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Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S. 238, 64 S. Ct. 997, 88 L. Ed. 1250, 1944 U.S. LEXIS
1200, 1944 Dec. Comm'r Pat. 675, 61 U.S.P.Q. (BNA) 241 (1944)

SHEPARD'S Signal(TM): Questioned: Validity questioned by citing refs.

Restrictions: Unrestricted
FOCUS(TM) Terms: No FOCUS terms
Print Format: FULL
Citing Ref. Signal: Hidden

SHEPARD'S SUMMARY

Unrestricted Shepard's Summary

No negative subsequent appellate history.

Citing References:

Questioned Ana-

lyses:

Questioned (3)

Cautionary Analyses: Criticized (1), Distinguished (51)

Positive Analyses: Followed (32), Concurring Opinion (6)

Neutral Analyses: Dissenting Op. (25), Explained (14), Harmonized (1)

Other Sources: Law Reviews (61), Restatements (1), Secondary Sources (1), Statutes (2), Treatises (31),
Court Documents (129)

LexisNexis Headnotes: HN1 (52), HN2 (49), HN3 (40), HN4 (156)

PRIOR HISTORY ( 5 citing references )

1. Hartford-Empire Co. v. Hazel Atlas Glass Co., 39 F.2d 111, 1930 U.S. Dist. LEXIS 1928, 4 U.S.P.Q. (BNA)
197 (D. Pa. 1930)

2. Reversed by:

Hartford-Empire Co. v. Hazel-Atlas Glass Co., 59 F.2d 399, 1932 U.S. App. LEXIS 3377, 13 U.S.P.Q.
(BNA) 226 (3d Cir. Pa. 1932)

3. Petition dismissed by:

Hartford-Empire Co. v. Hazel-Atlas Glass Co., 137 F.2d 764, 1943 U.S. App. LEXIS 2896, 58
U.S.P.Q. (BNA) 348 (3d Cir. Pa. 1943)

Reversed by (CITATION YOU ENTERED):

Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S. 238, 64 S. Ct. 997, 88 L. Ed. 1250, 1944
U.S. LEXIS 1200, 1944 Dec. Comm'r Pat. 675, 61 U.S.P.Q. (BNA) 241 (1944)

4. Providence Coal Min. Co. v. Lucas, 39 F.2d 109, 1930 U.S. Dist. LEXIS 1927, 8 A.F.T.R. (P-H) 10487, 2
U.S. Tax Cas. (CCH) P473 (W.D. Ky. 1930)
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5. Reversed by:

Hartford-Empire Co. v. Hazel-Atlas Glass Co., 59 F.2d 399, 1932 U.S. App. LEXIS 3377, 13 U.S.P.Q.
(BNA) 226 (3d Cir. Pa. 1932), supra

SUBSEQUENT APPELLATE HISTORY ( 1 citing reference )

6. Rehearing denied by:

Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S. 772, 64 S. Ct. 1281, 88 L. Ed. 1596, 1944 U.S.
LEXIS 577 (1944)

CITING DECISIONS ( 665 citing decisions )

U.S. SUPREME COURT

7. Cited by:
United States v. Beggerly, 524 U.S. 38, 118 S. Ct. 1862, 141 L. Ed. 2d 32, 1998 U.S. LEXIS 3734, 66
U.S.L.W. 4436, 11 Fla. L. Weekly Fed. S 604, 98 Cal. Daily Op. Service 4315, 1998 Colo. J. C.A.R. 2951,
98 D.A.R. 5953, 28 Envtl. L. Rep. 21290, 40 Fed. R. Serv. 3d (Callaghan) 756 (1998)

524 U.S. 38 p.46
118 S. Ct. 1862 p.1867
141 L. Ed. 2d 32 p.40

8. Cited in Dissenting Opinion at, Cited by:
Calderon v. Thompson, 523 U.S. 538, 118 S. Ct. 1489, 140 L. Ed. 2d 728, 1998 U.S. LEXIS 2964, 66
U.S.L.W. 4301, 11 Fla. L. Weekly Fed. S 489, 98 Cal. Daily Op. Service 3168, 1998 Colo. J. C.A.R. 2017,
98 D.A.R. 4369 (1998)

Cited in Dissenting Opinion at:
523 U.S. 538 p.567
118 S. Ct. 1489 p.1506
140 L. Ed. 2d 728 p.754
Cited by:
523 U.S. 538 p.550
118 S. Ct. 1489 p.1498
140 L. Ed. 2d 728 p.743

9. Cited by:
Plaut v. Spendthrift Farm, 514 U.S. 211, 115 S. Ct. 1447, 131 L. Ed. 2d 328, 1995 U.S. LEXIS 2843, 63
U.S.L.W. 4243, 8 Fla. L. Weekly Fed. S 665, 95 Cal. Daily Op. Service 2791, 95 D.A.R. 4849, Fed. Sec. L.
Rep. (CCH) P98681 (1995)

514 U.S. 211 p.234
115 S. Ct. 1447 p.1460
131 L. Ed. 2d 328 p.352

10. Cited by:
Chambers v. NASCO, 501 U.S. 32, 111 S. Ct. 2123, 115 L. Ed. 2d 27, 1991 U.S. LEXIS 3318, 59 U.S.L.W.
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4595, 91 Cal. Daily Op. Service 4222, 91 D.A.R. 6585, 19 Fed. R. Serv. 3d (Callaghan) 817 (1991) Lexis-
Nexis Headnotes HN1

501 U.S. 32 p.44
111 S. Ct. 2123 p.2132
115 L. Ed. 2d 27 p.44

11. Questioned by:
Standard Oil Co. v. United States, 429 U.S. 17, 97 S. Ct. 31, 50 L. Ed. 2d 21, 1976 U.S. LEXIS 167, 22 Fed.
R. Serv. 2d (Callaghan) 399, 1976-2 Trade Cas. (CCH) P61115 (1976)

429 U.S. 17 p.18
97 S. Ct. 31 p.31
50 L. Ed. 2d 21 p.23

12. Cited by:
S&E Contractors, Inc. v. United States, 406 U.S. 1, 92 S. Ct. 1411, 31 L. Ed. 2d 658, 1972 U.S. LEXIS 110
(1972) LexisNexis Headnotes HN4

406 U.S. 1 p.15
92 S. Ct. 1411 p.1419
31 L. Ed. 2d 658 p.669

13. Cited by:
Walker Process Equipment, Inc. v. Food Machinery & Chemical Corp., 382 U.S. 172, 86 S. Ct. 347, 15 L.
Ed. 2d 247, 1965 U.S. LEXIS 2340, 1965 Trade Cas. (CCH) P71625, 147 U.S.P.Q. (BNA) 404 (1965) Lex-
isNexis Headnotes HN4

382 U.S. 172 p.176
86 S. Ct. 347 p.350
15 L. Ed. 2d 247 p.251

14. Cited by:
Comm'r v. Glenshaw Glass Co., 348 U.S. 426, 75 S. Ct. 473, 99 L. Ed. 483, 1955 U.S. LEXIS 1508, 1955-1
C.B. 207, 47 A.F.T.R. (P-H) 162, 55-1 U.S. Tax Cas. (CCH) P9308 (1955)

348 U.S. 426 p.428
75 S. Ct. 473 p.475

15. Cited in Dissenting Opinion at:
FTC v. Minneapolis-Honeywell Regulator Co., 344 U.S. 206, 73 S. Ct. 245, 97 L. Ed. 245, 1952 U.S. LEXIS
2639, 49 F.T.C. 1695, 1952 Trade Cas. (CCH) P67384 (1952)

344 U.S. 206 p.217
73 S. Ct. 245 p.252

16. Cited in Dissenting Opinion at:
Kingsland v. Dorsey, 338 U.S. 318, 70 S. Ct. 123, 94 L. Ed. 123, 1949 U.S. LEXIS 2977, 1950 Dec. Comm'r
Pat. 591, 83 U.S.P.Q. (BNA) 330 (1949) LexisNexis Headnotes HN1

338 U.S. 318 p.321
70 S. Ct. 123 p.125

Page 6



17. Cited by:
Briggs v. Penn. R.R. Co., 334 U.S. 304, 68 S. Ct. 1039, 92 L. Ed. 1403, 1948 U.S. LEXIS 2143 (1948)

334 U.S. 304 p.306
68 S. Ct. 1039 p.1040
92 L. Ed. 1403 p.1405

18. Cited by:
Angel v. Bullington, 330 U.S. 183, 67 S. Ct. 657, 91 L. Ed. 832, 1947 U.S. LEXIS 2649 (1947)

330 U.S. 183 p.193
67 S. Ct. 657 p.662
91 L. Ed. 832 p.839

19. Cited by:
Knauer v. United States, 328 U.S. 654, 66 S. Ct. 1304, 90 L. Ed. 1500, 1946 U.S. LEXIS 2182 (1946)

328 U.S. 654 p.671
66 S. Ct. 1304 p.1313
90 L. Ed. 1500 p.1511

20. Cited by:
Universal Oil Products Co. v. Root Refining Co., 328 U.S. 575, 66 S. Ct. 1176, 90 L. Ed. 1447, 1946 U.S.
LEXIS 3153, 69 U.S.P.Q. (BNA) 454 (1946) LexisNexis Headnotes HN4

328 U.S. 575 p.580
66 S. Ct. 1176 p.1179
90 L. Ed. 1447 p.1452

21. Cited by:
Precision Instrument Mfg. Co. v. Auto. Maint. Mach. Co., 324 U.S. 806, 65 S. Ct. 993, 89 L. Ed. 1381, 1945
U.S. LEXIS 2797, 1945 Dec. Comm'r Pat. 582, 65 U.S.P.Q. (BNA) 133 (1945) LexisNexis Headnotes HN4

