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INTHE UNITED STATESDISTRICT COURT
FOR THE DISTRICT OF MARYLAND
Southern Division

CYTIMMUNE SCIENCES, INC,, *
Plaintiff, *
V. * Case No.: PWG-16-1010

GIULIO PACIOTTI,

Defendant.

MEMORANDUM OPINION

Following a fourday bench triaht which | found that Plaintiff Cytimmune Sciences, Inc.
(“Cytimmune”) did not materially breach the Assignment of Inventions,-Nisalosure, Non
Solicitation and NorCompetition Agreement (“Agreement”) th&lefendantGiulio Paciotti
entered into while working for the company, Cytimmune renewed its Motioa Roeliminary
Injunction. Cytimmune sought to enjoin Dr. Paciotti from working for Seniae&dic, LLC
(“Senior Scientific”)during the pendency of this litigation. Because Cytimmune failed to show
that it is likely to succeed on the merits of its claim to enforce the Agreeandriiecause of the
hardship an injunction would impose upon Dr. Paciotti, | denied Cytimmune’s Motion. This
Memorandum Opimin memorializes my rulings from trial.

. BACKGROUND

The Court previously outlined the essential facts of the case:

On February 17, 2016, Giulio Paciotti, Ph.D. ended approximately tveggty

years ofemployment at Cytimmune Sciences, Inc., (“Cytimmune”) where he

most recently worked a€hief Science Officer. There, he focused on Rano
technol@y, specifically a theragnostic calléide “Aurimmune Platform,” which

Dockets.Justia.com


https://dockets.justia.com/docket/maryland/mddce/8:2016cv01010/347196/
https://docs.justia.com/cases/federal/district-courts/maryland/mddce/8:2016cv01010/347196/96/
https://dockets.justia.com/

employed gold to diagnose and treat cancerous solid tunktes.began

employment as the Vic®resident of Research and Devel@min at Senior

Scientific LLC (“Senior Scientific”) two days later. His work continuestarget

cancerous solid tumors but now employs iron oxide in lieu of gold and focuses, at

least for now, on diagnosing, not treating, cancerous tusnaic]. Within a

month, Cytimmune filed suit against Dr. Paciotti in tlécuit Court for

Montgomery County, claiming that he breached the confidential informatidn

restrictive covenants of the Assignment of Inventions, -bMieolosure, Non-

solicitation andNon-competition Agreement it had entered into with Dr. Paciotti,

as well as breached the dutylayalty.

Mem. Op. & Order 1-2, ECF No. 55.

Dr. Paciotti removed the case to this Court, ECF No. 1, where Cytimmune renewed its
Motion for a Preliminary Injunction made previously in state court. ECF No.l 8&nied
without prejudice Cytimmune’s Motion subject to resubmission followargeted discovery
and abenchtrial on the narrow issue of whether Cytimmune materially breattteedgreement
by failing to payDr. Paciottihis full salary, thereby vitiating thregreement Mem. Op. & Order
13.

During the bench trial, which took place between August 23 and 26, Rfiaéd" that
no material breach occurred because the parties alteredgtieementthrough a course of
conductby agreeing either to defer unpaid portions of their salary @ytimmune regained
surer financial footing or to forgdhe unpaid salary. Dr. Paciott arguedthat § 502(f) of the
Maryland Wage Payment Lawd. Code Ann., Lab. & Empl. 8§§-8301 to 3509, and
Cytimmune’s corporate bylaws voided any such agreemeat.’s Mem. 2830, ECF No. 69;
Def.’s Reply 67, ECF No. 77.These arguments were unavailing. Because Dr. Paciotti has not

yet brought a claim under the Marylandage Payment and Collection Law for breach of

contract, | am not called upon to determine the precise parameters of the maatifiedttc

! At the conclusion of the bench trial, | made findings of fact and conclusions of lawguirede
by Fed. R. Civ. P. 52(a), and announced them on the record. | incorporate those findings and
conclusions by reference in this Memorandum Opinion, but wiltemeat them in detail.
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WhetherCytimmune’ssenior manageysncluding Dr. Paciottiagreed tadefer or forgo unpaid
salary,the record clearly shows that. Paciotti at least assented to paymerdaziruedsalaryat
some indeterminate future dat8ee e.g, Email fromAttorneyMaury S.Epner,on behalf oDr.
Paciottj to Roger A. HaydenAttorney for Presidential Ban{Sept. 16, 2013), Jt. Ex. 7 (“Dr.
Paciotti is currently not receiving any salary or other workplace compamsatHe has been
accruing salary since March 1, 2013 and doaisknow whenor if, he will ever be paid this
accrued sum.” (emphasis added)Jherefore, no material breach occurred.

