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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF INDIANA
INDIANAPOLIS DIVISION

HECKLER & KOCH, INC.,
HECKLER & KOCH GMBH,
Plaintiffs,
VS.

GERMAN SPORT GUNS GMBH,
AMERICAN TACTICAL IMPORTS, INC.,

Defendants.

AMERICAN TACTICAL IMPORTS, INC.,
GERMAN SPORT GUNS5MBH,

No. 1:11ev-01108SEB-TAB
Counter Claimants,

VS.

HECKLER & KOCH, INC,,
HECKLER & KOCH GMBH,
G. WAYNE WEBER, and
NIELS IHLOFF

N N N N N N N N N N N N e N N N N N N N N N N N N

Counter Defendants.

ORDER ON PENDING MOTIONS

This cause is before the Court on three motions: (1) Defendamtisn to strike
Plaintiffs’ affirmative defenses to counterclaims [Docket No. 282], filed on March 17, 2014; (2)
Plaintiffs’ motion for summary judgment [Docket No. 329], filed on July 17, 2014; and (3)
Defendants’ motion for summary judgment [Docket No. 331], filed on July 17, 2014. For the

reasons set forth below, Defendamisition to strike is DENIERs moot Plaintiffs’ motion for

Dockets.Justia.com


http://dockets.justia.com/docket/indiana/insdce/1:2011cv01108/35750/
http://docs.justia.com/cases/federal/district-courts/indiana/insdce/1:2011cv01108/35750/425/
http://dockets.justia.com/

summary judgment is DENIED in part and GRANTED in part, and Defendants’ motion for
summary judgment is DNHED in its entirety.

Factual and Procedural Background

This matter has been pending on our do@ikkemore than three yearand its antecedent
disputes stretch back still further. The array of motions to strike, motionanesjsand motions
for reconsideration filed by the parties have given us occasion to explore aspeetsade's
factual background, but only now @ arrive at the merits of the intellectual property dispute
lying at the core of thisprawling body of litigation. While we haweimmarized the record
previously weendeavohereto outline the undisputed facts, cognizant that the presence of
crossmotions for summary judgment will require us to draw varying inferences fromabeve
addres®ach ofthose motions in turn.

Plaintiffs Heckler & Koch, Inc. (HK USA) and Heckler & Koch GmbH (HKG) are firms
engaged in the manufacture and sale of firearimsadquartered, respectively, in the United
States and GermarlyAmong products sold under the Heckler & Koch nasrtke “MP5,” a
weapon originally designed as a nine millimeter submachine gun by HKG in the 1960s, and
which has since become the basis of a “family” of firearms sharing certain core desigesfeatur
Heckler & Koch first sold the MP5 in the Uniteda&is in the 1970s. Docket No. 346-5 (Weber
Decl.)at 114, 8; Docket No. 33% (HKG “Official History”) at 247249, 252—-264. In 1990, HK
USA registered the MP&s an international class 13 (firearms) trademark with the United States
Patent and Trademark Office (“PTQ”). Cooper Ded. HHKG registered the MP5 with the

German patent office on June 4, 20@Bat 6.

1 As the caption indicates, HK USA and HKG are, together iniividual corporate officers G. Wayne Weber and
Niels Ihloff, defendants in the counterclaims atexbby GSG and ATI. For the sake of simplicity, lexer, we will
refer to HK USA and HKG collectivelthroughout this Order, where their individual identities oftemate

relevant to the discussion.



Defendants are alsngaged in thBrearmsbusiness: German Sports Guns GmbH
("*GSG”) is an arms manufacturer based in Germany, and American Tactical Imports, |
(“AT1”) is an armsmporter and retailancorporated and based in New York. Am. Confifil.~
8.2 Two individuals, both executives for the Plaintiff companées,also partie® thissuit
Counterclaim Defendar@. Wayne Weber is thegsdent of HK USA, Docket No. 251 at | 5;
and Counter Defendahtiels Ihloff® is a managing déctor of HKGand consulted HK USA
during the 2009 settlement negotiatiolas at 6.

A number of the claims and counterclaims in this case are premised on differing
interpretations of two parallel ses of everd thatunfolded between 2008 and 201ist, HK
USA'’s initial suit against the Defendants (“the 2009 litigation”); and seddk&'’s attempts to
obtain a United States trademark registration for the MP5 weapon.

HK USA filed suit in the Southern District of Indiana against GSG, AT]I, and a third
firearms manufacturer, Orion Arms Corporation, on January 13, 2009 alleging tredemar
infringement, trade dress infringement, and other related cl&afocket No. 1Heckler &
Koch, Inc. v. German Sports Guns GmbH, eCalse No. 1:0@v-00039. The crux of the 2009
litigation was HK USA'’s claim that GSG, ATI, and Orion were engaged in the mectoué and
sale of a weapen-styled the “GSG-5"-that copéed the design of the Heckleri€och MP5.1d.
At the instigation of the parties’ respective executives, the parties engagedeimesetit|
negotiations, and on October 8, 2009 they signed a Settlement Agreetine®dfeement”)
that stipulated to the dismidsa the infringement suit. ie Agreement’s pfigninary recitals

stated that HK USAwned “a federal trademark registration in the mark ‘MP5’ (Reg. No.

2GSG and ATI are both Defendants and Counterclaimantsirfgalicity, we refer to therjointly throughout as
“Defendants.”
3 Mr. lhloff's name is misspelled in some of the pest submissions and captions as “Nils llhoff.”
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1594109)” and that it claimed to own “in the United States a proprietary trade ongssed of
the designs of certain elements of the MP5 fireathes‘MP5 trade dress’).” Docket No. 45-1 at
1. The Agreement also recited that GSG, ATI, and Orion neither admitted that thieyrimged
HK USA'’s rights nor conceded that HK USA even had any such rights:

WHEREAS, GSG, ATI, and Orion have filed in saiawsuitDefendants’ Answer

and Counterclainmin which they seek a judgment declarimger alia, that their

activities do not infringe, and have not infringed, any intellectual property rights

of HK or otherwise violate any law, and th#K does not own tre trademark,

trade dress and other intellectual property rights it claims to own.
Id. (emphasis addedjee also idat 1 9 (“Defendants make no admission of liability for the
claims made against them.As for the substance of the Agreement itself,défendant parties
agreed to pay HK USA $300,000 in exchange for the dismissal of thidsaity 1. They also
agreed to halnanufacture of the allegedly infringing GSG-5 design, and to cease selling the
weapons once a “seliff” date had passetd. at § 2. For its part, HK USA covenanted not to sue
GSG or any of its commercial partners in connection with a different weapon desig@SGe “
522" firearm:

HK has reviewed the design of the GSG-522 attached hereto as Exhibit “A” (the

“GSG-522 Firearm”) and covenants not to sue GSG or any of its customers,

distributors, dealers or importers for its sale in the United States or anywhere in

the world, provided GSG otherwise complies with this Agreement. This covenant

extends to airsoft guns in the design & BSG522 firearm.
Id. at § 5.

While the 2009 litigation was pending, ownership of the MP5 registered trademark—
together with any accompanying trade dress rights—changed hands between HK USA and HKG.
The process began on June 8, 2008, wHi€6 filed anapplication for an “international

registration under the Madrid Protocol” for the MP5 trademark within the United States,

triggering a PTO office action. Cooper Decl. I 7. On September 19 of the samthgd”TO



wrote back to HKG, informing it that had provisionally refused the application feast two
reasons: first, the MP5 trademark was registered in the naHi€ OSArather than HKG
second, an application by an unrelated company for an itterse registration for the similar
mark “MP5A5” wasalready pending before the PTO, and would need to be resolved before
further action could be takeSeeDocket No. 332-12 (Defs.” Ex. L); Cooper Decl. { 8. In order
to remove this first obstacle to HKG's registration of the MP5 mark in the United ${étes,
USA president G. Wayne Weber executed an assignment agreement (“the Assignment”)
transferring to HKG “all right, title and interest in and to the said [MP5] maglet@r with the
good will of the business symbolized by the said mark and the respegistation.” Docket
No. 251-2 at 5. Weber signed the Assignment on March 19, 2009—some two months after HK
USA had initiated the 2009 litigation, and more than six months before the parties to that
litigation settledt. But despite the pendency of the litigation, neither Weber nor any other
representative of HK USA informed GSG and ATI that the rights upon which theasuit
predicated had been transferred. Docket No. 332 at 20 (citing Defs.” Ex. H).

Meanwhile, HKG continued in its efforts to secur&ltrademark registration for the
MP5, and both of the Heckler & Koch entities continued to represent to the PTO in tha interi
that HK USA owned the MP5 trademark, notwithstanding the Assignment. On March 23, 2009,
HKG, by counsel, wroté the PTO thaan assignment of the MP5 trademark registration from
HK USA to HKG was “being worked,” and therefaequested that its applicatiéor Madrid
Protocol registratiobe held in abeyanaatil the questions of ownership and the pending third-
party applicatia could be resolved. Docket No. 332-13 at 5—-7. Cooper DecNga8ly a year
later, complying with PTO deadlines for trademark registrants’ periodic filing obaftil

verifying their continued use and intent to renew their marks, HK USA filed @it®e8/9”



declaration with the PT(holding itself out as the current owner of the MP5 mark. Docket No.
332-15.

In May 2010, the PTO informed HKG that tterd party’scompeting trademark
application had been abandoned, advising HKG that it was nonatlglesecessary for HKG’s
ownership of the MP5 mark to be established before the company’s application.for U.S
registration of the MP5 could be granted. Cooper Decl. K& then recorded the Assignment
with the PTO on June 20, 2010; this marked RBl&nfirst public acknowledgment of the
transfer of right$.Docket No. 251-2 at 2. The PTO responded by granting HKG's registration
application on November 9, 2010. Cooper Decl. T 10. HKG remains the holder of the registered
MP5 trademark. Am. Compl.  12.

Procedural History

Plaintiffs contend that Defendants have failed to abide by the Settlement Agreement.
Specifically, they allege that Defendants have “repackaged” the %5S&"“knock-off” weapon
designed to “replicate the look and feel of the famous®R5and sold it under the label of the
GSG522. Am. Compl. § 2. By manufacturing, importing, and selling this GSG3BiG522's
clothes, Plaintiffs argue, Defendants have both violated their covenant notthe $88$G-5 and
deceptively deviated dim the GSG-522 design that they submitted forB&A's approval in
the Agreementd. Plaintiffs also allege that Defendants continued to manufacture and sell the
GSG5 under its own label even after the 2010 “séfldates.”ld. at | 3, 2732. According to

Plaintiffs, this conduct directly contravenes Paragraph 3 of the Settlemenhsgrtee

4 Plaintiffs contend that HKG did not “accept” the Assignmentl dnine 15, 2010. Docket NO. 330 at 11, { 26

(citing Cooper Decl 1 10). Plaintiffs’ account relies oalythe declaration of HKG's attorney Isolde Ki@noper,

and the parties vigorously dispute whether such a delayed aazeptaourred, whether “acceptance” is even
necessary for an assignment of the tgpecuted by HK USA, and whether such an acceptance has any relevance t
the parties’ claims and counterclaims. We address somes#cibntentiors below.
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Bearing these grievances, Plaintiffs again brought suit agaBGtand ATI. The original
version of this complaintater removed from Indiana state court to this Couas brought by
HK USA alone, and it contained only a claim for breach of cont&esDocket No. 1. Plaintiffs
subsequently sought leave to amend the complaint to add HKG as a plaintiff and to include
additional claims for tortious interference and fraud against both Deferagawts| as claims of
state and federal trade dress infringement, trademark dilution, and unfair itiompgfainst
GSG alone. Magistrate Judge Baker granted leave to amend, Docket No. 44, and Rilachtiffs
their amended complaint on May 22, 2012. Defendants’ subsequent motiemissthe
amended complaint [Docket No. 49] was granted in part and denied in part. We dismissed
Plaintiffs’ claims for tortious interference with a business relationskapdfrand commaetaw
“unfair competiton,” leaving intact their claims for breach of contract, trademark dilution,
statutoryand commorlaw federattrademark infringement, and stdéav trademark
infringement. Docket No. 214.

Defendants have also asserted a number of counterclaims allegiifjaintiffswronged
themin surreptitiously assigning the MP5 IP rights during the pendency of the 2009 litigation;
Defendants also bring counterclaims for breach oSgtdement Agreement and seek
declaratory judgmenthat Plaintiffs lack trade dresights in the MP5 weapon design and that
Defendants are not liable for breach of the 2009 Agreementoftmounterclaims implicate not
only HK USA, but also Weber, Ihloff and HKG. Weber sigtieel Assignmentand Defendants
allege thatCounter Defendarihloff, as ahigh-ranking officer of HKG, also knew of it. Docket
No. 251at § 27 Defendantsnitially alleged that an additional agreement betwekKriJSA and
HKG arranged for th&ansfer of trade dress rights and relateddyvill associated with the

MP5, but after discovery they haasserted that HK USA and HK&@mpleted the assignment in



a single signed agreemeld. at { 26; Docket No. 251 at § 32(f)(v). On September 20, 2012,
Ihloff executed a “Ratification and Consent” in which he, on behalf of HKG, announcebtdhat t
company “hereby ratifies, affirms, and agrees to be bound in all respects tttlitmss
Agreement” reached between HK USA and the Defendants. Docket No. 254.adt8rding

to Defendants’ theory, Ihloff and HKG were awardha false representations contained in the
Settement Agreement at the tintfeey ratified it. Docket No. 274 at 35-39.

The Court subsequently dismissed &letualfraud and constructivieaud claims against
Plaintiffs and the two Counter Defendants, and it dismissed the deception and tortious
interference claims against Ihloff. Docket No. 215. In its order, the @aorarily addessed
Defendantsfailure to establish proximate causeatibetween theilleged damages and the
misrepresentations of HKSA and its officersid.

Defendants took two steps in response to the Court’s partial dismissal of their
counterclaims againstk USA, HKG, Weber, and Ihloff. First, on October 30, 2013, they filed a
motion for leave to file an aemded answer and courtkims.Docket No. 228. Second, they
filed amotion for reconsideration. Docket No. 235. On January 14, 2014, Magistrate Judge
Baker granted Defendants’ tan for leave to amend, and they accordingly filed an Amended
Answer that restated all of the courtlaims present in their first Answesincluding those that
had been dismissed by the Court—and added allegations against Ihloff and HK GmbH based on
their ratification of the Settlement Agreeme@bmpareDocket No. 56vith Docket No. 251.

We then grante@laintiffs’ renewed motion to dismiss as to Counterclaim Count Il for
constructive fraud, but denied the motion as to all other cosegf ocket No. 298. We denied
Plaintiffs’ subsequent motion for reconsideratiSeeDocket No. 383.

Legal Analysis




Defendants’ Motion to Strike

On March 17, 2014, Defendants filed a motion to strike elements of Plaintiffs’ Answe
and affirmative defenses to Defendants’ Amended Counterclaims. Docket No. 282. Tiegplea
that was the subject of this motion, however, diase been replaced by Plaintiffs’ Amended
Answer to Defendants’ Amended Counterclaims [Docket No. 304], filed on May 29, 2014.

Plaintiffs’ amended answer supersedes their previous answer, and it thexeftmes r
Defendants’ motion to strike mo@&ee Massey v. Helmalf8 F.3d 727, 735 (7th Cir. 1999);
Loren Specialty Mfg. Co. v. Clark Mfg. C841 F. Supp. 493, 500 (N.D. Ill. 1965) (noting that
amended answers, like amended complaints, supersede the previous pledtog)Archer,
LLC v. Farris Bos., Inc, 2014 WL 1239382, at *2 (S.D. Miss. Mar. 26, 2014) (noting that the
filing of an amended answer moots a pending motion to strike).

We therefore DENY Defendants’ motion to strike without prejudice.

Motions for Summary Judgment

Standard of Revew

Federal Rulef Civil Procedure 56 provides that summary judgment should be granted
when the record evidence shows that “there is no genuine dispute as to any raatearal the
movant is entitled to judgment as a matter of law.” Fed. R. Civ. Pro. %&bjtex Corp. v.
Catrett,477 U.S. 317, 322—-323 (1986)he purpose of summary judgment is to “pierce the
pleadings and to assess the proof in order to see whether there is a genuine need for
trial.” Matsushita Elec. Indus. Co., Ltd. v. Zenith Radio Ge¥p5 U.S. 574, 587 (1986).
Disputes concerning material facts are genuine where the evidence is such that a espsgnabl
could return a verdict for the non-moving parnderson v. Liberty Lobby, Inel77 U.S. 242,

248 (1986). In deciding véther genuine issues of material fact exist, the court construes all



facts in a light most favorable to the amoving party and draws all reasonable inferences in
favor of the non-moving partySee idat 255. However, neither the “mere existence of some
alleged factual dispute between the partiags,”477 U.S. at 247, nor the existence of “some
metaphysical doubt as to the material fadtédtsushita 475 U.S. at 586, will defeat a motion
for summary judgmentMichas v. Health Cost Controls of Ill., InRR09 F.3d 687, 692 (7th Cir.
2000).

Plaintiffs and Defendants have both filed motions for summary judgment. Plaingikfs se
summary judgment in their favor on Countnd Il through IX of Defendants’ Counterclaifs
while Defendants move for judgmeon all of their own counterclaims and all of Plaintiffs’
extantclaims®
l. Counterclaim Count | — Fraud

Count One of the amended counterclaims alleges actual fraud against HK USA, HK
GmbH, Weber, and Ihloff.To prevail on a fraud claim based on arrafétive
misrepresentation, a plaintiff must establish that there was: (1) a matergpragantation of
past or existing fact which (2) was untrue, (3) was made with knowledge of or ies®ckl
ignorance of its falsity, (4) was made with the intent to deceive, (5) was rightliéd upon by
the complaining party, and (6) which proximately caused injury or darhagsers Title Ins.
Corp. v. Pokraka595 N.E.2d 244, 249 (Ind. 199Angel v. Powelsqrd77 N.E.2d 434, 444—

445 (Ind. Ct. App. 2012).

5The Court has already dismissed Counterclaim Count I, andifftaift not seek summary judgmt as to
Counterclaims Counts X, Xl, and XII.

6 The Court has already dismissed Counts Ill, IV, ¥Htlof Plaintiffs’ Amended Complaint; the survivingaims
are Counts I, 11, V, VI, VII, and IX. Defendants do notrftally challenge Plaintiffs’ two adract claims (Counts |
and I1); rather, they contend in seeking summary judgment onGbeinterclaim Count X that any recovery for
Plaintiffs on those claims is foreclosed by Pldigtiown earlier material breach of the 2009 AgresimSee infrag
IX.

" Defendants’ initial Answer contained counterclaims alleged femainst only HK USA and Weber; it is only in
this new pleading that they have added HK GmbH and Ihloff as Couetendants.

10



Deferdants allege that HK USA and its president Weber engaged in fraud when they
falsely represented in the 2009 Settlement Agreement that HK USA held tte nexd)i
trademark and associated rights for the MP5 weapon when, in fact, they had assigned away thos
rights to HKG some six months earlfePlaintiffs insist that summary judgment be granted on
the fraud counterclaim because: (1) there is no proof that Plaintiffs aittehtent to deceive,
(2) Defendants cannot prove that they relied on any misrepresentations and theliasuwod r
proximately caused them damages, and (3) the claim is barred as a matter of law laysindian
“litigation privilege.” We address Plaintiffs’ new litigation privilege dederfirst, before
considering whether Defendants haeefserth facts sufficient to satisfy the legal elements of a
fraud claim.

A. Litigation Privilege

Indiana’s “litigation privilege” is a commelaw doctrine barring liability for certain
statements made in the course of judicial proceedifeys Eaton vFink, 697 N.E.2d 490, 494
(Ind. Ct. App. 1998). The privilege is based on the idea that the “public interest iagterfr of
expression by participants in judicial proceedings . . . is so vital and necess$mryrtiegrity of
our judicial system that must be made paramount to the right of the individual to a legal
remedy when he has been wrongd®tigggs v. Clinton Cnty. Bank & Trust Gal52 N.E.2d 989,
997 (Ind. Ct. App. 1983). Because it embodies the valtiizesfdom of expression,” the
privilege originally applied only to bactions for defamatioarising out of statements in the
course of litigationSee Hartman v. Ker883 N.E.2d 774, 777 (Ind. 2008Jller v. Reinert,

839 N.E.2d 731, 735 (Ind. Ct. App. 2005). The Seventh Circuit, however, has recently endorsed

8 Defendants also allege that fellow CounterclaimeddaintdHKG and Niels Ihloff share liability for the fraud on
an agency theory through their later ratification of the Agergt. Docket No. 332 at 492. Because we ultimately
grant summary judgment on the fraud claim and other countesciaimhich such agendiability is implicated, we
do not need to address further this theory.
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a limited expansion of Indiana’s privilege “beyond defamation and other similataors to
encompass breach of contract claims”; in its 2010 decisiBaim v. Rolls-Royce Corp26
F.3d 372 (7th Cir. 2010), the coudledthat the privilege barred a breach of contract suit
asserting that a party’s statements in the course of litigation violatedigatmms under a prior
“non-disparagement” covenant. 626 F.3d at 376-378.

In reaching this ruling, thRaincourt noted thialndiana law was silent on the precise
guestion at hand, artde courtherefore “examine[d] the reasoning of courts in other
jurisdictions addressing the same issue and applying their own law for whatevercguatant
the probable direction of stataMdahey may provide.Rain,626 F.3d at 377 (quotingisciotta v.
Old Nat’l Bancorp 499 F.3d 629, 635 (7th Cir. 2007)). Plaintiffs urge that we fotloat
practice here, and they present a series of state court decisions in Califorrda, Bled New
Jersey that extend the litigation privilege to bar actions for fraud (or similgrsteteming from
representations made in the course of judicial proceeddagRocket No. 330 at 24—-2Bilberg
v. Anderson786 P.2d 365, 370 (Cal. 1990) (noting that the privilege can extend to all actions
except malicious prosecution and approving its application to an intentiondhtortacising out
of an attorney’dies about the identity of a witnesgevin, Middlebrooks, Thomas, Mayes &
Mitchell, P.A. v. U.S. Fire Ins. Co639 So. 2d 606, 607—608 (Fla. 1994) (extending privilege to
bar a tortious interference actio®iles v. Phelan, Hallinan & Schmieg, LL8Q1 F. Supp. 2d
509, 523-524 (D.N.J. 2012) (applying the privilege in “expansive” fashion to apply to a number
of torts).