324 U.S. 806 p.815
65 S. Ct. 993 p.998
89 L. Ed. 1381 p.1387

1ST CIRCUIT - COURT OF APPEALS

22. Cited by:
United States v. 6 Fox St., 480 F.3d 38, 2007 U.S. App. LEXIS 5947 (1st Cir. N.H. 2007)

480 F.3d 38 p.47

23. Distinguished by:
Roger Edwards, LLC v. Fiddes & Son, Ltd., 437 F.3d 140, 2006 U.S. App. LEXIS 3020 (1st Cir. Me. 2006)

437 F.3d 140 p.144

24. Cited by:
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Roger Edwards, LLC v. Fiddes & Son, 427 F.3d 129, 2005 U.S. App. LEXIS 23513, 63 Fed. R. Serv. 3d
(Callaghan) 496 (1st Cir. Me. 2005) LexisNexis Headnotes HN4

427 F.3d 129 p.133

25. Cited by:
Simon v. Navon, 116 F.3d 1, 1997 U.S. App. LEXIS 12644, 30 Bankr. Ct. Dec. (LRP) 1196, 30 Bankr. Ct.
Dec. (LRP) 1198, Bankr. L. Rep. (CCH) P77395, 38 Collier Bankr. Cas. 2d (MB) 38, 37 Fed. R. Serv. 3d
(Callaghan) 1248 (1st Cir. Me. 1997)

116 F.3d 1 p.6

26. Cited by:
Geo. P. Reintjes Co. v. Riley Stoker Corp., 71 F.3d 44, 1995 U.S. App. LEXIS 34337, 33 Fed. R. Serv. 3d
(Callaghan) 697 (1st Cir. Mass. 1995) LexisNexis Headnotes HN2, HN3, HN4

71 F.3d 44 p.47

27. Cited by:
Truck Drivers & Helpers Union, Local No. 170 v. NLRB, 993 F.2d 990, 1993 U.S. App. LEXIS 12393, 143
L.R.R.M. (BNA) 2385, 125 Lab. Cas. (CCH) P10705 (1st Cir. 1993)

993 F.2d 990 p.997

28. Cited by:
Catala Fonfrias v. United States, 951 F.2d 423, 1991 U.S. App. LEXIS 28876 (1st Cir. 1991)

951 F.2d 423 p.423

29. Cited by:
Mitchell v. Hobbs, 951 F.2d 417, 1991 U.S. App. LEXIS 28551, 21 Fed. R. Serv. 3d (Callaghan) 501 (1st
Cir. P.R. 1991)

951 F.2d 417 p.423

30. Followed by, Cited by:
Aoude v. Mobil Oil Corp., 892 F.2d 1115, 1989 U.S. App. LEXIS 19624, 15 Fed. R. Serv. 3d (Callaghan)
482 (1st Cir. Mass. 1989)

Followed by:
892 F.2d 1115 p.1119
Cited by:
892 F.2d 1115 p.1120

31. Cited by:
Brockton Sav. Bank v. Peat, Marwick, Mitchell & Co., 771 F.2d 5, 1985 U.S. App. LEXIS 22610, 2 Fed. R.
Serv. 3d (Callaghan) 1126 (1st Cir. Mass. 1985)

771 F.2d 5 p.11

32. Cited by:
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Norton Co. v. Carborundum Co., 530 F.2d 435, 1976 U.S. App. LEXIS 13011, 1976-1 Trade Cas. (CCH)
P60706, 189 U.S.P.Q. (BNA) 1 (1st Cir. Mass. 1976) LexisNexis Headnotes HN4

530 F.2d 435 p.445

33. Cited by:
Krock v. Electric Motor & Repair Co., 339 F.2d 73, 1964 U.S. App. LEXIS 3582, 9 Fed. R. Serv. 2d
(Callaghan) 59a.314, 1 (1st Cir. Mass. 1964)

339 F.2d 73 p.75

34. Cited by:
Reich v. United States, 239 F.2d 134, 1956 U.S. App. LEXIS 4145 (1st Cir. Me. 1956)

239 F.2d 134 p.138

1ST CIRCUIT - U.S. DISTRICT COURTS

35. Cited by:
In re Compact Disc Minimum Advertised Price Antitrust Litig., 456 F. Supp. 2d 131, 2006 U.S. Dist. LEXIS
71972, 2006-2 Trade Cas. (CCH) P75443 (D. Me. 2006)

456 F. Supp. 2d 131 p.141

36. Distinguished by:
Roger Edwards, LLC v. Fiddes & Son, Ltd., 227 F.R.D. 19, 2005 U.S. Dist. LEXIS 2328, 61 Fed. R. Serv. 3d
(Callaghan) 555 (D. Me. 2005)

227 F.R.D. 19 p.22

37. Cited by:
Hull v. Municipality of San Juan, 230 F. Supp. 2d 239, 2002 U.S. Dist. LEXIS 20792 (D.P.R. 2002)

230 F. Supp. 2d 239 p.248

38. Cited by:
Davidson v. Yihai Cao, 211 F. Supp. 2d 264, 2002 U.S. Dist. LEXIS 9571 (D. Mass. 2002) LexisNexis
Headnotes HN1, HN4

211 F. Supp. 2d 264 p.277

39. Cited by:
Avco Corp. v. PPG Indus., 867 F. Supp. 84, 1994 U.S. Dist. LEXIS 16212, 34 U.S.P.Q.2d (BNA) 1026 (D.
Mass. 1994) LexisNexis Headnotes HN4

867 F. Supp. 84 p.89

40. Cited by:
United States v. Gray, 708 F. Supp. 458, 1989 U.S. Dist. LEXIS 3127 (D. Mass. 1989)

708 F. Supp. 458 p.460
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41. Cited by:
Spickler v. Dube, 626 F. Supp. 1092, 1986 U.S. Dist. LEXIS 30188 (D. Me. 1986)

626 F. Supp. 1092 p.1095

42. Explained by, Cited by:
Dankese Engineering, Inc. v. Ionics, Inc., 89 F.R.D. 154, 1981 U.S. Dist. LEXIS 10673, 1980-81 Trade Cas.
(CCH) P63830 (D. Mass. 1981)

Explained by:
89 F.R.D. 154 p.157
Cited by:
89 F.R.D. 154 p.158

43. Cited by:
In re De Manati, 357 F. Supp. 1253, 1972 U.S. Dist. LEXIS 13616 (D.P.R. 1972)

357 F. Supp. 1253 p.1261

44. Distinguished by:
United States v. Estela, 58 F.R.D. 210, 1972 U.S. Dist. LEXIS 11523 (D.P.R. 1972)

58 F.R.D. 210 p.210

45. Cited by:
Marks v. Polaroid Corp., 129 F. Supp. 243, 1955 U.S. Dist. LEXIS 3494, 105 U.S.P.Q. (BNA) 10 (D. Mass.
1955) LexisNexis Headnotes HN4

129 F. Supp. 243 p.268

1ST CIRCUIT - U.S. BANKRUPTCY COURTS

46. Cited by:
Bezanson v. Gaudette (In re R & R Assoc.), 2000 BNH 15, 248 B.R. 1, 2000 Bankr. LEXIS 613, 36 Bankr.
Ct. Dec. (LRP) 4 (Bankr. D.N.H. 2000)

248 B.R. 1 p.6

47. Explained by:
In re Tri-Cran, Inc., 98 B.R. 609, 1989 Bankr. LEXIS 511, 13 Fed. R. Serv. 3d (Callaghan) 1052 (Bankr. D.
Mass. 1989) LexisNexis Headnotes HN4

98 B.R. 609 p.614

2ND CIRCUIT - COURT OF APPEALS

48. Cited by:
Xiao Xing Ni v. Gonzales, 494 F.3d 260, 2007 U.S. App. LEXIS 16687 (2d Cir. 2007)

494 F.3d 260 p.269

49. Cited by:
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Weldon v. United States, 2000 U.S. App. LEXIS 19797 (2d Cir. N.Y. Aug. 9, 2000)
2000 U.S. App. LEXIS 19797

50. Cited by:
Ullman-Briggs, Inc. v. Deerfield Housewares, 1996 U.S. App. LEXIS 2435 (2d Cir. N.Y. Jan. 19,
1996) LexisNexis Headnotes HN2

51. Cited by:
Weldon v. United States, 70 F.3d 1, 1995 U.S. App. LEXIS 31345 (2d Cir. N.Y. 1995)

70 F.3d 1 p.5

52. Cited by:
Hadges v. Yonkers Racing Corp., 48 F.3d 1320, 1995 U.S. App. LEXIS 4034, 30 Fed. R. Serv. 3d
(Callaghan) 1165 (2d Cir. N.Y. 1995)

48 F.3d 1320 p.1325

53. Explained by, Cited by:
Gleason v. Jandrucko, 860 F.2d 556, 1988 U.S. App. LEXIS 14830, 12 Fed. R. Serv. 3d (Callaghan) 909 (2d
Cir. N.Y. 1988) LexisNexis Headnotes HN2, HN4

Explained by:
860 F.2d 556 p.559
Cited by:
860 F.2d 556 p.558

54. Cited by:
Leber-Krebs, Inc. v. Capitol Records, 779 F.2d 895, 1985 U.S. App. LEXIS 25624, 4 Fed. R. Serv. 3d
(Callaghan) 1008 (2d Cir. N.Y. 1985) LexisNexis Headnotes HN3, HN4

779 F.2d 895 p.899

55. Cited in Dissenting Opinion at:
M. W. Zack Metal Co. v. International Navigation Corp., 675 F.2d 525, 1982 U.S. App. LEXIS 20214, 1982
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PRIOR HISTORY: CERTIORARI TO THE
CIRCUIT COURT OF APPEALS FOR THE THIRD
CIRCUIT.

CERTIORARI, 320 U.S. 732, to review an order of
the Circuit Court of Appeals denying relief in a bill of
review proceeding commenced in that court.

DISPOSITION: 137 F.2d 764, reversed.

