lower rates as provided by
the above-mentioned contracts.375 When the defendants processed the claims,
however, they paid the plaintiffs the discounted rates rather than those billed. *

The plaintiffs filed suit alleging that the defendants' failure to properly
give the plaintiffs notice of membership in the PPO required the defendants to
pay the customary rates. 7 The defendants filed a motion to dismiss for lack of
personal jurisdiction.3 78 The district court agreed and dismissed the suit.379

The plaintiffs appealed.380

The Fifth Circuit provided practitioners with a review of personal
jurisdiction almost identical to the review provided in Clemens, summarized
above. Not covered in Clemens is the stream of commerce basis of personal
jurisdiction argued by the plaintiffs in the instant case.38 ' The plaintiffs argued
that under the Fifth Circuit's stream of commerce jurisprudence, the defendants
should be subject to jurisdiction in a Louisiana court "because it issued a policy
that triggered its obligation to pay policy benefits to plaintiff in Louisiana on
behalf of [its] insureds." 38 2 The court of appeals began its consideration of this
argument by noting that the "definitive word" on the subject is World- Wide
Volkswagen Corp. v. Woodson, in which plaintiffs filed a products-liability suit
in Oklahoma for injuries sustained in a car accident in Oklahoma in a car they
bought in New York. The Supreme Court described the kind of case where
the stream of commerce theory supports personal jurisdiction:

[I]f the sale of a product of a manufacturer or distributor ... is not simply an
isolated occurrence, but arises from the efforts of the manufacturer or
distributor to serve directly or indirectly, the market for its product in other
States, it is not unreasonable to subject it to suit in one of those States if its
allegedly defective merchandise has there been the source of injury to its
owner or to others. The forum State does not exceed its powers under the
Due Process Clause if it asserts personal jurisdiction over a corporation that
delivers its products into the stream of commerce with the expectation that
they will be purchased by consumers in the forum State. 384

The Supreme Court held that where the defendant had not regularly sold cars to
Oklahoma customers, the Court could not base jurisdiction on the circumstance

374. Id.
375. Id.
376. Id.
377. Id.
378. Id.
379. Id
380. Id.
381. Id at 372.
382. Id.
383. Id (citing World-Wide Volkswagen Corp. v. Woodson, 444 U.S. 286, 288 (1980)).
384. Id (alteration and omission in original) (quoting Woodson, 444 U.S at 297-98).
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that the buyer of the car in New York incidentally had an accident while
passing through Oklahoma.385

The circuit court pointed out that the Supreme Court returned to the
stream of commerce theory in the Asahi Metal Industry Co. v. Superior Court
of California case, in which the High Court considered whether a Japanese
maker of a valve for a motorcycle tire was subject to jurisdiction in
California.1 6 "The Court split in a 4-4-1 vote on the question of whether
foreseeability alone was enough to subject the defendant manufacturer to
jurisdiction in California .... " Justice O'Connor maintained that
foreseeability, by itself, was insufficient. 38 8 Justice Brennan opined that the
defendant's knowledge that its product would likely enter into the forum state
was sufficient. 8 While some circuits follow Justice O'Connor's analysis,
other circuits follow Justice Brennan's interpretation.390 The Fifth Circuit has
adopted Justice Brennan's analysis. 39 1 Indeed, the court of appeals noted that
the important feature of Justice Brennan's analysis is the description of the case
that would permit a plaintiff to obtain personal jurisdiction over a foreign
defendant:

The stream of commerce refers not to unpredictable currents or eddies, but to
the regular and anticipated flow of products from manufacturer to distribution
to retail sale. As long as a participant in this process is aware that the final
product is being marketed in the forum State, the possibility of a lawsuit there
cannot come as a surprise. Nor would the litigation present a burden for
which there is not corresponding benefit. A defendant who has placed goods
in the stream of commerce benefits economically from the retail sale of the
final product in the forum State, and indirectly benefits from the State's laws
that regulate and facilitate commercial activity. These benefits accrue
regardless of whether that participant directly conducts business in the forum
State or engages in additional conduct directed toward that State.392

The Fifth Circuit explained that "[t]he facts of [the] case simply do not fit the
stream of commerce model described by Justice Brennan." 393 The court further
noted that "the independent action of the insureds in traveling to the forum state
to seek treatment outside their coverage area is arguably analogous to the driver
of the automobile in World- Wide Volkswagen."394 This independent action is
inconsistent with the notion that the defendants made purposeful commercial

385. Id. (citing Woodson, 444 U.S. at 298).
386. Id. at 372-73 (citing Asabi Metal Indus. Co. v. Super. Ct. of Cal., 480 U.S. 102, 105 (1987)).
387. Id. at 373.
388. Id. (citing Asahi, 480 U.S. at 112-13).
389. Id. (citing Asahi, 480 U.S. at 116-17) (Brennan, J., concurring).
390. Id.
391. Id.
392. Id. (quoting Asahi, 480 U.S. at 117 (Brennan, J., concurring)).
393. Id.
394. Id. at 374.
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contact with Louisiana.3 95 Therefore, the Fifth Circuit Court of Appeals
concluded that the stream of commerce theory did not apply, and thus, the
plaintiffs failed to establish personal jurisdiction over the defendants.39 6

4. MGE UPS Systems, Inc. v. GE Consumer & Industrial, Inc. 39 7

With a panel comprising Circuit Judges Rhesa H. Barksdale, Emilio M.
Garza, and Edward C. Prado, the Fifth Circuit Court of Appeals heard an
appeal regarding calculation of damages. 9 The plaintiff manufactured
electrical generator machines, some of which required the use of its own
copyrighted software during servicing. 399 Hackers published information on
how to service the machines without the plaintiff's software.4 00 The defendant
serviced such machines, including those manufactured by the plaintiff.401 A
group of the defendant's employees obtained a copy of the plaintiff s security
software from an unknown source.4 02 The plaintiff filed suit alleging, inter
alia: (i) copyright infringement, (ii) misappropriation of trade secrets,
(iii) unfair competition, and (iv) violation of the digital copyright laws. 403

The defendant appealed on the following issues: (i) whether the district
court erred when it dismissed the defendant's Rule 50(a) motion because the
plaintiff failed to provide evidence of damages, or alternatively, whether the
court erred when it dismissed the defendant's Rule 50(b) motion because the
jury's award was not based on a reasonable calculation of damages; and
(ii) whether the district court erred when it granted the plaintiff injunctive
relief.404

The Fifth Circuit Court of Appeals addressed the district court's denial of
the defendant's Rule 50(a) motion regarding the plaintiff s copyright claim.4 05

The defendant argued that the court should not have denied the motion because,
among other things, the testimony of the plaintiff's damages expert had been
stricken.40 6 Additionally, the defendant maintained that the plaintiff failed to
prove all elements of its misappropriation and unfair competition claims.407

Pursuant to statutory law,408 a copyright owner is entitled "to recover his
own 'actual damages,' including lost profits and 'reasonable royalty rates,' or

395. Id.
396. Id.
397. MGE UPS Sys., Inc. v. GE Consumer & Indus., Inc., 622 F.3d 361 (5th Cir. Sept. 2010).
398. Id. at 363.
399. Id.
400. Id.
401. Id
402. Id.
403. See id.
404. Id. at 364.
405. Id. at 366.
406. Id
407. Id.
408. 17 U.S.C. § 504(a)(1), (b) (2006).
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what a willing buyer would have been reasonably required to pay a willing
seller as a licensing fee for the actual use of the copyrighted material by the
infringers."409 A copyright owner may also seek any profits acquired by the
infringer as a result of the infringement and that are not taken into account for
computing actual damages.4 10 If the copyright owner chooses to seek the
infringer's profits, the owner must only show proof of the infringer's gross
revenue, and the infringer bears the burden of showing his or her deductible
expenses and the portion of the profit attributable to factors other than the
copyrighted work.4 1' The defendant argued that the plaintiff failed to satisfy the
first step of showing the infringer's profits because the plaintiffs evidence was
insufficient.412

The circuit court explained that once liability has been shown, the
applicable statutory law creates an initial presumption that the infringer's
profits "attributable to the infringement are equal to its gross revenue."4 13 In
meeting its initial burden, a copyright owner must show more than the
infringer's total gross revenue.4 14 Instead, the term "gross revenue" refers to
revenue that is reasonably related to the infringement. 4 15 The plaintiff sought
damages based almost exclusively on the testimony of a single damages
expert.416

The expert's testimony related to two damages models: "(1) [the
plaintiffs] lost profits; and (2) recovering a reasonable royalty."417 The court
of appeals noted that the expert did not testify regarding the defendant's profits
that were attributable to the infringement.4 18 The district court carried the
defendant's objections to the expert and allowed him to testify at trial.4 19

Ultimately the lower court struck all of the testimony, determining the expert's
conclusions were based on insufficient facts and data.42 0 The Fifth Circuit
reminded practitioners that "[w]hen one of the primafacie elements of a claim
is damages and the claimant fails to introduce evidence of those damages, he or
she commits a fatal error."421 The court of appeals concluded that because the
evidence of damages was insufficient, the district court erred in denying the

409. MGE UPS Sys., Inc., 622 F.3d at 366 (citing Davis v. Gap, Inc., 246 F.3d 152, 167 (2d Cir. 2001));
§ 504(a)(1), (b).