In doing so, however, Plaintiffs ignorecaveat crucial to the Seventh Circuit’'s reasoning
in Rain—that expansion of the doctrine is appropriatdére immunity from liability is

consistent with the purpose of the privilege.” 626 F.3d at Rdihand the cases it cited applied
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the litigation privilege to claims broadly analogous to defamation; in suchxtentencern for
the integrity of judicial proceedingsincluding the protection of statements or disclosures
otherwise actionable-was thought to outweigh the interests ordinarily protected by tort or
contract lawld. (citing Ellis v. KayeKibbey,581 F. Supp. 2d 861, 880-881 (W.D. Mich. 2008);
Wentland v. Was25 Cal. Rptr. 3d.09, 114-115 (Cal. Ct. App. 2005) (“[W]hether the litigation
privilege applies to an action for breach of contract turns on whether its applicatfwrsute
policies underlying the privilege”)). While it is true that Indiana courtel@untenanced the
limited expansion of the privilege beyond its original scope afende tdhe specific tort of
defamation, we are aware of no case in which they aniredfar beyond this core rationale.
Cf. Estate of Mayev. Lax, Inc, 998 N.E.2d 238, 249 (Ind. Ct. App. 201BRin,626 F.3d at 378
(“[T]he question [is] whether applying the litigation privilege in this caseld promote the due
administration of justice and free expression by participants in judicial guioggs.”).

Defendants’ counterclaim for fraud alleges that HK USA and its aiedt® GSG and ATI
during the 2009 litigation about having assigned away the trademark rights upon which the suit
was predicatedye determine that this is not analogous to a suit for defamation or breach of a
non-disparagement covenaBte Estate of Maye998 N.E.2d at 250 (noting that the privilege
does not shield from causes of action “based on the malicious or abusive use of tHe judicia
system”).Barring suits for fraudulent inducement of settlement agreements would undermi
rather than buttress, tiegrity and openness the judicial process that the litigation privilege
seeks to protecBee TruCal v. Conrad Kacsik Instrument Sys., [r805 N.E.2d 40, 46 (Ind. Ct.
App. 2009) (recognizing a cause of action for fraudulent misrepresentation in procuring a

settlement ofitigation). Accordingly, we decline to anticipate or preditat Indiana courts
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would construct the privilege so expansively. Defendants’ fraud counterclaimhosagtand or
fall on its merits.
B. Material Misrepresentation and Intent to Deceive

The first broad prerequisiter fraud liability is the exignce of an intentionally
deceptive written statemetit. order to give rise to liabilityPlaintiffs’ alleged statements the
Settlement Agreement must have begl) fnaterial misrepresentation[s] of past or existing fact
which (2) were] untrue, (3) w[ere] made with knowledge of or in reckless ignoraifiteiof
falsity, [and] (4) [were] made with the intent to deceivedwyers Title Ins. Corp. v. Pokraka,
595 N.E.2d 244, 249 (Ind. 199Defendants take ige with thisformulationof the fraud
standard, insisting that a misrepresentation may be actionable if po@seéde party knowingly
caused another to redn it, even if it was not made with an “intent to deceive.” Docket No. 349
at 28-29In support 6 this—ostensibly—alternative interpretation of the governing Indiana law,
Defendants cit®Rosenbaum v. SeyboRk011 WL 3843946 (N.D. Ind. Aug. 30, 2011), which did
inded recite a different formula. The court there stated that a misrepresentatisarve as the
basis for fraud liability where fivas made with knowledge of or in reckless ignorance of its
falsity . . . [and] was made with the intent to decew@duce the plaintiff to act Rosenbaum,
2011 WL 3843946, at *16 (emphasis added).

The dstinction however, is illusory. As the Indiana courts have explaithedgconcepof
intentionality is inseparable from the tort of fraud. “An intent to deceive, or t&rieis an
element of actual fraud, whether classified as a knowing or reckless misrepir@s@mtas an
additional element to a knowing or reckless misrepresentatidright v. Pennampe®57
N.E.2d 1223, 1230 (Ind. Ct. App. 1995ge also Francis v. AIT Lab2008 WL 4585423, at *5

(S.D. Ind. Oct. 14, 2008). A tortfeasor’s state of mind, of course, can seldom be provey direct

14



evidence that a defendant knew, or should have known, that a representation would induce
reliance is one of several factors that may be probatigeiefter. ‘Proof of intent to deceive is
determined by a review @il of the relevant factors of the particular case . . .. Where a person
knowingly or recklessly makes false representations which the person knows drlstawl

will induce another to act, the finder of fact may logically infer an irttedeceive.In Re
McGinnis,2010 WL 4956376, at *3 (Bankr. S.D. Ind. Nov. 30, 20@@)ng Mayer v. Spanel

Int'l, Ltd., 51 F.3d 670, 673 (7th Cir. 1995)pPefendants’ proposed definition confuses the
required state of mind for fraud with a means of proving such aatre&tatethey are correct,
however, to the extent they assert that their fraud counterclaim can survivargujngment

even if only indirect evidence of Plaintiffs’ intentions exists.

Plaintiffs urge that HK USA'’s representations regarding its owiedtthe MP5
intellectual property in the 2009 Agreement were not actually-fatsealternatively, that the
representations were made in forgivable ignorance of their fadgitprding to Plaintiffs, this is
because the assignment was not complete K accepted it in June 201Gard HK USA’s
recitations that they still owned the MP5 intellectual property in the 2009 Agn¢éeveee thus
both true ananadein good faithWe are thus presented with two questions: first, whether the
Assignment was complketupon execution; and second, if so, whether HK USA and its agents

intentionally deceived Defendants in 2009 by failing to disclose the Assignment.

9 These cases involve the construction of a federal bankruptagestather than Indiana law, but they derive the
“intent to deceive” element of fraud from the common lavhée wod ‘fraud’ implies a requirement of intent to
deceive."Mayer, 51 F.3d at 674 (citingrnst & Ernst v. Hochfelded425 U.S. 185 (1976N\leal v. Clark95 U.S.
704, 709 (1877)).
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The first question is one of contract interpretati@nré-may therefore be decided as a
matter of lawTW Gen. Contracting Servs., Inc. v. First Farmers Bank & Tr@64d N.E.2d
1285, 1287-1288 (Ind. Ct. App. 2009) (“Summary judgment is especially appropriate in the
context of contract interpretation because the construction of a written congragtastiorof
law.”). Both parties concede that Virginia law governs the Assignment, which wested in
Virginia by HK USA, a firm incorporated in that stageeAm. Compl. 1 5; Docket No. 252 at
5. Pointing to a decision of the Eastern District of VirgiMaCloskey & Co., Inc. v. Wright,
363 F. Supp. 223 (E.D. Va. 1973), Plaintifiste the general rule that since mutual assent is
required for a contract to be valin assignment does not take effect until the assignee has
tendered formal acceptance.” 363Jupp. at 228citing 6A C.J.S§ 73). We can thus conclude
as a matter of law that the Assignment was complete only when HKG had manifested its assen

to the transfet?

Plaintiffs’ contention that HKG did not manifest this assent until it “accepted” th
Assignment in June 2010, however, is contradicted both by the text itself and by Blaintiff
previous statements to the Court. The Assignment speaks of the two entitiesgroéétie
minds in the past tense, reciting that they had exchanged “good and valuable consideration,
receipt of which is hereby acknowledged.” Docket No. 251-2 lat their court filings, Plaintiffs
have conceded, implicitly or explicitly, that the Assignment was effective aatkeotlits
execution, just as it appears to be on its faca.reply brief in support of their motion to amend

their complaint, Plaintiffs stated in March 2012 that the MP5 “rights wesigreed on March 19,

10 pefendants cite an Eastern District of Virginia kiuptcy decision for the proposition that an assignt

becomes valid and “irrevocable” when properly supported by caasioie. SeeDocket No. 370 (Defs.’ StiReply)

at 7 (citingln re Himes53 B.R. 948, 951 (Bankr. E.D. Va. 1985)). As Defendants’ otaticns towilliston on
Contractsmake clear, however, an assignmetike any other contraetrequires the mutual assent of the parties to
be valid.See29 Williston on Contracts 8§ 74:3 (4th ed.). Whilef@wlants are thus correct to assert that an
assignment is irrevocable oncengleted, their argument skips a step.
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2009,” and that “[a]ssignment of the registered MP5ksitnom HK USA to HK GmbH, a

matter of pblic record, was effectuated March 19, 2009 and recorded on June 20, 2010.” Docket
No. 39 at 7, 8-9. More recently, in answering Defendants’ amended counterclaims, Plaintiffs
stated that the “publicifiled Short Form Assignment speaks for itself.” Docket No. 265 at { 26.
Still more recently, in &lovember 2014 motion for terlocutory appeal of an earlier ruling
Plaintiffs unequivocally statas “undisputed” factghat: “HK USA assigned the MP5 trademark
to HKG an March 19, 2009” and “HK did not disclose the assignment of the trademark to
GSG/ATI before the execution of the Settlement Agreem@&ucket No. 399 at 6, 1 2, 6. The
only evidence that Plaintiffs present to support their theory of a belated 2@Eptaace” by

HKG is the declaration of HKG attorney, Isolde Kurz-Cooper. Cooper Decl. § 10. Plaintiffs do
not claim that there was any written memorialization of this acceptance, rso€doper provide
any further details than this bare assertion. Even assuming that Cooper had #ite fegt:

hand knowledge to convdrer statemerihto admissible evidence, we decline to accept
Plaintiffs’ newly-proffered andlearly selfserving theory when it cuts so clearly against the
consistent body of their own statements on the questi®ae Bank Leumi Lisrael, B.M.v.

Lee, 928 F.2d 232, 237 (7th Cir. 1991) (“We have consistently held that a genuine issue of

material fact cannot be established by a party contradicting his own earlier statermess

11 Plaintiffs assert in reply that the incongruityween their body of earlier statements and their thewry stems
from the fact that they were simply unaware of the thrust op€cds testimony on the matter ur@iboper informed
them of the point on May 26, 2014 as they were preparing for sonjusigment. They had not earlier inquired into
the matter, Plaintiffs’ counsel now state, becahsg “simply did not believe facts relating to thesignment were

... Iimportant” until after the Court ruled against theirtion to dismiss the amended counterclaims in Mal428ee
Docket No. 363 at 11. We do not think that inaftemto an obviously material factual issue is atible
explanation” for Plaintiffs’ abrupthange of course. Moreover, the explanation Plaintiffs proffee is rather
undermined by their assertion, in a motion fisdter the ones before us, that the March 2009 execution of the
Assignment and HK USA's failure to disclose it i t©ctober 208 Agreement were “undisputed” fac&ee

Docket No. 399 at 6, 11 2, 6.
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there is a plausible explanation for the incongruity.”) (ciichardson v. Bond860 F.2d

1427, 1433 (7th Cir. 1988)).

A genuine issue of material fact remains, however, with respect to Plaintiist to
defraud. HK USA'’s president G. Wayne Weber, who signed both the Assignment and the
Agreement on the company’s behalf, did state that he “expected them [GSG, ATlj@md®r
rely on the representations made by HK” in the discussions leading to the 2008esgttle
Docket No. 332-1 (Weber Aug. 2014 Deat)91-92 12 Nonethelesshe maintained in his
testimony that, in his view at the time, the Assignment had no direct bearing on the ongoing
20009 litigation: “I really didn’t compare the two or relate the two. This avagternal document
between HKG and HKI, in my opinion¥ Docket No. 330-5 (Weber June 2014 Dejh55-56.

In other words, as Plaintiffs have argued, Weber did not see the Assignment as toatezial
2009 Agreement because the settlement expressly bound not only HK USA, but any “parents,
subsidiaries, successors, and assigns.” Docket Nb.a4%, { 21. A reasonable jury coutder
Plaintiffs’ deceptive intent from the plawords andneaning of the Assignment itself, but
Defendants have offered no evidence that directly contradicts Weber’s accounter¥ftar¢h
conclude that the issue of intent nahbe resolved in eidn party’s favomt this stage of the

proceedings.

C. Reliance and Proximate Causation

2While Weber was asked in this deposition, more ifipally, if he intended GSG and ATI to rely on the
representations HK USA made in thgreementhe answered in different formasing: “I expected them to rely on
the representations made by ldiring this meetingyes.” Weber 2014 Dep. at 92 (emphasis added).

B This account is lent at least some plausibilitythy fact that HK USA and HKG are, as their namegysst,
corporate affiliates. Though the entities were separated b$layers” at the time, Heckler & Koch GmbH (HKG)
was and is the “ultimate parent” company of Heckldf@h, Inc. (HK USA). Weber Apr. 2013 Dep. (Docket No.
330-2) at 5155.
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The intertwined issues of reliance and proximate cause have been the focus of the parties’
arguments through several stages of the litigation. We conclude,, shéaddefendants have
failed to meet their evidentiary burdeand that summary judgment on the fraud counterclaim

must therefore be granted in Plaintiffs’ favor.

For a claimant to recover under a fraud theory, “it must show that it had a riglyt dm rel
the . . . misrepresentations and that it did in fact rely on the misrepresentatitsndetriment.”
Young v. Thompsoii94 N.E.2d 446, 448 (Ind. Ct. App. 2003) (quotBaptt v. Bodor, INncG71
N.E.2d 313, 321 (Ind. Ct. App. 1991)). The right of reliance may often be more difficult to
determine than the fact of reliance, for “the legal obligation that a person exéecisommon
sense and judgment of which he is possessed is a practical limitation on the aityiamfabil
various representations?lymale v. Upright419 N.E.2d 756, 762 (Ind. Ct. App. 1981). In order
to prevail on their fraud counterclaim, Defendants must therefore establisheinaasonably
relied on HK USA’s misrepresentations with respect to its ownership of therigs
contaned in the 2009 Settlement Agreement, and that this reliance proximatsgddaeir

damagesSeeDocket No. 251 at 1 38-39.

1. The right of reliance

The parties first join issue on thight of reliance—whether a litigantin the position of
GSG and ATIiin the 2009 litigation could ever reasonably rely on the representations of their
party opponents in the preliminary clauses of a settlement agreémamirevious ruling on
Plaintiffs’ motion to dismiss the fraud counterclaim, we concluded thainQafgs had
adequately stated a claim with respect to reliance; in doing sefused to foreclose, as a

matter of law, the possibility that GSG and ATI could have reasonably relied onfflaint
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misrepresentations in signing the 2009 AgreenteeDocket No. 215 at 16-17. Plaintiffs now
urge that no right of reliance ever existed, for two reasons: first, becaudlegled a
misrepresentations were only “preliminary recitals” to a contract and thusenotaper subjects
of reliance; and second, becauseeadaries in a lawsuit cannot reasonably rely on the

representations of their opponents in arm’s length settlement negotiations.

Plaintiffs assert that, because the preliminary recitals of a settlement agreement are
“typically restatements of the very igg1over which the parties disagreed in the litigation,” they
should not be considered “misrepresentations” giving rise to an opponent’s reasoraiie.rel
Docket No. 330 at 17-18. “[I]n nearly 200 years of jurisprudence,” they add, “Counterclaim
Defendars are not aware of a single Indiana state court opinion holding that the preliminary
recitals of a settlement agreement may form the basis of a fraud didim/hile Plaintiffs are
correct that Indiana law has rertdorsed recovery for a fraud claim &éa®n such “preliminary
recitals,” neither has it specifically foreclosed such a possibility. Rathéanadourts have
recognized that preliminary recitals, although less probative than the languagébaidyieof a
contract, may be useful in interpreting the contract as a whoBtetin v. Panel Mart, Inc434
N.E.2d 97 (Ind. Ct. App. 1982), the Indiana Court of Appeals read a preliminary recital as
“clearly establish[ing] the intention of the parties” and as “eras[ing]rii@guity” which
clouded the body of the contract as to its meaning. 434 N.E.2d aEfl&erfoot v. Kessener,

84 N.E.2d 190, 199 (Ind. 1949) (observing that “the preliminary recitals of the contract may be
of some value, but they are not contractual, and can not [sic] be permitted to contxpréss e
provisions of the contract which are contractual in nature”). The SeventhtQmaudecision
applying Indiana law, ruled that a party was estopped from reciting in a ctafeatminary

clauses that ivas “engaged in theusiness of selling scientific and rare earth metals” and then
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later claiming to be inexperienced in the subj&aurus Holding Co. of Am., Inc. v. Thompson,
129 F.3d 1268, at *367th Cir. 1997)1* To be sure, where a settlement agreement expressly
states that its contents are jointly authored, as does the AgreemesebBra;ket No. 451 at |
15, it is implausible as a matter of fact that one party could “relydnystatement contained in
the agreement, or that such reliance would be reaserablee discuss below. Butevbelieve

it is fair to construe the statements that “HK owns a federal trademark regmsinatii@ mark
‘MP5” and “HK claims to own in the United States a proprietary trade dress s@dmf the
design of certain elements of thH°5 firearms” as the distillation of HK USA'’s litigation stance,
which it was reaffirming in writing by endorsing the jointtgnstructed Agreement. Docket No.

45-1 at 1, 7 15.

Second, Plaintiffs assert that GSG, ATI and Orion cannot have reasonalalyorehi
USA'’s representations in the Agreement because it was a settieagetiaited aarm’s length,
and as such, Defendantduty . . . to be diligent in safeguarding [their] interests” foreclosed any
right of relianceSee Yound/94 N.E.2d at 449 (citinglymale,419 N.E.2d at 762)n doing so,
they rely primarily orPrall v. Indiana National Bank27 N.E.2d 1374 (Ind. Ct. App. 1994), in
which the Indiana Court of Appeals rejected the argument of a party to a liadddiage
agreement that it hazeen fraudulently induced to sign the agreement by false oral
representations. 627 N.E.2d at 1378-1379. There, the court found that the plaintiff had

“presented no evidence or argument to show that [defendant’s] alleged misrim@se about

14 As Plaintiffs point outTaurus Holdingis an unpublished decision without precedentiagieiWe cite it only for
its illustrative value, and not under any misappretion that it is controlling. Plaintiffs also ndkeat the court in
Taurus Holding Corejected a claim for fraudn the grounds that the claimant had not established its reasonable
reliance.SeeDocket No. 363 at 5. While this is true, it is lesthe point; we cited the case in an earlier ergey
Defendants cite it now-not on thefactualissue of reliance, but to support the notion thdidna law need not view
a contract’s preliminary recitals as entirely meaningless.
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the disbursements induced him to sign the release . . . . Also, in executing the redaatsd [pl

was an adverse party dealing at arms length with [defend&htht 1379.

We agree with Defendants that the present case is distinguishattlithe general rule
Plaintiffs seek to derive frorRrall is overbroadPrall dealt with an agreement’s integration
clause, and the polidpterest in reconcilig the possibility of claims for fraudulent inducement
with the dictates of the parol evidence ris the Indiana aart in a similar case put it: “The
exception for a party who has ‘been induced by a fraudulent misrepresentation to enter the
contract,” must not be stretched or inflated in a way that weelderéy undermine the policy of
the parol evidence rule.TCircle Ctr. Dev. Co. v. Y/G Ind., LF762 N.E.2d 176, 180 (Ind. Ct.
App. 2002) (quotindJrschel Farms, Inc. v. Dekalb Swine Breeders,, 1868 F. Supp. 831, 840
(N.D. Ind. 1994)). Here, Defendants do not seek to void a release on the grounds that it was
fraudulently induced by oral statements; rather, the misrepresentations to whigoithtegre
present on the face of the Agreement itsedfe TreCal, Inc. v. Conrad Kacsik Instrument Sys.,
Inc., 905 N.E.2d 40, 46 (Ind. Ct. App. 2009) (distinguishingll, which “dealt with alleged oral
misrepresentations made prior to theanwn of the contract,” frorfactsin which “the alleged

fraud . . . involves a forged employment agreement that was filed in a court of law”).

Plaintiffs also overreach in citirgrall as establishing a general rule that “[a] prerequisite

to the right of reliance is that the relying party be in a subordinate positi@untket No. 330 at

15 A special relationship between the parties feaserequirement foconstructivefraud liability. A party may be
liable for constructive fraud on the basis of itsissions as well as its affirmative misrepreseatesj so long as its
relationship with the defrauded party is fiduciary in naturesiara buyesseller context-where it enjoysthe

unique possession of knowledge not possessecetmtiier and may thereby enjoy a position of superiority over the
other.”Mullen v. Cogdell643 N.E.2d 390, 401 (Ind. Ct. App. 1994k Plaintiffs point out, we have already ruled,
on a previous motion to dismiss, that there was no such speleiidnship between the parties here that could
support a constructive fraud clai®eeDocket No. 215 at 220. The absence of such a relationship is not fatal to a
claim for actual fraud, however.
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19 (citingPrall, 627 N.E.2dat 1379). Instead, Indiana law cautions that while a party who was
not in a subordinate bargaining position may still be the victim of fraud, such a party has no
excuse from its duty to “exercise the common sense and judgment of whscpdssessed.”
Thompson794 N.E.2d at 448. “[W]here persons stand mentally on equal foatidgn no
fiduciary relation the law will not protect one who fails to exercise common sense and
judgment.”ld. (quotingPlymale,419N.E.2d at 762)This means, for instancthat a party
negotiatilg at arms length—and represented by an attorney—cannot claim to have been
defraudd by an agreement he failed to read carefdbse Plymale419 N.E.2d at 762

(“Common sense dictates, and our system of jurisprudence requires . . . thatgueydiged in

the negotiation of a contract . . . be obligated to protect their interest by readirnegrterat
documents before signing.”). Nor can a party to an agreement claim that he was defraede
“plainly had the means at hand to unearth the fraud” before signirgeenlruCal, 905 N.E.2d

at 46. Here, however, it is not apparent that the falsity of HK USA’s representatild have
been revealed by the exercise of reasonable diligéftb@ugh it may true, as Plaintiffs insist,
that the PTO website showed a record of HKG'’s request that its own applifatihe MP5
trademark be heloh abeyance because an assignment of the figintsHK USAwas “being
worked,” Docket No. 330-3 at 22, accessing this information would hardly have given GSG and
ATI notice that the assignment wesmplete. SeBocket No. 363 at 3. PTO records showed as
of October 2009 that HK USA was the registered holder of the MP5 trademark, and irstided it
was; neither the PTO nor anyone else outside the Heckler & Koch corpordteviasi

apparently aware that an assignment of the rights had already been exXdondedsuch
circumstances, we cannot conclude that any reliance upon HK USA’s alleged misrepoesentat

would have beemherentlyunreasonable.
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2. The fact of reliance

It is upon thedfact of reliance that Defendants’ fraud counterclaim founders. In denying
Plaintiffs’ motion to dismiss, we concluded that Defendants had successfully pteagted
reliance, judging that “it is at least plausible that [Defendantslingitess to pay $300,000 to
settle the [2009] litigation reflected their judgment that HK'’s claims of trademaimkgement
had merit—a judgment informed by HK’s representations that it owned the MP5 &ni&dem
Docket No. 215 at 16-17. In a second ruling on Plaintiffs’ motion to dismiss the amended
counterclaim, we held that Defendants had aig@iciently pleaded proximate causati@ee
Docket No. 298 at 1223.1° We have also observed, however, that Defendants’ theories face an
“uphill evidentiary climb”—for in order to prevail on their claim, they mtisgconstruct history,
showing that a mrepresentation caused them damages they would not have suffered otherwise.”
Docket No. 298 at 29—-30. As the Seventh Circuit has often bluntly stated, “summary judgment is
the ‘put up or shut up’ moment in a lawsuit, when a party must show what evidence it has that
would convince a trier of fact to accept its version of evedtshhson v. Cambridge Indus., Inc.
325 F.3d 892, 901 (7th Cir. 2003) (quotiBghacht v. Wis. Dep’t of Corrl75 F.3d 497, 504

(7th Cir. 1999)). Measured against that standardjwdeDefendants’ evidence of reliance

wanting.