CASE SUMMARY:

PROCEDURAL POSTURE: Petitioner challenged a
decision of the United States Circuit Court of Appeals for
the Third Circuit that entered judgment in favor of
respondent when the court found that the fraud was not
newly discovered and that the court lacked the power to
set aside the lower court's decree because of the
expiration of the term during which the previous decision
had been rendered.

OVERVIEW: Petitioner commenced suit in the
appellate court by filing a petition for leave to file a bill
of review in the district court to set aside a judgment
entered by the district court nine years prior pursuant to
the appellate court's mandate. Petitioner contended that
the appellate court's judgment had been obtained by
fraud; it supported the charge with affidavits and exhibits.
The action was spurred on by respondent's allegations
that petitioner was infringing upon its patent. Certain
issues were not made known to petitioner until nine years
later, when it decided to institute the present suit. The
appellate court held that the fraud was not newly
discovered and that it lacked the power to set aside the
district court's decree because of the expiration of the

term during which the previous decision had been
rendered. The United States Supreme Court granted
certiorari to review the appellate court's decision, and it
reversed the appellate court's decision and held that the
appellate court had the power to set aside the judgment
and remand the issue to the lower court because every
element of the fraud demanded the exercise of the power
to set aside fraudulently begotten judgments.

OUTCOME: The United States Supreme Court reversed
the lower court's decision when the court found that,
under certain circumstances, one of which was after
discovered fraud, relief would be granted against
judgments regardless of the term of their entry. The Court
held that the appellate court had both the duty and the
power to vacate its own judgment and to give the trial
court appropriate directions.

CORE TERMS: patent, bill of review, decree,
investigator, infringement, glass, expiration, diligence,
equitable, leave to file, practiced, infringed, extrinsic,
procured, expired, interviewed, authorship, settlement,
antitrust, feeding, gob, original jurisdiction, preparation,
spurious, tribunal, perjury, license, vacate, modify,
denying relief

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Entry of Judgments >
General Overview
Civil Procedure > Judgments > Relief From Judgment
> Motions to Alter & Amend
[HN1] Federal courts, both trial and appellate, long ago
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established the general rule that they would not alter or
set aside their judgments after the expiration of the term
at which the judgments were finally entered.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN2] Under certain circumstances, one of which is
after-discovered fraud, relief will be granted against
judgments regardless of the term of their entry.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN3] Equitable relief against fraudulent judgments is
not of statutory creation. It is a judicially devised remedy
fashioned to relieve hardships which, from time to time,
arise from a hard and fast adherence to another
court-made rule, the general rule that judgments should
not be disturbed after the term of their entry has expired.

Patent Law > Remedies > Bad Faith Enforcement
[HN4] To grant full protection to the public against a
patent obtained by fraud, that patent must be vacated.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

JUDGMENT, §303

alteration or setting aside after term. --

Headnote:[1]

As a general rule federal courts, both trial and
appellate, will not alter or set aside their judgments after
the expiration of the term at which the judgments were
finally entered.

[***LEdHN2]

EQUITY, §47

relief after term from judgment procured by fraud. --

Headnote:[2]

A court of equity may grant relief against a judgment
because of after-discovered fraud, regardless of the term

of its entry, but such power should be cautiously
exercised.

[***LEdHN3]

EQUITY, §47

JUDGMENT, §303

relief against adjudication of infringement of patent
-- effect of expiration of term. --

Headnote:[3]

Equity will set aside a decree in a patent
infringement suit that the patent is valid and infringed
where both the court and the Patent Office were
influenced by fraudulent misrepresentations that the
patented device was an advance in the art and where,
although the terms of court at which such decree was
mandated by a circuit court of appeals and entered by a
district court has expired, no equities have intervened
through transfer of the fraudulently procured patent or
judgment to an innocent purchaser.

[***LEdHN4]

EQUITY, §48

relief against judgment -- lack of diligence. --

Headnote:[4]

Because of the public interest involved, equitable
relief against a judgment obtained by fraud in a patent
infringement suit will not be denied because the party
seeking it has not exercised the highest degree of
diligence in uncovering the fraud.

[***LEdHN5]

ESTOPPEL, §65

by own wrong -- fraud. --

Headnote:[5]

Where the plaintiff in a patent infringement suit on
appeal from a district court's decision that there had been
no infringement, urged upon the attention of the circuit
court of appeals a trade magazine article, representing the
device in question as an advance in the art, purporting to
have been written by a disinterested third person, but in
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fact prepared by plaintiff, and was successful in obtaining
a determination that the patent was valid and infringed,
plaintiff is in no position to dispute the effectiveness of
the article in bringing about the decision and may not be
permitted to escape the consequence of the deceptive
attribution of authorship to a third person on the ground
that what the article stated was true.

[***LEdHN6]

REVIEW, §10

bill of -- power of Circuit Court of Appeals to
relieve against own decision obtained by fraud. --

Headnote:[6]

A circuit court of appeals has both the duty and the
power to relieve against a decree entered in a district
court pursuant to its mandate, upon a bill of review after
the expiration of the term, for fraud practiced upon it, and
is not bound to remit the complainant to the district court
for relief.

[***LEdHN7]

EQUITY, §47

relief against fraudulent judgment -- nature of
remedy. --

Headnote:[7]

Equitable relief against fraudulent judgments is not
of statutory creation, but is a judicially devised remedy
fashioned to relieve hardships which from time to time
arise from a hard and fast adherence to the court-made
rule that judgments should not be disturbed after the term
of their entry has expired.

[***LEdHN8]

REVIEW, §15

application to appellate court for leave to file bill --
necessity. --

Headnote:[8]

Where a judgment, the setting aside of which is
sought by bill of review, was entered upon the mandate
of an appellate court, permission to file the bill must be
sought in the appellate court upon appropriate averments

supported by affidavits or other acceptable evidence; and
such court may, in the exercise of a proper discretion,
reject the petition, in which case the bill of review cannot
be filed in the lower court.

[***LEdHN9]

DISMISSAL AND DISCONTINUANCE, §17

involuntary -- suit for infringement of patent. --

Headnote:[9]

Fraud in obtaining a patent for an invention, and in
representations to the court bearing on the question of its
validity, requires a complete denial of relief to the
patentee against a claimed infringement.

[***LEdHN10]

PATENTS, §361

vacation -- who may sue. --

Headnote:[10]

Vacation of a patent for an invention because of
fraud in obtaining it can only be accomplished in a direct
proceeding brought by the Government, and may not be
decreed in a suit for its infringement.

SYLLABUS

Upon appeal from a judgment of the District Court
denying relief in a suit by Hartford against Hazel for
infringement of a patent, the Circuit Court of Appeals in
1932 held Hartford's patent valid and infringed, and upon
its mandate the District Court entered judgment
accordingly. In 1941, Hazel commenced in the Circuit
Court of Appeals this proceeding, wherein it conclusively
appeared that Hartford, through publication of an article
purporting to have been written by a disinterested person,
had perpetrated a fraud on the Patent Office in obtaining
the patent and on the Circuit Court of Appeals itself in
the infringement suit. Upon review here of an order of
the Circuit Court of Appeals denying relief, held:

1. Upon the record, the Circuit Court of Appeals had
the power and the duty to vacate its 1932 judgment and to
give the District Court appropriate directions. P. 247.

(a) Even if Hazel failed to exercise due diligence to
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uncover the fraud, relief may not be denied on that
ground alone, since public interests are involved. P. 246.

(b) In the circumstances, Hartford may not be heard
to dispute the effectiveness nor to assert the truth of the
article. P. 247.

2. The Circuit Court of Appeals is directed to set
aside its 1932 judgment, recall its 1932 mandate, dismiss
Hartford's appeal, and to issue a mandate to the District
Court directing it to set aside its judgment entered
pursuant to the 1932 mandate, to reinstate its original
judgment denying relief to Hartford, and to take such
additional action as may be necessary and appropriate. P.
250.

COUNSEL: Mr. Stephen H. Philbin, with whom Mr.
Henry R. Ashton was on the brief, for petitioner.

Mr. Francis W. Cole, with whom Messrs. Walter J.
Blenko, Edgar J. Goodrich, and James M. Carlisle were
on the brief, for respondent.

Solicitor General Fahy, Assistant Attorney General Shea,
and Messrs. Robert L. Stern and Melvin Richter filed a
brief on behalf of the United States, as amicus curiae,
urging reversal.

JUDGES: Stone, Roberts, Blacks, Reed, Frankfurter,
Douglas, Murphy, Jackson, Rutledge

OPINION BY: BLACK

OPINION

[*239] [**998] [***1252] MR. JUSTICE
BLACK delivered the opinion of the Court.

This case involves the power of a Circuit Court of
Appeals, upon proof that fraud was perpetrated on it by a
successful litigant, to vacate its own judgment entered at
a prior term and direct vacation of a District Court's
decree entered pursuant to the Circuit Court of Appeals'
mandate.

Hazel-Atlas commenced the present suit in
November, 1941, by filing in the Third Circuit Court of
Appeals a petition for leave to file a bill of review in the
District Court to set aside a judgment entered by that
Court against Hazel in 1932 pursuant to the Third Circuit
Court of Appeals' mandate. Hazel contended that the

Circuit Court of Appeals' judgment had been obtained by
fraud and supported this charge with affidavits and
exhibits. Hartford-Empire, in whose favor the challenged
judgment had been entered, did not question the appellate
court's power to consider the petition, but filed counter
affidavits and exhibits. After a hearing the Circuit Court
concluded that since the alleged fraud had been practiced
on it rather than the District Court it would pass on the
[*240] issues of fraud itself instead of sending the case
to the District Court. An order was thereupon entered
denying the petition as framed but granting Hazel leave
to amend the prayer of the petition to ask that the Circuit
Court itself hear and determine the issue of fraud. Hazel
accordingly amended, praying that the 1932 judgments
against it be vacated and for such other relief as might be
just. Hartford then replied and filed additional exhibits
and affidavits. The following facts were shown by the
record without dispute.