410. MGE UPS Sys., Inc., 622 F.3d at 366.
411. Id. at 366-67.
412. Id. at 367.
413. Id. (quoting Bonner v. Dawson, 404 F.3d 290, 294 (4th Cir. 2005)).
414. Id. (citing Bonner, 404 F.3d at 294).
415. Id. (citing Bonner, 404 F.3d at 294).
416. Id.
417. Id.
418. Id
419. Id.
420. Id.
421. Id. at 368 (quoting Prunty v. Ark. Freightways, Inc., 16 F.3d 649, 652 (5th Cir. 1994)).
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defendant's Rule 50(a) motion on the plaintiffs copyright infringement
claim.422

The circuit court then addressed the defendant's claim that the lower court
erred in denying its Rule 50(a) motion regarding the plaintiffs
misappropriation and unfair competition claims.4 23 At the close of the
plaintiff's case, the only evidence introduced to support its damages claims was
a chart in the defendant's evidence showing the defendant's total revenues
earned from all sources of income.424 The defendant claimed that without
evidence of the profits earned from the plaintiff s software, the claims should
have been dismissed on the Rule 50(a) motion.425

The court noted there was little precedent under Texas law to guide it in
determining whether the plaintiff carried its burden required to seek the
defendant's net profits.426 The only reported case involving the recovery of a
defendant's net profits for misappropriation of trade secrets held that although
the defendant's profits were a proper element of damages, "a plaintiff cannot
recover damages without offering evidence 'to show the actual profit made by
[defendant]."' 4 2 7 The court explained that this plaintiff faced the same problem
of showing actual profits resulting from the use of its trade secret as it did on its
copyright claim.428 Thus, the Fifth Circuit found that the district court erred in
declining to grant the defendant's Rule 50(a) motion on the plaintiffs
misappropriation and unfair competition claims. 4 2 9 The court of appeals further
noted that in light of its finding that the lower court erred in dismissing the
defendant's Rule 50 motions, the defendant's appeal regarding the
insufficiency of the evidence supporting the jury finding was now moot.4 30

Finally, the Fifth Circuit considered the defendant's argument that the
district court erred in granting the plaintiff s motion for a permanent injunction
against the defendant's use of the plaintiff's software. 431 The circuit court
explained that the copyright statutes allow the use of final injunctions on terms
deemed reasonable to prevent infringement of a copyright.4 32 The court found
that because there may be infringing materials still in the defendant's
possession, the district court did not abuse its discretion in granting the

422. Id. at 369.
423. Id.
424. Id.
425. Id.
426. Id.
427. Id. (alteration in original) (quoting Elcor Chem. Corp. v. Agri-Sul, Inc., 494 S.W.2d 204,214 (Tex.

Civ. App.-Dallas 1973, writ ref'd n.r.e.)).
428. Id.
429. Id. at 370.
430. Id.
431. Id.
432. Id. at 371 (citing 17 U.S.C. § 502(a)).
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permanent injunction.4 3 3 Accordingly, the Fifth Circuit Court of Appeals
affirmed in part and reversed in part the order of the district court.434

5. Bailey v. Shell Western E&P, Inc.435

With a panel comprising Chief Judge Edith H. Jones and Circuit Judges
Emilio M. Garza and Carl E. Stewart, the Fifth Circuit Court of Appeals heard
an appeal of a case concerning the payment of royalties on carbon dioxide.436

The circuit court noted that "the parties have a long and tortured history of
litigation over payment of royalties.'"437  The plaintiffs were royalty interest
owners in a carbon dioxide field, and the defendants were oil companies that
owned a majority of the working interest in the carbon dioxide field at issue.438

Class actions were filed by owners of varied interests in the field regarding the
payment of royalties.4 39 The class actions were settled.440 The plaintiffs in the
instant case declined to join in the settlements and instead brought suit in
federal district court in Texas." 1

The first plaintiff sued one defendant, asserting state law claims and one
federal claim." 2 The federal claim asserted that the defendant had sent a
fraudulent tax form in a packet of information regarding voting to approve the
carbon dioxide field project." 3 "The district court held [this] claim was not
viable and dismissed it with prejudice." 4" "The district court declined to
exercise supplemental jurisdiction over the state law claims," and the Fifth
Circuit affirmed on appeal.445 The other plaintiff sued both defendants on the
same theories, and the district court dismissed the federal claim and one state
law claim on summary judgment." 6 The remaining claims went to a bench
trial, and the court ruled for the defendants on all but two claims." 7 The Fifth
Circuit ruled entirely for the defendants on appeal.

The case began as a declaratory judgment action in Texas state court. One
of the defendants in the cases above sued one of the plaintiffs for a declaration

433. Id
434. Id.
435. Bailey v. Shell W. E&P, Inc., 609 F.3d 710 (5th Cir. June 2010).
436. Id at 715.
437. Id.
438. Id.
439. Id. at 716.
440. Id.
441. Id.
442. Id.
443. See id
444. Id.
445. See id.
446. Id.
447. Id. at 716-17.
448. Id at 717.
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that it had been paying royalties properly." 9 The plaintiff "asserted state law
counterclaims, including breach of contract, fraud, and breach of fiduciary
duty.A50 The state court resolved, via summary judgment, all of the issues in
favor of the defendant except for the fraud-based counterclaims.451 Then, the
plaintiff filed Eighth Amendment counterclaims in the case, alleging False
Claims Act (FCA) claims identical to those asserted in a lawsuit previously
filed in Colorado.452 The government declined to intervene, and the plaintiff
removed the declaratory judgment action to federal district court in Texas. 45 3

In the Colorado lawsuit, both plaintiffs sued in federal court a sealed
action regarding the same royalty claims at issue in the Texas suit.454 The
Colorado court ordered the suit transferred to the Texas court.455 The plaintiffs
petitioned for mandamus in the Tenth Circuit.456 Mandamus and certiorari
were denied.4 57

In the proceedings in Texas, after removing the case to federal court, one
plaintiff "filed under seal an exparte motion to transfer venue to Colorado.A58
The motion was denied, and instead, the district court ordered the plaintiff to
move to transfer the Colorado suit to Texas.459 Mandamus and certiorari were
again denied.460 Once the transfer from Colorado was final, the second plaintiff
tried to voluntarily dismiss his claims without prejudice, which the district court
declined to do.4 6 1 This plaintiff filed yet another lawsuit in Colorado, which
was promptly transferred to Texas.4 2 The plaintiff then voluntarily dismissed
his claims and appealed the transfer.463 The appeal was dismissed as moot.464

After this complicated history, the issues before the Fifth Circuit Court of
Appeals were an appeal from summary judgment, including claims based on
jurisdiction, choice of law, Texas law, and discovery rules.465 The second
plaintiff raised two claims on appeal: (i) the "voluntary dismissal under Federal
Rule of Civil Procedure 41(a) immediately divested the district court of
jurisdiction"; and (ii) the district court erred in applying Texas law rather than

449. Id. Due to the lengthy procedural history, although the parties have switched from plaintiffs to
defendants and vice-versa, and have asserted counterclaims, for the purposes of this Update, the parties will
continue to be referred to in the same manner throughout the summary.