% 1n doing so, we noted Defendants’ plausible allegations coingetime effect of the assignment on Plaintiffs’
standing to bring the 2009 lawsuit (and, accordingly, the amounnudgizs it could have recovered had its
assignment of the IP rights been disclosed), as well asstimadey of Defendants’ expert Kennéifermain that the
Assignment had weakened the valué¢haf underlyingrademark and trade dresghts SeeDocket No. 298 at 18
22. We do not need to revisit these conclusions under the motsgxxaanmary judgment standard, because we
conclude that Defedants have failed to establish the element of reliatvdeich is, of course, a prerequisite to the
existence of proximate causation and damages in a fraud claim.
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The strongest evidence weighing against Defendants is the Settlement Agreeatient its

One of the Agreement’s preliminary recitals reads as follows:

WHEREAS, GSG, ATI and Orion have filed in said Lawfetferdants’ Answer
and Counterclainin which they seek a judgment declarimger alia, that their
activities do not infringe, and have not infringed, any intellectual property rights
of HK or otherwise violate any law, and that HK does not own the trademark,
trade dress and other intellectual property rights it claims to own.

Docket No. 45-Jat 1 In the body of the Agreement itself, Defendants make the following
statement:

9. No admission of liabilityln entering into this Agreement, Defendants make no
admssion of liability for the claims made against them in the Lavgguit

otherwise acknowledge the existence of any rights claimed byShitilarly, HK
makes no admission of the validity of Defendants’ contentions and/or claims in
this proceeding against HK.

Id. at § 9 (emphasis adde@)efendants counter that these statements in the Agreement are
“nothing other than a rephrasing of Defendants’ counterclaim in the 2009 Litigatnehyere
not intendedo reflect Defendants’ actubkliefat the time the Aggement was signed. Docket
No. 349 at 25. This argument is a double-edged sword for Defendants: if these contractual
statements are not construed as “representations” on their part, then thenprglnetitals on
which the entire fraud counterclaim is basashose language is markedly similar—can hardly
be construed as “representations” themselv&geDocket No. 45-1 at 1. The Agreement
stipulates that it has been “drafted jointly by all of the parties” in its entlcetgt § 15. Either
this nominal jent authorship renders its characterizations of the parties’ respective mositio

unfit to be attributd to either party individuall-in which case théoundation of the fraud

17 0One preliminary clause in the Agreement recites that thnsto own in the United Statesproprietary trade
dress comprised of the designs of certain elements of the ikdBEis (the ‘MP5 trade dress’),” while another
states more emphatically that “Hivnsa federal trademark registration in the mark ‘MP5.” Docket 861 at 1
(emphasis dded). Since Plaintiffs did not claim in the 2009 Litigationr{ow) that Defendants infringed the MP5
trade mark itself, it is the representation concerning traelesdhat is more relevant.
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counterclaim falls away entirely for lack of any specific misrepresentatiotaonifs’ part—or
the parties’ statements therein should be taken at face value, in which case Defendesdl/exp

disclaimed reliancdd. at T 9.

Even if we look beyond the Agreement’s text, Defendants have proven tmabtav
any affirmative evidencthat they relied upon Plaintiffs’ false statement of ownership to their
detriment.Defendants argue that they assunme@ctober 2009 thaiK USA owned the
trademark and trade dress that it claimed to own, and that it was only basedassuhgttion
that they were willing to pay HK USA $300,000 and cease production of their GSG-5 weapon.
Docket No. 349 at 23. It is a plausible explanation. But theatlesast one other plausible
explanation—that GSG and ATI settled in order to put an end to expeitigiagdn, stifle bad
publicity, or protect business relationshifsind that they meant what they said in the
Agreement disclaiming any reliance on HK USA’s claim to have enforceable mgis MP5.
At any rate, argument—no matter how plausibig+rsuficient to survive summary judgment;
Defendants neeelvidencesupporting an inference of reliance. They must show evidence
permitting a facfinder to conclude not only that signing the Agreement with Plaintiffs turned
out to be a bad deal for Defendants, but that Defendants entered into that Agreemlent—a

incurred those damagesspecifically in reliance upon the misrepresentations at issue.

Defendantgoint to three pieces of testimony on the question, but none suffices to carry
their burdenThe first s the deposition of ATI president Anthony DiChario, who answered a

guestion on crosexamination as follows:

18 Defendants contend in support of their claim fotidms interference that ATI president DiChario was pressured
to settle the 2009 litigation by Plaintiffs’ subpoenas of Ablsiness partners and the threats of further subpoenas.
SeeDocket No. 1181 at T 8.
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Q: So if what I'm understanding is correct, the only thing that would have kept
you from signing that very same Settlement Agreement with HK Gerias
opposed to HK USA was your belief, whether correct or not, that HK Germany is
not allowed to bring a lawsuit in this country against you; is that right?

A: | told you | would not settle the suit with [HK] Germany. There would be no
cause to it, no reason, no ability for them to control the commerce here in
America unless they had an interest like HK USA here. | know that. | knew that
when the suit started and it's not an option. | would not settle.

Docket No. 332-7 (DiChario Dep.) at 3@iChario’stestimony speaks to the strategic
considerations governing the decision to settig/potheticaP009suit initiated by HKG rather
than HK USA he did not testify as to whether GSG and ATI actually believed HK USA’s

representations or acted accordinghtat toelief.

Second, Defendants point to the testimony of GSG president Michael Swoboda, who
testified in 2012 to his understanding of the nature of his company’s fraud countexgéaiat

HK USA:

Q: Can you describe for me what your understanding was of the nature of those
[counter]claims?®

A: One point is as | know that we have made a Settlement Agreement with the
company. They have had no rights at all. So I'm a German, | know a little bit [sic]
German. I’'m not familiar with the U.S. law, but | cgreak only for German law.

If you make an agreement with company [sic] that has no rights it's fraud and my
opinion is [that this] Settlement Agreement we have made is only confetti,
nothing more, because this company has had no rights at all, becausdéehay

the rights of another company.

Docket No. 332-2 (Swoboda Dep.) at 318-319. Mr. Swoboda’s testimony establishes that, as of

2012, he believed that his company had been defrauded by HK @sl&ast according to the

9 Defendants’ counsel objected to this question ergtiounds that it called for a legal conclusion. M/tie
objection likely has merit, we present the testignsimce it is Defendants who now designate it &irtfavor.
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standards of German law. It saystmng at all, however, about whether Defendants relied on the

misrepresentations at issune2009.

Finally, Defendants refer us to the testimony of their expert Dr. Kenneth (Bekmine

opined:

The ownership issues that had developed by the time &fettement Agreement
in the 2009 litigation so significantly undermined the validity of the MP5
registration and the enforceability of the MP5 mark that the HK Entities had
unwarranted leverage to extract concessions from GSG/ATI because of the HK
Entities’ failure to disclose the vulnerability of the trademark to GSG/ATI.

Docket No. 251-3 (Germaindport) at 6. Accepting Germagbpinions asorrect for the

purposes of this motion would support the conclusion that the Settlement Agreement tlias wor
less han the price Defendants paid for it. But as an outside expert, Germain did not, and coul
not, testify to the separate question of whether HK USA’s “unwarranted leverciyally

influenced Defendants’ calculations in signing the Agreement.

It seems @ar to us that HK USA, at the very least, conducted itself in an underhanded
manner by initiating a suit for trade dress infringement, assigning away thethightsrmed the
basis of the suit, and then settlitng tsuit without disclosing thes&ignmentSuch behavior may
have been subject to sanction by the court with jurisdiction over the 2009 Litigaadityifor
fraud is a different matter, however. As regrettable as it may be to allow suchr@déilu
forthrightness to go unpunishetle law ntentionally gives fraud claimants a steep mountain to
climb, for “fraud is easy to allege and difficult to proveé&sée Bower v. Joneg78 F.2d 1004,

1012 (7th Cir. 1992). Defendants’ claim here is fatally undermined by the plain text of the
Agreement ddavowing any reliance. While we recognize, of course, the abgtsability that
such language was disingenuous boilerplate, soredble factinder would needffirmative

evidence to find it so. Defendants have come forth with some evidence thafrésm&nt was
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harmful to their interests, but not that it was Plaintiffs’ misrepresentationst, théimeother

considerations, that prompted them to enter into it.

We accordingly GRANT Plaintiffs’ motion for summary judgmentGounterclaim

Count land CENY Defendants’ motion for summary judgment on that count.

Il. Counterclaim Count Ill —Deception Under Indiana Code § 3%3-5-3(a)

Defendants’ Counterclaim Count Heeks treble damages under@rame Victim Relief
Act for Plaintiffs’ crime of “decepon.” Docket No. 251 at 1 69—7Roth parties seek summary

judgment on this count.

Indiana’s Crime Victim Relief Act (CVRA), Ind. Code §-24-3-1, provideshat a
person who “suffers a pecuniary loss” as a result of another person’s violation iof cemanal
statutes may recover treble damages and other costs and fees. Ind. C@deEL3Among the
crimes for which victims may obtain recovery under the CVRA is “deceptio@fass A
misdemeanodefined for purposes of this action as “knowinghyrdgentionally mak[ing] a false
or misleading written statement with intent to obtain property, employment, or aatiedat
opportunity.” Ind. Code § 35-43-3R2). The factual allegations underpinning Defendants’
counterclaim for deception are the saamsehose upon which the fraud coualam is based-
that Plaintiffslied about their ownership of the MP5 intellectual property in the 2009 Settlement

Agreement. Docket No. 251 at 1 69-70.

Plaintiffs seek summary judgment on three grounds: that theezolanm is barred by
the CVRA's statute of limitations, that Defendants have failed to establishetfegpisite
elements for tort recovery, and that the counterclaim is barred by Indianagditigrivilege.
Plaintiffs’ argument for the application of the litigation privilege merepyrises the theory they

29



presented in relation to the fraud counterclaaageDocket No. 330 at 33; wierefore reject that
argumenfor the same reasons we outlined above. We address Plaintiffs’ two remaining

arguments in turn.

A. The Statute of Limitations

Because claims under the CVRA are “penal” in nature, Indiana courts have determined
that a tweyear statute of limitations appligSlark v. Univ. of Evansvillé[84 N.E.2d 942, 945—
946 (Ind. Ct. App. 2003) (citinBrowning v. Walters16 N.E.2d 1040, 1046 (Ind. Ct. App.
1993)).As Defendants point out, however, the state’s “fraudulent concealment” statute may
influence the tweyear period’s starting point: “If a person liable to an action conceals the fact
from theknowledge of the person entitled to bring the action, the action may be brought at any
time within the period of limitatioafter the discovergf the cause ddction” Ind. Code § 34-
11-5-1 (emphasis added). This provision “effectively moves the date on which the statut
limitation[s] begins to run forward from the date of the alleged tort to the digcda&e.”
Alldredge v. Good Samaritan Home, In@ N.E.3d 1257, 1262 (Ind. 2014) (citiMalachowski

v. Bank One, Indianapoli$90 N.E.2d 559, 563 (Ind. 1992)).

Defendants first asserted this deception counterclaim on July 13, 2012, when they filed
their first Answer and CounterclaimSeeDocket No. 56. The claim is therefore barred by the
two-year statute of limitations if Defendants knew of, or should have known of, the alleged
deception before July 13, 201%ee Laun v. Laurz008 WL 90778, at *12—-15 (N.D. Ind. Jan. 9,
2008).Plaintiffs insist that, even if the “date of discovery” rule applies, the two yeausdsh

have begun to run on June 20, 2010, when Plaintiffs filed the Assignment with the PTO—thus,

30



according to their account, givim@efendants “constructive notitef the alleged deception they

had suffered. Docket No. 330 at 31-32 (citing 15 U.S.C. § 1060(4)).

The key issue raised by Plaintiffs’ statute of limitations defense is thereforeenhatd
for how long, Plaintiffs concealed the Assignment from Defendants after théndatkbeiged
harm occurred in 2009. “The law narrowly defines concealment, and generally theroemtea
mustbe active and intentionalQlcott Int’l & Co. v. Micro Data Base Sys., InG93 N.E.2d
1063, 1072 (Ind. Ct. App. 2003). “The affirmative acts of concealment must be calculated to
mislead and hinder a plaintiff from obtaining information by the use ahargdiligence, or to
prevent inquiry or elude investigation. There must be some trick or contrivaaondedtby the
defrauder to exclude suspicion and prevent inquilgtinson v. Blackwel885 N.E.2d 25, 32
(Ind. Ct. App. 2008). As to the alleged victim, “to invoke the protection provided by this statute .
.. the plaintiff is charged with the responsibility of exercising due diligencedowdisthe
claims.”Malachowski590 N.E.2d at 563-564 (citirginds v. McNair,129 N.E.2d 553, 560

(Ind. 1955)).

This is a strenuous standard, and Plaintiffs lean on it, arguing that, had Defendants
exercised due diligence, they would have discovered the pubireljable PTO record of the
assignment any time after HKG registered it in June 2010. Docket No. 330 at 32 (citing Docket
No. 2512). But even if it is true that Plaintiffs were guilty of no “active and intentiona
concealment after they registered the Assignment with the PTO, it would lasamabéle to
expect GSG and ATI to be vigilant in searchingR€cords in June 2010 on the affance that
they might find that HK USA had deceived them in a Ishggecompleted negotiation. HK
USA'’s failure to disclose the Assignment when the disclosure would have hadoeleviaat

is, during the 2004tlgation—was arguably the type of concealment necessary to toll the
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limitations period. Defendanttate that thegid not learn of the Assignment until Plaintiffs
incidentally disclosed it on February 10, 2012 in the connection with the currenidrigatd
theyasserted the deception counterclaim some five months ther&aftBrocket No. 39

(Plaintiff's motion to amend complaint). Summary judgment is inappropriate ortif$ain

statute of limitations defense where there is at least a question of fact ashterninehe

exercise of reasonable diligence, Defendants should have known about the cause offaation be
they actually learned of iSeeLaun,2008 WL 90778, at *12—-15 (finding summary judgment not
warranted on a CVRA claim because there was a gefashel issue regarding the claimant’s
date of discovery)The statute of limitations issue is ultimately academic, however, because

Defendants have not established the necessary elements of their deception claim.

B. Elements of the Deception Claim

The CVRA is “punitive in nature and must be strictly construédaherty & Collins,
Inc. v. BBR-Vision I, L.R990 N.E.2d 958, 968 (Ind. Ct. App. 201RgtionsCredit Commercial
Corp. v. Grauel Enters., Inc703 N.E.2d 1072, 1078 (Ind. Ct. App. 1998). Idarto obtain a
civil recovery under the statute, Defendants must accordingly “show a violatibteastone of
the code sections listed in the statute and must demonstrate that the vezlated the loss
suffered by the plaintiff. Flaherty,990 N.E.2d at 96&citing McLemore v. McLemor&27

N.E.2d 1135, 1144 (Ind. Ct. App. 2005)).

In addition to proof of a prohibited act and proximate causation, Plaintiffs contend that
Defendants are required to establish reliance, just as they were in order to rectraedf
Docket No. 330 at 32. Plaintiffely for this assertion primarily dduller Mortgage Associates,

Inc. v. Keegan329 F. Supp. 1507 (S.D. Ind. 1993), a decismowhich the Southern District of
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Indiana courfound that deception and other statutory offenses are “loesadd are essentially
permutations of” common law fraud—and thus implicitly endorsed the notion that proof of
reliance is a prerequisite of recovery for deception under the CVRA. 829 F. SUpR1a his

IS not quite correct. As the United States Som@e€ourt has noted, “[r]eliance is not a general
limitation on civil recovery in tort; it ‘is a specialized condition that reaygpto have grown up
with common law fraud.”Bridge v. Phoenix Bond & Indem. €853 U.S. 639, 655-656 (2008)
(quotingAnza v. Ideal Steel Supply Corp4,7 U.S. 451, 477 (2006) (Thomas, J., concurring in
part and dissenting in part)). In Indiana, of course, “no comiaercrimes exist, and the
legislature fixes the elements necessary for any statationg. We may not read intbstatute
that which is not the expressed intent of the legislatéme.” Heritage Banco, Inc. v.
McNaughton879 N.E.2d 1110, 1117-1118 (Ind. Ct. App. 2008) (qudfingtts v. Statel 87
N.E.2d 571, 573 (Ind. 1963) (additional citations omitted)jeliance element is prescribed in
neither the deception criminal statute, Ind. Code 8§ 35-3@&}-nor the CVRA statute providing
for civil recovery,Ind. Code 8§ 34-24-3; nor the Indiana case law interpreting the CVRA,
Flaherty & Collins,990 N.E.2d at 9685quires v. Utility/Trailers of Indianapolis, In686

N.E.2d 416, 420-421 (Ind. Ct. App. 1987). We therefore decline, in accord with the Indiana
courts, to read an expligieliance requirement into thestatutesSee Am. Heritage Banc®79
N.E.2d at 1118Decatur Ventures, LLC v. Stapleton Ventures, IB€3 F. Supp. 2d 829, 851
(S.D. Ind. 2005) (“The Plaintiffs must simply show by a preponderance of the evidence that the
Defendants committed the crime of deception, and that as a result Plaintéfeduffpecuniary

loss.”).

Plaintiffs’ argument for summary judgment prevails in spite of their definitiona

overreach, however. Here, as is so often the case, proof of reliance is iaeénivith proof of
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proximate cause. In order for one party’s adtédhe proximate cause of another’s harm, it
“must have set in motion a chain of circumstances that in natural and continuousedgad

to the resulting injury. Proximate cause requires, at a minimum, that the harchnedhlave
occurred but for the defendant’s condu€@drey v. Ind. Physical Therapy, 1n©26 N.E.2d

1126, 1129 (Ind. Ct. App. 2010) (citikdpmilton v. Ashton346 N.E.2d 309, 316 (Ind. Ct. App.
2006)). The only pathway in this case through which Plaintiffs’ written misrepesserst could
have harmed Defendants is the Settlement Agreermmd those misrepresentations could not
have been the “but for” cause of Defendants’ decision to sign that Agreement unkasdaDes
relied upon them. Defendants attempt to establish proximate cause by pointing to evidence that
the Agreement damaged them, chiefly becdlamtiffs’ loss of standing after the Assignment
undermined the strength of their infringement claffiBut this evidence suffers from the same
fundamental flaw as Defendants’ putative evidence of reliance: it may establishtédralty of
Plaintiffs’ misrepresentations, but it fails to build a bridge betweendhantil the loss-in

particular, by offering no counterweight to Defendants’ own contractual disclaimeliance.

For the same reason that we granted Plaintiffs’ motion for summary judgmarst dige

fraud counterclaim, we therefore GRANT Plairgtifinotion for summary judgment as to

20 Defendants incorporate here by reference their proximate cadsemee in conndon with the fraud
counterclaimSeeDocket No. 349 at 44; 392. Of particular salience is an excerpt from the expert repor
Kenneth Germain, in which he opines that “falsehoods inipgiihe continued vitality of the MP5 mark almost
certainly cause@SG/ATI to settle on terms more favorable to the [EtKities than a weakened or invalid mark
would have justified.” Docket No. 253 at 9, 1 19. If accepted as true, this tends to establistnéhaeakness of
HK USA'’s claim to own the intellectual progg rights, unbeknownst to Defendants, made the settlement terms
more beneficial for HK USA than they should have been. To the dkigrhis statement implies that the
“falsehoods imperiling the continued vitalitghusedefendants talecideto settle—rather than caused the
Agreement to be unfavorable, we determine that any such asdgrtteermain is speculative and outside his
expertise, which is in trademarks and intellecpraperty law, not Defendants’ decisiamaking processSee
Docket No. 2513 at { 1 (expert credentials). As we have stated above mdrawiinference of reliance from the
unfavorable nature of the Agreement to Defendants in light ofdisgelosed facts is unreasonable when weighed
against the structure and language of theeAgrent itself.
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Defendants’ Counterclaim Count Il for deception, and DENY Defendants’ motionriamary

judgment on that count.