In 1926 Hartford had pending an application for a
patent on a machine which utilized a method of pouring
glass into molds known as "gob feeding." The
application, according to the Circuit Court, "was
confronted with apparently insurmountable Patent Office
opposition." To help along the application, certain
officials and attorneys of Hartford determined to have
published in a trade journal an article [**999] signed by
an ostensibly disinterested expert which would describe
the "gob feeding" device as a remarkable advance in the
art of fashioning glass by machine. Accordingly these
officials prepared an article entitled "Introduction of
Automatic Glass Working [***1253] Machinery; How
Received by Organized Labor," which referred to "gob
feeding" as one of the two "revolutionary devices" with
which workmen skilled in bottle-blowing had been
confronted since they had organized. After
unsuccessfully attempting to persuade the President of
the Bottle Blowers' Association to sign this article, the
Hartford officials, together with other persons called to
their aid, procured the signature of one William P.
Clarke, widely known as National President of the Flint
Glass Workers' Union. Subsequently, in July 1926, the
article was published in the National Glass Budget, and in
October 1926 it was introduced as part of the record in
support of the pending application in the Patent Office.
[*241] January 3, 1928, the Patent Office granted the
application as Patent No. 1,655,391.

On June 6, 1928, Hartford brought suit in the District
Court for the Western District of Pennsylvania charging
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that Hazel was infringing this "gob feeding" patent, and
praying for an injunction against further infringement and
for an accounting for profits and damages. Without
referring to the Clarke article, which was in the record
only as part of the "file-wrapper" history, and which
apparently was not then emphasized by counsel, the
District Court dismissed the bill on the ground that no
infringement had been proved. 39 F.2d 111. Hartford
appealed. In their brief filed with the Circuit Court of
Appeals, the attorneys for Hartford, one of whom had
played a part in getting the spurious article prepared for
publication, directed the Court's attention to "The article
by Mr. William Clarke, former President of the Glass
Workers' Union." The reference was not without effect.
Quoting copiously from the article to show that "labor
organizations of practical workmen recognized" the "new
and differentiating elements" of the "gob feeding" patent
owned by Hartford, the Circuit Court on May 5, 1932,
held the patent valid and infringed, reversed the District
Court's judgment, and directed that court to enter a decree
accordingly. 59 F.2d 399, 403, 404.

At the time of the trial in the District Court in 1929,
where the article seemingly played no important part, the
attorneys of Hazel received information that both Clarke
and one of Hartford's lawyers had several years
previously admitted that the Hartford lawyer was the true
author of the spurious publication. Hazel's attorneys did
not at that time attempt to verify the truth of the hearsay
story of the article's authorship, but relied upon other
defenses which proved successful. After the opinion of
the Circuit Court came down on May 5, 1932, quoting
the spurious [*242] article and reversing the decree of
the District Court, Hazel hired investigators for the
purpose of verifying the hearsay by admissible evidence.
One of these investigators interviewed Clarke in Toledo,
Ohio, on May 13 and again on May 24. In each interview
Clarke insisted that he wrote the article and would so
swear if summoned. In the second interview the
investigator asked Clarke to sign a statement telling in
detail how the article was prepared, and further asked to
see Clarke's files. Clarke replied that he would not
"stultify" himself by signing any "statement or affidavit";
and that he would show the records to no one unless
compelled by a subpoena. At the same time, he
reinforced his claim of authorship by asserting that he
had spent seven weeks in preparing the article.

But unknown to Hazel's investigator, a representative
of Hartford, secretly informed of the investigator's view

that Hazel's only chance of reopening the case "was to get
an affidavit from someone, to the effect that this article
was written" by Hartford's attorney, also had traveled to
Toledo. Hartford's representative first went to Toledo
and talked to Clarke on May 10, three days before Hazel's
investigator first interviewed Clarke; and he returned
[***1254] to Toledo again on May 22 for a five-day
stay. Thus at the time of the investigator's second
interview with Clarke on May 24, representatives of both
companies were in touch with Clarke in Toledo. But
though Hartford's representative knew the investigator
was there, the latter was unaware of the presence of the
[**1000] Hartford representative. On May 24, Hazel's
investigator reported failure; the same day, Hartford's
man reported "very successful results." Four days later,
on May 28, Hartford's representative reported his
"success" more fully. Clarke, he said, had been of "great
assistance" and Hartford was in a "most satisfactory
position"; it did not "seem wise to distribute copies of all
the papers" the representative then had or [*243] to "go
into much detail in correspondence"; and Hartford was
"quite indebted to Mr. Clarke" who "might easily have
caused us a lot of trouble. This should not be forgotten. .
. ." Among the "papers" which the representative had
procured from Clarke was an affidavit signed by Clarke
stating that he, Clarke, had "signed the article and
released it for publication." The affidavit was dated May
24 -- the very day that Clarke had told Hazel's
investigator he would not "stultify" himself by signing
any affidavit and would produce his papers for no one
except upon subpoena.

Shortly afterward Hazel capitulated. It paid Hartford
$ 1,000,000 and entered into certain licensing
agreements. The day following the settlement, Hartford's
representative traveled back to Toledo and talked to
Clarke. At this meeting Clarke asked for $ 10,000.
Hartford's representative told him that he wanted too
much money and that Hartford would communicate with
him further. A few days later the representative paid
Clarke $ 500 in cash; and about a month later delivered to
Clarke, at some place in Pittsburgh which he has sworn
he cannot remember, an additional $ 7,500 in cash. The
reason given for paying these sums was that Hartford felt
a certain moral obligation to do so, although Hartford's
affidavits deny any prior agreement to pay Clarke for his
services in connection with the article.

Indisputable proof of the foregoing facts was, for the
first time, fully brought to light in 1941 by
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correspondence files, expense accounts and testimony
introduced at the trial of the United States v.
Hartford-Empire Company et al., 46 F.Supp. 541, an
anti-trust prosecution begun December 11, 1939. On the
basis of the disclosures at this trial Hazel commenced the
present suit.

Upon consideration of what it properly termed this
"sordid story," the Circuit Court, one Judge dissenting,
held, first, that the fraud was not newly discovered;
second, [*244] that the spurious publication, though
quoted in the 1932 opinion, was not the primary basis of
the 1932 decision; and third, that in any event it lacked
the power to set aside the decree of the District Court
because of the expiration of the term during which the
1932 decision had been rendered. Accordingly the Court
refused to grant the relief prayed by Hazel.

[***LEdHR1] [1] [***HR2] [HN1] Federal courts,
both trial and appellate, long ago established the general
rule that they would not alter or set aside their judgments
after the expiration of the term at which the judgments
were finally entered. Bronson v. Schulten, 104 U.S. 410.
This salutary general rule springs from the belief that in
most instances society is best served by putting an end to
litigation after a case has been tried and judgment
entered. This has not meant, however, that a judgment
finally entered has ever been regarded as completely
immune from impeachment after the term. From the
beginning there has existed alongside the term rule a rule
of equity to the effect that [HN2] under certain
circumstances, one of which is after-discovered fraud,
relief will [***1255] be granted against judgments
regardless of the term of their entry. Marine Insurance
Co. v. Hodgson, 7 Cranch 332; Marshall v. Holmes, 141
U.S. 589. This equity rule, which was firmly established
in English practice long before the foundation of our
Republic, the courts have developed and fashioned to
fulfill a universally recognized need for correcting
injustices which, in certain instances, are deemed
sufficiently gross to demand a departure from rigid
adherence to the term rule. Out of deference to the
deep-rooted policy in favor of the repose of judgments
entered during past terms, courts of equity have been
cautious in exercising their power over such judgments.
United States v. Throckmorton, 98 U.S. 61. But where the
occasion has demanded, where enforcement of the
judgment is "manifestly [*245] unconscionable,"
Pickford v. Talbott, 225 U.S. 651, 657, they have wielded
the power [**1001] without hesitation. 1 Litigants who

have sought to invoke this equity power customarily have
done so by bills of review or bills in the nature of bills of
review, or by original proceedings to enjoin enforcement
of a judgment. 2 And in cases where courts have
exercised the power, the relief granted has taken several
forms: setting aside the judgment to permit a new trial,
altering the terms of the judgment, or restraining the
beneficiaries of the judgment from taking any benefit
whatever from it. 3 But whatever form the relief has taken
in particular cases, the net result in every case has been
the same: where the situation has required, the court has,
in some manner, devitalized the judgment even though
the term at which it was entered had long since passed
away.

1 See, e. g., Art Metal Works v. Abraham &
Strauss, 107 F.2d 940 and 944; Publicker v.
Shallcross, 106 F.2d 949; Chicago, R. I. & P. Ry.
Co. v. Callicotte, 267 F. 799; Pickens v. Merriam,
242 F. 363; Lehman v. Graham, 135 F. 39;
Bolden v. Sloss-Sheffield Steel & Iron Co., 215
Ala. 334, 110 So. 574, 49 A. L. R. 1206. For a
collection of early cases see Note (1880) 20 Am.
Dec. 160.
2 See Whiting v. Bank of the United States, 13
Pet. 6, 13; Dexter v. Arnold, 5 Mason 303,
308-315. See, also, generally, 3 Ohlinger's
Federal Practice pp. 814-818; 3 Freeman on
Judgments (5th ed.) § 1191; Note (1880) 20 Am.
Dec. 160, supra.
3 See 3 Freeman on Judgments (5th ed.) §§
1178, 1779.