450. Id.
451. Id
452. Id
453. See id
454. Id
455. See id.
456. Id
457. Id
458. Id
459. Id.
460. Id
461. Id at 718.
462. See id
463. Id
464. Id.
465. Id.
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Colorado law.466 The first plaintiff appealed, asserting, inter alia: (i) "the
district court lacked jurisdiction pursuant to the local action doctrine and the
FCA's first-to-file rule"; (ii) the district court erred in applying Texas law; and
(iii) the district court erred in granting summary judgment on the Texas law

467claims.
The circuit court first addressed the refusal of the Rule 41(a) dismissal.468

The plaintiff argued that filing the Rule 41(a) dismissal immediately divested
the district court ofjurisdiction. 46 9 The rule states that, "without a court order, a
plaintiff may dismiss an action . . . by filing: a notice of dismissal before the

[defendant] serves an answer or motion for summary judgment."470 The court
of appeals explained that, generally, a Rule 41(a) dismissal results in immediate
termination of the lawsuit. 47 1 The district court tried to impose the condition of
dismissal with prejudice on the plaintiff s motion.472 The Fifth Circuit decided
that this was error.473 In light of the FCA claims, however, this error was
harmless.474

The FCA provides in relevant part:

A person may bring a civil action for a violation of section 3729 for the
person and for the United States Government. The action shall be brought in
the name of the Government. The action may be dismissed only if the court
and the Attorney General give written consent to the dismissal and their
reasons for consenting.475

Thus, the court concluded that the plaintiff could not dismiss his claim without
the consent of the Attorney General, which he did not obtain.476

The circuit court then considered the denial of the transfer to Colorado.4 77

The plaintiff argued that the district court in Texas lacked subject matter
jurisdiction over the case and erred in denying the transfer to Colorado. 478 The
court of appeals addressed jurisdiction under the FCA.4 79 The plaintiff asserted

466. Id.
467. Id
468. Id
469. Id.
470. Id. (quoting FED. R. CIV. P. 41(a)(1)(A)(i)).
471. See id. (citing Harvey Specialty & Supply, Inc. v. Anson Flowline Equip., 434 F.3d 320, 324 (5th

Cir. 2005) ("The plaintiff has an 'absolute right' to a Rule 41(a)(1) dismissal, and [t]he effect of [the]
dismissal is to put the plaintiffin a legal position as ifhe had never brought the first suit." (first alteration in
original))).

472. See id.
473. Id.
474. Id
475. Id at 719 (quoting 31 U.S.C. § 3730(b)).
476. Id.
477. Id. at 720.
478. Id.
479. Id.
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that the District of Colorado "had sole jurisdiction over the FCA action
pursuant to the first-to-file bar of § 3730(b)(5)."o The FCA provides:

Any action under section 3730 may be brought in any judicial district in
which the defendant or, in the case of multiple defendants, any one defendant
can be found, resides, transacts business, or in which any act proscribed by
section 3729 occurred.

When a person brings an action under this subsection, no person other than
the Government may intervene or bring a related action based on the facts
underlying the pending action.481

The defendant filed this lawsuit in Texas state court in 1998, the plaintiffs filed
the Colorado lawsuit in April 2004, and one plaintiff added FCA counterclaims
in this case in November 2004.482 "Although the [FCA] action was filed in
Colorado prior to being added to the Texas case, the district courts did not err
in determining that . . . Texas was a proper forum for the .. . action.,As' The
Fifth Circuit agreed with the reasoning of the Colorado court when ordering the
transfer to Texas-"the first-to-file bar 'does not apply when the same plaintiff
... files the same claim in a different jurisdiction."A84 Thus, the circuit court
construed the first-to-file bar as "inapplicable to one plaintiff who files the same
claim in multiple jurisdictions.'A8S

The plaintiff further asserted that, pursuant to the local action doctrine,
Texas lacked subject matterjurisdiction.4 86 "The local action doctrine requires
that 'a local action involving real property can only be brought within the
territorial boundaries of the state where the land is located."'487 The law of the
forum state determines whether an action is local or transitory.488 Actions that
seek adjudication of title to real property must, under Texas law, be brought
where the land is situated because the issues are local in nature.489 "When
applying the local action doctrine to disputes [over] royalty interests in oil and
gas leases, however, Texas courts distinguish actions that involve questions of
title from those that lack 'any legitimate dispute regarding the ownership of the
interests held in the real property."'490 The claims did not fall within the scope
of the local action doctrine because they did not require any adjudication to title

480. Id
481. Id. (omission in original) (quoting 31 U.S.C. §§ 3732(a), 3730(b)(5)).
482. Id.
483. Id.
484. Id
485. Id at 721.
486. Id.
487. Id (quoting Hayes v. Gulf Oil Corp., 821 F.2d 285, 287 (5th Cir. 1987)).
488. Id
489. Id
490. Id. (quoting Kelly Oil Co. v. Svetlik, 975 S.W.2d 762, 764 (Tex. App.-Corpus Christi 1998, pet.

denied).
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of real property.491 The court of appeals held that because the parties only
disputed the defendant's obligations under a contract related to real property,
the local action rule did not control.492

The Fifth Circuit then considered the application of Texas law.493 Federal
courts employ the forum state's conflicts of law rules in order to determine
which law governs the state law claims.494 Texas courts initially determine
whether there is a conflict between Texas law and the potentially applicable law
of another state. 4 95 The plaintiff pointed "to only two areas in which, he
argue[d], Texas and Colorado law would arrive at different outcomes on his
claims: fiduciary duty and post-production costs." 9 6 The circuit court
concluded that the Colorado and Texas laws regarding fiduciary duty were
similar and did not conflict. 49 7 The court did find, however, that Colorado and
Texas laws conflict with respect to the allocation of post-production costs. 4 9 8

Due to this conflict, the Fifth Circuit proceeded to determine which forum had
the most significant relationship to the dispute. 49 9 After again reviewing the
minutiae of the lengthy factual background of the instant case, the Fifth Circuit
determined that Colorado law governed and that the district court erred by
summarily concluding that the case would be decided under Texas law.500

Finally, the Fifth Circuit, after concluding that Colorado law applied,
evaluated the state law claims under Colorado law and concluded that the
choice of law error was harmless, as the outcome under Colorado law would
not have been different.5 0' Therefore, the Fifth Circuit Court of Appeals
affirmed the district court's grant of the defendant's motion for summary
judgment.502

G. Securities Litigation

1. AFFCO Investments 2001 L.L.C. v. Proskauer Rose, L.L.P.so3

With a panel comprising Circuit Judges Carolyn Dineen King, Patrick E.
Higginbotham, and Emilio M. Garza, the Fifth Circuit Court of Appeals
considered an appeal stemming from investments in an illegal tax shelter.

491. See id. at 722.
492. Id.
493. Id.
494. Id.
495. Id
496. Id at 723.
497. Id.
498. Id at 724.
499. Id
500. Id. at 725.
501. Id. at 726-27.
502. Id at 729.
503. AFFCO Invs. 2001, L.L.C. v. Proskauer Rose, L.L.P., 625 F.3d 185 (5th Cir. Oct. 2010).
504. Id. at 187.
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According to the amended complaint, a well-known accounting firm targeted
and solicited the plaintiffs to participate in a specific tax scheme, representing it
to be a legitimate investment vehicle and tax shelter.so5 The accounting firm
"promised to provide independent opinions from 'several major national law
firms' that had analyzed and approved [the investment]." 0 6 The plaintiffs
claimed that the defendant law firm collaborated with the accounting firm "to
prepare, in advance, model [statements] supporting the validity of the tax
scheme."o 7 The plaintiffs agreed to participate in the scheme and later
received one of the aforementioned opinions from another law firm claiming
that the scheme would "likely pass muster with the IRS."sos

After the investments were completed, but before the plaintiffs filed their
tax returns, "the IRS issued two separate notices addressing certain types of
transactions that the IRS considered to be prohibited." 509 The plaintiffs sought
tax opinions from the defendant law firm.510 The defendant concluded that the
plaintiffs' transactions were not substantially similar to those prohibited, and
thus, the losses generated from the investment were likely allowable.51' The
defendant further advised that the "[p]laintiffs need not disclose their
involvement in the tax scheme on their tax returns." 512 Finally, the defendant
asserted that if its opinion proved to be incorrect, the opinions should provide
the plaintiffs with a sufficient defense against IRS penalties.513

