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IN THE UNITED STATES DISTRICT COURT
FOR THE EASTERN DISTRICT OF TEXAS
MARSHALL DIVISION

RAIL SCALE, INC.,
Plaintiff, CaseNo. 2:15CV-02117RSP
V.

BALANCED RAILSCALE
CERTIFICATION, LLC, TROY
SWEDLUND, DENNIS SANDIFER,

Defendants

w W W W W W W W w w W

MEMORANDUM OPINION AND ORDER

This is an unfair competition case in which Rail Schde. (“RSI”) alleges that former
RSlemployees, Trogwedlund and Denis Sandifer, and their nefelyned rail scale
certification business, Balanced Railscale Certification, (IBRRC”), misappropriate@®STls
trade secrets, breached fiduciary dutieR&), committed civil theft, engaged in common law
unfair competition, and infringeldSI’s trademark and tradename. Defendants counterclaim that
RSlintentionallyinterferedwith their prospective business and disparaged BRC, and Defendants
seek a declaratory judgment that Defendangésnotinfringing RSI’'s trademarkg¢radename, or
trade secretights RSI moves for summary judgment ibitradesecret, fiduciary dty, avil
theft, and afair competitionclaims (Dkt. No. 71), in addition to moving for summary judgment
on Defendants’ counterclaims (Dkt. No. 72). For the reasons explained BSd¢a/motionrs for
summary judgment are DENIED

DISCUSSION
Summary judgmerghould be granted when there is no genuine issteeaay material

fact and the movant is etid to judgment as a matter of law. Fed. R. Civ. P. 56fcyenuine
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issue of material fact exists ‘if the evidence is such that a reasonable juryetouhder vedict

for the non-moving party.’Crawford v. Formosa Plastics Corp., L.234 F.3d 899, 902 (5th
Cir. 2000) (quotingAnderson v. Liberty Lobby, In&77 U.S. 242, 248 (1986))he courtmust
consider evidence in the record in the light most favorable to the non-moving party\aradldra
reasonable inferences in favor of that paftyorson v. Epps/01 F.3d 444, 445 (5th Cir. 2012).
The moving party must identify the portions of the record that demonstrate the atfsance
genuine issue of material fa@elotex Corp. v. Catretd77 U.S. 317, 323 (1986). Once a party
has made that showing, the non-moving party bears the burden of establishing otherwise.
Geiserman v. MacDonal@93 F.2d 787, 793 (5th Cir. 1990) (citi@glotex 477 U.S. at 323).
The non-moving party cannot “rest upon mere allegations or denials” in the pleadirigsu$iut
set forth specific facts showing there is a genuine issue for tribktty Lobby 477 U.S. at 248.
Thus, summary judgment “is appropri#téhe normovant ‘fails to make a showing sufficient to
establish the existence of an element essential to that party’s &eebibnnet Hotel Ventures,
LLC v. Wells Fargo Bank, N.A754 F.3d 272, 276 (5th Cir. 2014) (quotidglotex 477 U.S. at

322).

A. RSI’'s Trade Secret Fiduciary Duty, Civil Theft, and Unfair Competition Claims

1) Trade Secret
RSl arguesthat summaryudgment must be granted onftitade secret claim because,
according to RSI, there is no factual dispute that Defendants misappropaatedocuments
and information, including RSI's customer lists, and that Defendants have beerhissing t
information to divert business away from RSI. Dkt. No. 71 at 7Fh@.Court disagrees.
To prevail on drade secret claim, R&lust show that (1) a trade secret existed, (2) it

was acquired through a breach of a confidential relationship or discovered bp&npreans,



and (3) it was used without phiff’s authorizationPhillips v. Frey 20 F.3d 623, 627 (5th Cir.
1994).“A trade secret ‘is one of the most elusive and difficolicepts in the law to defing.’
Tewari De-Ox Systems, Inc. v. Mountain States/Rdske@, 637 F.3d 604, 613 (5th Cir.2011)
(quotingLear Siegler, Inc. v. Ark—EIl Springs, 1n&69 F.2d 286, 288 (5th Cir. 1978)).
Accordingly,“the question of whether certain information constitutes a trade secret tydsar
best ‘resolved by a fact finder aftieitl presentation bthe evidence from each sideld.