II. Counterclaim Count VII — Tortious Interference with Business Relationship

Both parties seek summary judgment on Count VII of Defendants’ counterclaims, which
alleges that Plaintiffs tortuously interfered with GSG afAd’'#\business relationships in the
course of the 2009 litigation. In order to prevail dorious interference claim, a claimantist
establish the following(1) the existence of a valid relationship; (2) the defendant’s knowledge
of the existence ohe relationship; (3) the defendant’s intentional interference with that
relationship through some independent unlawful acts; (4) the absence of fistifiaad (5)
damages resulting from defendant’s wrongfulrifeieence with the relationshiperidian Fin.
Advisors, Ltd. v. Penc&63 F. Supp. 2d 1046, 1063 (S.D. Ind. 20EBe also Levee v.
Beeching,/729 N.E.2d 215, 222 (Ind. Ct. App. 2000) (citiBgadley v. Hall,720 N.E.2d 737,

750 (Ind. Ct. App. 1999)).

Defendants assert that HK USA committedibus interference by filing the 2009
lawsuit, maintaining it after ihad surreptitiously assigned to HKG the MP5 intellectual property
rights, and serving subpoenas on Defendants’ business partners during the 2009 |Xiga&on.
specifically, they stte that Orion Arms Corporation, an ATI customer, ceased making weapons
purchases from ATI after Plaintiffs named it as adefendant with GSG and ATI in the 2009
lawsuit. Docket No. 33@-(ATI's Third Supplemental Answers to Interrogatories) at 5.
Defendants list a further 13 ATI customers who they assert reduced their busiassships

with Defendants-er ceased them entirelyafter Plaintiffs served them with subpoenas on
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August 24, 2009, in connection with the 20009 litigattéid. at 6-7. Accordingto ATI president
DiChario, these subpoenas and the threat of subpoenas were driving forces belind ATI’
decision to settle the 2009 litigation. Docket No. 11®iChario Decl.) at § 8.astly,

Defendants add an allegation that was not present in their original pleadivagsheir
relationshipwith each othewas damaged by Plaintiffs’ actions, since manufacturer GSG lost the
ability to sell retailer ATI “its most profitable product line, the GS®@rearms,” as a result of

clauses in the Agreement. Dotiéon. 349 at 44-455ee alsdocket No. 332 at 49.

As a preliminary matter, we note that damage to the relationship betweear@d3Qd'|
themselves is not a valid basis for a tortious interference with business relatidash.
Plaintiffs have designated evidence, uncontroverted by Defendants, that the tafatebseen
GSG and ATI at the time of the settlement of the 2009 litigation was governed by a writte
“Exclusive Distribution Agreement” between them. Docket No. B4 {Exclusive Distribution
Agreement)’; Docket No. 237-10 (Swoboda Dep.) at 159. As the Indiana Court of Appeals
explained inMurat Temple Association v. Live Nation Worldwide, 18863 N.E.2d 1125 (Ind.
Ct. App. 2011), “an action for intentional interference with a busiredasanship arises where
there is no contract underlying the relationship.” 953 N.E.2d at 1132 (céwvee v. Beeching,
729 N.E.2d 215, 220 (Ind. Ct. App. 2000)). We therefore consider only Defendants’ allegations

relating to interference with their nanontractual business relationshifuk.

As to Defendants’ cognizable claims for tortious interference, Plaintiffs advanr

arguments for summary judgme(t) that the counterclaim is barred by Indiana’s litigation

21 These subpoenas were thus served after the Assignment was @xacedtallegedly consummated, in March
20009.

22 Defendants have moved to seal this document, arguing that itrotaifidential business information. Plaintiffs
have cited it only to demonstrate the existencé®fcbntractual relationship, and that is the onigppse for which
the Court cites it now.
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privilege, (9 that HK USA'’s actios in the 209 Litigation were justified, (Bthat HK USA
committed no “independent unlawful act§) that Defendants have failed to shdamages.

Docket No. 330 at 33—3¥%Vereach only the first of these arguments.

We have alreadaddressed, and rejected, Plaintiffs’ general arguments for construing
Indiana’s litigation privilege to bar Defendants’ counterclaims for fraud and decepiis
counterclaim, however, is based on a different series of predicate acts: HK USW stidi
maintenance of the 2009 Litigation against GSG, ATI, and Orion and the serving of subpoenas
on Defendants’ other business partners in connection with that action. As such sti@aqfe

the litigation privilege warrants consideration arféw.

Plaintiffs contend that “Indiana has explicitly expanded the litigation privilege to
preclude tortious-interference claims arising from statementsgatldin.” Docket No. 330 at 35
(citing Estate of Mayer v. Lax, In@98 N.E.2d 238, 249 (Ind. Ct. App. 2013)). In fact, they
urge, Indiana courts have countenanced the expansion of the privilege in this context to appl
“statements in litigation even where the statements are not alleged to inatdeya In other
words, a statement is privileged against adoginterference claim simply if it is made in
litigation.” Id. at 36 (citingWatson Rural Water Co. v. Ind. Cities Water CosdQ N.E.2d 131,
139 (Ind. Ct. App. 1989)). Defendants rest on their previous arguments, apparently conftdent tha

the reasoninghat excluded Plaintiffs’ alleged fraud and deception from the litigationeyei

23 |n contending that the litigation privilege doeg apply to the tortious interference counterclairfendants

guotea statement we made in denying Plaintiffs’ firsttimo to dismiss this count. In our Order of SepteniR0,

2013, we said: “Since the ‘more than two dozen lawsuits’ tadidy HK USA are alleged to be in bad faith, the
privilege for gooefaith litigation . . . is no bar to their serving as the basis fortetar interference claimMeckler

& Koch, Inc., et al. v. German Sports Guns GmbH, eBd6 F. Supp. 2d 1020, 1037 (S.D. Ind. 2013) (citing
Watson Rural Water Co. v. Ind. Cities Water Co5dON.E.2d at 139). That language arose in our discussion of the
“independent unlawful act” element of the tortidnterference claim; we did not address the litigatprivilege at

all in that Order because the issue was not before us on the tootismss. We used the word “privilege” in a

more general, colloquial sense themnd as we discuss below, the holding\&ftson Rurais fully consistent with

the conclusion we reach with regard to the privilege here.
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will suffice here. Defendants err in giving the issue such short shrift, foomaudle that the
privilege does apply to the tortious interference claim, warranting sumaodggngnt in favor of

Plaintiffs.

The two recent Indiana cases cited by Plaintiffs lend weight to their argumestate
of Mayerv. Lax, Inc, 998 N.E.2d 238 (Ind. Ct. App. 2013) party brought claims for
defamation, negligent supervision ancergion, tortious interference with a business
relationship, and tortious interference with a contract against its opponentam agbion, on
the grounds that the opponent had brought counterclaims in that action accokaopédpiracy,
bribery, racleteeringand other species of chicane®®8 N.E.2d at 243—-244, 249. Rejecting the
argument that the absolute litigation privilege woulddibof the derivative claims, the court
nevertheless agreed that the privilege could extend beyond the narrow bounds of defamati
“Other tortsrelated to defamatiorgr relying upon defamatory statements as proof of
wrongdoing,” the court concluded, “may also be barred by the litigation privileyet 249
(emphasis added). Thus, the court applied the privilege to an actiontious interference,
reasoning thathe statement upon which the claim was based was analogous to defamation. In
Watson Rural Water Co. v. Ind. Cities Water CosdQ N.E.2d 139 (Ind. Ct. App. 1989), the
court held that a party’s public statement of its contested litigation positiohotlagn improper
predicate act for tortious interference liability and shielded by tigatitin privilege. 540 N.E.2d

at 149. The court explained:

In its counterclaim Watson essentially contends thdiaha Cities' public
representations, that it, rather than Watson, had the right to provide water utili
service to the hospital and other disputed areas, constituted interference with
Watson's business relationships. Such representations made in good faith, simply
do not constitute illegal acts sufficient to support a claim of tortious inéexée

with a business relationshipurthermore insofar as Indiana Cities
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representations were made within the context of litigasaoh representations
are privieged and will not serve as a basis for liability

Id. (citing Briggs v. Clinton Cnty. Bank & Trust Cd52 N.E.2d 989, 997 (Ind. Ct. App. 1983)

(emphasis added)

Here, Defendants allege tHiaintiffs maintained a baselgdsawsuit against them and
Orion and subpoenaed a number of their business associates in connection with thveitlsuit—
the effect that at least some of those associates curtailedelaéngs with Defendants. The
gravamerof the claimis that HK USA publicly accused Defendantsrdfinging its trade dress
rights when it lacked a sound basis for doing so; Defendants theaiége, at least in part, a
reputational injury. While this is not a defamation claim, in other words, it occtipesame
conceptual neighborhoo8eeKelley v. Tanoos865 N.E.2d 593, 596 (Ind. 2007) (noting that a
communication is defamatory if it “tend[s] to harm a person's reputation by lovieemgrson
in the community's estimation or deterring third persons from deatiagsociating with the

persori) (quotingRambo v. Cohe®87 N.E.2d 140, 145 (Ind. Ct. App. 1992)).

There is alsmo doubt that HK USA’s communications arose in the context of litigation
and were pertinent to that litigatioBee Briggs452 N.E.2d at 997 (noting that the “relevarmcy
pertinency” of a communication to litigation is a matter of law, and is tmhbstrued liberally).
“Lawsuits are not peace conferences. Feelings are often wounded and reputationstareesom

maligned.”Estate of Mayer998 N.E.2d at 24 orms of reress do exist for a party that has

24The counterclaim certainly differs frorhe typical defamatiotype allegation in that the reason Defendants tisser
the suit to have been baseless was, at least in part, that HKack&d any enforceable rights in the trademark
rather than Defendants were necessarily innocent of infritgmdP5 trade dress. While the truth or falsity of the
communication at issue is, of course, a disposiigae in a bona fide defamation clagee Ind. Nat'| Bank v.
Chapman482 N.E.2d 474 (Ind. Ct. App. 198%)¢e do not think the distinction gitical with respect to the
applicability of the litigation privilege.
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been injured by another’s misuse of the litigafwocess;not everything a lawyer files in court

on behalf of a client is absolutely privileged from being the subject of a lawsuihby party.”

Id. at 0. SeealsoBriggs,452 N.E.2d at 998. Causes of action for malicious prosecution or
abuse of process exist to fulfill this remedial purpose, and the Indiana coertholde of other
states, have recognized that it would be illogical to allow the litigationggeito apply to

claims of that typeSee Estate of Maye®98 N.E.2d at 250 (Holding that malicious prosecution
and abuse of privileg&Eauses of action are based on the malicious or abusive use of the judicial
system and are not subject to an absolute privilegedxter v. Ind. Waste Sys., In632 N.E.2d

1159, 1164 (Ind. Ct. App. 1994) (applying privilege to bar a slander of title claim but not one for
malicious prosecution). We conclude that Indiana’s litigation privilege doesyvieovapply to

barthe cause of action Defendants have asserted here.

There is significant conceptual overlap between the litigation privilegeheritbick of
justification” element necessary to establish a tortious interference 8atause we have
interpreted Indianaase lawin a manner that would bar tortious interference suits based on the
filing of a lawsuit we pausebriefly to address a previous, unpublished decision of this Court that
employed a different analytical approach. In support of their argument that the actshigio
their tortious interference counterclaim is based were unjustified, DefenmganbnSquare D
Co. v. Breakers Unlimited, Inc2009 WL 1407017, *2 (S.D. Ind. May 19, 2009). Thahere,
the court addressed a defendant’s counterdia@inthe filing of a lawsuit constituted tortious
interference. Though admitting that Indiana precedent was not conclusive of thengules
Square Decourt held that the filing of a lawsuitatleast where not in bad faitkcould never

give rise to such claim.

40



While the Indiana Supreme Court has not spoken directly on this issue, this Court
determines that the filing afat prosecution of a legitimatethat is, not
frivolous—awsuit cannot form the basis of a tortious irdeghce claim under

Indiana lav . . . .If a party has a legitimate legal claim against a competitor, the
party is “justified” in pursuing that claim, even if by doing so it might interfere

with its competitor's business relationships.

2009 WL 1407017, at *2. Relying on the negativelication ofthis language, Defendants insist
that their tortious interference claim remains viable so long as-éirffdet could determine that

HK USA'’s 2009 suit was in bad faith. Docket No. 349 at 46-47.

The court inSquare Ddid not explicitly considr the applicability of the litigation
privilege. In a footnote, however, it did ruminate on the possibility that a more Gatddar

would apply to this type of suit:

It is possible that if the Indiana Supreme Court considered the issue it might agre

with lllinois's rule that “the only cause of action recognized for the wrongful

filing of a lawsuit is one for malicious prosecution or abuse of process6co

V. America, Ltd. v. Hollobow,02 F.3d 643, 647 (7th Cir.198@)dditional

citation omitted].This Court need not decide that question, however, because it is

clear that a tortious interference claim cannot be maintained based upon the facts
of record in this case.

Like the court inSquare Dwe see no need to venture a predicisriowhether thdndiana
Supreme Court would opt to follow lllinois’s rule, whatever policy strengths sugle anay
haveto recommend itBased on our reading of the Indiana case law, howeparticularly
Estate of Mayenvhich post-dated this court’s opinion@guare B—we doconclude that the
litigation bars tortious interference claims like those brought here éguiare Dyegardless of

whether the lawsuit giving rise to the claim was brought in good or bad¥aith.

25Watson Rurals consistent with this reasoning as well. Thewe,dourt held that a tortious interference sulethi
for two reasons: (1) the “representations” embodtieal party’s litigation position, at least if thaye made in good
faith, do not constitute “unjustified” conduetnd(2) any such representations, if made in connection with libigati
are privilegedSee Watson Rurab40 N.E.2d at 139.
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We therefore GRANT Plaintiffs’ motion for summgndgment on Defendants’
Counterclaim Count VII for tortious interference with business relationsa@sDENY

Defendants’ motion for summary judgment on the same count.

V. Breach of Contract Counterclaims

Defendants assert in their counterclaims Biaintiffs have breached the 2009
Agreement in a number of respects. They allege that Plaintiffs breached the Agi®emen
confidentiality clause (Counterclaim Count)|\its forumselection clauseJounterclaim Count
VI), and its covenant not to sue in connection with the GSG-522 firearms and alterrsgpie di
resoltion (ADR) provisions (Counterclaim Count V). Both parties seek summary judgsént

all of these counts.

A. Counterclaim Count IV -- Breach of the Confidentiality Clause

The 2009 Agreement contained a confidentiality clause providing[#}ath party
agrees that the terms of this Agreement shall be maintained confidential amibsball
disclosed except for purposes of enforcement of the Agreement.” Docket No. 45-1,  24.
Defendants allege that Plaintiffs have violated that clause in two respectsafiadiyng a copy
of the Agreement to their Complaint in this ssgeDocket No. 251 at § 76; and (2) and by
emailing a copy of the final version of the Agreement to an executive with the cokdpaargx
GmbH on two occasions shortly after the Agreement was concl8deDocket No. 349 at 15,

191112 (citing Docket No. 332, Exs. 4-5).

Defendants’ claim that attaching the Agreement to Plaintiffs’ complaint condtitute
breach of contract is foreclosed by the plain text of the confidentiality cldager Indiana law,
settlement agreements “are governed by the same general principles of contract laotlasrany
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agreement.Zukerman v. Montgomer945 N.E.2d 813, 819 (Ind. Ct. App. 201As with other
contracts, then, the interpretation of the 2009 Settlement Agreement is amoésiw for the
Court.SeeMotorists Mut. Ins. Co. v. Wroblesi898 N.E.2d 1272, 1275 (Ind. Ct. App. 2009)
(citing Briles v. Wausau Ins. Co€58 N.E.2d 208, 213 (Ind. Ct. App. 2006)). “When construing
a contract, unambiguous contractual language is conclusive upon the parties andghe court
Niezer v. Todd Realty, In@13 N.E.2d 211, 215 (Ind. Ct. App. 2009) (citihgistcorp

Mortgage Co. v. Metro Mortgage Co., In867 N.E.2d 203, 212 (Ind. Ct. App. 2007)}.an
instrument's language is unambiguous, the parties' intent is determined from tt@&heus of

the instrument.Id. The confidentiality clause here prohibits disclosure of the Agreememntexce
“for purposes of enforcement.” Docket No. 2%t 24. We can think of no clearer fit to this
exception than attaching the Agreement to a complaint alleging its FfeRoth Seventh

Circuit precedent and the Indiana Trial Rules command that the text of a writtemiast be
disclosed when initiating litigation of which the document is the sulee.Herrnreiter v. Chi.
Hous. Auth.281 F.3d 634, 637 (7th Cir. 2002INow that the agreement itself has become a
subject of litigation, it must be opeathéo the public just like other information that becomes the
subject of litigation.”) (internal parentheticals omitteld)d. Trial Rule 9.2(A) (“When any
pleading allowed by these rules is founded on a written instrument, the originabmy a

thereof, must be included in or filed with the pleading?lpintiffs’ attachment of the Agreement
to their complaint was both proper and expressly permitted by the Agreemenitentafity

clause?’

26 Plaintiffs’ initial complaintin state couralleged only breach of contract; the Amended Complaint added the
intellectual property claim$SeeDocket No. 1, Ex. A (Complaint as removed from state court)kBtado. 45
(Amended Complaint).

27 Defendants assert that Plaintiffs could halkesifthe Agreement under seal, disclosed only limited parts of the
Agreement, or declined to disclose it entirelyyirgd on courts’ discretion to allow litigation taqeeed despite a
technical rules violation under Trial Rule 9.2F. $agroffered alterative courses of actianiss the point:
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Summary judgment against Defendants is also warranted ioaltegation that
Plaintiffs violated the confidentiality clause by attaching a copy of thheékgent to emails sent
to aUmarexGmbH executive. Wiile Plaintiffs appear to concetlgatthis constituted a violation
of the clause, Docket No. 3®¢lhloff Dep.) at 296—-2978 Defendants have failed to show any
damageslowing from the alleged breackh/nder Indiana law, a party claiming breach of contract
bears the burden of pleading and proving damages: “A mere showing of a breach of contract
does not necessarily entitle a plaintiff to damagescoln Nat'l Life Ins. Co. v. NCR Corp/72
F.2d 315, 320 (7th Cir. 1985).amages may not be awardadthe basis of “guess or
speculation.’'Dana Companies, LLC v. Chaffee Rentaldl.E.3d 738, 748 (Ind. Ct. App. 2013);
Sammons Commc'ns of Ind., Inc. v. Larco Cable Cqréd N.E.2d 496, 498 (Ind. Ct. App.
1998).Rather, “a plaintiff must have adequate evidence to allow a jury to determime wit
sufficient certainty that damages in fact occurred, and, if so, tdifyusinch damages with some
degree of precision3hepard v. State Auto. Mut. Ins. G463 F.3d 742, 745 (7th Cir. 2006)
(citing Fowler v. Campbell612 N.E.2d 596, 603 (Ind. Ct. App. 1993)) (further citations

omitted).

The only evidence of damages upon which Defendants rely falls short of this standard. In
his deposition testimony, ATI president DiChario contended that disclosure ofjtkerdent

was harmful to his company e+stated:

Paying $300,000 [in the Agreement], it could be construed as an admission of
guilt by our customers, by our fans, as an admission — or making us look like
we’re just not good business people. People can take things out of context and

Plaintiffs’ conduct did not violate the confidenitia clause, and the possibility that the court \ebliave let them

get away with less disclosure is immaterial.

28While HKG managing director lhloff did n@xplicitly state that this action violated the fidantiality clause,
Defendants reasonably construe his concession that the Agrdeadert been “performed perfectly” as a tacit
admission. Docket No. 349 at 15. Plaintiffs do not argue tlesetwasot a technical breach, instead focusing their
arguments as to this point on the lack of evidence of damages.
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make anything they want with it. It's certainly not the nicest thing to wear around
your neck.

Docket No. 332-7 (DiChario Dep.) at 205. This statement iSawidence” of damages from the
email disclosures, for two chief reasons. First, DiChario’s comments were in respanse t
guestion about thiéling of the Agreement as an attachment todbmplaint—an act that, as we
have already determined, did not breach the confidentiality clause at all. Seconsk tisres

that the disclosed Agreememguldbe construed as an admission of guilt” and “[it's] certainly
not the nicest thing to wearaamd your neck” do not stagpecifically that any damages
occurred—still less do they provide evidence of any ascertainable type or quantity of monetary
harm.Cf. Shepard463 F.3d at 745 (noting that the amount of damages claimed must be
“referenced tsome fairly defined standard”). The purely conjectural nature of DiChario’s
opinion was revealed in a deposition colloquy that took place immediately after tioa por

excerpted by Defendants:

Q: Have you lost a single sale as the result of the Setttehgeaement being put

on public record?

A: No idea. | can’'t answer that. | haven’t even looked at that.
DiChario Dep.at 205.

In support of their motion for summary judgment, Plaintiffs also refer us to thedesti
of GSG president Swoboda, a German-speaker who was deposed in the company of an

interpreter?® After telling the interpreter (in German) that the purported breach of confidentiality

“had no effect on me,” Swoboda then declined to answer the damages question on the advice of

22The parties engage in an acrimonious debate about whether the afrBwoboda’s interpreter, who was also
an attorney, was proper. Becausedo not view Swoboda'’s testimoaoy this issue as supporting any inferences in
Defendants’ favor, waeed not wade into that issue
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counsel. Docket No. 330-7 (Swoboda Dep.) at 310; Docket No. 330-8 (Stephens Decf§ at 7 6.
While Defendants may be correct that this muddledtestimony does not conclusively
establish that GS@&asnotdamaged, Swoboda’s failure to answer the question does nothing to

help Defendants meet their evidentiary burden here.

The principal offense of which Defendants complained was no breach at all, and
Defendants have failed to show that any breach that did occur produced d&hSegeBana
Companies] N.E.3d at 748—749. Accordinghwe GRANT Plaintiffs’ motion for summary
judgment on Counterclaim Count IV for breach of the 2009 Agreement’s confidentialisecla

and DENY Defendants’ motion for summary judgment on the same count.

B. Counterclaim Count VI —Breach of the Agreement’s ForumSelection Clause

The Agreement’s forurselection clause states: “The parties agree that the United States
District Court for the Southern District of Indiana shall retain jurisdiction to eafibis
Agreement.” Docket No. 45-1 at A8rguing that this clause is mandateryequiring that any
dispute arising from the Agreement be adjudicated in the Southern Districtrelaafe contend
that Plaintiffs’ initial filing of the current suit in Indiana state court therefore constituted a
breach. Docket No. 349 at 51. We conclude that the faigetionclause is not mandatory,

and thus not enforceable.