The plaintiffs followed the defendant's advice, and the IRS investigated
the plaintiffs for possible participation in an abusive tax shelter.514 As a result
of this investigation, the "[p]laintiffs were required to pay millions of dollars in
back taxes, interest, and penalties." 1 s The plaintiffs filed suit against several
defendants, alleging a RICO claim, as well as claims under the Securities
Exchange Act of 1934, SEC Rule 1Ob-5, and Texas state law. 16 The plaintiffs
settled with all other defendants, and the defendant law firm moved for
dismissal under Federal Rules of Civil Procedure 12(b)(2) and 12(b)(6).m The
district court held that the plaintiffs' interests were investment contracts, and
therefore "securities" by definition.5 18 The Private Securities Litigation Reform
Act of 1995 (PSLRA) "bars civil RICO actions based on predicate acts of

505. Id at 188.
506. Id
507. Id
508. Id.
509. Id.
510. Id.
511. Id.
512. Id.
513. Id.
514. Id.
515. Id
516. Id. at 188-89.
517. Id. at 189.
518. Id
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securities fraud."519 The lower court "gave [p]laintiffs leave to replead their
securities fraud claim ... with greater particularity."5 20

The plaintiffs filed an amended complaint, again alleging securities fraud
and state law claims. 52 ' The defendant moved to dismiss all but the malpractice
claim. 52 2 The district court granted the motion, "dismissing the section 10(b)
claim for failure to sufficiently plead . .. reliance and scienter, and declin[ed] to
exercise supplemental jurisdiction over the related state law claims."523 The
plaintiffs appealed.524

The Fifth Circuit first addressed the RICO claim.5 25 The plaintiffs alleged
that all the originally named defendants formed an "enterprise" with the
common purpose of soliciting wealthy taxpayers to participate in the tax
scheme and apply the scheme on their behalf in order to collect fees. 52 6 The
circuit court reminded practitioners that RICO provides a private right of action
to persons harmed by racketeering activity.52 7 This right, however, was limited
by Congress when it enacted the PSLRA, which bars civil RICO claims based
on conduct that would be "actionable as fraud in the purchase or sale of
securities."S28 The plaintiffs asserted on appeal that the district court erred in
holding that their ownership interests were securities, thus barring their RICO
claim.5 29 The court of appeals considered whether the interests at issue were, in
fact, securities.530

The Fifth Circuit explained that "[b]oth the 1933 and 1934 Acts broadly
define the term 'security' to include ... an 'investment contract."' 5 3 1 The
United States Supreme Court, in SEC v. W J Howey Co., defined an
investment contract as follows: "[A] contract, transaction or scheme whereby a
person invests his money in a common enterprise and is led to expect profits
solely from the efforts of the promoter or a third party."5 32 The Howey test,
therefore, contains the following elements: (i) an investment, (ii) in a common
enterprise, (iii) "with the expectation that profits will be derived solely from the
efforts of [others] . The only question raised in the instant case was whether

519. Id.
520. Id.
521. Id
522. Id
523. Id.
524. Id.
525. Id.
526. Id.
527. Id
528. Id
529. Id.
530. Id. at 189-90.
531. Id
532. SEC v. W. J. Howey Co., 328 U.S. 293, 298-99 (1946).
533. AFFCO, 625 F.3d at 190.
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the profits-i.e., the tax benefits-were expected to come solely from the
efforts of entities other than the plaintiffs.534

The circuit court reviewed Fifth Circuit case law and found that it had
previously examined similar issues.535 In SEC v. Koscot Interplanetary, Inc.,
the court examined a pyramid scheme and found the scheme to be an
investment contract because the promoters retained immediate control over the
managerial conduct of the enterprise, and because the investors' profits were
"inextricably tied to the success of the promotional scheme."5 36 The court held
"that the proper standard for analyzing the third prong of the Howey test is
'whether the efforts made by those other than the investor are the undeniably
significant ones, those essential managerial efforts which affect the failure or
success of the enterprise.' 537

The court of appeals noted that since Koscot, it has "examined a variety of
situations in which investors retained substantial theoretical control, but in fact
remained passive." 538 In Williamson v. Tucker, the Fifth Circuit held that "an
investor's theoretical power to make managerial decisions did not automatically
preclude a finding that the investor relied solely on the efforts of others."
The court noted that "the third prong of the Howey test may be met if the
investor demonstrates that he is 'so inexperienced and unknowledgeable' in the
underlying nature of the investment that he is 'incapable of intelligently
exercising' his formal rights."540

In the instant case, the plaintiffs' control was theoretical rather than
actual. 54 1 The plaintiffs did not plead that they exercised any managerial
authority.5 42

[R]ather, the original complaint state[d] that, under the terms of the
investment contracts, the LLCs were to be "under the direction of," and
"managed by," . . . investment consulting and brokerage [firms] for the
purpose of implementing the tax scheme. As expressly pled in the original
complaint, [p]laintiffs were unaware that the underlying . .. transactions had
little ... economic substance. 543

The circuit court articulated that the plaintiffs portrayed themselves as passive
investors who depended on the efforts of others for profits.544 Thus, "[t]he

534. Id
535. Id.
536. Id (citing SEC v. Koscot Interplanetary, Inc., 497 F.2d 473, 485 (5th Cir. 1974)).
537. Id. (quoting Koscot, 497 F.2d at 483).
538. Id.
539. Id (citing Williamson v. Tucker, 645 F.2d 404, 424 (5th Cir. 1981)).
540. Id (quoting Williamson, 645 F.2d at 424).
541. Id. at 191.
542. Id.
543. Id.
544. Id
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district court did not err in assuming these facts to be true ... and dismissing
the RICO claim as barred by the PSLRA on the face of the pleadings."S45

The Fifth Circuit then addressed the securities fraud claim.546 The
plaintiffs alleged violations of § 10(b) of the Securities Exchange Act of
1934.547 "Pursuant to [§ 10(b)], the SEC promulgated Rule lOb-5, which
makes it unlawful for" anyone to defraud another in connection with the

purchase or sale of any security.548

The Supreme Court has found an implied private cause of action in section
10(b) and its implementing regulation. To state a private claim under section
10(b), a plaintiff must prove [the following]: (1) a material misrepresentation
or omission by the defendant; (2) scienter; (3) a connection between the
misrepresentation or omission and the purchase or sale of a security;
(4) reliance upon the misrepresentation or omission; (5) economic loss; and
(6) loss causation.549

The district court held that the plaintiffs in the instant case did not
sufficiently plead reliance and scienter.sso The question the Fifth Circuit faced
was "whether a secondary actor can be held liable in a ... section 10(b) action
for deceptive conduct not attributed to it before [the] investor decides to
invest."55 1 The opinion cited by the plaintiffs as the misrepresentation was
issued by the defendant after the investments were made.552

The Fifth Circuit noted that the Supreme Court has not directly addressed
the question currently before it.553 The court, however, found the High Court's
recent decision in Stoneridge Investment Partners, LLC v. Scientific-Atlanta,
Inc. instructive.5 54 In Stoneridge, the Supreme Court granted certiorari to
resolve a circuit split as to "when, if ever, an injured investor may rely upon
§ 10(b) to recover from a party that neither makes a public misstatement nor
violates a duty to disclose but does participate in a scheme to violate
§ 10(b)."5" The plaintiff in Stoneridge invoked a theory referred to as "scheme
liability" and asserted "that liability was appropriate . .. absent a public
statement or duty to disclose because the third-party entities 'engaged in
conduct with the purpose and effect of creating a false appearance of material

545. Id.
546. Id.
547. Id.
548. Id. at 191-92.
549. Id at 192 (citations omitted) (citing Stoneridge Inv. Partners, LLC v. Scientific-Atlanta, Inc., 552