[***LEdHR3] [3]Every element of the fraud here
disclosed demands the exercise of the historic power of
equity to set aside fraudulently begotten judgments. This
is not simply a case of a judgment obtained with the aid
of a witness who, on the basis of after-discovered
evidence, is believed possibly to have been guilty of
perjury. Here, even if we consider nothing but Hartford's
sworn admissions, we find a deliberately planned and
carefully executed scheme to defraud not only the Patent
Office but the Circuit Court of Appeals. [*246] Cf.
Marshall v. Holmes, supra. Proof of the scheme, and of
its complete success up to date, is conclusive. Cf. United
States v. Throckmorton, supra. And no equities have
intervened through transfer of the fraudulently procured
patent or judgment to an innocent purchaser. Cf. Ibid.;
Hopkins v. Hebard, 235 U.S. 287.

Page 103



[***LEdHR4] [4] The Circuit Court did not hold
that Hartford's fraud fell short of that which prompts
equitable intervention, but thought Hazel had not
exercised proper diligence in uncovering the fraud and
that this should stand in the way of its obtaining relief.
We cannot easily understand how, under the admitted
facts, Hazel should have been expected to do more than
[***1256] it did to uncover the fraud. But even if Hazel
did not exercise the highest degree of diligence,
Hartford's fraud cannot be condoned for that reason
alone. This matter does not concern only private parties.
There are issues of great moment to the public in a patent
suit. Mercoid Corporation v. Mid-Continent Investment
Co., 320 U.S. 661; Morton Salt Co. v. G. S. Suppiger Co.,
314 U.S. 488. Furthermore, tampering with the
administration of justice in the manner indisputably
shown here involves far more than an injury to a single
litigant. It is a wrong against the institutions set up to
protect and safeguard the public, institutions in which
fraud cannot complacently be tolerated consistently with
the good order of society. Surely it cannot be that
preservation of the integrity of the judicial process must
always wait upon the diligence of litigants. The public
welfare demands that the agencies of public justice be not
so impotent that they must always be mute and helpless
victims of deception and fraud.

[***LEdHR5] [5]The Circuit Court also rested
denial of relief upon the conclusion that the Clarke article
was not "basic" to the Court's 1932 decision. Whether or
not it was the primary basis for that ruling, the article did
impress the Court, as [*247] shown by the Court's
opinion. Doubtless it is wholly impossible accurately to
appraise the influence that the article exerted on the
judges. But we do not think the circumstances [**1002]
call for such an attempted appraisal. Hartford's officials
and lawyers thought the article material. They conceived
it in an effort to persuade a hostile Patent Office to grant
their patent application, and went to considerable trouble
and expense to get it published. Having lost their
infringement suit based on the patent in the District Court
wherein they did not specifically emphasize the article,
they urged the article upon the Circuit Court and
prevailed. They are in no position now to dispute its
effectiveness. Neither should they now be permitted to
escape the consequences of Hartford's deceptive
attribution of authorship to Clarke on the ground that
what the article stated was true. Truth needs no disguise.
The article, even if true, should have stood or fallen under
the only title it could honestly have been given -- that of a

brief in behalf of Hartford, prepared by Hartford's agents,
attorneys, and collaborators.

[***LEdHR6] [6]We have, then, a case in which
undisputed evidence filed with the Circuit Court of
Appeals in a bill of review proceeding reveals such fraud
on that Court as demands, under settled equitable
principles, the interposition of equity to devitalize the
1932 judgment despite the expiration of the term at which
that judgment was finally entered. Did the Circuit Court
have the power to set aside its own 1932 judgment and to
direct the District Court likewise to vacate the 1932
decree which it entered pursuant to the mandate based
upon the Circuit Court's judgment? Counsel for Hartford
contend not. They concede that the District Court has the
power upon proper proof of fraud to set aside its 1932
decree in a bill of review proceeding, but nevertheless
deny that the Circuit Court possesses a similar power for
the reason that the term during [*248] which its 1932
judgment was entered had expired. The question, then, is
not whether relief can be granted, but which court can
grant it.

[***LEdHR7] [7] [***LEdHR8] [8][HN3]
Equitable relief against fraudulent judgments is not of
statutory creation. It is a judicially devised remedy
fashioned to relieve hardships which, from time to time,
arise from a hard and fast adherence to another
court-made rule, the general rule that judgments should
not be disturbed after the term of their entry has expired.
Created to avert the evils of archaic rigidity, this
equitable procedure has always been characterized
[***1257] by flexibility which enables it to meet new
situations which demand equitable intervention, and to
accord all the relief necessary to correct the particular
injustices involved in these situations. It was this
flexibility which enabled courts to meet the problem
raised when leave to file a bill of review was sought in a
court of original jurisdiction for the purpose of
impeaching a judgment which had been acted upon by an
appellate court. Such a judgment, it was said, was not
subject to impeachment in such a proceeding because a
trial court lacks the power to deviate from the mandate of
an appellate court. The solution evolved by the courts is
a procedure whereby permission to file the bill is sought
in the appellate court. The hearing conducted by the
appellate court on the petition, which may be filed many
years after the entry of the challenged judgment, is not
just a ceremonial gesture. The petition must contain the
necessary averments, supported by affidavits or other
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acceptable evidence; and the appellate court may in the
exercise of a proper discretion reject the petition, in
which case a bill of review cannot be filed in the lower
court. National Brake Co. v. Christensen, 254 U.S. 425,
430-433.

We think that when this Court, a century ago,
approved this practice and held that federal appellate
courts have the power to pass upon, and hence to grant or
deny, petitions [*249] for bills of review even though
the petitions be presented long after the term of the
challenged judgment has expired, it settled the procedural
question here involved. Southard v. Russell, 16 How.
547. 4 To reason [**1003] otherwise would be to say
that although the Circuit Court has the power to act after
the term finally to deny relief, it has not the power to act
after the term finally to grant relief. It would, moreover,
be to say that even in a case where the alleged fraud was
on the Circuit Court itself, the relevant facts as to the
fraud were agreed upon by the litigants, and the Circuit
Court concluded relief must be granted, that Court
nevertheless must send the case to the District Court for
decision. Nothing in reason or precedent requires such a
cumbersome and dilatory procedure. Indeed the whole
history of equitable procedure, with the traditional
flexibility which has enabled the courts to grant all the
relief against judgments which the equities require,
argues against it. We hold, therefore, that the Circuit
Court on the record here presented 5 had [*250] both the
duty and the [***1258] power to vacate its own
judgment and to give the District Court appropriate
directions.

4 See also Tyler v. Magwire, 17 Wall. 253, 283:
"Repeated decisions of this court have established
the rule that a final judgment or decree of this
court is conclusive upon the parties, and that it
cannot be reexamined at a subsequent term,
except in cases of fraud, as there is no act of
Congress which confers any such authority."
(Italics supplied.)
5 We do not hold, and would not hold, that the
material questions of fact raised by the charges of
fraud against Hartford could, if in dispute, be
finally determined on ex parte affidavits without
examination and cross-examination of witnesses.
It should again be emphasized that Hartford has
never questioned the accuracy of the various
documents which indisputably show fraud on the
Patent Office and the Circuit Court, and has not

claimed, either here or below, that a trial might
bring forth evidence to disprove the facts as
shown by these documents. And insofar as a trial
would serve to bring forth additional evidence
showing that Hazel was not diligent in uncovering
these facts, we already have pointed out that such
evidence would not in this case change the result.

Moreover, we need not decide whether, if the
facts relating to the fraud were in dispute and
difficult of ascertainment, the Circuit Court here
should have held hearings and decided the case or
should have sent it to the District Court for
decision. Cf. Art Metal Works v. Abraham &
Strauss, supra, Note 1.

[***LEdHR9] [9]The question remains as to what
disposition should be made of this case. Hartford's fraud,
hidden for years but now admitted, had its genesis in the
plan to publish an article for the deliberate purpose of
deceiving the Patent Office. The plan was executed, and
the article was put to fraudulent use in the Patent Office,
contrary to law. U. S. C., Title 35, § 69; United States v.
American Bell Telephone Co., 128 U.S. 315. From there
the trail of fraud continued without break through the
District Court and up to the Circuit Court of Appeals.
Had the District Court learned of the fraud on the Patent
Office at the original infringement trial, it would have
been warranted in dismissing Hartford's case. In a patent
case where the fraud certainly was not more flagrant than
here, this Court said: "Had the corruption of Clutter been
disclosed at the trial . . . , the court undoubtedly would
have been warranted in holding it sufficient to require
dismissal of the cause of action there alleged for the
infringement of the Downie patent." Keystone Driller Co.
v. Excavator Co., 290 U.S. 240, 246; cf. Morton Salt Co.
v. G. S. Suppiger Co., supra, 493, 494. So, also, could the
Circuit Court of Appeals have dismissed the appeal had it
been aware of Hartford's corrupt activities in suppressing
the truth concerning the authorship of the article. The
total effect of all this fraud, practiced both on the Patent
Office and the courts, calls for nothing less than a
complete denial of relief to Hartford for the claimed
infringement of the patent thereby procured and enforced.

Since the judgments of 1932 therefore must be
vacated, the case now stands in the same position as
though Hartford's corruption had been exposed at the
original trial. [*251] In this situation the doctrine of the
Keystone case, supra, requires that Hartford be denied
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relief.

[***LEdHR10] [10][HN4] To grant full protection
to the public against a patent obtained by fraud, that
patent must be vacated. It has previously been decided
that such a remedy is not available in infringement
proceedings, but can only be accomplished in a direct
proceeding brought by the Government. United States v.
American Bell Telephone Co., supra.

[**1004] The judgment is reversed with directions
to set aside the 1932 judgment of the Circuit Court of
Appeals, recall the 1932 mandate, dismiss Hartford's
appeal, and issue mandate to the District Court directing
it to set aside its judgment entered pursuant to the Circuit
Court of Appeals' mandate, to reinstate its original
judgment denying relief to Hartford, and to take such
additional action as may be necessary and appropriate.

Reversed.