30The “Stephens Declaration” is a sworn statemendfy Stettinius & Hollister attorney Connie Stepheas
Germanspeaker who reviewed the videotaped Swoboda testimony and transgvilebdda’s conversation in
German with his attorney/translator. Docket No.-830

31 Defendants argue in their brief, without any citation to evidetiver than the aforementioned DiChario
deposition, that their injury was being “deprived of the benefit of their bargain.” Docket No. 3488at'Such a
breach is actionable,” they assert, cit@glliver Sch., Inc. v. Snag37 So.3d 104%-la. Dist. Ct. App2014). The
Florida cas they cite says nothing about the issue of damages; whiéeisheo doubt that a material breach of
contract depriving a party of the benefit of its bargaay be “actionable,” the element of their cause of action
Defendants have failed to establishehis not actionability in the abstract, but dansafyem this particular alleged
breach.
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A mandatory forunselection clause is “one that contains clear language showing that
jurisdiction is appropriate only in the designated forubuggan O’Rourke, Inc. v. Intelligent
Office Sys., LLC2012 WL 4057215, at *2 (S.D. Ind. Sept. 14, 2012). Clauses that do not contain
mandatory language are only permissive and not enforceable. “The law is clearverhereés
specified with mandatory or obligatory language, the clause will be enforced: wigr
jurisdiction is specified, the clause will generally not be enforced unlessithsome further
language indicating the parties’ intent to make venue exclusda@ér Exp., Ltd. v. Pfankuch
Maschinen GmbH)72 F.2d 753, 757 (7th Cir. 1992) (citibgcksider, Ltd. v. Sea Technology,

Ltd., 875 F.2d 762, 763764 (9th Cir. 1989)).

Defendants insist that since the clause uses “the mandatory langusgd @nd not

the ‘permissive languageay,” its language should be read as mandatory. Docket No. 349 at 51
(citing Indep. Stationers, Inc. v. Vaug00 WL 1449854, *8 n.7 (S.D. Ind. Jan. 3, 2000);
Paper Exp.972 F.2d at 756) (emphasis added). But the use of the word “shall” in forum-
selection tauses is no shibboletm the cases Defendants cite, thendatory intent of the
contractual language was evident not on the basis of a single word, but the totality dfie¢lse par
statement. Inndependent Stationers, Inc. v. Vaugh®00 WL 1449854 (S.D. Ind. Jan. 3, 2000),
for instance, the court read a forwlection clause specifying that “any action to enforce this
Agreement . . maybe brought in the courts of Indiana” as merely permissive; it noted, however,
that a clause using the same language, but with the plstzeélde brought” instead, wouldakie
been mandatory. 2000 WL 1449854, at *8 n.Ré&per Expres&td. v. Pfankuch Maschinen
GmbH 972 F.2d 753 (7th Cir. 1992)e Seventh Circuinterpreted a clause providing that “[i]n

all disputes arising out of the contractual relationship, therastiall be filed in the court which

has jurisdiction for the principal place of business of the supplier.” 972 F.2d at 755. The court
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determined that the languagal“disputes . . shallbe filed” left no doubt about the mandatory

nature of the provisiord. at 756.

At the same time, however, a clause merely specifying that a certain court possesses
jurisdiction even if it uses the word “shalii$ permissive unless it clearly expresses the
exclusive nature of the grari8ee, e.g., Pioneer Life InSo.of lll. v. Anderson1988 WL
143726, at *1 (N.D. lll. Dec. 21, 1988) (interpreting a clause stating “Winnebago County,
lllinois shall be the place of jurisdiction” as pernvgd; Hunt Wesson Foods, Inc. v. Supreme
Oil Co., 817 F.2d 75, 77—78 (9th Cir. 1987yl{ng that a clause providing that a certain
California court “shall have jurisdiction” over contract disputes was perreissot mandatory).
Here, the most natural reading of the Agreenseicifumselection clause-stating that the
Southern District shhtetain jurisdiction—is that it grants jurisdiction tthis Court, but in a non-
exclusive fashionwWe read the clause as similar to one addressed by the Northern District of
Indiana inParker v. Hostetler2008 WL 346007 (N.D. Ind. Feb. 6, 2008). There, the eohtr
provided that “[t]he parties . . . agree to submit to the personal jurisdiction andofenaeurt
of subject matter jurisdiction located in the County in which the property sits.”\2008
346007, at *3. Finding that the clause was not “ambiguous, confusing, or vague,” the court
reasoned that it “contain[ed] no mandatory language indicating the parties’tomteake venue
exclusive.”ld. (distinguishingPaper Expregs Cf. Muzumdar v. Wellness Int’'| Network, Ltd.

438 F.3d 759, 761-762 (7@ir. 2006) (holding that a clause had exclusive intent where it stated
that actions “shall be filednly’ in a certain court). As iParker,thoughwe believe the
Agreement’s forunselection clauselearly signals that this court is a proper forum for any
dispute that mighdrise between the signatoriesthe absence of any language manifesting the

parties’ intent to rule out other jurisdictionge cannot construe it as mandatory.
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We therefore GRANT Plaintiffs’ motion for summary judgment on CounterclairmCou
VI for breach of the 2009 Agreement’s forwgalection clause, and DENY Defendants’ motion

for summary judgment on the same count.
C. Counterclaim Count V —Breach of ADR and Covenant Not to Sud’rovisions

Defendants’ Counterclaim Count V alleges that Riffénviolated two related provisions
of the 2009 Agreement by filing the current suit. Both parties seek summary judgment &s to bot
aspects of this counterclaifBecause Plaintiffeever raise the issue of damages, however, we
construe Defendants’ motion on this Count as a partial motion for summary judgment on the

question of breach onff.
1. Paragraph 14 — ADR Provision and Covenant Not to Sue ATI

The Agreement provides an alternate dispute resolution (AbdResghat applies to
future trade dress infringemettisputes between Plaintiffs and ATI. The provision states as

follows:

Covenant Not to Sue ATI and Liquidated Damalyethe event HK becomes
aware of any products being sold by ATI that HK believes infringes [sic] upon the
claimed HK MPS5 trade dress dret trade dress of the HK G3 (*Alleged Infringing
Products”), HK shall give written notice (“Written Notice”) to ATIl. HK and ATI
shall meet within ten (10) working days of the submission of the Written Notice
to discuss the matter in good faith. ATI willigathe option of either: (1) ceasing
sales of the Alleged Infringing Products; or (2) identifying the supplier of the
Alleged Infringing Products (the “Supplier”). If ATI elects either option, HK
covenants not to sue ATI or any of ATI's customers or distributors for any
intellectual property claim, remedy, damage or right it has or may have against
ATI or any customers or distributors of ATI for the sale by any of them of the
Alleged Infringing Products. . . .

32The amount of damages if a breach is proven is, of courseswafor the jury, but Plaintiffs could have argued,
as they did in connection with the confidentiatlause, that no facts in the record could warrant a reasojueibt
to infer that damages existed in some ascertainable amount.
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Docket No. 45-1  14. It is undisputed that Plaintiffs did not engage in this prescribed ADR
procedure before filing the current siBeeDocket No. 349 at 20, 1 50 (citing Docket No. 332-

11 at { 8a).

Plaintiffs argue that initiating this litigation without following the notice &R
proceduresid notconstitute éreachof the Agreement, because ttlause applies narrowly to
claimsagainst ATI for trade dress infringement. Docket No. 330 at 41-42. The provision was not
implicated, they contend, because their initial complaint against both ATl and@®a oly a
contract claim (not trade dress infringement) and their Amended Complaimth does contain
trade dress infringement claimsiames only GSG as a Defendddt.While Plaintiffs’ reading
of the clause is a bit too narrow, we agree that it does not tpbéy a suit against GSG. It true
that the Agreement’s ADR requirements are triggered only when HK idertifiggringing
product sold by ATI. DockeXlo. 45-1 at § 14. And indeed, Plaintiffs’ Amended Complaint
asserts that ATI, along with GSG, is engaged in the sale of weapons infringingfBlainti
trademark and trade dress rigl@seDocket No. 45 at § 3 (“GSG and ATI's advertisement,
manufacture and/or sale of the GSG-5 and the 522s violates HK’s rights undal tiediemark
law.”). Theresultingcovenant not to sugpplies not only to ATI, but to “any of ATI’'s customers
or distributors; *3 Docket No. 451 at § 14, and Plaintifisavesued GSG for trade dress
infringement,seeDocket No. 45. However, it appears from Defendants’ own statements that
ATl is itself a customer of GSG, selling in the United States the weapons that GSG

manufacturesSeeDocket No. 349 at 44-45. Moreover, it would be illogical in the context of the

33 In granting Plaintiffs’ motion for leave to amend their complaint in 2012, we obstvaed

“the dispute resolution provision only applies to ATI.” Docket No. 44 at 4. That chazattm

was accurate enough for purposes of rejecting Defendants’ Rule 12 futility argument,dsut it w
something of an oversimplification. The important point on the motion to dismiss—andibere—
that the clause does not implicate GSG.
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Agreement—of which GSG was also a signatorye—+efer to ATI's customers ardistributors in
the abstract if GSG itself &tthat descriptiorBecausdhere is no reason to believe that a suit
against GSG for trade dress infringement is subject to paragraph 14 of the Adresmie
because Plaintiffs have not named ATI as a Defandamy of their infringement claims, we

conclude that Plaintiffs have not breached the Agreement in this respect.

Accordingly, we GRANT Plaintiffs’ motion for summary judgment on Defendants’
Counterclaim Count V with respect to paragraph 14 of theé&gent, and we DENY

Defendants’ motion for summary as to that portion of that count.

2. Paragraph 5 -The GSG522 firearms

Defendants also allege that Plaintiffs have breached paragraph 5 of the Agrednant

reads as follows:

GSGb522 FirearmsHK has revewed the design of the GSG-522 attached hereto
as Exhibit “A” (the “GSG522 Firearm”) and covenants not to sue GSG or any of
its customers, distributors, dealers or importers fosale in the United States or
anywhere in the world, provided GSG othessvcomplies with this Agreement.
This covenant extends to airsoft guns in the design of the GSG-522 Firearm.

Docket No. 45-1 at § 5. Defendants contend that Plaintiffs ignored this restridingnafi

“baseless” breach of contract suit against GSG andrAtheir original complaint. Docket No.

349 at 51. Plaintiffs retort that the Agreement’s covenant not to sue applies only €8S

weapons conforming to the design approved by the parties in 2009; according to Plaintiffs, their
current suit is based in part on Defendants’ retailing of weapons that are lab8@db2a&" but

which do not conform to the approved design.

The question whether the GS22 as it is currently sold differs materially from the

GSG522 as described by the parties in ExhibibAlte Agreement is one of fact. Plaintiffs
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contend that the GSG-522 has been altered from the approved design to include atyi&TP5-
stock, foregrip, and rifle barredeeDocket No. 346 at 7—8 (citing Docket No. 347-7, Sealed Ex.
16), while Defendantassert that “each and every design element” between the approved GSG
522 and the allegedly infringing one is the sa8eeDocket No. 349 at 20, 48 (citing Docket
No. 1, Ex. A). The factual issue presented by this breach claim is intertwinedhevidttial

issues which, as we discuss below, prevent summary judgment on Plaintiffs’ trade dress

infringement claims.

We therefore DENY both Plaintiffs’ and Defendants’ motions for summary judgment on
Defendants’ Counterclaim Count V for breach of contract with respect to paragoéie5

Agreement.

V. Counterclaim Counts VIl and IX -- Cancellation of Trademark under 15 U.S.C. §

1119 and Damages under 15 U.S.C. § 1120

Defendants seek cancellation of the MP5 trademark, U.S. Trademark Reg. No. 1,594,109,
on the grounds that HK USA’s “Combined Declaration of Use/Application for Renewal of
Registration” under Sections 8 and 9 of the Lanham Act (“the Section 8/9 Appiigati
contained fraudulent statements to the PTO. They also seek damages on thedahdwy ttave
incurred the expenses of this lawsuit as a consequence of the registration’s prochiyement
fraudulent meansSseeDocket No. 215 at 1 97-106. We conclude that any misrepresentations
made by HK USA were not material to the Section 8/9 Applicaimhthus do meet the high

standards necessary for trademark cancellation on the basis of fraud.

The Lanham Act provides: “In any action involving a registered mark the court may

determine the right to registration, order the cancelation of registraitionwkole or in part,
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restore canceled registrations, and otherwise rectify the register with resiectdgistrations
of any party to the action.” 15 U.S.C. 8 1119. Fraud in procuring a trademark registration or, as
Defendants allege here, in renegiie registratiomnder Sections 8 and 8 a potential basis
for cancelation by the Cou$ee In re Bose Corb80 F.3d 1240, 1243 (Fed. Cir. 2008).
party seeking cancelation, however, faces a formidable burden of proof with respebtttebot
persuasiveness the evidence and the showing of fraudulent intent on theoptré registrant.
See Money Store v. Harriscofin., Inc.,689 F.2d 666, 670—-671 (7th Cir. 198%);D. Byron &
Sons, Inc. v. Stein Bros. Mfg. C877 F.2d 1001, 1004 (Fed. Cir. 1968@pnovan v. Bishop,
2011 WL 1560991, at *3 (S.D. Ind. Apr. 21, 2011). In order to prevatheir counterclaim,
then, Defendants must show by “clear and convincing evidence” that HK USA’s misstiégem
to the PTO were “(1) made with tkeowledgeof their falsity, and (2naterialto the
determination to grant the applicatio@teck Corp. vThomson Consumer ElecBic.,, 796 F.
Supp. 1152, 1159 (S.D. Ind. 1992) (quotMgrshak v. Sheppar®66 F. Supp. 590, 598
(S.D.N.Y. 1987)) (emphasis original)THere is no room for speculation, inference or surmise
and, obviously, any doubt must be resolved against the charging paurty.Boseb80 F.3d at

1243.

HK USA'’s allegedly fraudulent conduct here consisted of filing the Section 8/9
Application with the PTO on March 17, 2010epresenting in its communication to the PTO
that it remained # “owner” of the registered MP5 tradematlacket No. 332-15 (Defs.” Ex.

N). As we have already discussede suprd I(B), there is at least a genuine issue of fact as to
whether HK USA'’s claim to own the mark as of March 2010 was false. Defendanty thab
the misrepresentation was made with the requisite scienter hangs from a thitisayideread,

but we can also assume for purposes of this motiorHiKai SA president Weber knew the
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statement was incorrect when he submitted the Application on the company’s [Selellefs.’
Ex. A (Weber Dep.) at 51-52 (Weber’s testimony that he understood the Assignmemgfar tra
the MP5 rights to HKG§* Defendants cannot succeed, however, in showing that the
misrepresentation was material to the PTO’s caraiibn of their declaration of continued use

and application for renewal.

In order to cancel a trademark registration on grounds of fraud, the charging party must
show that a misrepresentation to the PTO was “material to the determinagiamtohe
application™in other words, one th&tvould have affected the PTO's action on the
applications."Halo Mgmt., LLC v. Interland, Inc308 F. Supp. 2d 1019, 1031 (N.D. Cal. 2003)
(quotingOrient Express Trading Co. v. Federated Dep’t Stores, 842 F.2d 650, 653 (2d Cir.
1988));0reck,796 F. Supp. at 1159. In neither section of the Lanham Act under which HK USA
filed its joint Application is the identity of the current owner of the mark difpego the PTO’s
grant or denial of the application. Section 9 of the Lanham Act, 15 U.S.C. § 1059, preseribes t
procedure for renewal of registrations aftery®@r intervals: [E]ach registration may be
renewed for periods of 10 years at the end of each successyearlperiod following the date
of registratiorupon payment of the prescribed fee and the filing of a written application, in such
form as may be prescribed by the Director.” 15 U.8.C059(a). The relevant section of the
PTO’s Trademark Manual of Registration Procedure (TMEP), a document elaborstieg
agency’s evaluating criteria, specifies thidthe Trademark Act and the Trademark Rules of

Practice do not require that a renewal application be filed by the owner of isteatem.

34n their motion for summary judgment, Defendants argue that aqurg infer, primarily from the statements of
HKG managing director lhloff, that ample motive for deceptiontegisor HK USA and HKG-namely,HKG's
desire to avoid being drawn into U.S. litigation, and the compatésire to meet the April 2010 deadline for
registration renewabeeDocket No. 332 at 43 (citing Defs.” Ex. F (Ihloff Dept)2a4, 281+282).
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Therefore, if the renewal applicant is not the owner of record, the USPTO doeguicg that
the renewal applicant show continuity of title from the original registranbdemark Manual of

Registration Procedu®1606.06 (Oct. 2014).

The Section 8 affidavit, with which a Section 9 affidavit is typically coradj avers that
the trademark in questidras been in continuous use on the registered goods or services since
the date of registratiorl5 U.S.C8 1058. Unlike Section 9, Section 8 does require the affidavit
to be filed by “the owner.Id. However, the Acprovides specifically that[i] f any submission
filed within the time period set forth in subsection (a) is deficient, includiaigthie affidavit was
not filed in the name of the owner of the registration, the deficiency may be comatetettie
statuory time period, within the time prescribed after notification of the defigiénd. at§

1058(c).

As Plaintiffs point out, the PTO has issued neither HK entity a notice ofateficwith
respect to their Section 8 declaratiand if it had, the Act provides that HKG would have an
opportunity to rectify the error before the MP5 trademark would be endangered. Astul st
language indicates, the primary purpose of declarations under Sections 8 &odé&mve
from the register automatically nkarwhich are no longer in usdri re Bose580 F.3d at 1246
(quotingTorres v. Cantine Torresella S.r.808 F.2d 46, 48 (Fed. Cir. 1986)h light of that
overriding purpose-and the Act’s provisin of an express remedy for incorrect statement of
ownership that stops short of denying the application for renewalsee no indication that the

misrepresentation at issue here was material to the PTO’s ré\@aeArtcraft Novelties Corp.

35 Defendants point to the expert festiny of Kenneth Germaithat“it could not have been the PTO’s intent to
allow a deficiency known only to the owner but not to the PTQ liexause the owner had assigned away its rights
before filing the Section 8) to go uncuredeverwithout affecting the validity of the registratiérex. E at 6,

14(b). The materiality of a misrepresentation to the PTO, hervés a question of law for the Codrar question of
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v. Baxter Lane Co. of Amarill&é85 F.2d 988, 992 (5t@Gir. 1982)(determining that a Section 8
declaration’s misstatement of ownership was not mat@nidight of the circumstances
namely, that [defendant] owned the mark when it was registered, but subsequentlyrédnsfe

the mark to his closely held, family corporatipA®

Our determination that HK USA’s alleged misrepresentation was not materidahwend
did not constitute a fraudulent application for renewal, forecloses not only Defendant
counterclaim for cancelation under 15 U.S8A.119, but also Defendants’wderclaim for
resulting damages under 15 U.S.C. 8§ 1120. In order to recover under the Act’s “civiyfiabil
provision, of course, a claimant must prove the underlying fraud on the PTO as wedlvas its
entitlement to damageSeeGilbert/Robinson, Incv. Carrie BeveragéVissouri, Inc, 989 F.2d
985, 992-993 (8th Cir. 1993brogated on different grounds by Lexmark Int’l, Inc. v. Static
Control Components, Incl34 S. Ct. 1377 (2014King-Size, Inc. v. Frank’s King Size Clothes,
Inc., 547 F. Supp. 1138, 1167 (S.D. Tex. 1982intiffs are therefore entitled to summary

judgment on both the cancelation claim and thages claim.

Accordingly, we GRANT Plaintiffs’ motion for summary judgment on Corcliéem

Counts VIl and IX, and DENY Defendants’ motion for summary judgment on the same counts.

VI. Counterclaim Count XI — Lack of Trade Dress in Design of MP5 Firearms

Section 43(a) of the Lanham Act provides a cause of action against the unadthseize

by any person of “any word, term, name, symbol, or device, or any combination thereof . . .

which Germain’s opinion is not probativ&ee Gilbert/Robinson, Inc. v. Carrie Beverddissauri, Inc., 989 F.2d
985, 992993 (8th Cir. 1993).

36 Artcraft was decided under an earlier version of Section 8 that moresskpallowed successors and assigns to
file, but we nonetheless agree with the court'seaing that a misstatement as to ownership is at¢nal—even if
the current version of Section 8 does make it a formal Wgolabject to the remedy provided in subsection (c).
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which . . . is likely to cause confusion . . . as to the origin, sponsorship, or approval of his or her
goods.” 15 U.S.C. § 1125(a). Both the courts and Congress have long since recognized that
Section 43(a) may apply to protect the design of a prodiuen the resulting appearance is used
to identify the product-the “trade dress™as well as proprietary names or symb8isel5

U.S.C. § 1125(a)(3) (describing cause of action for “trade dress infringemafatMart

Stores, Inc. v. Samara Bros., In§29 U.S. 205, 210 (200@ubl'ns Int’l, Ltd. v. Landoll 164

F.3d 337, 338 (7th Cir. 19985 order to be protectable under Section 43(a), a claimed trade
dress must be bottistinctiveandnonfunctionaf’ SeeAl-Site Corp. v. VSI Int'l, Inc174 F.3d
1308, 1326 (Fed. Cir. 199%bercrombie & Fitch Stores, Inc. v. AmericangiaOultfitters,

Inc., 280 F.3d 619, 629 (6%ir. 2002) (citingWalMart Stores529 U.S. at 210)A successful
showing of distinctiveness, in turn, has two prerequisites. First, the party seekawipnomust
establish thathe putative trade dress is identifie—that it is pitched at the proper level of
generality and describes a concrete design rather than a vague amalgamates) S¢edéeffrey
Milstein, Inc. v. Greger, Lawlor, Roth, In&8 F.3d 27, 32 (2d Cir. 1993)eberStephen Prods.
LLC v. Sears Holding Corp2013 WL 5782433, at *3 (N.D. Ill. Oct. 25, 2013). Second, a
plaintiff must show that the trade dress has acquired “secondary meaNeldviart Stores529

U.S. at 215%

Defendants seek a declaratory judgment that Plaintiffs’ claimeddrads in the design
of the MP5 family of firearms is not protectable, and their argument restaiogrbunds: (1)

the claimed trade is insufficiently identifiable, in that Plaintiffs’ descriptidrisare “generic,

71n order to prevail on an infringement claim under Section 43(@giatiff must show additionally that theatle
dress of the competing good is confusingly similar to the protedd tressAbercrombie & Fitch Store280

F.3d at 629.