U.S. 148, 157 (2008)).
550. Id
551. Id. at 193.
552. Id. at 188.
553. Id. at 193.
554. Id (citing Stoneridge, 552 U.S. at 148).
555. Id (quoting Stoneridge, 552 U.S. at 156).
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fact to further a [fraudulent] scheme."' 556 The Court rejected that theory,
premising its holding on its view that "the 'scheme liability' theory failed to
answer the objection that the plaintiff 'did not in fact rely upon respondents'
own deceptive conduct.' 557

The court of appeals explained that the plaintiffs "effectively adopt[ed]
this 'scheme liability' theory in urging us to hold that a defendant can be liable
for participating in the creation of a false statement or misrepresentation that
investors rely upon, regardless of whether that statement is attributed to that
defendant at the time of dissemination."5 58 The circuit court opined that "[t]he
Supreme Court's focus on reliance in Stoneridge favors a rule that preserves the
robustness of that element in private securities actions." 559 The Fifth Circuit,
therefore, concluded "that explicit attribution is required to show reliance under
section 10(b)."560

Applying the above standard in the instant case, the Fifth Circuit held that
the district court properly dismissed the plaintiffs' securities fraud claims.5 6 1

The plaintiffs did "not allege that they ever saw or heard any [of the
defendant's] work product before making their decision, nor d[id] they
explicitly allege that the promoters specifically identified [the defendant] as one
of the 'major national law firms' . . . that had agreed to provide opinions
supporting" the tax scheme.562 In the absence of a specific attribution to the
defendant, the Fifth Circuit found that the plaintiffs failed to show reliance.563

The court of appeals further opined that the attribution requirement "makes
clear the boundary between primary violators-who are open to liability in
private securities actions-and aiders and abettors, to whom the private right of
action under section 10(b) does not extend."'64 Therefore, the Fifth Circuit
Court of Appeals affirmed the judgment of the district court.

H. Trademarks

1. Amazing Spaces, Inc. v. Metro Mini Storage56 6

With a panel comprising Circuit Judges Carolyn Dineen King, Jacques L.
Wiener, and James L. Dennis, the Fifth Circuit Court of Appeals considered an
appeal stemming from a trademark infringement case.567 The parties were rival

556. Id. (second alteration in original) (quoting Stoneridge, 552 U.S. at 159-60).
557. Id. (quoting Stoneridge, 552 U.S. at 160).
558. Id
559. Id.
560. Id. at 194.
561. Id. at 195.
562. Id.
563. Id
564. Id.
565. Id. at 196.
566. Amazing Spaces, Inc. v. Metro Mini Storage, 608 F.3d 225 (5th Cir. June 2010).
567. Id at 229-30.
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self-storage businesses in Houston, Texas.s6 a The plaintiff brought action
against the defendant and "a construction company, alleging infringement of a
star design that it claim[ed] as a service mark."56 9 The construction company
built facilities for both the plaintiff and the defendant.570 The plaintiff claimed,
"in connection with providing storage services, exclusive use rights in a design"
referred to as the "Star Symbol."5 7 The defendant used a similar star design on
its buildings.572 In response, the plaintiff "brought suit against [the defendant]
and [the construction company] in federal district court, alleging federal and
state causes of action." 573 The plaintiff brought a federal claim for service mark
infringement under the Lanham Act, federal claims for trade dress infringement
under the Lanham Act, and state law claims for trade dress, common law
infringement, and statutory dilution for the mark alone.5 74

The plaintiff used the Star Symbol in its architecture and in its advertising
and claimed to have done so for over a decade.575 The plaintiff also utilized the
Star Symbol to designate its locations on maps and claimed "to have directed
customers-through telephone advertisements-to 'look for the star."' 576 "The
Star Symbol is registered as a service mark with the United States Patent and
Trademark Office (PTO)." 7 The PTO issued a U.S. Service Mark registration
number for the Star Symbol.5 7 8

The construction company involved also constructed self-storage facilities
for the defendant, which featured a similar design on their gables.5 7 9 The
plaintiff demanded that the defendant cease its use of a star; however, the
defendant "continued to use its design and remodeled existing facilities to
include the design."so According to the plaintiff, this caused confusion among
its customers, who mistook the defendant's facilities for the plaintiffs
facilities.5 8' The record included a declaration from a customer to this effect.5 82

The plaintiff then filed the lawsuit at issue. 8 The defendant filed an answer,
asserting various affirmative defenses and counterclaims.5 84 The district court
ordered discovery, initially "limited to 'the threshold issues raised by the

568. Id at 230.
569. Id.
570. Id.
571. Id
572. Id.
573. Id.
574. Id.
575. Id.
576. Id.
577. Id
578. Id.
579. Id
580. Id.
581. Id.
582. Id.
583. Id.
584. Id.
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"trademarkability" of the Texas star and similar issues affecting copyright and
trade dress."' 585

Following discovery, the defendant moved for summary judgment,
claiming "that the Star Symbol was not a valid service mark."5816 The defendant
argued "that the Star Symbol was not inherently distinctive" and that the
plaintiff could not show that it acquired a secondary meaning.5 87 The defendant
presented evidence that the same or a similar star was used in commerce in
multiple industries, as well as on the buildings of several other self-storage
facilities. 588  The court concluded that the "ubiquitous nature" of the Star
Symbol precluded a finding that it was inherently distinctive." The lower
court further found that the record did not raise an issue of material fact
regarding whether the Star Symbol acquired distinctiveness through a

590secondary meaning.
"In determining whether the Star Symbol was inherently distinctive, the

district court considered two tests." 59 1 The first was the Abercrombie test.592

Pursuant to this test, marks are classified in the following categories of
distinctiveness: (i) generic, (ii) descriptive, (iii) suggestive, (iv) arbitrary, or
(v) fanciful. 5 93 The second test, referred to as the Seabrook Foods test, directs
courts to look to the following factors to determine whether a design is arbitrary
or distinctive: (i) whether the mark was a "common" basic shape or design,
(ii) whether the mark was unique or unusual in a specific field, (iii) whether the
mark was a refinement of a "well-known form of ornamentation for a particular
class of goods viewed by the public as a dress or ornamentation for the goods,"
or (iv) whether the mark could create a commercial impression distinct from the
accompanying words.5 94

After explaining the two tests, the district court considered their
application to the case at bar.59 5 First, it "determined that the Star Symbol was
not generic or a common geometric shape." 9 Then, it decided that the Star
Symbol was not descriptive of self-storage service.5 9 7 The court also concluded
that the Star Symbol was not suggestive.s9 Pursuant to the Abercrombie test,
"this process of elimination left only two possibilities remaining: the Star

585. Id at 231.
586. Id
587. Id
588. Id at 231-32.
589. Id at 232.
590. Id
591. Id
592. See Abercrombie & Fitch Co. v. Hunting World, Inc., 537 F.2d 4, 9 (2d Cir. 1976).
593. Amazing Spaces, 608 F.3d at 232 (citing Abercrombie, 537 F.2d at 9).
594. Id. (citing Seabrook Foods, Inc. v. Bar-Well Food, Ltd., 568 F.2d 1342, 1344 (C.C.P.A. 1978)).
595. Id.
596. Id.
597. Id
598. Id
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Symbol was either arbitrary or fanciful." 99 The district court refused to reach
such a conclusion, reasoning that the mark could not "be classified as arbitrary
or fanciful unless it [was] inherently distinctive" so as to serve as an identifier
for the plaintiff.600

The district court then applied the Seabrook Foods test, inquiring whether
the star mark was so unique in the self-storage industry that "one can assume
without proof that it will automatically be perceived by customers as an
indicator of origin.,60 1 The court concluded that the Star Symbol was not an
inherently distinctive mark and thus, did not act as an indicator of origin for any
company in the self-storage business.602 The court opined that the Star Symbol
"is a common symbol long associated with Texas" and was used by several
businesses, including self-storage.0 3 The district court also examined whether
the summary judgment record raised an issue of fact regarding secondary
meaning, and found it did not.60 Final judgment dismissed the plaintiffs
"entire case and did not differentiate the claims based on the Star Symbol from
those based on its trade dress."605 The plaintiff appealed.06

The Fifth Circuit first addressed the issue of "whether the Star Symbol is
legally protectable as a service mark." 6 07 The circuit court explained that
trademark and service mark infringement claims are governed by the Lanham
Act.608 "There are two elements to a successful infringement claim under the
Lanham Act": (i) the plaintiff must show ownership in a legally protectable
mark and (ii) show infringement by demonstrating a likelihood of confusion.609