In light of this conclusion,Cytimmune orally renewed its Motion fa Preliminary
Injunction. | denied the motion, finding that Cytimmune had not demonstrated a likelihood of
success on the meritd its contract clainbecause the Agreement evinces a purpose of stifling
competitior—which is not a leglly protectedinterest and is contrary to public lmy—and
because enforcing thAgreementwould imposean undue hardship on Dr. PaciottiThis
Memorandum Opinion memorializes the findings of fact and conclusions of law | reachegl dur
the bench trial

. STANDARD OF REVIEW

The purpose of preliminary injunction is to “protect the &ia quo and to prevent
irreparable harm during the pendency of a lawasllitmately to preserve the court’s ability to
render a meangful judgment on the merits.In re Microsoft Corp. Antitrust Litig.333 F.3d
517, 525 (4th Cir2003). As apreliminary injunction is “an extraordinary remedy . . . [it] may
only be rewarded upon a clear showing that the plaintiff is entitled to sudti réN@ter v. Nat.
Res. Def. Council, Inc555U.S. 7, 22(2008). To obtain a preliminary injunction, th@aintiff

must “establish that [1] he is likely to succeed on the merits, [2] he is likelyffer greparable

2 All references to Joint Exhibits refer to a binder of materials submittedyjdiptthe parties to
the Court for trial.



harm in the absence of preliminary relief, [3] the balance of equitiestips favor, and [4] an
injunction is in the public interest.”ld. at 20, see also Dewhurst v. Century Aluminum Co.
649 F.3d 287, 290 (4th Cir. 2011).

Prior to 2009, the Fourth Circuit followed a “balance of hardship” approach to
preliminary injunctionsconsidering all fouwinter elements but “allow[ing] eachrequirement
to be conditionally redefined” in a “flexible interplay” depending on hbeother requirements
were met. Real Truth About Obama, Inc. v. Fed. Election Comn®A5 F.3d 342, 347
(4th Cir. 2009)(citing Blackwelder Furniture Coof Statesvilles. Seilig Mfg.Co, 550 F.2d 189
196 (4th Cir. 1977)) Real Truthinvalidatedthis approachhowever,and it“may no longer be
applied” in the Fourth Circuit.ld. The plaintiff mustthereforesatisfy each requirement as
articulated. 1d.

[11.  DISCUSSION
A. Likelihood of Successon the Merits

To meet the first requirement, the plaintiff must “clearly demonstrate that hékefl
succeedon the merits rather than present a meigrave or serious question for litigation.”
Id. at 346-47. Only “providing sufficient factual allegations to meet tjieed. R. Civ. P.]
12(b)(6) standard oTwombly and Igbal’ satisfiesthe rigorousstandard required undéhe
Winter and Real Truthdecisions. Allstate Ins. Co. v. WarnfNo. CCB-11-1846, 2012 WL
681792, at *14 (D. Md. Feb. 29, 2012).

With specific regard to norcompete agreements, a demonstration of success on the
merits also requires the plaintiff to clearly establish that the agreement etisssafoceable
under thegoverning law. This Agreement is “governed and interpreted in accordance with the

internal lavs of the State of Maryland, without regard to or application of chufitaw



principles.” Agr. 1 14 Jt. Ex.27. Under Maryland law, an employer seekingetdorce a non
compete agreement must show that:

all of the following four conditions are met: “(ff)e employer must have a legally
protected interest; (2) the restrictive covenant must be no wider in scope and
duration than is reasonably necessary toegtothe employes interest; (3) the
covenant cannot impose an undue hardship on the employee; and (4) the covenant
cannot violate public policy

MCS Servs., Inc. v. Jondso. WMN-10-1042, 2010 WL 3895380, at *3 (D. Md. Oct. 1, 2010)
(quoting DeutschePost Glob. Mail, Ltd. v. Conradl16 F. App’x 435, 438 (4t8ir. 2009
(interpreting Maryland law) see also Gen. Parts Distrib., LLC v. St. CldVo. JFM-11-35586,
2011 WL 6296746, at *3 (D. Md. Dec. 14, 2011).

For a twayear period,lte Agreement prohibits Dr. Pacioftom:

enter[ing] into the employ of any Competitor [or] engag[ing] during such period,
directly or indirectly, voluntarily or involuntarily, as principal agent, «#f,
employee or otherwise, anywhere in the United St&lesada, Europe, Japan,
Taiwan, China, or India, in any actions to divert or take away any castom
supplier of the Company, seek to reduce the amount of business performed or
engaged in by the Company with any customer or suppligmovide servicesot

invest in, act as an advisadirector, consultant, contractor or agentgarticipate

in the ownership of management of . . . any Competitor, or assist in any manner
any Competitor, or otherwise compete with the Company in the sale or licensing
of anyproducts or services competitive with the products or services developed or
marketed by the Company in the United States, Canada, Europe, Japan, Taiwan,
China, or India.