38 A trademark may also be “inherently distinctive,” but the Supr@uourt inWalMart Storesheld that, as to trade
dress potection, “a product’s design is distinctive, and therefore ptibte [sic], only upon a showing of secondary
meaning.” 529 U.S. at 215.

57



unspecific, and inconsistent”; (2)eldesign in question is functional and thus not entitled to
protection; (3) the claimed trade dress has not acquired the necessary “seconday’ naewh
(4) Plaintiffs have abandoned the claimed trade dress, forfeiting any rightsdlgehane to it.

Docket No. 32 at 52-70.
A. The Kokalis Expert Report

We address these arguments in turn, but we first pause to address Defendantehgbjecti
to the admissibility of the expert report of Peter J. Kokalis, which PlaimiEve designated in
support of the protectability of their trade dress. Docket No. 3#@@&fendants’ first objection
to the report is that it was untimdijed, because it missed the standard Case Management
Plan’srequirement that expert testimony to be used on summary judgment be disclosed no later
than 60 days before the dispositive motion dead$eeDocket No. 364 at 10-11 (citing Docket
No. 23 (Case Management Plan) at | llI(F)) PAaintiffs point out, however, a number of
decisions in this district have determined this Case bament Plan language does not apply to
expert testimony designated by the non-moving party in response to a summary judgment

motion. As Judge MagnuStinson reasoned in similar circumstances:

[I]t is typically unworkable to require the non-moving partyatdicipate the

grounds on which its opponent may move for summary judgment and whether it
will utilize expert testimony in response to the motion. The expert disclosure
deadline occurs after the dispositive motions deadline in a typical case
management plan, and if a party does not anticipate using expert testimony to
move for summary judgment, it should not be required to disclose expert
testimony sixty days prior to the dispositive motion deadline.

39 Defendants also object to the expert report of Jeffregamuels, Docket No. 3463. We need not address the
objedions to the Samuels report, whose contents have not provedaiateur disposition of any of the motions
before us. Defendants’ objection basedtib@ untimehessof the report, however, is unfounded for the same
reasons discussed in connection wiith Kokalis report.
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Dugdale, Inc. v. Alcatel-Lucent USA, In2011 WL 2261318, at *3 (S.D. Ind. June 7, 208Be
also Paul Harris Stores, Inc. v. PricewaterhouseCoopers, 2006 WL 2644935, at *3—4 (S.D.
Ind. Sept. 14, 2006But see Pond v. Bd. of Trustees, Ball State UaB04 WL 2538645, at *2
(S.D. Ind. Sept. 9, 2004). We agree here with the court’s reasoriinggutale.Plaintiffs have

not sought summary judgment on their Lanham Act claims, and they have offered kokalis’
testimony only in response to Defendants’ motion on those claims. Since they comhlidtewit
amended Case Management Plan’s relevant deadline for disclosure of expert testenwitly,

not strike the testimony on untimeliness grour@eDocket No. 281 at 2.

Defendants also argue that the Kokalis report should be set aside because it fails to
comply with Federal Rule of Evidence 702 andDiaibertstandard. Courts employ a threart
analysis in determining whether expert witness testimony is relevant andereljapthe
witness must be qualified as an expert by knowledge, skill, experience, training, droegj2h
the expert’s reasoning or methodology underlying the testimony must be sciliytiéiable;
and [3] the testimony must assist the trier of fact to understand the evatdonogetermine a
fact in issue.’Ervin v. Johnson & Johnson, Inel92 F.3d 901, 904 (7th Cir. 2007) (quoting
Daubert v. Merrell Dow Pharms., IncG09 U.S. 579, 592-593 (1993)) (additional citations
omitted). Thus, “[i]t is not the trial court’s role to decide whether an expggirsam is correct.
The trialcourt is limited to determining whether expert testimony is pertinent to animstwe
case and whether the methodology underlying that testimony is s@mdlti v. Ford Motor

Co.,215 F.3d 713, 719 (7th Cir. 2005).

Plaintiffs rely on Kokalis’s repaomprimarily on the issues of functionality and secondary
meaning. Applying the first prong of tlizaubertanalysis, Defendants assert that Kokalis is

unqualified to testify to such questions. “While Kokalis may be knowledgeable about the proper
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useof firearms, he lacks the qualifications for which his report is presented, namely thencreatio
and design of MP5 firearms and the marketplace perception of MP5 firearms.t Dlack364

at 13. We find this objection to be misguided. Kokalis’s report includext@msive description

of his credentials as an expert on firearms, a consultant to a number of natieef@ices, and

a published commentator in the field. Docket No. 346-10 at {1 2-10. Kokalis concedesghat he i
not a firearm design engineer, but disriculum vitaerenders him fit to offer opinion on the
design of weapons from a user’s perspective and on the place of the MP5 design in the
marketplaceld. at  11. In support of the notion that Kokalis is unqualified to offer expert
testimony on consner perceptions of the MP5, Defendants Sassafras Enterprises, Inc. v.
Roscho915 F. Supp. 1 (N.D. lll. Feb. 2, 1996), a decision in which the court stated that an
expert could not speak to the “mental reactions that other persons would havbdsikddr his
expressn of other people’s views,” or whether consumers “desire the product with the
particular feature because it signifies that produc&S F. Supp. at 8. But the context of
Sassafrasenders it readily distinguishable, and actually hélpstrate that relative strength of
Kokalis’s qualifications here. In that case, a plaintiff had failed to offgreaidence as to
secondary meaning other than the affidavit of its sales representative, whd tifeebare

assertion that customers adated a product’s look with the plaintiid. Regardless of whether

the affiant was qualified as an expert, the court concluded that the testimoogneassory and
speculative. Here, Kokalis is not simply presentingse dixit rather, he discusses facts about

the MP5’s place in the market that, according to Plaintiffs, enable-&irfdet toinfer that it has
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acquired secondary meanirgge, e.g., idcat 11 26-23.Kokalis is not qualified as a miagader,

but neither is any other expert testifyittgsecondary meanirf§.

As to the seconDaubertfactor, Defendants assert Kokalis has failed to ifleahy
scientific “reasoning omethodology” underlying his testimony. Docket No. 364 at 14.
Undoubtedly, Kokalis does not derive his opinions on thefapnationality or distinctiveness of
the MP5 from any scientific methodologyser does he claim to. Rather, he claims to derive his
opinion from his “knowledge, training, experience, skill, and education” as applied &vise r
of the facts of this casend an extensive review of the features of the MP5 in comparison to
other guns of similar type available on the mafk&eeDocket No. 346-8 at 11 19, 22-78. “The
measure of intellectual rigor will vary by the field of expertise and the way obmignating
expertise will also vary.United States v. Con297 F.3d 548, 556 (7th Cir. 2002) (quotifigus
v. Urban Search Mgmt102 F.3d 256, 263 (7th Cir. 1996)). “In certain fields, experience is the
predominant, if not the sole, basis for a great deal@lie expert testimonyld. (citing Fed.

R. Evid. 702, 2000 advisory committee nowhile a factfinder might assign less weight to
Kokalis’s testimony because he has not based it on analysis of quantitative aosiswen

data, the testimony he doeffer is not inadmissible simply because it is based on his personal
expertiseSee Amakua Dev. LLC v. Warn2@07 WL 2028186, at *18 (N.D. Ill. July 10, 2007)

([T]he expert’'s] methodology consists of reviewing the documents in the case and applying his

40 Indeed, the impossibility of “reading minds” is part of why consusuevey information is considered so

valuable as an indicator of secondary mearfigge Sassafra8l5 F. Supp. at-B. Plaintiffs have, unfortunately,

not presenteduch data here, but as we discuss below, the evidence themaeslelled is enough to withstand
summary judgment.

41 To the extent Kokalis offers opinian factual evidence (such as Appendix C to his reparinternet prinbut

listing MP5 appearansén popular culture) that is not reasonably derived from hisrgs@én the field, such
evidence can be discounted or disregarded on a more narrow baggt  authentication issues, for instance,
Appendix C may serve as documentary evidence dfifP&'s popular exposure, but it does not bear the imprimatur
of expert opinion.
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experience to the facts as they are presented to him by those documents. This is
unobjectionable.”)See also Huss v. Gaydé&rl F.3d 442, 452 (5th Cir. 2009) (“Rule 702 does
not mandate that an expert be highlalkfied in order to testify laout a givenssue. Differences
in expertise bear chiefly on the weight to be assigned to the testimony by the faietr 0bt its
admissibility.”). Whatever the persuasiveness of his views, we believe that Kukslis
established enough of a nexus between hisfipeions andhe opinions he derives from them

to render his opinions at least admissible.

Lastly, Defendants argue that Kokalis’s testimony is not helpful to difaletr, either
because Kokalis fails to grasp the issue adequately or because he defines the MP5 trade dress
differently than do Plaintiffs. Such an interpretation results from readinggost ieut of
context. On two occasions, Kokalis stated that he had “difficulty comprehending thefpoint
Defendants’ arguments” or that he had “a problem . . . understanding” Defendants’ summary
judgment motionKokalis Report 11 19, 3@.hese were not confessions of ignorance or
bewilderment; instead, Kokalis was employing a fairly common rhetorical dev@eranner of
criticizing Defendantsunderstanding of the issues. As to the identification of the trade dress,
while it is true that Kokalis uses adjectives such as “color” and “texture” thatiRtai
themselves do not use in referring to the “overall appearance” of the MP5, his tesimony
consisent with Plaintiffs’ interrogatory resporsen the question to the extéhat he considers
the “overall appearance” to constitute the trade dfees=Kokalis Report at § 16; Docket No.
346-6 at 4-5. And contrary to Defendants’ insistence otherwise, Kokalis did not “give up” on
attempting to define a trade dress for the MP5 when he stated that “the overalfessdand
individual components of a submachine gun can vary dramatic@llyDocket No. 364 at 15

(citing Kokalis Report at T 19He spoke there of the features that could be said to conaprise
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trade dress, and in context it is clear that his remark was not a declaratitie ti&5 trade
dress eludes definition. Kokalis Report I ABany rate, sch finetooth parsing othe accuracy
of Kokalis’s report, or its consistency with Plaintiffs’ other evidence, is not the pothtof
helpfulness inquirySee Smit215 F.3d at 718—719. There is no doubt here that Kokalis’s
testimony, particularly his analysis of the features of the MP5 when cethftaother weapons
on the market, is relevant to the question of distinctiveness that tHenthsat may be called

upon to resolve.

We therefore reject Defendants’ argument that we must disregard the Kokalis expert

report, and we proceed to considex therits of Defendant$ade dress invalidity counterclaim.

B. Sufficiency of Plaintiffs’ Identification of the Trade Dress

Defendants assert that “Plaintiffs’ claimed MP5 trade dress fails inasmuch as its
constituent elements are unspecified, constiggneric gun parts, and are inconsistently
claimed.” Docket No. 332 at 5&ee also Maharishi Hardy Blechman Ltd. v. Abercrombie &
Fitch Co, 292 F. Supp. 2d 535, 542 (S.D.N.Y. 2003) (“A trade dress which is either generic,
non-specific, or inconsistent among its products cannot be distinctive.”). Defendardsece c
to note that before courts can recognize any putative trade dress as “distinctiventithdye
able to discern identifiable characteristics in the design a plaintiff seeks eatpidhile there is
no concrete, authoritative test guiding the courts’ evaluation of this issuppimte have

particular relevance in guiding our consideration here.

First, the requirement that a trade dress be discrete and identifiable doeslndepec
plaintiff from claimingthe overalllook or design of the product as protect&tle have defined

‘trade dress’ as the ‘total image of a product, including such features as size, stuae, col
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color combinations, texture, graphics, or even patrticular sales techriidGehler Co. v. Moen,

Inc., 12 F.3d 632, 641 n.11 (7@ir. 1993)(quotingRoulo v. Russ Berrie & Cdnc., 886 F.2d

931, 935 (7th Cir. 1989)). “Doubtless the overall appearance is what matters . . . . Dissecting a
product or package into components can eausourt to miss an overall similaritysee also

August Storck K.G. v. Nabisco, In89 F.3d 616, 630 (7th Cir. 1995) (citikghler,12 F.3d at

641 n.11). However, the claimed protection must be pitched at the proper level of generality. A
plaintiff cannot claim protection for the “genus of which teticularproduct is aspecies.’New

Colt Holding Corp. v. RJG Holdings of Fla., In812 F. Supp. 2d 195, 203 (D. Conn. 2004)
(quotingYurman Design, Inc. v. PAJ, In@62 F.3d 101, 115 (2d Cir. 2001urther, the

claimed dress must restrict itself to tangible, rather than ethereal or abssapt,elements. As

the Sixth Circuit has explained:

The aura about a product, the cachet that ownership or display of it creates, and
the kind of appeal it has to certain consumers do not dress a good in trade. Rather,
those intangible ‘things’ emanate from the good, its dress, and the marketing
campaign that promotes the dressed good. Trade dress is tangible or otherwise
objectively observable by the sensésconstitution is a matter of subjective
interpretation*2

Abercrombie280 F.3d at 630—631.

Second, and relatedly, a plaintiff must offer some enumeration of the desiggntde
that comprise the “overall look” of a product if such a holistic tradssdtkaim is to be
cognizable. “Simply pointing to a product’s overall appearance is [not] enough to skaita a

for trade dress infringement. Rather, the overall appearance of the trade dressnto play

42 The court inAbercrombiecapped its discussion of the issue by remindindenesaof a certain fairy taleLést we
lose sight of the body of law here in questiont tifaradedress,we are reminded that certdithings held out as
‘dres$ are not dress at all280 F.3d at 631 (citing Hans Christian Andersdre Emperor’'s New ClothéBlaomi
Lewis, trans., Candlewick Press, 199We reserve judgmeéon the aptness of tllusion for explaining trade
dress rightsbut the potency of the imagery is undeniable.
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only afterthe trade dress is first propertentified with the discrete elements which make up
that combination . . . separated out and identified in a WéeberStephens2013 WL 5782433,

at *3 (additional citations omitted). As the &d Circuit noted, failing to require some
specificity in description would make it “too easy for the question of design and cotibigura
(‘overall look’) to degenerate into a question of quality, beauty, or cachet. . . . Théddeon

of design elments that compose the asserted trade dress will thus assist in winnowingneait clai

that are overbroad as a matter of la¥urman 262 F.3d at 116-117.

Defendants here object to Plaintiffs’ descriptions ef MiP5 trade dress on the grounds
that they are impermissibly vague and generic, and that Plaintiffs’ enuonerafithe elements
of the protected design have been inconsistent over the lifetime of its BwghiDefendants.
The first description of th#P5 trade dress to which Defendants point was proffered by HK
USA in response to an interrogatory in the course of the 2009 litigation. When askehtdy'i
and describe with particularity each discrete element and each combination etediements
comprising the putative trade dress,” HK USA stated that the following photograph‘iaas a

depiction” of the trade dress:
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Docket No. 332-18 (Defs.” Ex. Q) at 3. In a supplemental response to the same intgrrétéator
USA provided photographs of the four variations on the core MP5 mitbdeMP5 A3, the MP5

SD, the Mp5K, and thtMP5 A2—reproduced beloyclockwise from the top left

Docket No. 332-19 (Defs.” Ex. R) at @-Plaintiffs also offered a more comprehensive

description to accongmy the photographs:

In truth, as pictured above, there are three basic models: the “MP5K”; the
“MP5A” (the “MP5A2” features a fixed butt stock and the “MP5A3” features a
retractable butt stock); and the “MP5SD.” Although these weapons are
compatible witha number of accessories, the recognizability and secondary
meaning of the famous MP5 shape is not affected by thidH&chelieves its
trade dress is reflected in the following elements present in all three basic
weapons as depicted generally in the gieres . . . : (1) the upper profile
(including its distinctive front and rear sights); (2) the cocking handle; (3) tk
magazine; and (4) the unique trigger group (including but not limited to the
fire select switch, trigger guard and grip).Ilt might be thasecondary meaning
in the marketplace is derived by [sic] a combination of less than all four above-
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described factors, and again, reference is made to the overall shape of the MP5
weapon as depicted in the photographs below and not necessarily the word
descriptions above standing alone.

Id. at 6-7 (emphasis added). When served with a similar interrogatory in the course of the
current litigation, HK USA initially referred back to this previous response. Ddake33220
(Defs.” Ex. S) at #8. After HKG beame party to the suit, Defendants servewuth a similar
interrogatory. In response, HK€&abmittedan illustration of the MP5A2 model and a verbal

description tht differed somewhat from that offered by HK USA in 2009:

[The] MP5 trade dress can beidefd by the overall silhouette of the MP5
weapon in its various modularities. In this action, the trade dress and product
configuration sought to be protected is the entirety of the form, shape, and
appearance of the watkcognized MP5 weapofihis can include, but is not
necessarily limited to, such aspects of the weapon as the unique and
characteristic gun sighting mechanism, curved ammunition magazine, grip,
trigger group (including the fire-select switch), trigger guard, barrel stock

and body casing, mcluding the foregrip.

Docket No. 332-8 (Defs.” Ex. H) at 2—-4. As Defendants note, HKG’s 2012 description departs
from HK USA’s 2009 description in that it discusses the weapon’s “baoek’sand “body

casing,” but does not mention the “cocking handle.” Docket No. 332 at 26. Defendants also point
to the deposition of HKG managing director Ihloff, in which he agreed that HK USA'aligi

2009 illustration of the weapon fairly depicts the “overall look and feel” of the MP5; vékexl a

if HK USA'’s original verbal description of the trade dress was accurate, he elaborated: “I think it
wouldinclude or can be described and defined in such a way that there may well be other
feature[s], depending on the variants or the registration of the gun. . . . It typically includes
exactly some of these elements as spelled out [in the 2009 interrogatory] oedjemié.”

Docket No. 332-21 (Defs.’ Ex. T) at 103, 113. Ihlatided that, “from a personal perspective,”
there were “details with regards to the sheet metal asawéfie type of finishing that is just

beyond functional,” and thus also part of the trade drdsat 122.
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Defendants contend that this body of descriptions contains unduly “genericatprgu
suchas references to the gun’s “barrel stock” without any elaborataod they assail the lack
of specificity Ihloff displayed in his deposition (such as his statement that“tney well be
other features” in the trade dress) as underscoring the fatal vagueness of the comfiatses’ ef
to describe the MP5 traddress. Docket No. 332 at 56-57. Citing the differences in Plaintiffs’
own explanations as well as the (undisputed) existence of numerous variants of thedpBs,w
Defendants argue that “there is no consistent or constant overall image assodtiateel wi

product.”ld. at 57.

While we acknowledge that Plaintiffs have made statements since 2009 that have been
unhelpfully vagueand that they have not been fully consistent in defiitgxgontours, we
conclude that a core, identifiable description of the putéfiré trade dress has emerged despite
these shortcomings. In comparing Plaintiffs’ photograph of the original model MRShwage of
MP5 variants, a recurringesign profile is recognizable; the structuwrahter of the weapons
remains consisteritom variant to variant, even as the peripheral elements ch@onggare
Defs.” Ex. Q at 3vith Defs.” Ex. R at 36. If we leave aside the discrepancies between HK
USA’s 2009 description of the trade dress and HKG’s 2012 description and focus only on desig
components consistently mentioned, those elements are as follows: the “uppeft/sigiting
mechanism, the magazine, the fire select switch, the trigger guard, ayiptiieSeeDefs.’ Ex.
R at 6-7; Defs.” Ex. H at 2—4% While the shape of these in@tlual components may vary to

some degree across different versiofhthe weapon—for instance, the grips of some of the

43 These last three elements comprise what HK USA in 2009 ¢hietrigger group.” Defs.’ Ex. R at-G.

44 We agree with Plaintiffs that the companies’ considénterrogatory responses carry more weight than HKG
managing director lhloff's (admittedly rather muddled) efforts atdbing the trade dress in a 2014 depositiee
Custom Vehicles, Inc. v. Forest River, JrB005 WL 3299499, at *2 (N.D. Ind. Dec. 2, 2005) (noting that a party’s
deposition testimony does not render “nugatory” its prior ioggtory responses).
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weapons have finger grooves, while others do rnibekconfiguratiorwith respect to each other
adheres to a pattern. We view the arrangement of tdoesgstentlyenumerated design elements,
which based on the visual eviderdzeindeed contribute to a consistent “overall look” of the

MP5 line of weapons, as an identifiable basis for a trade dress claim.

Examining the facts of two of the decisions upon which Defendants rely most heavily in
stressing the stringency of the identifiability requirement helps illustrateithi@ency of
Plaintiffs’ descriptions here. WeberStephen Products, LLC v. Sears Holding Cdzf13 WL
5782433(N.D. lll. Oct. 25, 2013), the court found that the plaintiff had not sufficiently identified
its putative trade dress in a line of outdoor grills, noting thaps{gad of precisely identifying
the character and scope of its trade dress, [plaintiff] siimgludes photographs of two entire
grills—not even closeips of particular grill featuresand describes its trade dress as
“including, without limitation their distinctive shape, proportions and feature placements.” 2013
WL 5782433, at *3. “Without more factual detail as to what exactly the grill shapes, pwoport
and features are,” the court observed, “these extremely broad categories a@ansuffout
the Court and Sears on notice of what Wdigieves is its protectable trade dresd.”
Similarly, in Yurman Design, Inc. v. PAJ, In262 F.3d 101 (2d Cir. 2001), the Second Circuit
found that the manufacturer of a line of rings and bracelets lacked a viaklelitezd claim as a
matter of law because its minimalist descriptions of the “ovirall and feel” of the various
products offered no reasonable insight into what, exactly, supposedly tied the prodults toget

The court’s explanation is instructive:

We need not decide whether Yurman could formulate a description of design
elements towpport a trade dress claim sufficient to protect a line of Yurman
jewelry, because Yurman has not even offered one for our consideration. The
trade dress of works that are decorative or artistic may be harder to capture in
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words, and may need descriptions more broadly framed, or may need drawings;
but the party seeking protection must nonetheless be able to point to the elements
and features that distinguish its trade dress. Pressed by PAJ on appeal to provide
some description of its trade dress, Yurmardpoed the following: “the artistic
combination of cable [jewelry] with othetements.’But the word “artistic”

simply begs a question; and unless Yurman seeks protectioabier itself, the

jewelry must be supposed to combine cable “with other elerhditis.

articulation is altogether too broad to be a protectable, source-identifying
expression.