Though RSI contends that its customer lists and other informatdrade secrat RSIS
evidence is not uncontroverted. Defendants have come forward with evalgygssting that
RSI may not have strictly maintaindte secrecy atsinformation See, e.g.Dkt. No. 78-2
(Essex Dep at 42:2-10; Dkt. No. 78-3 (Daveline Dep.) at 27:1-22e festion of whether a
trade secret existed withereforebefor the jury to decide.

2) Fiduciary Duty and Civil Theft

RSTsfiduciary duty and civil theft claims largely overlap with the trade secret claim.
According to RSI, Swedlund and Sandifer breached ftitkeiciary duty by relyingonthe
education, training, and confidential customer information obtained exclusivelgtiiRSI.

Dkt. No. 71 at 17-19. Similarly, RSI'civil theft claimgs based on RS’ contentiorthata trade
secret existsSeeHealthpoint, Ltd. v. Ethex CorpNo. CIV.SA-01CA-646-0G, 2004 WL
2359420, at *31 (W.D. Tex. July 14, 200éXxistence ofrade secret is element of civil theft
claim).

Because there are factuhsputes as to whether R®hintainedhe secrecy of its
information the Court cannot determine whether Swedlund and Sabd#ached any fiduciary
dutythat may have existeal committed civil theftEven if a fiduciaryduty followed Swedlund

and Sandifer to BRC, the dutgdesnot bar use of general knowledge, skill, and experience.”



Am. Derringer Corp. v. Bon®24 S.W.2d 773, 777 (Tex. App. 1996). Rathgmprevents the
former employe's use of confidential information or trade secrets acquired during the course of
employment Id. Whether RSI kept its information confidential or secret is a question for the
jury. The samepplies toRST's civil theft claim

3) Unfair Competition

Summary judgment cannot be granted on R8lfifair competition claim because unfair

competition requires an independent tort, such as trade secret misappropriatebnobrea
fiduciary duty, or civil theft.See, e.gRimkus Consulting Grp., Inc. v. Cammaraé&8 F. Supp.
2d 598, 676 (S.D. Tex. 2010Wnfair competition under Texas law ‘is the umbrella for all
statutory and nonstatutory causes of action arising out of business conduct whichary tont
honest practice in ingstrial or commercial matters.Taylor Publ’'g Co. v. Jostens, In@16
F.3d 465, 486 (5th Cir. 2000) (quotiAgn. Heritage Life Ins. Co. v. Heritage Life Ins. Ct94
F.2d 3, 14 (5th Cir. 1974)). The tort requires a plaintiff to show thatdfemdanengaged in an
illegal act that interfered with the plaintiff's ability to condbasinessld. “Although the illegal
act need not necessarily violate criminal law, it mugtadt be an independent ton'
Accordingly, becausthereare factual disputes uadying RSIs independent tort claims,

summary judgment on the unfair competition claim cannot be granted.

B. Defendants’ Counterclaims

RSI contends that summary judgment should be granted on each of Defendants’
counterclaims-thedeclaratory judgment counterclainteetortious interference counterclaim
andthebusiness disparagement counterclaim. Dkt. No. 72 at 2. In a concurrent Order, the Court

dismissed Defendantdeclaratoryjudgmentcounterclaims as redundant and unnecessary



because the claims are miriarages of RSk affirmative claims. Accordingly, the Court will
only address Defendants’ tortious interference and busiisgssragement claims.
1) Tortious Interference

The parties do not dispute that under Texas law, a claim for tortious interfererice mus
establishthe following elements:

(1) A reasonable plmability that the injured party and a third party would have entered

into a contractual relationship;

(2) The accused party committed an independently tortious or wrongful act preventing

the relationship from occurring;

(3) The accused party did the act with asmaus desire to prevent the relationship from

occurring or knew that the interference was certain or substantially cer@icur as
a result of the conduct; and

(4) The injured party incurred actual harm or damage as a result of the intezferenc
Dunlap v. Denison Indep. Sch. Djstlo. 4:09CVv234, 2010 WL 1189561, at *5 (E.D. Tex. Mar.
25, 2010).

RSl amguesthat therds no maerial disputess to the first, second,and fourth elementsf
Defendantstortious interferenceclaim. While the Courtageesthat Defendantsevidenceof
tortiousinterferencas thin atbest, Defendantsave overcome theisummaryudgment
burden.Defendantsubmitteda sworn dkclarationby Swedlundjn which Swedlundtatesthat
BRC and a potential customewerecommunicatingaboutscalecertification services and had
scheduledh testcertificationwhen Swedlend “@asinformedthat. . . RSI had contactedthe
customerjcaoncerningpotentialliability if [the customer]conductedousinessvith BRC.” Dkt.