Agr. 7.2 (emphasis added].he Agreement defines “Competitor” as:

any person, firm, corporation, partnership or other business entity engaged in
about to become engageédthe production, licensing, sale, or marketing of any
product or service: (a) which substantially similar toor directly competitive

with any product or service of the Company . . . ; or (b) whicbased on
technology of the kind or type acquired, developed or being developed, produced,
marketed, distributed, planned, furnished or sold by the Company . . . ; or (c) with
respect to which[the Cytimmune employee hashcquired confidential
information.

Id. § 7.1 (emphasis addedEssentially, the Agreement appears to prohibit Dr. Paciotti from



working at—or even investing i\-any company researching medical nanotechnology in three
continents for awo-year period.

The agreement’'swo-year duration is unobjectionableCourts applying Maryland law
have held two years to be a reasonable duration for acomapete agreement.PADCO
Advisors, Inc. v. Omdahl79 F. Supp. 2d 600, 606 (D. Md. 2002) (“Maryland has consistently
upheld two year limitations on employment with competitors as reasonalklee™also Gill v.
Comput. Equip. Corp292 A.2d 54, 49 (Md. 1972T.uttle v. Rigga/NarfieldRoloson, Ing.245
A.2d 588, 589 (Md. 1968)Ruhl v. F. A. Bartlett Tree Expert C@225 A.2d 288,291 (Md.
1967). And while a geographic scope spanning three continents is quite broad, “federal courts
applying Maryland law have held that in situations where the plaintiff cospatelients on a
global basis, a restriction limited to a narrow geographic area woultebaingless; therefore,
the absence of such a restriction is reasonalidetitsche Post Glob. Mail, Ltd. v. Conre2b2
F. Supp. 2d 748, 756 (D. Md. 2003¥f'd, 116 F. App’x 435 (4th Cir. 2004¥ee alsdntelus
Corp.v. Barton 7 F. Supp. 2d 635, 6442 (D. Md. 1998)Hekimian Labs., Inc. v. Domain Sys.,
Inc., 664 F. Supp. 493, 498 (S.D. Fla. 1987) (applying Maryland law).

But courts must assess tteasonableness of a roompete agreement’s scope in light of
the “specific facts” of the caseRuhl 225A.2d at 291 “Employers have a legally protected
interest in preventing departing employees from taking with them the custondwiljabey
helped create for the employer. Deutsche Post116 F. App’x at 438 (citing Silver v.
Goldberger 188 A.2d 155, 15%9 (Md. 1963). Oneof the Agreemeris numerous constituent
partsprevents Dr. Paciotti from “divert[ing] or tak[ing] away [Cytimmune’s] tomsers . . . .”
Agr. 1 7.2 But the Agreement goes well beyond that limited purpose by also prohibiting Dr.

Paciotti from diverting suppliers away from Cytimmune or from “provid[isg}vices to,



inves{ing] in, [or] acfing] as an advisao” any of Cytimmune’s competitordd. And the term
“competitor” encompasseasore tharjustcompanies actively producing nanoparticle technology
for cancettreatment purposdsut also thoseontemplatingoroducing or developing technology
“substantially similar to” omerely “basedon” technology “of the kind being developed by”
Cytimmune.Id.  7.1.

Maryland law permits courts to preserve otherwise unenforceablecamopete
agreementby excising overly broad term®eutsche Postd35 F. App’x at 439.But under this
“blue pencil” approachia court may not rearrange or supplement the language of the restrictive
covenant.”ld. Whittling down the Agreemertb its restriction on diverting customers, however,
cannot save the agreemenCytimmune has no cushers. Its economic viability depends
entirely upon its ability through research and development to boingarket nanomedicine
technology SeeVerified Compl. 1 2529, ECF No. 2. The parties have cited no case in which
a court found that @ompany reearcing and developin@ product that does not yet exist
hypothetical customeisad a legally protected interest in limiting a former employee’s ability to
find work elsewheranvolving technology “substantially similar to” or, even more remotely,
“based on” the employer’s technology

That Cytimmune buried withira heap of other restrictiors theoretically valid but
actually inapplicablelimitation geared towardgreservig customer goodwillhints at the
Agreement’s true purpose: stifling competitidn. Deutsche Postludge Frederick Motz refused
to enforce a nowompete agreement that prevented former employees of the largest international
mail carrier,Deutsche Post Global MaitDPGM”), from starting their own small international
mail company. Deutsche Post292 F. Supp. 2d at 758Because théormer employees’ small

company posed very little threat to the largest player in the relevant marlgeMaoid ascribed



to the agreemer# purpose of “stifl[ing] healthy competitidnvhich he held contrary to “broad
public policy” 1d. The Fourth Circuit affirmed theower court'sdecisionand described the
agreement as “sweeping” because it prevented the former employees from rigngaginy
activity whichmayaffect adversely the interests of the Company.”. DeutschePost 116F.
App’x at 438 (quoting norwompetition agreement).According to the court, this language
“seem[ed] designed to prevent any kind of competition . . . , which is not a legallytgdotec
interest.” Id.