The court noted that the district court's opinion granting summary judgment
dealt only "with the threshold inquiry regarding whether the Star Symbol was
legally protectable as a mark and pretermitted discussing the likelihood of
confusion element." 6 10

The court of appeals observed that the plaintiff "claim[ed] that the Star
Symbol is sufficiently distinctive to warrant protection as a service mark."6 1'
The plaintiff asserted that the requisite distinctiveness was shown in three
distinct manners: (i) the statutory presumption of validity flowing from its

599. Id
600. Id
601. Id at 233 (quoting I J. THOMAS MCCARTHY, MCCARTHY ON TRADEMARKS AND UNFAIR

COMPETITION § 8:13, at 8-58.5 (4th ed. 2002)).
602. Id
603. Id (internal quotation marks omitted).
604. Id
605. Id.
606. Id
607. Id at 234.
608. Id at 235.
609. Id. at 235-36.
610. Id. at 236.
611. Id. at 237.
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service mark registration, (ii) the Star Symbol's inherent distinctiveness, and
(iii) evidence that the Star Symbol has acquired secondary meaning.612

The Fifth Circuit addressed the statutory presumption of validity.613 Proof
of "[r]egistration of a mark with the PTO constitutes prima facie evidence of
the mark's validity and the registrant's exclusive right to use the registered
mark in commerce with respect to the specified goods or services."614 This
presumption can be rebutted by showing that the mark is not inherently
distinctive. 1 The parties disagreed as to the effect to be accorded the
presumption of validity.616 According to the plaintiff, "summaryjudgment was
inappropriate in light of the existence of the presumption."617 The Fifth Circuit
reviewed persuasive precedent as to how to rebut the statutory presumption of
validity.6 18 Ultimately, the court concluded that the defendant's "introduction
of evidence that the Star Symbol is not distinctive has reduced the presumption
of validity to evidence that the PTO is of the opinion that the Star Symbol is
sufficiently distinctive to be legally protectable as a mark."6 19

The court of appeals then considered the inherent distinctiveness of the
Star Symbol.620 As discussed, "a mark is inherently distinctive if 'its intrinsic
nature serves to identify a particular source."' 621 The Fifth Circuit explained
that "[i]nherent distinctiveness is attributable to a mark when the mark 'almost
automatically tells a customer that it refers to a brand and . . . immediately
signal[s] a brand or a product source."' 6 22 The parties further disagreed over
which test, the Abercrombie test or the Seabrook Farms test, is the proper

623
method for conducting the inquiry.

The Fifth Circuit reviewed the tests.624 The Abercrombie test seeks "to
arrange the universe of marks into a spectrum of distinctiveness."625 Under this
scheme, the suggestive, arbitrary, and fanciful categories are deemed inherently
distinctive because their intrinsic nature identifies a particular source of a
product, while the generic category receives no trademark protection, and the
descriptive category receives protection only if the marks have secondary
meaning.62 6 The court of appeals agreed with the defendant that the Star

612. Id.
613. See id
614. Id.
615. Id (citing Vision Ctr. v. Opticks, Inc., 596 F.2d 111, 119 (5th Cir. 1979)).
616. Id. at 238.
617. Id
618. See id. at 238-39.
619. Id at 239.
620. See id. at 240.
621. Id. (quoting Wal-Mart Stores, Inc. v. Samara Bros., Inc., 529 U.S. 205, 210 (2000)).
622. Id. (emphasis omitted) (omission and second alteration in original) (quoting Wal-Mart Stores, 529

U.S. at 212).
623. Id.
624. See id.
625. Id.
626. Id
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Symbol "resists categorization under the Abercrombie test, and ...
consequently [did] not rely on a rote application of its categories in determining
whether the Star Symbol is inherently distinctive." 62 7 The court reviewed the
district court's brief probe of the utility of applying the Abercrombie test.6 2 8

The Fifth Circuit discerned no flaws in the district court's analysis. 6 2 9

"However, the logical extension of the district court's analysis is the conclusion
that the Star Symbol is arbitrary or fanciful, which under the Abercrombie test
would render it inherently distinctive and thus entitled to protection." 630 The
lower court concluded that the mark could not "be classified as arbitrary or
fanciful unless it [was] inherently distinctive so as to serve as a source identifier
for [the plaintiff]." 63 1 The district court then tumed to the Seabrook Foods test

632to determine whether the Star Symbol was inherently distinctive.
The Fifth Circuit explained that any mark "lacks inherent distinctiveness if

its intrinsic nature does not serve to identify its source."6 33 It further agreed
with the district court's decision to apply a test other than Abercrombie in this
case. 63 4 The court of appeals, however, disagreed with the district court's
reasoning that "a mark cannot be categorized as arbitrary or fanciful unless it is
inherently distinctive.',635 "Under the Abercrombie test, it is the categorization
of a mark that dictates its inherent distinctiveness, not the other way around."63 6

The circuit court noted that "[b]oth the Supreme Court and scholars have
questioned the applicability of the Abercrombie test to marks other than
words."6 37 The Fifth Circuit concluded that the Abercrombie test failed to
"illuminate the fundamental inquiry in this case: whether the Star Symbol's
intrinsic nature serves to identify [the plaintiff] and its storage services. 638

Thus, the court turned to the Seabrook Foods test.639

In contrast to the Abercrombie test, the Seabrook Foods test applies
expressly to marks consisting of symbols and designs.AO The court of appeals
explained that the first three of the Seabrook Foods questions, noted above, are
merely different ways to ask whether the design is so unique in the market that
one can assume, without evidence, that it will automatically be perceived as a
trademark.64' The court noted that like the Abercrombie test, the Seabrook

627. Id
628. Id at 242.
629. Id.
630. Id.
631. Id.
632. Id.
633. Id
634. Id.
635. Id
636. Id.
637. Id at 243 (citing Wal-Mart Stores, Inc. v. Samara Bros., Inc., 529 U.S. 205, 210-13 (2000)).
638. Id. (internal quotation marks omitted).
639. See id.
640. Id
641. Id at 243-44 (citing I.P. Lund Trading ApS v. Kohler Co., 163 F.3d 27, 40 (1st Cir. 1998)).
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Foods test determines whether a mark's intrinsic nature serves to identify a
particular source. 4 2 The Fifth Circuit concluded that the Star Symbol was not
inherently distinctive, and it could only be protected upon a showing of
secondary meaning.643

The circuit court articulated that "[s]econdary meaning is used generally to
indicate that a mark or dress has come through use to be uniquely associated
with a specific source." 64 In the context of trade dress, the court had set out
seven factors "to consider in determining whether secondary meaning has been
shown":

(1) length and manner of use of the mark or trade dress, (2) volume of sales,
(3) amount and manner of advertising, (4) nature of use of the mark or trade
dress in newspapers and magazines, (5) consumer-survey evidence, (6) direct
consumer testimony, and (7) the defendant's intent in copying the trade
dress.64

The Fifth Circuit agreed with the district court that "no fact issue had been
raised regarding the existence of secondary meaning."64 6 The plaintiff s use of
the Star Symbol was primarily decorative and ornamental.647 The court of
appeals also agreed with the district court's conclusion that "the two
declarations evidencing consumer confusion [did] not bear on the secondary
meaning of the Star Symbol." 6" "While these instances of confusion may bear
on [the plaintiffs] trade dress claims, they do not have relevance as to the
secondary meaning of the Star Symbol itself."649 The court of appeals opined
as follows:

In conclusion, we agree with the district court's assessment that [the plaintiff]
has failed to raise a fact issue regarding the existence of secondary meaning
with respect to the Star Symbol. In light of the overwhelming evidence that
the Star Symbol is not distinctive, we hold that it does not serve "to identify
and distinguish the services of' [the plaintiff]. 650

The Fifth Circuit then turned to the plaintiffs trade dress claims.6 1' The
plaintiff argued that the following causes of action were improperly dismissed:
"(1) trade dress infringement under the Lanham Act and Texas common law;
(2) copyright infringement; and (3) trade dress dilution in violation of the Texas

642. Id. at 244.
643. Id. at 247.
644. Id
645. Id. at 248.
646. Id.
647. Id. at 248-49.
648. Id. at 249.
649. Id. (footnote omitted).
650. Id. at 249-50 (quoting 15 U.S.C. § 1127).
651. See id. at 250.
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anti-dilution statute."6 52 "Trade dress refers to the total image and overall
appearance of a product and may include features such as the size, shape, color,
color combinations, textures, graphics, and even sales techniques that
characterize a particular product."653 "The purpose of trade dress protection,
like trademark protection, is to 'secure the owner of the trade dress the goodwill
of his business and to protect the ability of consumers to distinguish among
competing products."'