No. 79-14 (Swedlund Dec.) 1 15.



Viewed in a light most favorable to Defendants, Swedlsigéclaration is sufficient to
establish dactual disputeegarding the first, second, and fourth elements of a tortious
interference claimAssuming Swedlund’ statement is true,jaror could conclude that there was
a reasonable probability thatcontract would have formed given that BRC and the potential
customer had scheduled a rail certification tastto the second element, RSI contends that
there is no evidence that R8itended todeceivé the potential BRC customer, batreasonable
conclusion to the contrarg that RSIls statement about the customsdrability is false and was
made with the intent tmisleadthe customer about the risk associated with doing business with
BRC. Fnally, because @uror could conclude that there was a reasonable probability that a
contract would have formed, it follows that Defendan&y trave been damaged monetarily by
the loss of the contract.

RSI contends that Swedlusdieclaration is seerving andnadmissiblehearsayAn
affidavit or declaration, however, @dinarily competensummary judgment evidencst.

Bernard Par. v. Lafarge N. Apb50 F. App’x 184, 190 n.1 (5th Cir. 2018SI is correct that
Swedlunds declarationcontains hearsay—Swedlend contendsvirgs“informed that RSI had
contacted the potential customer ab@liility resulting fron doing business witBRC. See

Dkt. No. 79-14 § 15. “While the form of the nonmovant’s evidence need not be admissible, the
content of the evidence must meet evidentiary requiremege. Goodwin v. Johnsot32 F.3d

162, 186 (5th Cir.1997) (finding that the hearsay statements in an affidavit submittecato defe
summary judgment were “iompetent summary judgment evidenc&hus,Defendantsonly
evidence of an independently tortious agpeardo be based on the hearsay in Swedlsind’
declarationNevertheless, Swedlurgleclaration states the name of an employee of the

potential customer, and this employee could testify at trial as to whaoKR3lim abouthe



consequences of doing business with BR&]such testimony would ndikely be hearsaySee
Fed. R. Evid. 80)(2). The Court will otherwise take up the evidentiary hearsay sisthee
pretrial conference.

2) Business Disparagement

The partieslo not dispute thBve general elements of a claim for business
disparagement under Texas law: “(1) publication by the defendant of the disgaserds, (2)
falsity, (3) malice, (4) lack of privilege, and (5) special damage=el v. Deloitte & Touche
LLP, No. 3:15€V-2593-G, 2015 WL 9478187, at *3 (N.D. Tex. Dec. 29, 2015). RSI contends
that there is no evidence of a disparaging statement against Deférdantsmic interest, no
evidence that any alleged statement was false, and no evidence of special dakiajes.72
at 1315.

Although the Court agrees with RSI that Defendants’ business disparagdamarit
weak at best, there is at leasheor dispute of fact. Aebusiness disparagement claim is largely
the same as the tortious interference claim, and, like the tortious interfer@nceedts om
single paragraph in Swedlursddeclaratia. SeeDkt. No. 78-14 § 15. Swedlurgltleclaration
suggests that RSI made a statenterat potential BRC customer, and although the content of
Swedlunds declarations inadmissible hearsay its current formthe potential customeés
employee could testifgboutRSI's statement, and sutéstimonywould not be hearsagee
Fed. R. Evid. 80@l)(2). Given that it seems implausiltleat BRCs customers could be
subjected to the type of liabiligllegedly threatened by RSt is reasonable to infer that RSI
statement to the potential employee is fats®l that the statement resulted in the loss of a
specific contractA reasonablguror could therefore inféispecific lost sales, loss of trade, or

loss of other dealingsBEncompass Office Sols., Inc. v. Ingenix, I@@5 F. Supp. 2d 938, 959



(E.D. Tex. 2011) (quotingstoria Indus. of lowa, Inc. v. SNF, In223 S.W.3d 616, 628 (Tex.
App.-Fort Worth 2007). Accordingly, summary judgment on Defendants’ eatlaims cannot
be granted.
CONCLUSION
In light of unresolved material dispute of facGIR motions for summary judgment
(Dkt. Nos. 71, 72) arBENIED.

SIGNED this 23rd day of January, 2017.

%SQMJL_

ROY S. PAYNE
UNITED STATES MAGISTRATE JUDGE
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