The breadth of the Agreement here is far greater than the obeutsche Post By
prohibiting Dr. Pacitii from evenowning stock inor serving in an advisory or managerial role
atanother nanomedicim@mpany, it prohibits more activity than the typatcould conceivably
adversely affect Cytimmune.lf DPGMs agreement stifled competition, th&ytimmune’s
attempts to stranglié The anticompetitive nature of the Agreement is contrary to public policy
and reveals Cytimmune’s lack of a legally protected intel®se id.

Finally, enforéing the noncompete Areement would impose significant hardship on Dr.
Paciotti. Like the other members of senior management at Cytimmune, Dr. Paciotéiceas
significant financial hardship over the paséveral years by agreeing to accepeither
permanently or temporariyless than his full salarySeeDef.’s Mem. 10-12% PIl.’s Opp’n 4-9,
ECF No. 74; Sept. 14, 2009 Resolutions of the Board of Directors of Cytimmune Sciences, Inc.
7, Jt. Ex. 4;Paciotti 2018615 W-2 Forms, Jt. Ex. 22. Enforcing this exceedingly broad
Agreement would present Dr. Paciottittwthe unenviable choicéetweencontinuing to work
for Cytimmunefor little or no compensation or discontinuing his work in the nanotechnology

field, his livdihood for nearly thirty years.



Perhaps a& later stage in the litigatio@ytimmune will be ale to furnish evidence that
the Agreement is more narrowly tailored, less-anmpetitive, and less onerous to Dr. Paciotti
than it appears oiits face Cytimmune has not, however, clearly demonstrated a likelihood of
success on the meritd its claim b enforce the AgreementFor that reason, a preliminary
injunction is inappropriateSee Winter555 U.S. at 20.

B. Other Preliminary Injunction Elements

Because Cytimmunéas failed to clearly demonstrate a likelihood of success on the
merits, it is unnecessary for me examine the otieter elements at lengttbut | will address
them briefly.

The technologies that Cytimmune and Senior Scientific hope to deasdopeas away
from realzation. SeeVerified Compl. {1 45 (“As of the date of this filing, Cytimmune has
received approval from the Food and Drug Administration (‘FDA’) for clinfidals in humans
of a tumortargeted, metallic nanoparticle (‘the Aurimuplatform’). . . .[Senior Scientific] has
begunin vitro and live animal testing of its own tumtargeted metallic nanopatrticle, but it has
not yet received approval from the FDA for clinical trials in humandg§fore either startup can
realize its fimncial goals, each must convert its research into a marketable praubode Dr.
Paciotti was a key player in this effort at Cytimmune, assheow at Senior Scientific, his
involvementby no means guarantees succésa/en the speculative nature of the products these
companies seek to develop, Cytimmune has not demonstrated a likehiabadeparable harm
will flow from Dr. Paciotticontinuing work at Senior Scientific during the pendency of this case.

The balance of equities also fagddr. Pacioti. As discussed above, the noompete
Agreement would, if enforced, prevent him entirely from working or investing in the igdustr

that is his life’'s work.



Finally, enforcing the Agreement would harm the public interédtSenior Scientific,
Dr. Pacidti is the driving forcebehind the development of ira@xide nanopartical technology.
SeeVerified Compl. { 53 Issuing a preliminary injunctionauild delaythe development of a
potentially significant diagnostic tool in the fight against cancer

V. CONCLUSION

After a careful review of the recowds it currently exists, it islearthat Cytimmunehas
failed to meeits burden with regard tany of the foulWinter elementsand injunctive relief is
inappropriate.SeeWinter, 555 U.S. at 20Therefore for the reasons stated in this Memorandum
Opinion, as well as on the record at the bench analugust, 26, 2016t is hereby ORDERED
that Dr. Paciotti has failed to prove that Cytimmune materially breached his engridym
agreement by not paying hinistentire salary each year, and tR&intiff's renewedMVotion for
aPreliminary Injunctioris DENIED. A separate Order follows.
Dated: September 8, 2016 IS/

Paul W. Grimm
United States Districiudge

ilb
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