262 F.3d at 117-118.

Here, by contrast, Plaintiffs seek to protect the overall design of the MP5 linanke
the claimants iWeberStepheror Yurman they have described a discernible body of design
elenments that allows the court to evaluate the claimed trade dress within the réahgible
reality rather than that of guesswork or abstract aesthetic speculatigrhaveeidentified the
elements thatanstitute the overall design of their product much as a gun manufacturer seeking
trade dress protection in a Colt revolver didNiew Colt Holding Corp. v. RJG Holdings of
Florida, Inc,, 312 F. Supp. 2d 195 (D. Conn. 2004). There, the plaintiff claimedoierall
appearance of the gun” as its protectable trade dress, but it supplemented that desithio
brief enumeration of the gun’s salient components. 312 F. Supp. 2d &20Bg aside the
defendant’s objections that these descriptions lathkedequisite specificity and that there had
been variations in the shape or appearance of various components of the gun over time, the court
nonethelesdeterminedhat the plaintiff had identifeéits trade dress sufficiently, concluding
that “any lack @ clarity in Plaintiffs' descriptions stems from their attempts to claim the entire
appearance of the revolver and the difficulty inherent in adequately des@ibiing requisite
details” Id. at 206. Although Plaintiffs’ efforts to delineateethcope of their trade dress have

not been a model of explanatory precision or of consistency, their descriptions have been
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detailed enough, and enough in sync with the visual evidence of the appearance of the MP5

weapons, to be readily identifiable.

C. Non-Functionality

The Lanham Act provides thah an “ation for trade dressfringement under this
chapter . . . the person who asserts trade dress protection has the burden of proving that the
matter sought to be protected is not functional.” 15 U.8.0125(a)(3). The Supreme Court has
expanded and refined its operative definition for “functionality” over the yearst hasl lately
endorsed two complementary formulatiofis general terms, a product feature is functional,’
and cannot serve as a tradekpaf it is essential to the use or purpose of the article or if it
affects the cost or quality of the articleTtafFix Devices, Inc. v. Mktg. Displays, In632 U.S.

23, 29 (2001) (quotingnwood Labs., Inc. v. Ives Labs., 456 U.S. 844, 850 n.10 (1982)). A
feature may also be classified as functional if it “is one the “exclusive usdnimh] would put
competitors at a significant neeputationrelated disadvantageQualitex Co. v. Jacobson

Prods. Co., Inc514 U.S. 159, 165 (19%%As theSeventh Circuit has recognized, the core
guestion to be answered is whether a particular design has value for its aeg#iigyic-gnd as

a means of souraéentification in the marketplaeeor, ratherwhether the design exists so that
the product can perform its intended function be&eecialized Seating, Inc. v. Greenwich
Indus, LP, 616 F.3d 722, 727 (7th Cir. 2010). “So if a design enables a product to operate, or
improves on a substitute design in some way (such as by making the mioeoer, faster,
lighter, or stronger), then tieesign cannot be trademarked . .Jay Franco & Sons, Inc. v.

Franek,615 F.3d 855, 857 (7i@ir. 2010).
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The Seventh Circuit has endorsed a list of five factors useful for evaluating claimed

feature omproduct designs within this conceptual framewditkese are:

“(1) [T]he existence of a utility patent, expired or unexpired, that involves or
describeghe functionality of an item's design element; (2) the utilitarian
properties of the item's unpatented design elements; (3) advertising of the item
that touts the utilitarian advantages of the item's design elements; (€xattie d

of, or difficulty in creating, alternative designs for the item's purposehé¢s) t
effect of the design feature on an item'algy or cost’

GeorgiaPacific Consumer Prods. LP v. KimbeBtark Corp, 647 F.3d 723, 727-728 (7@ir.
2011). In considering the functionality or namctionality of Plaintiffs’ claimed NP5 trade
dress, it is important to emphasize that functionality is fundamentally &ajuetfact.
Specialized Seating,16 F.3d at 726 (Functionality’ certainly isn’t an issue of law; it represents
a factspecific conclusion . . . .")Modern Fence Technologies, Inc. v. Qualipac Home Imp.
Corp, 726 F. Supp. 2d 975, 987-988 (EWis. 2010)(citing Service Ideas, Inc. v. Traex Carp.
846 F.2d 1118, 1123 (7th Cir. 1988)). It is therefore appropriate for disposition on summary
judgment only where a plaintiff is unable to meet its burden of raisg@gaine issue of material
fact that its trade dress is nonfunctionavisible Fene, Inc. v. Perimeter Tesh Inc.,2007 WL
273129, at *9 (N.D. Ind. Jan. 26, 200%ge alsdClicks Billiards, hc. v. Sixshooters, In@251
F.3d 1252, 1262 (9th Cir. 2004 Cognizant of this standard, we review the applicability to

Plaintiffs’ trade dress of the five criteria enumerated by the Seventh Circuit.

1. The existence of a utility patent

4 Defendants are correct to note that Plaintiffs learultimate burden of persuasion on the issdferaftionality,
as specified by Séon 43(a) of the Lanham Act. Docket No. 332 at™8 They go astray, however, in implying
that Plaintiffs musprovenon-functionality in order to survive a motion for summary judgment. Tdisy err in
their conception of the fivpart Seventh Circuit “test” for functionality: it &list of probative factors rather than
prerequisitesSee GeorgidPacific, 647 F.2d at 727.
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The existence of a utility patent for a given product design (or design featuredigy“s
evidence ofdinctionality.” Georgia-Pacific,647 F.3d at 728.If trade dress protection is sought
for those featurgg the strong evidence of functionality based on the pre\idigy] patent
adds great weight to the statutory presumption that features are deemed flaotibpeoved
otherwise by the party seeking trade dress protectioafFix, 532 U.S. at 29-30. Any overlap
with a patent is a “cheat sheet” for functionality because “any design claimed gnaipat
supposed to be usefullay Franco & Sons, Inc. v. Frangkl5 F.3d 855, 857 (7th Cir. 2010).
Sopersuasive are utility patents as evidence of functionality, in fact, thatth® decisions
cited by theGeorgiaPacific court in support of its statement that summary judgment may be
granted in “@propriate cases” relied strongly thre “presumption of functionality” created by
the existence of a relevant patent in the featbee TrafFix532 U.S. at 29-3®Bpecialized
Seating616 F.3d at 727&co Mfg. LLC v. Honeywell Int’Inc., 357 F.3d 649, 653 (7tir.

2003) (determining summary judgment appropriate where plaintiff had failed tamowetbe
“heavy burden” created by the existence of a utility pateRtgnek,615 F.3d at 857—-859
(noting that the TrafFix presumption” of functionality applied and supported summary
judgment).See also Georgia-Pacifié47 F.3d at 728.

Here, Defendants bring to our attention no utility patents for designs overlapping with
Plaintiffs’ claimed design features. While the absence of such patents does nateptieelu
functionality of the design, of course, the lack of a “cheat sheet” creating a presuaipt
functionality makes it considerably less likely that functionality couldétermined on
summary judgmentCf. TrafFix,532 U.S. at 29-30.

2. Utilitarian pr operties of the design elements
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Defendants present extensive evidence that individual features of the MB8ingcl
those design components that we have recognizedrasfPlaintiffs’ identifiable claimed trade
dress, have utilitarian properties. This evideinctudes HK USA president Weber’s testimony
that elements such as the fgelect switch, the trigger guard, and the grip have features that
enhance the usériendlines$® or efficiency of the weapon rather than serving purely aesthetic
purposesSeeDocket No. 333-9 (Defs.’ Ex. JJ) at 71, 73, 124-125, 127, 128, 130-131. As to the
gun sighting mechanism, an operator’s manual describes how the two sights on the top of the
weapon employ concentric circles to enhance the accuracy dbatket No. 333-100Qefs.’
Ex. KK) at 68; Docket No. 334-3 (Defs.” Ex. SS) aBée als®ocket No. 333-14 (Defs.’ Ex.
0O0) at 115-116; Defs.” Ex. JJ at 120. Lastly, Weber explained that the MP5 line uses curved
magazines in part to facilitate the more efficient feeding of amitron into the firing chamber
and to solve “feed problems” that had previously existed with straltgpged magazines. Defs.’

Ex. JJ at 136, 140-141; Defs.” Ex. OO at 134; Defs.” Ex. KK at 5.

Plaintiffs largely do not dispute the utilitarian qualitiesrafious individual components
of the MP5 design. Rather, they stress that a prodoegsall configuration may still be non-
functional even if a large portion of its component features are functional. “[A] pradiose
overall appearance is distinctivarcbe protected under the trademark laws, even though most of
the products constituent elements serve some functpetialized Seatin§,16 F.3d at 727.
When concededly utilitarian components comprise a putatively non-functional whole, “the
critical question is the degree of utility present indkierall design of the mark.Ih re Becton,

Dickinson & Co, 675 F.3d 1368, 1373 (Fed. Cir. 2012). (emphasis added). On one hand, trade

46 Macabre though the term “usiiendliness” may be to describe a militestyle machine gun, we must consider
the weapon in thisespect as if it were any other consumer item.
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dress protection can extend to designs that are “ornamental, fanciful, [and] istle¢diat such
aestheticallybased configurations “are not in short supply, so appropriating one of them to serve
as an identifying mark does not take away from any competitor something that he needs in orde
to make a competing brand¥.T. Rogers Co., Inc. v. Kee@@8 F.2d 334, 339 (7th Cir. 1985).

In the broadest sense, this is what separateshtqee of a football, unusual and iconic though it
might be, from the design of a car’'s hood ornament; a football’'s shape cannot be a ssde dre
because & oblong shape is what makes it a football, while a car will serve its purpossgteo m
which of the infinite styles of front bumper or hood ornaments are placed ujmbratt339-340.

On the other hand, however, the Seventh Circuit has cautioned, a design may be functional even
though it is not the only possible utilitarian configurationSpecialized Seating, Inc. v.

Greenwich Industries, LB16 F.3d 722 (7th Cir. 201GQr instance, the court ruled that a

particular design for an x-frame folding chair was functional “not becausédé @y way to

do things, but because it represents one of many solutions to a problem,” based on the overall

configuration’s “favorable strengtio-weight ratio.” 616 F.3d at 727.

Here, Plaintiffs contend that the arrangement of weapon features that ces#fsttitade
dress is essentially arbitrary, and provides value as a stylistic profile ctusegria fact, they
contend, the MP5 is a “heritage firearm,” without any overall utilitarianratdges over modern
competitors with more advanced designs. Weber Decl. { 8. In support of this argumetiftsPlain
rely primarily on the expert report of Peter Kokalis, who opines that “[tjhe MP5 drads
constitutes a combination of design elements in an arbitrary and protectable product
configuration,” and that “[tlhere are infinite potential combinations of rnatetesign elements,

and mechanical geometries available to firearm manufacturers.” Dock8dBl&(Kokalis
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Report) at 11 12, 72.Weber's testimonys in the same vein: “HK could exchange each of the
MP5 design elements with alternative design elements such that the visual aggeéthe
firearm would be radically different than the MP5 trade dress and the fireastd stdl fire just
as smoothly, accuray, and reliably.” Weber Decl. { 9. Finally, Plaintiffs point to visual
evidence of a number of other weapons that contain the same core of featuressbuiwehall
design configuration is nonetheless significantly and recognizably diff&r8eeKokalis

Report, Appx. B.

While the nature of a firearm mandates that any marketable gun contain certain
functional features, “the fact that an item serves or performs a function doesarothat it may
not at the same time be capable of indicating sponsorship or origin, particutersy the
decorative aspects of the item are nonfunctioizdllas Cowboys Cheerleaders. Inc. v.

Pussycat Cinema, Ltd604 F.2d 200, 204 (2d Cir. 1979ee alsdocket No. 346-26 (PIs.” Ex.

26) (PTO trade dress registration for the particular configuration of the Thompstimeagun).
Plaintiffs have at least raised an issue of fact as to whether the particulauaiidigof parts
embodied in the MP5 line of weapons is non-functional, despite the inescapably functional
nature of some of the componetitemselvesCf. Servicddeas, Inc. v. Traex Corp846 F.2d

1118, 1123 (7th Cir. 1988). We therefore conclude that the utilitarian features of the weapon t

which Defendants point are not necessarily fatal to Plaintiff's case fefunationality.

3. The exstence of advertising touting the design’s utilitarian qualities

47 Plaintiffs filed the Kokalis Report manually rathtean on the electronic docket.

48 Plaintiffs also point to the existence of a design patent faB8@522 (a weapon whose alleged infringement of
the MP5trade dress is at issue in this case), which GSEackerized in an application to the PTO as an
“ornamental design for serautomatic firearm.” Docket No. 3457.
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Where a company’s advertising “unequivocally link[s]” its product design to functional
benefits, a court is justified in weighing its own word against its claim of nonidbmadity. See
Geagia-Pacific,647 F.3d at 730ylortar Net USA, Ltd. v. Hohmann & Barnard, In2013 WL
5407183, at *3 (N.D. Ind. Sept. 26, 2013). Here, Defendants point to a limited number of

instances in which, they assert, Plaintiffs advertised the MP5 using twatmnof utility.

First, in what appear to be magazine advertisements, HK USA quoted Alan Ladd in the
1953 film Shanewho stated that “[a] gun is a tool”; they then added the tagline that HK
produces “power tools for a new century.” Docket No. 33Befs.”Ex. HH). In another
brochure, HK USA boasts that the HK94, which it characterizes as “a direct affgpititeckler
& Koch’s renowned family of MP5 Submachine Guns,” is “[d]esigned and built with only one
thing in mind: uncompromising performance.” Docket No. 333-6 (Defs.” Ex. GG) at 2. Later in
the same item, the company concludes its ad copy with another tagline: “At Heé&denh,
form follows function.” Id. at 4. These items are less than persuasive as evidence of “utilitarian”
advertising for two rasons: first, the statements in question are little more thaspemific
puffery; second, and more importanbne of the statements actually refer to the MP5 line. The
assertion that the HK94, “offspring” of the MP5, has value for its “uncompromising

performance” is hardly the same as advertising the parent weapon on specificallyautilitar

grounds.

Defendants secondly point to a 2001 book, the Heckler & Koch “official history,” which
contains the following statement: “A weapon, and particularly a sub-machine gun nsalhyle
technical item. But why should one restrict oneself to sheer functiorfaligre are vacant MP5
surfaces inviting decoration?” Docket No. 333-5 at 264—-265. Leaving aside the question of

whether the statements contained inhsadook are “advertising” materials for the MP5, we do
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not believe that this statement, when placed in context, touts the MP5 as @nfalntzm. The
book’s authors refer to the MP5’s “vacant spaces” in tongueheek fashion, by way of
introducing a sries of photographstabeled “beauties™displaying highly elaborate special
edition weapons, including a gold-plated MP5 and a gun decorated with ivory animal motifs
apparently given as a giftom the company to the late Shah of Irlgh.at 264. While the design
of the MP5 may be pedestrian in comparison with thesetireniosities, it is difficult to read
this bit of text as a serious assertion that the MP5’s desitgelfunctionalrather than

aesthetic in valudLastly, a companyssued calendar, which contains several blurbs dssous
the MP5, notes that “current MP5 models still boast of features seldom found on any othe
weapons.” It goes on to describe the quality of the steel use to produce the guhanlaiite
weapon’s modularity, while its trigger mechanisms are “a rénigge days.” Docket No. 332-22
at 4. But the features of which the calendar boasts in functional terms—namglalitye of the
gun’s steel and its modular capabilitieare not claimed by Plaintiffs as part of its trade dress;
while the trigger unit is @rt of the trade dress, the reason the calendar describes it as a “rarity” is
that most other modern designs have supplanted the original MP5 system with a more full

automatic trigger mechanismal.

In Georgia-Pacificthe Seventh Circuit determined tlzatvertisements for a brand of
toilet paper singing the praises of its quilted design—"quilted to create thousgmdsesf for
moisture to go” and “gently quilted together to give you and your family exceptional softness
and comfort"—weighed in favor of functionality. “[T]he language in the ads is clear—the
Quilted Diamond Design is unequivocally linked to functional benefits such as absorbency,
softness, and comfort.” 647 F.3d at 730. The advertising materials that Defendants have

identified here stand in contrast; none urges the consumer to purchase the MP5 endtiedtr
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any particular utilitarian quality. On the flip side of the coin, as Defendants aifytg/eber
testified that the company’s advertising “definitely [doesn’t] charactefzeNIP5] as a
distinctive trade dress.” Docket No. 33ZDefs.” Ex. C) at 223. For this reason, we find that the

Heckler & Koch advertisements have little to say on the question.

4. “The dearth of, of difficulty in creating, alternative designs for the item’s pupose”

As we have noted, a product design is likely to be considered functional if it repesents
“solution to a problem”™—if, in other words, its protection as trade dress would deprive
competitors of a uniquely efficient or useful design, even if other possible design3 exise
the example of the folding chair design at issuBpecialized Seatinghis factor is therefore
implicated where, though other chair designs are possible, creating an altetasiiyrethat
achieves a particular, desirabtrength to weight ratio” would be difficult or impossib66
F.3d at 727. In the case at hand, then, we must ask a teleological question: whethecuie part
design of the MP5 makes it tangibly better at achieving the ends of submachinaajutiats

locking up the design under the aegis of one brand will harm the consumers’ interests.

Plaintiffs again lean on the Kokalis expert report, which states that othgnsliésifilling
the same purpose are not only possible, but plentiful. Docket No. 246-10 at §{ 17, 22. In fact,
Kokalis asserts, a rival manufacturer endeavoring to copy the design of the MRBZXaxadiber
weapon—such as GSG’s allegedly infringing version of its GSG-52@uid place itself at a
functionaldisadvantagehecause a modermgy of smaller caliber can be built lighter and more
flexible. 1d. at § 81. Despite their success in showing the functional value of individual

components, Defendants have presented no evidence supporting a theory that the MPfsreprese
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even “one of many solutions to a proble@f. Georgia-Pacific647 F.3d at 731 (citing

Specialized Seating16 F.3d at 727).

5. Effect of the design on the item’s quality or cost

As to this final factor, Plaintiffs asseftat, although the manufacturing quality of the
MP5’s components may differentiate them from comparable alternatives, nothing about the
design arrangement itself drives the gun’s quality or cost. Docket No. 346 at 4, 8 (citingsKokali
Report at 1 4, 77; Weber Decl. § 10). According to Weber, the MP5 “clones” products sold by
GSG, despite having the same design, sell for roughly 80% less because of this differenc
manufacturing quality. Weber Decl. § 10. Defendants do not directly assail Ptaeuiflence
on this score; instead, they argue that “[e]g@edoes not establish ntumctionality; nuclear
reactors are expensive to make, while paperclips are not.” Docket No. 364 at 30itVghof
course, true that Plaintiffs’ evidence here doesstablishnonfunctionality, it is at least
relevant tohe question ovhether the design—as opposed ttoeo factors—differentiates the

product in terms of quality or cost.

In sum,we determine that Plaintiffs have at least raised a genuine issue of material fact
with respect to the non-functionality of the MP5 design in which they claim tradg. dre
Defendants’ evidence of the functionality of the weapon’s components will be higghrameto
a factfinder, but the question remains whether the design of the whole has an aesthetic or
sourceidentifying value thatranscends the utilitarian qualities of its constituent elements. The
lack of a utility patent, coupled with the lack of strong evidence in Defendants’ faor w

respect to any of the remaining evaluative factors identified by the Seventit,G&ads us to
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conclude that summary judgment against Plaintiffs on the question of functionality is

appropriate.

D. Secondary Meaning

In order to qualify as “distinctive” and thus eligible for protection under the lrad,
an unregistered trade dress musssess a secondary meaniwgl-Mart Storesp29 U.S. at
210-215Bodum USA, Inc. v. La Cafetiere, In621 F.3d 624, 627 (7th Cir. 2010)A] mark
has acquired distinctiveness, even if it is not inherently distinctivehasitdeveloped secondary
meaning, which occurs when, ‘in the minds of the public, the primary significancenairig] is
to identify the source of the product rather than the product itskelf.dt 211 (quotingnwood
Labs., Inc. v. Ives Labs., Inel56 U.S. 844, 851 n.11 (1932Proof of secondary meaning can
be established through direct consumer testimony, consumer surveys, length and maseer of
amount and manner of advertising, volume of sales, place in the market, and evidence of

intentional copyingPackman v. Chicago Tribun267 F.3d 628, 641 (7th Cir. 2001).

Defendants assert that the MP5 design lacks secondary meaning because the market is
flooded with MP5 look-dikes or unlicensed or altered versions of the weapon. As evidence,
they cite manuals distributed dovners by Plaintiffs themselves, warning that “[tlhere are a lot of
look-alike products being sold today that are not produced by HK. There are also used MP-5’s
available that were not reconditioned by HK, GmbH or HK, Inc.” Docket No. 332-23 (Defs.” Ex.
V) at 12. Defendants also provide evidence of a number of firms in the United States and
elsewhere that sell knoekf or imitation MP5s, or that produce kits that can be assembled into
weapons resembling the MPSeeDocket No. 332 at 27-28, 11 BR- Addiionally, Defendants

assert that Plaintiffs have been lax in allowing the proliferation of thasstars. They note that
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Plaintiffs have nevemade a valuation of the alleged MP5 trade dress, Docket No. 332 at 29, |
84, and that HK USA official Steven Galloway conceded that the company had hired an
investigative firm to track down copycats after discerning that it had been “eetjlay
“Inattentive” in “protecting our intellectual property.” Defs.” Ex. C at 142, 171-Céhg
McCarthy on Trademarks, they contend that the MP5 lacks distinctiveness if itis#tkin on

all sides by similar marks on similar goods.” 2 McCarthy on Trademark&)afair Competition

§ 11:85 4thed.). “When numerous sellers in a product or service line use similar marks, the
may be little if any individual distinctiveness and consumers may have difficlliig tene

seller from another.Id.