DISSENT BY: ROBERTS

DISSENT

MR. JUSTICE ROBERTS:

No fraud is more odious than an attempt to subvert
the administration of justice. The court is unanimous in
condemning the transaction disclosed by this record. Our
problem is how best the wrong should be righted and the
wrongdoers pursued. Respect for orderly methods of
procedure is especially important in a case of this sort. In
simple terms, the situation is this. Some twelve years ago
a fraud perpetrated in the Patent Office was relied on by
Hartford in the Circuit Court of Appeals. The court
reversed a judgment in favor of Hazel, decided that
Hartford was the holder of a valid patent which Hazel had
infringed and, by its mandate, directed the District Court
to enter a judgment in favor of Hartford. This was done
and, on the strength of the judgment, [***1259]
Hartford and Hazel entered into an agreement of which
more hereafter. So long as that judgment stands
unmodified, the agreement of the parties will be
unaffected by anything involved in the suit under
discussion. Hazel concededly now [*252] desires to be
in a position to disregard the agreement to its profit.

The resources of the law are ample to undo the
wrong and to pursue the wrongdoer and to do both

effectively with due regard to the established modes of
procedure. Ever since this fraud was exposed, the United
States has had standing to seek nullification of Hartford's
patent. 1 The Government filed a brief as amicus below
and one in this court. It has elected not to proceed for
cancellation of the patent. 2

1 United States v. American Bell Telephone Co.,
128 U.S. 315; 167 U.S. 224, 238.
2 The facts with respect to the fraud practiced on
the Patent Office have been known for some
years.

It is complained that members of the bar have
knowingly participated in the fraud. Remedies are
available to purge recreant officers from the tribunals on
whom the fraud was practiced.

Finally, as to the immediate aim of this proceeding,
namely, to nullify the judgment if the fraud procured it,
and if Hazel is equitably entitled to relief, an effective
and orderly remedy is at hand. This is a suit in equity in
the District Court to set aside or amend the judgment.
Such a proceeding is required by settled federal law and
would be tried, as it should be, in open court with living
witnesses instead of through the unsatisfactory method of
affidavits. We should not resort to a disorderly remedy,
by disregarding the law as applied in federal courts ever
since they were established, in order to reach one inequity
at the risk of perpetrating another.

In a suit brought by Hartford against Hazel in the
Western District of Pennsylvania charging infringement
of Hartford's patent No. 1,655,391, a decree was entered
against Hartford March 31, 1930, on the ground that
Hazel had not infringed. On appeal, the Circuit Court
[*253] of Appeals filed an opinion, May 5, 1932,
reversing the judgment of the District Court and holding
the patent valid and infringed. On Hazel's application, the
time for filing a petition for rehearing was extended five
times. On July 21, 1932, Hazel entered into a general
settlement and license agreement with Hartford
respecting the patent in suit and other patents, which
agreement was to be effective as of July 1, 1932. Hazel
filed no petition for rehearing and, on July 30, 1932, the
mandate of the Circuit Court of Appeals went to the
District Court. Pursuant to the mandate, that court
entered its final judgment against Hazel for an injunction
and an accounting. No such accounting was ever had
because Hazel and Hartford had settled their differences.
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November 19, 1941, Hazel presented to the Circuit
Court of Appeals its petition [**1005] for leave to file in
the District Court a bill of review. Attached was the
proposed bill. Affidavits were filed by Hazel and
Hartford. The Circuit Court of Appeals heard the matter
and made an order denying the petition for leave to file,
holding that any fraud practiced had been practiced on
the Circuit Court of Appeals and, therefore, that court
should itself pass upon the question whether the mandate
should be recalled and the case reopened. Leave was
granted to Hazel to amend its petition to seek relief from
the Circuit Court of Appeals. The order provided for an
answer by Hartford and for a hearing and determination
by the Circuit Court of Appeals.

The Circuit Court of Appeals, on the basis of the
amended petition, the answer, and the affidavits, denied
relief on the grounds: (1) that the fraud had not been
effective to influence its earlier decision; (2) that
[***1260] the court was without power to deal with the
case as its mandate had gone down and the term had long
since expired; (3) that Hazel had been negligent and
guilty of inexcusable delay in presenting the matter to the
court; and [*254] (4) that the only permissible procedure
was in the District Court, where the judgment rested, by
bill in equity in the nature of a bill of review. One judge
dissented, holding that the court had power (1) to recall
the cause; (2) to enter upon a trial of the issues made by
the petition and answer, and (3) itself to review and
revise its earlier decision, enter a new judgment in the
case on the corrected record and send a new mandate to
the District Court.

As I understand the opinion of this court, while it
reverses the decision below, it only partially adopts the
view of the dissenting judge, for the holding is: (1) that
the court below has power at this date to deal with the
matter either as a new suit or as a continuation of the old
one; (2) that it can recall the case from the District Court;
(3) that it can grant relief; (4) that it can hear evidence
and act as a court of first instance or a trial court; (5) that
such a trial as it affords need not be according to the
ordinary course of trial of facts in open court, by
examination and cross-examination of witnesses, but that
the proofs may consist merely of ex parte affidavits; and
(6) that such a trial has already been afforded and it
remains only, in effect, to cancel Hartford's patent.

I think the decision overrules principles settled by
scores of decisions of this court which are vital to the

equitable and orderly disposition of causes, -- principles
which, upon the soundest considerations of fairness and
policy, have stood unquestioned since the federal judicial
system was established. I shall first briefly state these
principles. I shall then as briefly summarize the reasons
for their adoption and enforcement and, finally, I shall
show why it would not be in the interest of justice to
abandon them in this case.

1. The final and only extant judgment in the
litigation is that of the District Court entered pursuant to
the mandate of the Circuit Court of Appeals. The term of
the [*255] District Court long ago expired and, with that
expiration, all power of that court to reexamine the
judgment or to alter it ceased, except for the correction of
clerical errors. The principle is of universal application
to judgments at law, 3 decrees in equity, 4 and
convictions of crime, though, [**1006] as respects the
latter, its result may be great individual hardship. 5 The
rule [***1261] might, for that reason, have been relaxed
in criminal cases, if it ever is to be, for there, in contrast
to civil cases, no other judicial relief is available.

3 Bank of United States v. Moss, 6 How. 31, 38;
Roemer v. Simon, 91 U.S. 149; Phillips v. Negley,
117 U.S. 665, 672, 678; Hickman v. Fort Scott,
141 U.S. 415; Tubman v. Baltimore & Ohio R.
Co., 190 U.S. 38; Wetmore v. Karrick, 205 U.S.
141, 151-2; In re Metropolitan Trust Co., 218
U.S. 312, 320; Delaware, L. & W. R. Co. v.
Rellstab, 276 U.S. 1, 5; Realty Acceptance Corp.
v. Montgomery, 284 U.S. 547, 549.
4 Cameron v. McRoberts, 3 Wheat. 591; Sibbald
v. United States, 12 Pet. 488, 492; Washington
Bridge Co. v. Stewart, 3 How. 413, 426; Central
Trust Co. v. Grant Locomotive Works, 135 U.S.
207; Wayne Gas Co. v. Owens-Illinois Co., 300
U.S. 131, 136; Sprague v. Ticonic Bank, 307 U.S.
161, 169.
5 United States v. Mayer, 235 U.S. 55, 67. In this
case one Freeman was convicted in the District
Court. After he had taken an appeal to the Circuit
Court of Appeals he filed, after the term had
expired, a motion to set aside the judgment on the
ground that a juror wilfully concealed bias against
the defendant when examined on his voir dire.
After hearing this motion the district judge found
as a fact that the juror had been guilty of
misconduct and that the defendant and his counsel
neither had knowledge of the wrong nor could
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have discovered it earlier by due diligence. The
district judge was in doubt whether, after the
expiration of the term, he had power to deal with
the judgment of conviction. The Circuit Court of
Appeals certified the question to this court which,
in a unanimous opinion, rendered after full
argument by able counsel, held in accordance
with all earlier precedents that, even in a case of
such hardship, the District Court had no such
power.

In the promulgation of the Federal Rules of Civil
Procedure this court took notice of the fact that terms of
the district court vary in length and that the expiration of
[*256] the term might occur very soon, or quite a long
time, after the entry of a judgment. In order to make the
practice uniform, Rule 60-B provides: "On motion the
court, upon such terms as are just, may relieve a party or
his legal representative from a judgment, order, or
proceeding taken against him through his mistake,
inadvertence, surprise, or excusable neglect. The motion
shall be made within a reasonable time, but in no case
exceeding six months after such judgment, order, or
proceeding was taken. . . . This rule does not limit the
power of a court (1) to entertain an action to relieve a
party from a judgment, order, or proceeding. . . ." Thus
there has been substituted for the term rule a definite time
limitation within which a district court may correct or
modify its judgments. But the salutary rule as to finality
is retained and, after the expiration of six months, the
party must apply, as heretofore, by bill of review, -- now
designated a civil action -- to obtain relief from a
judgment which itself is final so far as any further steps
in the original action are concerned.

The term rule applies with equal force to an appellate
court. Over the whole course of its history, this court has
uniformly held that it was without power, after the going
down of the mandate, and the expiration of the term, to
rehear a case or to modify its decision on the merits. 6

And this is equally true of the circuit courts of appeal. 7

6 Hudson v. Guestier, 7 Cr. 1; Jackson v.
Ashton, 10 Pet. 480; Sibbald v. United States,
supra, 492; Washington Bridge Co. v. Stewart,
supra; Brooks v. Railroad Co., 102 U.S. 107;
Barney v. Friedman, 107 U.S. 629; Hickman v.
Fort Scott, supra, 419; Bushnell v. Crooke Mining
Co., 150 U.S. 82.
7 Ex parte National Park Bank, 256 U.S. 131.