6 54

The court of appeals noted that the plaintiff is not required to establish that
the Star Symbol is legally protectable to protect the overall appearance of its
facilities as trade dress.655 The plaintiffs claimed trade dress "consist[ed] of
the entirety of the facilities' design, including placement of the Star Symbol
under the roof peaks" of their buildings.5 The district court only allowed
discovery on the issue of the trademarkability, and thus, the plaintiff was
"unable to present its trade dress and unfair competition claims."65 7 The Fifth
Circuit, therefore, reversed the district court's dismissal of those claims and
remanded for further proceedings. 5 s

The court of appeals then considered the copyright infringement claim.659

The court reminded practitioners that to establish a claim for copyright
infringement, a plaintiff mush show the following: (i) the ownership of a valid
copyright; and (ii) the defendant "copied constituent elements of the plaintiff s
work that are original."660 The court explained that none of the elements were
disposed of in the instant case "by a determination that the Star Symbol is not a
valid mark."66 Therefore, the court reversed and remanded on this claim as
well.662

Finally, the Fifth Circuit turned to the issue of trade dress dilution.663 The
court of appeals noted that in Texas, a statutory cause of action exists for
dilution of protectable marks:

A person may bring an action to enjoin an act likely to injure a business
reputation or to dilute the distinctive quality of a mark registered under this
chapter or Title 15, U.S.C., or a mark or trade name valid at common law,

652. Id.
653. Id. at 251 (quoting Pebble Beach Co. v. Tour 18, Ltd., 155 F.3d 526, 536 (5th Cir. 1998)).
654. Id (quoting Eppendorf-Netheler-Hinz GmbH v. Ritter GmbH, 289 F.3d 351, 355 (5th Cir. 2002)).

655. Id
656. Id
657. Id
658. Id.
659. See id
660. Id (quoting Positive Black Talk Inc. v. Cash Money Records Inc., 394 F.3d 357, 367 (5th Cir.

2004)).
661. Id.
662. Id.
663. See id. at 251-52.
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regardless of whether there is competition between the parties or confusion as
to the source of goods or services . . . .

The court articulated that while its above discussion disposed of the claim of
service mark dilution, the plaintiffs trade dress dilution claim was not
addressed by the district court.66 ' Therefore, the court reversed and remanded
the plaintiff s dilution cause of action as well.666

Ultimately, the Fifth Circuit Court of Appeals concluded that the Star
Symbol was not inherently distinctive, and the plaintiff did not raise a genuine
issue of material fact regarding secondary meaning.6  The Star Symbol was
not a legally protectable mark, and the Fifth Circuit affirmed the district court's
judgment dismissing the claim for service mark infringement.6 68 "[W]hether
the Star Symbol is legally protectable as a mark [was] not dispositive of [the
plaintiff's] remaining federal claims for trade dress and copyright infringement
or its state claims for common law trade dress infringement and statutory trade
dress dilution."669 The Fifth Circuit, therefore, reversed the district court's
judgment dismissing those claims and remanded for further proceedings.6 70

664.
665.
666.
667.
668.
669.
670.

Id. (quoting TEx. Bus. & COM. CODE ANN. § 16.29).
Id. at 252.
Id.
Id.
Id.
Id
Id.
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III. SELECT BUSINESS TORTS CAUSES OF ACTION CHART

Breach of Contract 1. Existence of contract;
2. Plaintiff performed or

tendered performance;
3.
4.
5.

Material breach;
Causation; and
Damaees.

Four years.

Business Disparagement 1. Publication of Two years.
disparaging words by An action accrues on
the defendant about the date the defamatory
plaintiff's economic matter is either
interests; published or spoken. 67 5

2. Falsity;
3. Publication with malice; The Discovery Rule
4. Publication without may apply when the

privilege; and nature of the plaintiffs
5. Publication caused injury is inherently

special damages.6 73  undiscoverable and the
evidence objectively
verifies the injury.

67 6

Civil Conspiracy 1. "[T~wo or more Five years.6 7
F

8

persons;
2. an object to be

accomplished;
3. a meeting of minds on

the object or course of
action;

4. one or more unlawful,
overt acts; and

5. damages as the
troximate result."

677

671. See, e.g., Pegram v. Honeywell, Inc., 361 F.3d 272, 288 (5th Cir. 2004).
672. TEX. Bus. & COM. CODE ANN. § 2.725(a) (West 2009).
673. See, e.g., Hurlbut v. Gulf Atl. Life Ins. Co., 749 S.W.2d 762, 766 (Tex. 1987); see also Taquino v.

Teledyne Monarch Rubber, 893 F.2d 1488, 1501 (5th Cir. 1990) (enumerating the elements of business
disparagement).

674. See, e.g., Dickson Constr., Inc. v. Fid. & Deposit Co. of Md., 960 S.W.2d 845, 849 (Tex. App.-
Texarkana 1997, no pet.), superseded by statute on other grounds, TEX. Civ. PRAC. & REM. CODE ANN.

§ 37.004 (West 2007), as recognizedin Rice v. Louis A. Williams & Assocs., Inc., 86 S.W.3d 329, 334 (Tex.
App.-Texarkana 2002, pet. denied).

675. See id. at 851.
676. See id. at 850.
677. Murray v. Earle, 405 F.3d 278, 293 (5th Cir. 2005); see also Apani Sw. v. Coca-Cola Enters., Inc.,

300 F.3d 620, 637 (5th Cir. 2002) (stating "civil conspiracy requires specific intent").
678. See generally 18 U.S.C. § 3282 (2006) (providing a general statute of limitation for offenses that are

not classified as capital offenses).
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STATUT1E OF
CAUSE OF ACTION ELEMENTS LTATOS

LIMITATIONS

DTPA 1. Plaintiff is a consumer; Two years.sa8
2. Defendant engaged in Discovery Rule

false, misleading, or applicable.6 82

deceptive acts; and
3. These acts constituted a

producing cause of the
consumer's damages to
consumer's
detriment.6 79

Certain acts are per se false,
misleading, or deceptive-
the most pertinent being
"passing off goods or
services as those of
another."680

4.8

Fraud 1. A material Four years.684

misrepresentation; Discovery Rule
2. Which is false; applicable.6 85

3. And which was either
known to be false when
made or was asserted
without knowledge of
its truth;

4. Which was intended to
be acted upon;

5. Which was relied upon;
and

6. Which caused injury.683

679. See TEx. Bus. & COM. CODE ANN. § 17.50(a) (West 2005).

680. See id. § 17.46(b).
681. Id. § 17.565.
682. See id.
683. See, e.g., Exxon Corp. v. Emerald Oil & Gas Co., L.C., 348 S.W.3d 194,217 (Tex. 2011); W. PAGE

KEETON ET AL., PROSSER AND KEETON ON THE LAW OF TORTS § 105, at 728 (5th ed. 1984).

684. See, e.g., Procter& Gamble Co. v. Amway Corp., 242 F.3d 539, 566 (5th Cir. 2001) (citing Jackson
v. Speer, 974 F.2d 676, 679 (5th Cir. 1992)).

685. See Jackson, 974 F.2d at 679 (citing Quinn v. Press, 140 S.W.2d 438, 440 (Tex. 1940)).
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STATUTTE OF
CAUSE OFACTION ELEMENTS STATTNO

LIMITA TIONS

Fraud by Omission 1. A material omission Four years.6 7

when there was a duty Discovery Rule
to speak; applicable.