We do not read McCarthy on Trademarks to sughesthe existence of a “crowded
field” forecloses the existence of secondary nragif the competitors are imitators who have
entered the market to capitalize on the familiarity or cachet of-axiséng desigrf® Cf.
Eastland Music Group, LLC v. Lionsgate Entm’t, JnQ7 F.3d 869, 871 (7th Cir. 2013)
(observing that a plaintiff was “a very junior user and in no position to complain . . ntififlai
entereda crowded field, and its rights are correspondingly weak and narrow.”) (emphasis
added).The consumer “confusion” created in such a market of imitators stems not from the fact
that a product’s name or design fails to stand out, but rather that it statos ouichattracting
other producers who seek to co-opt it. And in fact, as Plaintiffs point out, evidencentbimaé
copying, far from being fatal to a claim for secondary meaning, is probativeschitinn

Bicycle Co. v. Ross Bicycles, In870 F.2d 1176, 1182 n.13 (7th Cir. 1989).

49 Further, while Plaintiffs’ alleged inattentivendasgprotecting their intellectual property may beadid equitable
issue, we are unaware of any precedenit§oelevance to the question of whether the trade dress itselthased
secondary meaning as defined by the Supreme Court and the Séivenith
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Here, in addition to the evidence that Defendants have designated regardiigténee
of MP5 imitators and repackagesgeDocket No. 332 at 27-28, 1 74-82, Plaintiffs point to
evidence that GSG and ATI themselves have engaged in intentional copying. One GSG
advertisement exclaims that “The GSGs an identical replication of the MP-5 except one great
thing: it's a 22 cal.'Docket No. 346-19PIs.” Ex. 12) at 2. AnotheGSG advertisemenbuts:
“The world’s most recognizable tactical carbine is now available for the everydatedhThe
GSGH5 is an identical clone of the renowned MP5 with one major chandees .22LR!”
Docket No. 346-10 (PIs.” Ex. 13). Two ATI executives stated in deposition testimony that the
GSGS5 intentionally resembled the MP5, making it “more attractive” than other cleepon
the market. Docket No. 347-5 (Defs.” Ex. 14) at 35; Docket No. 347-8 (Defs.” Ex. 19). Though
courts in the Seventh Circuit have stopped short of according a presumption of secondary
meaning to a trade dress on the strength of evidence of intentional copying, they haveaécogniz
such evidence as highly persuasiSee SchwinBicycle,870 F.2d at 1182 n.13urtle Wax,

Inc. v. First Brands Corp.781 F. Supp. 1314, 1324 (N.D. Ill. 1991).

Plaintiffs also present some evidencéh&f MP5’s “place in the markétiK USA
president Weber testifies to the MP5’s extensive presariae shows, Weber Decl. 1453 6,
10, and Plaintis’ expert Kokalis, avers that the gun has been featured in “well over 100 feature
films and countless television episodes, books, and articles.” Kokalis Re§io80. Even more
striking evidence of the MP&esign’s place in the market is GSG’s advertising of its expressly
imitative weapons-advertising clearly plays on the fame of the physical profile of the MP5,
describing it as “renownedind the “world’s mostecognizabldactical carbine.” Pls.” Ex. 13
(emphasis added). Plaintiffs have also made at least a minimal showing of thevdiBBige of

sales and its history of use. Although Plaintiffs’ sales data is not compnetehdioes show
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that the MP5 sold in considerable volume in the years 2005-2014. Docket No. 335-2 (Defs.” Ex.
111). 5° More persuasively, Plaintiffs note that the MP5 design has been used conssatertly
1966—for almost 50 years. As the court noteduntle Wax, Inc. v. First Brands Cor¥81 F.

Supp. 1314, 1324 (N.D. Ill. 1991), ewidce of the commercial success of a product design is
entitled to greater weight in proportion to the time the product has been on the market.
Secondary meaning, after all, cannot by its very nature develop overnight, for a éssleith
secondary meang “is not inherently distinctive but is claimed to have become identified with

the producer over time3chwinn Bicycleg70 F.2d at 1188.13. The assertion that a design

with such a comparatively venerable pedigree has acquired secondary meaning i®therefor
considerably more reasonable than a similar claim made on behalf of a recenhéhéy o

market.

In a small but perhaps telling linguistic slip, Defendants angaiethey have successfully
“put at issue” Plaintiffs’ claim of secondaryeaning for the MP5. Docket No. 364 at 32. Indeed,
as the evidence we have discussed above demonstrates, there is at least a genuuselunresol
factual issue as to this elemeBee Wo Pesos, Inc. v. Taco Cabana, |r&05 U.S. 763, 767
(1992) (discussing secondary meaning as a question subject to jury fact-finding). It is
Defendants’ burden, of course, as the moving party, to demonstratiesevecef a factual
guestion; because théave failed to do so, summary judgment in their favor on secondary

meaning is unwarranted.

E. Abandonment

50 Because this exhibit has been sealed and the precise voluaiesoissnot relevant to our resolution of the issue,
we need not go into any further detail regarding the sales mambe
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Theabandonment of an alleged trade dress is an affirmative defense to a claim for trade
dress infringement: A party may be held to have abandaiits trade dress where it has
engaged in “naked licensing’—that is, “allowing others to use the mark without exercising
‘reasonable control over the nature and quality of the goods, services, or businesshdhevhic
[mark] is used by the licenseeBva’s Bridal Ltd. v. Halanick Enters., Inc639 F.3d 788, 789
(7th Cir. 2011) (citing Restatement (Third) of Unfair Competition 88 30, 33 (199&@)also
Carl Zeiss Stiftung v. V.E.B. Carl Zeiss, Je?@3 F. Supp. 892, 918 (S.D.N.Y. 196¢gA]
‘naked’ licensemaybe the basis for anferenceof abandonment where the licensor maintains

no control over the quality of goods made by the licefsee.

Defendants argue that HK USA engaged in naked licensing in signing the 2009
Agreement with them. They present their case in a conceptually muddled f3shitrits core
assertion is that, by “approving” the design for the GSG-522 as attached to thené&graed
covenanting not to sue GSG for the sale of the GSG-522, HK USA gave away the store, thereby
forsaking any ability to engage in quality control. Docket No. 332 dfTi&refore,” Defendants
urge, “Plaintiffs contractually precluded themselves from enforcing théyoah product they

contend violates the alleged MP5 trade dress, working an abandonident.”

The abandonment claim fails because the Agreement did not license the MP5 to
Defendants.“[A] license to use a mark . is a transfer of limited rights, less than the whole
interest which might have been transferrdgkxon Corp. v. Oxxford Clothes, In&¢09 F.3d

1070, 1076 (5th Cir. 1997The essential inquiry is whether, “under cover of the agreement

51 As such, the abandonment claim would apply not only to Defendantsecolai for invalidity, but also as a
defense to Plaintiffs’ Lanham Act trade dress infringementéntion claims. Our conclusion that the defense fails
as a matter of law applies to its use in conjunciiith those claims as well.

521n the same breath as they describe the Agreement as a naked thenseate: “Yet the Agreement is not a
license but a freedom to practice within the ‘safe harbor.” Dosket332 at 70.
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claimed to be a license, ‘the licensee is engaging in acts which would infringe tisefisenark

but for the permission granted in the licenstd:’(quoting 2 McCarthy on Trademarks § 18:79).
The portion of the 2009 Agreement to which Defendants refer surrendered no rights in the MP5
at all; rather, it stipulated that a certain GSG design for the “G&% weapon didotinfringe

the MP5 trade dress. Docket No. 45-1 at | 5.

Plaintiffs cannot be guilty of naked licensing where they have not granted a licafise at
Defendants wisely discard their naked licensing claim in their reply brief, apthaéve

presented no other arguments in support of an abandonment affirmative defense.

Therefore, having concluded that Plaintiffs have sufficiently identified étieilged trade
dress and that they have propounded evidence creating a genuine issue of materthl fact
respect to functionality and secondary meaning, we DENY Defendants’ motion foasymm

judgment on Counterclaim Count XI.

VIl.  Plaintiffs’ Federal Trade Dress Claims

Defendants seekummary judgment otinreefederaltrade dress claimsontained in
Plaintiffs” Amended Complaint: Count V for trade mark dilution under Section 43(c) of the
Lanham Act, 15 U.S.C. § 1125(c); Count VI for infringement of an unregistered trade dress
under Section 43(a) of the Lanham Act, 15 U.S.C. § 1125(a); and Count VIhfionaslaw

trade dress infringement. Docket No. 332 at 70.

As we have noted, a plaintiff under Section 43 of the Lanham Act must establig$ that
trade dress is protectable in order to press a claim for infringement or dilutfendaets
reprise hergheir arguments that Plaintiffs’ putative trade dress is insufficiently idedhtifie
functional, and lacking secondary meaning. We have already considered and rejected those
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arguments, determining that summary judgment is unwarranted on the protectability o

Plaintiffs’ claimed trade dresSee supr& VI.

The only new argument Defendants present here concerns Plaintiffs’ traandilut

claim. Section 43(c) of the Lanham Act provides:

[T]he owner of gamousmark that is distinctive, inherently or througbquired
distinctiveness, shall be entitled to an injunction against another person who, at
any time after the owner's mark has become famous, commences use of a mark or
trade name in commerce that is likely to cause dilution by blurring or dilution by
tarnishment of the famous mark, regardless of the presence or absence of actual or
likely confusion, of competition, or of actual economic injury.

15 U.S.C. § 1125(c)(1) (emphasis added). The Act further clarifies that a mafik el des

“famous” if it is “widely recognized by the general consuming public of the United States as a
designation of source of the goods or services of the mark's owner.” 15 U.S.C. 8§ 1125(c)(2)(A)
Defendants allege that, because Plaintiffs have failed to identify or suffyoilsfithe their trade
dress, they “cannot show as a matter of law that the alleged MP5 trade dress . . . is rebggnized

the general consuming public of the United States . . . .” Docket No. 332 at 71.

Defendants fail to offer any support for their contamthat the MP5 trade dress is not
famous. They correctly note that Plaintiffs must “show that the alleged MiRbdrass is
famous [apart] from the ‘MP5’ manequired to be engravesh each such firearm,” but they err
in supposing that this statutory requirement is anything other than a restaterhent of t
unremarkablerinciplethat the tradelressrather than the verbal MP5 trademark must qualify
for protection. Although they cite two district court ca$esating that “niche fame” is

insufficient to gualify a trade dress as “famqughey make no actual argument that the MP5

53 Namely,Mike Vaughn Custom Sports, Inc. v. PiR014 WL 167382 (E.D. Mich. 2014), antluv N’ Care, Ltd.
v. Regent Baby PredCorp., 841 F. Supp. 2d 753, 75758 (S.D.N.Y. 2012).
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trade dress enjoys only niche famer that it falls short of establishing any of the elements
necessary to prevail on a trade dilution cladgae Syndicate Sales, Inc. v. Hampshire Paper
Corp, 192 F.3d 633, 639 (7th Cir. 1999). Defendants’ only substantive argument, in fact, is the
onesentence assertion that Plaintiffs cannot make a showing that the MP5 is “famousé becaus
they “cannot even define it consistently or specify nomege firearm parts.Docket No. 332 at

72. This merely recapitulates their contention that the trade dress is ndtatenttan

argunent we have already addressed and set.&3edesuprag VI(A).

Defendants’ motion for summary judgment on Count¥Vand VII of Plaintiffs’
Amended Complaint is therefore DENIED. Defendants have also moved for summargfqidgm
on Counterclaim Count XlI, which seeks a declaratory judgment of Defendants’
infringement. The parties did not specifically address Counterclaim Count XII, HDENg
Defendants’ motion for declaratory judgment of nofiingement for the same reason that we

deny Defendantghotionas to Plaintiffsclaims for infringement.

VIII.  Plaintiffs’ Count IX — State Trademark Infringement

Count IX of Plaintiffs’ Amended Complaint states a claim for state trademark
infringement under Indiana Code § 24-2-1-13. Docket No. 45 athIndiana Trademark Act,
Ind. Code § 24-2-&t seq.imposes liability when a defendant uses a “reproduction, counterfeit,
copy, or colorable imitation” of a registered mark either: (1) “in connection witkaleg
offering for sale, distribution, or advertising of goods or services,” or (2) “on or in ctiome
with which the use is likely to cause confusion or mistake, or result in decegg@mling the
source of origin of the goods or services.” Ind. Code § 24-2-1-1B¢igherv. Univ. of

Evansville 755 N.E.2d 589, 599 (Ind. 200Becauséndiana's body of trademark law is
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“relatively undeveloped,” the Indiana Trademark Act "is intended to provideensys state
trademark registration and protection that is consistent with the federal sfdtatiemark
registratian.” Serenity Springs v. LaPorte Cnty. Convention & Visitors Buré86 N.E.2d 314,
323 (Ind. Ct. App. 2013) (citing Ind. Code § 24-2-1-019)e state’s law therefore tracks the
terminology of the Lanham Act almost identically, and the essential eleofemttate claim are
the same as those of a federal one, with one notable diffefdndalike the federal statute, the
Indiana Trademark Act makes state registration of a trademark an explicit sibecigu

recovering for its infringement. Ind. Code § 24-2-1-14(a).

Defendants advance two grounds for summary judgment odaims. that a cause of
actionfor tradedressinfringement is not cognizable under the Indiana statute, and that in any
case Plaintiffs have failed to meet the incorporated Lanham Act rewprite of
“nongenericness, specificity, consistency, and nonfunctionality” as a matter ofdaketINo.

332 at 72.

As we have stated, the body of Indiana trademark infringement law is not richly
developed. Given that the state’s courts have reaffirragd tecently that the state law aims at
creating a System of state trademark registration and protection that is consistent with the
federal system of trademark registratiomowever, we can perceive no reason why the state law
would not follow in the footsteps of federal law in recognizing trade dress protegsien.

Serenity Springs v. LaPorte Cnty. Convention & Visitors Bur886 N.E.2d 314, 323 (Ind. Ct.

App. 2013). Defendants have certainly presented no substantive argument in favor of the theory
that trade dress is unprotected under state law. We have already img@mitiynized Count IX

as a cognizable cause of actiseeDocket No. 215 at 24-25 (denying Defendants’ motion to

dismiss), and we do not disturb that conclusion now.

89



Recognizing thegrallel nature of the federal and state claims, Defendants’ only
argument for summary judgment on the merits is that Plaintiffs have faileabdigsthe
elements of their Lanham Act claims. Docket No. 332 afgid& as we have rejected those

arguments once, we do so again here.

Defendants’ motion for summary judgment as to Count 1X of Plaintiffs’ Amended

Complaint is therefore DENIED.

IX. Defendants’ Counterclaim Count X— Declaratory Judgment for No Breach of

Contract by GSG and ATI

Defendants seek a declaratpugigment in their favor that they are not liable to Plaintiffs’
for their alleged breach of the 2009 Agreement, on the grounds that Plaintiffs aretaifirst
material breachDocket No. 251 at 58Because thelbreachedhe confidentiality clause before
the ink was dry” and attaching a copy of the Agreement in an email to an executive with non-
party Umarex shortly after the settlement was signed, Defendants insistiffSleannot recover

for any subsequent breaches by Defendants as a matter 8fdeket No. 332 at 73.

“[A] party first guilty of a material breach of contract may not maintain anmaetj@ainst
the other party or seek to enforce the contract against the other party shouldyhat par
subsequently breach the contra&dston Scientific Cqr. v. Mirowski Family Ventures, LL.C
2012 WL 5996482, at *9 (S.D. Ind. Nov. 30, 2012) (quotingpcci v. Cardinal Assocs., Inc.
492 N.E.2d 48, 52 (Ind. Ct. App. 1986)\ material breach is one that goes to the heart of the

contract.”New Berean Missiomg Baptist Church, Inc. v. State Farm Fire & Cas. Ins.,@010
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WL 2010464, at *5 (S.D. Ind. May 18, 201%)As Plaintiffs point out, the materiality of a
breach is a question of faGee Canada Dry Corp. v. Nehi Beverage Co., Inc. of Indianapolis,
723 F.2d 512, 517 (7th Cir. 1983).. Am. Ins. Co. v. Cate®865 N.E.2d 1016, 1022 (Ind. Ct.

App. 2007).

The parties do not appear to dispute that Plaintiffs’ attaching a copy of thevgeia
an email was at least a technical breach of its confidentiality clause. We have alesdeg g
Plaintiffs’ motion for summary judgment on the counterclaim for breach of the conéilignti
clause on grounds that Defendants failed to demonstrate the existence of dSemgeprag
IV(A). It does not necessarily fallv, however, that the email was not a material breach. In
support of their argument for materiality, Defendants cite only one case, @aFtate court
decision. There, iculliver Schools, Inc. v. Snay37 So. 3d 1045 (Fla. Dist. Ct. App. 2014), a
teacher who settled his employment discrimination claims against his emgigyed an
agreement that included a confidentiality clause; shortly thereafter, bBowevdiscussed the
agreement with his colleggge daughtefpresumably not a law studlg, who proceeded to
broadcast that informaticto some 1200 of her Facebdiends.137 So. 3d at 1046-1047.
When the teacher later brought a suit against the school for breach of the agréescenirt
ruled that his antecedent breach of the confidentiality clause foreclosed anyyelchwedrl048.
Although the court did not expressly discuss the question of materiality, iatidtisat the
confidentiality clause was “central” to the settlement agreement, and that “f§ifhicsince of
this piovision is evidenced by the fact that [plaintiff's] entitlement to a significant surmooey

is expressly conditioned on his compliance with this provisiteh .4t 1048 n.4.

54 Defendants fault Plaintiffs for citing a list ofdi@rs relevant to materiality as enumerateBriazier v. Mellowitz,
804 N.E.2d 78, 802803 (Ind. Ct. App. 2004), noting that Indiana courts now lookdiffarent formulation, as
encapsulated in Restatement (Second) of Contracts § 241.
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Plaintiffs, by contrast, argue that such a breach of the Agreement’s cowiithentause
was rot material because it did ngb “to the heart of the contracCf. Goff v. Graham306
N.E.2d 758, 765 (Ind. Ct. App. 1974). The “heart” of the 2009 Settlement, they insist, was GSG
and ATI’s agreement to cease production and saleecdlitegedly infringing GSG-5 in exchange
for a sum of money and the “approval” of the GSG-522. Docket No. 346 at 69. In support of this
notion, they point out that the language of the confidentiality clause itself ssi¢foetsthe
maintenance of secreapout the existence of a deal was not of paramount imporiaeee.
Docket No. 45-1, 1 24. They also refer us to a Delaware decision that they view as analogous t
our facts and as a useful counterpoint toShaydecision leaned upon by DefendantsTéas
Instruments, Inc. v. Qualcomm, In2004 WL 1631356 (Del. Ch. July 14, 2004), the Delaware
court of chancery founthat a party’s breach of the confidentiality provision of a settlement
agreement between two patent litigants was not material, because “peace” in thdig@ieat
not confidentiality, was the agreement’s central objective. “The [agreement]as no
confidentiality agreement. Nor was confidentiality identified by the par§esaiitical term or
goal of the [agreement]. The ‘root of the egment’ or the ‘essence of the contract’ was patent

peace between Qualcomm and [Texas Instruments].” 2004 WL 1631356, at *1.

We are not a court of chancery, and we do not enjoy a chancery court’s freedom to decide
summarily factual questions that are angine dispute. We believe that significantly more
conclusive evidence of the centrality of the confidentiality clause would be ngciesseder to
take the question of materiality away from the ji8ge Canada Dry;23 F.2d at 517 We think
that theravas enough dispute as to these matters that the issues both of the occurrence of a
breach and of its significance were properly left to the jurip&endants fail to meet their

burden. While they present a slightly more extended discussion of théniska# reply brief,
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they offer only unsupported argument regardingRbstatement factors applied by the Indiana
courts, particularly whether confidentiality was central to the “benetli@bargairi See

Frazier v. Mellowitz804 N.E.2d 796, 802—803 (Ind. Ct. App. 2004) (citing Restatement
(Second) of Contrac® 241]). For instance, they make the naked, conclusory assertion that
“Defendants agreed to the settlementy because HKI agreed to keep it confidential.” Docket
No. 364 at 37 (emphasis addetihis—and Defendants’ other such assertiomsay be true, and
if they are, Plaintiffs’ breach may have been material. But we are not intepdsisay so. \&
therefore decline to declare as a matter of law that Plairdifesjedprior material breach of the

2009 Agreement vitiates Plaintiffewn contract claims.

Defendants’ motion for summary judgment on Counterclaim Count X is accordingly
DENIED. Because first material breach is the only argument Defendants present in support of
their motion for summary judgment again&irtiffs’ own cortract claims (Amended Complaint
Counts | and Il), Defendants’ motion for summary judgment on Plaintiffs’ Counts | @éndl#o

DENIED.

Conclusion

We have resolved the pending motions as follows. Defendants’ motion to strike
Plaintiffs’ affirmative def@ses to conterclaims [Docket No. 282] is DENIED as moas

detailed above.

Plaintiffs’ motion for summary judgment [Docket No. 329] is GRANTED with respmect
Counterclaim Counts |, IlI, IV, VI, VII, VllIl,andIX. The motion$ GRANTED as to
Counterclaim Count V with respect to paragraph 14 of the Agreement and DENiiEBe2gpect

to paragraph 5 of thegkeement, as detailed above.
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Defendants’ motion for summary judgment [Docket No. 331] is DENIED with respect to
Counterclaim @unts I, 11,1V, V, VI, VII, VIII, IX, X, XI and Xll and with respect to Counts I,

I, V, VI, VII, and IX of Plaintiffs’ Amended Complaint.

IT 1S SO ORDERED.

Date: December 24, 2014 i!ﬁ! @Q!!S@ﬁﬂgﬁ

SARAH EVANS BARKER, JUDGE
United States District Court
Southern District of Indiana
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