"That court was powerless to modify the decree
after the expiration of the term at which it was
entered. If the omission in the decree had been
adequately called to the court's attention during
the term it would doubtless have corrected the
error complained of; or relief might have been
sought in this court by a petition for a writ of
certiorari. The bank failed to avail itself of
remedies open to it." (p. 133.) The circuit courts
of appeal have uniformly observed the rule thus
announced. Hart v. Wiltsee, 25 F.2d 863; Nachod
v. Engineering & Research Corp., 108 F.2d 594;
Montgomery v. Realty Acceptance Corp., 51 F.2d
642; Foster Bros. Mfg. Co. v. Labor Board, 90
F.2d 948; Wichita Royalty Co. v. City National
Bank, 97 F.2d 249; Hawkins v. Cleveland, C., C.
& St. L. Ry. Co., 99 F. 322; Walsh Construction
Co. v. U.S. Guarantee Co., 76 F.2d 240; Waskey
v. Hammer, 179 F. 273.

[*257] The court below, unless we are to
overthrow a century-and-a-half of precedents, lacks
power now to revise its judgment and [**1007] lacks
power also to send its process to the District Court and
call up for review the judgment entered on its mandate
twelve years ago. 8 No such power is inherent in
[***1262] an appellate court; none such is conferred by
any statute.

8 Sibbald v. United States, supra, 492; Roemer
v. Simon, 91 U.S. 149; In re Sanford Fork & Tool
Co., 160 U.S. 247.

2. The Circuit Court of Appeals is without authority
either to try the issues posed by the petition and answer
on the affidavits on file, or, to do as the dissenting judge
below suggests, hold a full-dress trial.

The federal courts have only such powers as are
expressly conferred on them. Certain original jurisdiction
is vested in this court by the Constitution. Its powers as
an appellate court are those only which are given by
statute. 9

9 Ex parte Bollman, 4 Cr. 75, 93.

The circuit courts of appeal are creatures of statute.
No original jurisdiction has been conferred on them.
They exercise only such appellate functions as Congress
has granted. The grant is plain. "The circuit courts of
appeal shall have appellate jurisdiction to review by

Page 108



appeal final decisions . . . in the district courts . . ." 10

Nowhere is there any grant of jurisdiction to try cases, to
[*258] enter judgments, or to issue executions or other
final process.

10 Judicial Code § 128 as amended; 28 U. S. C.
225.

". . . courts created by statute must look to the statute
as the warrant for their authority; certainly they cannot go
beyond the statute, and assert an authority with which
they may not be invested by it, or which may be clearly
denied to them." 11

11 Cary v. Curtis, 3 How. 236, 245. See Sheldon
v. Sill, 8 How. 441, 449; Kentucky v. Powers, 201
U.S. 1, 24.

This court has never departed from the view that
circuit courts of appeal are statutory courts having no
original jurisdiction but only appellate jurisdiction. 12

12 Whitney v. Dick, 202 U.S. 132, 137; United
States v. Mayer, supra, 65; Realty Acceptance
Corp. v. Montgomery, supra, 549.

Neither this court 13 nor a circuit court 14 of appeals
may hear new evidence in a cause appealable from a
lower court. No suggestion seems ever before to have
been made that they may constitute themselves trial
courts, embark on the trial of what is essentially an
independent cause and enter a judgment of first instance
on the facts and the law. But this is what the opinion
sanctions.

13 Russell v. Southard, 12 How. 139, 158, 159;
United States v. Knight's Adm'r, 1 Black 488;
Roemer v. Simon, supra. In the Russell case Chief
Justice Taney said: "It is very clear that affidavits
of newly-discovered testimony cannot be received
for such a purpose. This court must affirm or
reverse upon the case as it appears in the record.
We cannot look out of it, for testimony to
influence the judgment of this court sitting, as an
appellate tribunal. And, according to the practice
of the court of chancery from its earliest history to
the present time, no paper not before the court
below can be read on the hearing of an appeal.
Eden v. Earl Bute, 1 Bro. Par. Cas. 465; 3 Bro.
Par. Cas. 546; Studwell v. Palmer, 5 Paige, 166.

"Indeed, if the established chancery practice
had been otherwise, the act of Congress of March
3d, 1803, expressly prohibits the introduction of
new evidence, in this court, on the hearing of an
appeal from a circuit court, except in admiralty
and prize causes."
14 Realty Acceptance Corp. v. Montgomery,
supra, 550, 551.

3. The temptation might be strong to break new
ground in this case if Hazel were otherwise remediless.
Such is [*259] not the fact. The reports abound in
decisions pointing the way to relief if, in equity, Hazel is
entitled to any.

[**1008] Since Lord Bacon's day a decree in equity
may be reversed or revised for error of law, 15 for new
matter [***1263] subsequently occurring, or for
after-discovered evidence. And this head of equity
jurisdiction has been exercised by the federal courts from
the foundation of the nation. 16 Such a bill is an original
bill in the nature of a bill of review. Equity also, on
original bills, exercises a like jurisdiction to prevent
unconscionable retention or enforcement of a judgment at
law procured by fraud, or mistake unmixed with
negligence attributable to the losing party, or rendered
because he was precluded from making a defense which
he had. Such a bill may be filed in the federal court
which rendered the judgment or in a federal court other
than the court, federal or state, which rendered it. 17

15 A bill filed to correct error of law apparent on
the record is called a strict bill of review and some
rules as to time are peculiarly applicable to such
bills. See Whiting v. Bank of United States, 13
Pet. 6, 13, 14, 15; Shelton v. Van Kleeck, 106 U.S.
532; Central Trust Co. v. Grant Locomotive
Works, 135 U.S. 207. Street, Federal Equity
Practice, § 2129 et seq. With this type of bill we
are not here concerned.
16 Ocean Ins. Co. v. Fields, 2 Story 59; Whiting
v. Bank of United States, supra; Southard v.
Russell, 16 How. 547; Minnesota Co. v. St. Paul
Co., 2 Wall. 609; Purcell v. Miner, 4 Wall. 519;
Rubber Co. v. Goodyear, 9 Wall. 805; Easley v.
Kellom, 14 Wall. 279; Putnam v. Day, 22 Wall.
60; Buffington v. Harvey, 95 U.S. 99; Craig v.
Smith, 100 U.S. 226; Shelton v. Van Kleeck,
supra; Pacific Railroad v. Missouri Pacific Ry.
Co., 111 U.S. 505; Central Trust Co. v. Grant
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Locomotive Works, supra; Boone County v.
Burlington & M. R. R. Co., 139 U.S. 684; Hopkins
v. Hebard, 235 U.S. 287; Scotten v. Littlefield,
235 U.S. 407; National Brake & Electric Co. v.
Christensen, 254 U.S. 425; Simmons Co. v. Grier
Bros. Co., 258 U.S. 82; Jackson v. Irving Trust
Co., 311 U.S. 494, 499.
17 Logan v. Patrick, 5 Cr. 288; Marine Ins. Co.
v. Hodgson, 7 Cr. 332; Dunn v. Clarke, 8 Pet. 1;
Truly v. Wanzer, 5 How. 141; Creath's Adm'r v.
Sims, 5 How. 192; Humphreys v. Leggett, 9 How.
297; Walker v. Robbins, 14 How. 584;
Hendrickson v. Hinckley, 17 How. 443; Leggett v.
Humphreys, 21 How. 66; Gue v. Tide Water
Canal Co., 24 How. 257; Freeman v. Howe, 24
How. 450; Kibbe v. Benson, 17 Wall. 624; Crim v.
Handley, 94 U.S. 652; Brown v. County of Buena
Vista, 95 U.S. 157; United States v.
Throckmorton, 98 U.S. 61; Bronson v. Schulten,
104 U.S. 410; Embry v. Palmer, 107 U.S. 3; White
v. Crow, 110 U.S. 183; Krippendorf v. Hyde, 110
U.S. 276; Johnson v. Waters, 111 U.S. 640;
Richards v. Mackall, 124 U.S. 183; Arrowsmith v.
Gleason, 129 U.S. 86; Knox County v. Harshman,
133 U.S. 152; Marshall v. Holmes, 141 U.S. 589;
North Chicago Rolling Mill Co. v. St. Louis Ore
& Steel Co., 152 U.S. 596; Robb v. Vos, 155 U.S.
13; Howard v. De Cordova, 177 U.S. 609; United
States v. Beebe, 180 U.S. 343; Pickford v. Talbott,
225 U.S. 651; Simon v. Southern Ry. Co., 236
U.S. 115; Wells Fargo & Co. v. Taylor, 254 U.S.
175.

[*260] Whether the suit concerns a decree in equity
or a judgment at law, it is for relief granted by equity
against an unjust and inequitable result, and is subject to
all the customary doctrines governing the award of
equitable relief.

New proof to justify a bill of review must be such as
has come to light after judgment and such as could not
have been obtained when the judgment was entered. The
[**1009] proffered evidence must not only have
[***1264] been unknown prior to judgment, but must be
such as could not have been discovered by the exercise of
reasonable diligence in time to permit its use in the trial.
Unreasonable delay, or lack of diligence in timely
searching for the evidence, is fatal to the right of a bill of
review, and a party may not elect to forego inquiry and
let the cause go to judgment in the hope of a favorable

result and then change his position and attempt, by means
of a bill of review, to get the benefit of evidence he
neglected to produce. These principles are established by
many of the cases cited in notes 16 and 17, and specific
citation is unnecessary. The principles are well settled.
And, in this class of cases as in others, although equity
does not condone wrongdoing, it will not extend its aid to
a wrongdoer; in [*261] other words, the complainant
must come into court with clean hands.