2. Which was intended to
be acted upon;

3. Which was relied upon;
and

4. Which caused injury.686

Lanham Act § 43(a) 1. Commercial Four years (borrows
advertisement that is from Texas's fraud
false; or limitations period).690

2. Commercial
advertisement that is
likely to mislead or
confuse consumers.689

Negligent 1. Defendant provides Two years.6 92

Misrepresentation information in the Discovery Rule may be
course of the applicable. 693

defendant's business or
in a transaction in
which the defendant
has a pecuniary
interest;

2. The information
supplied is false;

3. The defendant did not
exercise reasonable
care or competence in
obtaining or
communicating the
information;

4. The plaintiffjustifiably
relies on the
information; and

5. The plaintiff suffers
damages proximately
caused by the
reliance.69'

686. See, e.g., ABC Arbitrage Plaintiffs Grp. v. Tchuruk, 291 F.3d 336, 349 (5th Cir. 2002); Williams v.
WMX Techs., Inc., 112 F.3d 175, 177 (5th Cir. 1997) (citing Cyrak v. Lemon, 919 F.2d 320, 325 (5th Cir.
1990)); Phillips Petroleum Co. v. Daniel Motor Co., 149 S.W.2d 979, 987 (Tex. Civ. App.-Eastland 1941,
writ dism'd).

687. See, e.g., Procter & Gamble Co., 242 F.3d at 566 (citing Jackson, 974 F.2d at 679).
688. See, e.g., id.
689. Lanham Act, 15 U.S.C. § 1125(a) (2006).
690. See, e.g., Proctor & Gamble Co., 242 F.3d at 566; Jackson, 974 F.2d at 679.
691. See, e.g., Geosearch, Inc. v. Howell Petroleum Corp., 819 F.2d 521, 524 (5th Cir. 1987) (citing

RESTATEMENT (SECOND) OF TORTS § 552 (1977)).

692. See, e.g., Tex. Soil Recycling, Inc. v. Intercargo Ins. Co., 273 F.3d 644, 649 (5th Cir. 2001).
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CAUSE OF ACTION ELEMENTS S1T4WTE OFLLlTATIONS

Robinson-Patman Anti- Illegal "for any person Four years."'
Discrimination Act engaged in commerce ... to

discriminate in price
between different purchasers
of commodities of like grade
and quality" where the effect
is to lessen, destroy, or
prevent competition.694
Several exceptions to this
prohibition exist.695

Sherman Act 1 1. Existence of a contract Four years.69 8

or conspiracy;
2. Affecting interstate

commerce and
commerce with foreign
nations; and

3. That imposes a restraint
on trade.

Sherman Act f 2 Two distinct claims: Four years. oo
1. Monopolization-

a. Monopolizing conduct
(willful acquisition or
maintenance of
monopoly power);

b. Coupled with
monopoly power in the
relevant market.

2. Attempted
Monopolization-

a. Anticompetitive
conduct;

b. Intent to monopolize;
and

c. Dangerous probability
of obtaining
monopoly.69 9

693. Compare id. (applying the discovery rule to negligent misrepresentation), with Kansa Reinsurance
Co. v. Cong. Mortg. Corp. of Tex., 20 F.3d 1362, 1372 (5th Cir. 1994) (declining to apply the discovery rule to
negligent misrepresentation).

694. Robinson-Patman Anti-Discrimination Act, 15 U.S.C. § 13(a) (2006).
695. See id § 13(b)-(c).
696. See, e.g., id. § 15b.
697. Sherman Act § 1, 15 U.S.C. § 1 (2006).
698. See, e.g., § 15b.
699. Sherman Act § 2, 15 U.S.C. § 2 (2006).
700. Id. § 15b.
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S TA4TTE OFCAUSE OFACTN ELEMENT TALIMITATIONS'

Texas Free Enterprise
andAntitrustAct of 1983

Examples of unlawful
practices:
1. "Every contract,

combination, or
conspiracy in restraint
of trade or commerce is
unlawful.

2. It is unlawful for any
person to monopolize,
attempt to monopolize,
or conspire to
monopolize any part of
trade or commerce.

3. It is unlawful for any
person to sell, lease, or
contract for the sale or
lease of any goods,
whether patented or
unpatented, for use,
consumption, or resale
or to fix a price for
such use, consumption,
or resale or to discount
from or rebate upon
such price, on the
condition, agreement,
or understanding that
the purchaser or lessee
shall not use or deal in
the goods of a
competitor ....

Four years after the
cause of action has
accrued or within one
year after the state-
brought action
concludes, whichever is
longer.702

Tortious Interference 1. Plaintiff has a valid Two YeWS. 70
with Existing Contract contract; An action accrues when

2. Defendant willfully and the defendant interferes
intentionally interfered with the contract and
with the contract; causes harm to the

3. Interference was a plaintiff.70 1
proximate cause of the The Discovery Rule
plaintiff's injury; and may apply when the

4. Plaintiff incurred actual nature of the plaintiffs
damages or loss.A7 03  injury is inherently

undiscoverable, and the

701. TEx. Bus.c& COM. CODE ANN. § 15.05 (West 2002).
702. Idp § 15.25.
703. See, e.g., Stewart Glass & Mirror, Inc. v. U.S. Auto Glass Discount Cnrs., Inc., 200 F.3d 307, 316

(5th Cir. 2000); Johnson v. Hosp. Corp. of Am., 95 F.3d 383, 394 (5th Cir. 1996) (citing Victoria Bank &
Trust Co. v. Brady, 811 S.W.2d 931, 939 (Tex. 1991)).

704. See, e.g., Jackson v. W. Telemarketing Corp. Outbound, 245 F.3d 518, 523 (5th Cir. 2001).
705. Id. at 523-24.
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LIMHTATIONS

physical evidence
objectively verifies the
injury.

70 6

Tortious Interference 1. Reasonable probability Two years.70s
with Prospective that the plaintiff would An action accrues when
Contract have entered into a the defendant's

business relationship interference with
with a third person; existing negotiations,

2. Defendant intentionally which are reasonably
interfered with the certain of producing a
relationship, which contract, results in
caused the plaintiff's termination of
injury; negotiations and harm

3. Defendant lacked to the plaintiff.709
privilege or The Discovery Rule
justification to act; and may apply when the

4. Plaintiff suffered actual nature of the plaintiffs
damage or loss.A7 07  injury is inherently

undiscoverable and the
evidence objectively
verifies the injury.

7 10

Unfair Competition Violation of the Lanham Act Two years. 71 2

(Common Law) automatically provides a
cause of action.a t i

706. Id at 524.
707. See, e.g., Stewart Glass & Mirror, Inc. v. U.S. Auto Glass Disc. Ctrs., Inc., 200 F.3d 307, 316 (5th

Cir. 2000) (citing Exxon Corp. v. Allsup, 808 S.W.2d 648, 659 (Tex. App.-Corpus Christi 1991, writ
denied)).

708. See, e.g., Snell v. Sepulveda, 75 S.W.3d 142, 143 (Tex. App.-San Antonio 2002, no pet.); Tex. Oil
Co. v. Tenneco Inc., 917 S.W.2d 826, 832 (Tex. App.-Houston [14th Dist.] 1994), rev'don other grounds
sub nom. Morgan Stanley & Co. v. Tex. Oil Co., 958 S.W.2d 178 (Tex. 1997).

709. See Hill v. Heritage Res., Inc., 964 S.W.2d 89, 116 (Tex. App.-El Paso 1997, pet. denied).
710. See Varel Mfg. Co. v. Acetylene Oxygen Co., 990 S.W.2d 486, 498 (Tex. App-Corpus Christi

1999, no pet.); Hofland v. Elgin-Butler Brick Co., 834 S.W.2d 409,414 (Tex. App-Corpus Christi 1992, no
writ).

711. See Inwood Labs., Inc. v. Ives Labs., Inc., 456 U.S. 844, 861 n.2 (1982) (White, J., concurring).
712. Daboub v. Gibbons, 42 F.3d 285, 290 (5th Cir. 1995) (citing TEx. Ctv. PRAC. & REM. CODE ANN.

§ 16.003 (West 2002)); Coastal Distrib. Co. v. NGK Spark Plug Co., 779 F.2d 1033, 1037 n.5 (5th Cir. 1986);
J.M. Huber Corp. v. Positive Action Tool of Ohio Co., 879 F. Supp. 705, 708 (S.D. Tex. 1995).
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