4. Confessedly the opinion repudiates the unbroken
rule of decision with respect to the finality of a judgment
at the expiration of the term; that with respect to
jurisdiction of an appellate court to try issues of fact upon
evidence, and that with respect to the necessity for
resorting to a bill of review to modify or set aside a
judgment once it has become final. Perusal of the
authorities cited will sufficiently expose the reasons for
these doctrines. It is obvious that parties ought not to be
permitted indefinitely to litigate issues once tried and
adjudicated. 18 There must be an end to litigation. If
courts of first instance, or appellate courts, were at
liberty, on application of a party, at any time to institute a
summary inquiry for the purpose of modifying or
nullifying [*262] a considered judgment, no reliance
could be placed on that which has been adjudicated and
citizens could not, with any confidence, act in the light of
what has apparently been finally decided.

18 It has frequently been said that where the
ground for a bill of review is fraud, review will
not be granted unless the fraud was extrinsic. See
United States v. Throckmorton, 98 U.S. 61. The
distinction between extrinsic and intrinsic fraud is
not technical but substantial. The statement that
only extrinsic fraud may be the basis of a bill of
review is merely a corollary of the rule that
review will not be granted to permit relitigation of
matters which were in issue in the cause and are,
therefore, concluded by the judgment or decree.
The classical example of intrinsic as contrasted
with extrinsic fraud is the commission of perjury
by a witness. While perjury is a fraud upon the
court, the credibility of witnesses is in issue, for it
is one of the matters on which the trier of fact
must pass in order to reach a final judgment. An
allegation that a witness perjured himself is
insufficient because the materiality of the
testimony, and opportunity to attack it, was open
at the trial. Where the authenticity of a document
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relied on as part of a litigant's case is material to
adjudication, as was the grant in the
Throckmorton case, and there was opportunity to
investigate this matter, fraud in the preparation of
the document is not extrinsic but intrinsic and will
not support review. Any fraud connected with the
preparation of the Clarke article in this case was
extrinsic, and, subject to other relevant rules,
would support a bill of review.

If relief on equitable grounds is to be obtained, it is
right that it should be sought by a formal suit upon
adequate pleadings and should be granted only after a
trial of issues according to the usual course of the trial of
questions of fact. A court of first instance is the
appropriate tribunal, and the only tribunal, equipped for
such a trial. Appellate courts have neither the power nor
the means to that end.

On the strongest grounds of public policy bills of
review are disfavored, since to facilitate them would tend
to encourage fraudulent practices, resort to perjury, and
the building of fictitious reasons for setting aside
judgments.

5. I think the facts in the instant case speak loudly for
the observance, and against the repudiation, of all the
rules to which I have referred. [***1265] The court's
opinion implies that the disposition here made is justified
by uncontradicted facts, but the record demonstrates
beyond question that serious controverted issues ought to
be resolved before Hazel may have relief.

In 1926 Hartford brought a suit for infringement of
the Peiler Patent against Nivison-Weiskopf Company in
the Southern District of Ohio. Counsel for the defendants
[**1010] in that case were Messrs. William R. and
Edmund P. Wood of Cincinnati. About the same time,
Hartford brought a similar suit for infringement against
Kearns-Gorsuch Bottle Company, a subsidiary of Hazel.
Counsel for Kearns were the same who have represented
Hazel throughout this case.

In 1928 Hartford brought suit against Hazel in the
Western District of Pennsylvania for a like infringement.
The same counsel represented Hazel. The Ohio suits
[*263] came to trial first. In them a decision was
rendered adverse to Hartford. Appeals were taken to the
Circuit Court of Appeals of the Sixth Circuit, were
consolidated, and counsel for the defendants appeared
together in that court, which decided adversely to

Hartford (58 F.2d 701).

In the preparation for the defense of the Nivison suit,
William R. Wood called upon Clarke and interviewed
him in the presence of a witness. Clarke admitted that
Hatch of Hartford had prepared the article published
under Clarke's name. In the light of this fact the Messrs.
Wood notified Hartford that they would require the
presence of Hatch at the trial of the suit and Hatch was in
attendance during that trial. Repeatedly during the trial,
Hatch admitted to the Messrs. Wood that he was in fact
the author of the article. It was well understood that the
defendant wanted him present so that if any reference to
or reliance upon the article developed they could call
Hatch and prove the facts. There was no such reference
or reliance.

As counsel for the various defendants opposed to
Hartford were acting in close cooperation, Messrs. Wood
attended the trial of the Hartford-Hazel suit in Pittsburgh,
which must have occurred in 1929 or early 1930. (See 39
F.2d 111.) One or other of the Messrs. Wood was present
throughout that trial and Edmund P. Wood was in
frequent consultation with the Hazel representatives and
counsel. Hazel's counsel was the same at that trial as in
the present case. The Messrs. Wood told Hazel's counsel
and representatives that Clarke had admitted Hatch was
the author of the article and that Hatch had also freely
admitted the same thing. Hazel's counsel and
representatives discussed at length, in the presence of Mr.
Wood, the advisability of attacking the authenticity of the
article. Counsel for Hazel, in these conferences, took the
position that "an attack on the article might be a [*264]
boomerang in that it might emphasize the truth of the
only statements in the article" which he regarded as of
any possible pertinence. Mr. Wood's affidavit giving in
detail the discussions and the conclusion of Hazel's
counsel is uncontradicted, and demonstrates that Hazel's
counsel knew the facts with regard to the Clarke article
and knew the names of witnesses who could prove those
facts. After due deliberation, it was decided not to offer
proof on the subject.

The District Court found in favor of Hazel, holding
that Hazel had not infringed. Hartford appealed to the
Third Circuit Court of Appeals. In that court Hartford's
counsel referred in argument to the Clarke article and the
court, in its decision, referred to the article as persuasive
of certain facts in connection with the development of
glass machinery. The Circuit Court of Appeals for the
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Sixth Circuit rendered its decision in the Nivison and
Kearns cases on May 12, 1932, and the Third Circuit
Court of Appeals rendered its decision in the
Hartford-Hazel case on May 6, 1932.

Counsel for Hazel was then, nearly [***1266] ten
years prior to the filing of the instant petition, confronted
with the fact that, in its opinion, the Circuit Court of
Appeals had accredited the article. Naturally counsel was
faced with the question whether he should bring to the
court's attention the facts respecting that article. As I
have said, he asked and was granted five extensions of
time for filing a petition for rehearing. Meantime
negotiations were begun with Hartford for a general
settlement and for Hazel's joining in the combination and
patent pool of which Hartford was the head and front. At
the same time, however, evidently as a precaution against
the breakdown of the negotiations, Hazel's counsel
obtained affidavits to be signed by the Messrs. Wood
setting forth the facts which they had gleaned concerning
the authorship [*265] of the Clarke article. These
affidavits were intended for use in the Third Circuit Court
of Appeals case for they were captioned in that case.
Being made by reputable counsel who are accredited by
both parties to this proceeding, they were sufficient basis
for a [**1011] petition for rehearing while the case was
still in the bosom of the Circuit Court of Appeals. It is
idle to suggest that counsel would not have been justified
in applying to the court on the strength of them.

Had counsel filed a petition and attached to it the
affidavits of the Messrs. Wood, without more, he would
have done his duty to the court in timely calling its
attention to the fraud which had been perpetrated. But
more, the court would undoubtedly have reopened the
case, granted rehearing, and remanded the case to the
District Court with permission to Hazel to summon and
examine witnesses. It is to ignore realities to suggest, as
the opinion does, that counsel for Hazel was helpless at
that time and in the then existing situation.

But counsel did not rest there. He commissioned an
investigator who interviewed a labor leader named
Maloney in Philadelphia. This man refused to talk but
the investigator's report would make it clear to anyone of
average sense that he knew about the origin of the article,
and any lawyer of experience would not have hesitated to
summon him as a witness and put him under
examination. Moreover, the investigator interviewed
Clarke and his report of the evasive manner and answers

of Clarke convince me, and I believe would convince any
lawyer of normal perception, that the Woods' affidavits
were true and that Clarke would have so admitted if
called to the witness stand. Most extraordinary is the
omission of Hazel's counsel, although then in negotiation
with Hartford for a settlement, to make any inquiry
concerning Hatch or to interview Hatch, or to have him
interviewed [*266] when counsel had been assured that
Hatch had no inclination to prevaricate concerning his
part in the preparation of the article.

The customary modes of eliciting truth in court may
well establish that in the circumstances Hazel's counsel
deliberately elected to forego any disclosure concerning
the Clarke article and to procure instead the favorable
settlement he obtained from Hartford.

In any event, we know that, on July 21, 1932,
Hartford and Hazel entered into an agreement, which is
now before this court in the record in Nos. 7-11 of the
present term, on appeal from the District Court for
Northern Ohio. Under the agreement Hazel paid
Hartford $ 1,000,000. Hartford granted Hazel a license
on all machines and methods embodying patented
inventions for the manufacture of glass containers at
Hartford's lowest royalty rates. Hartford agreed to pay
Hazel one-third of its net royalty income to and including
January 3, 1945, over and above $ 850,000 per annum.
At the same time, Hazel entered into an agreement with
the Owens-Illinois Glass Company, another party to the
Hartford patent pool and the conspiracy to monopolize
the glass manufacturing [***1267] industry found by
the District Court.

In the autumn of 1933 counsel for Shawkee
Company, defendant in another suit by Hartford, obtained
documents indicating Hatch's responsibility for the
Clarke article, and wrote counsel for Hazel inquiring
what he knew about the matter. Hazel's counsel,
evidently reluctant to disturb the existing status, replied
that, while he suspected Hartford might have been
responsible for the article, he did not at the time of trial,
know of the papers which counsel for Shawkee had
unearthed, and added that his recollection was then "too
indefinite to be positive and I would have to go through
the voluminous mass of papers relating to the various
Hartford-Empire [*267] litigations, including
correspondence, before I could be more definite."

The District Court for Northern Ohio has found that
the 1932 agreement and coincident arrangements placed
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Hazel in a preferred position in the glass container
industry and drove nearly everyone else in that field into
taking licenses from Hartford, stifled competition, and
gave Hazel, as a result of rebates paid to it, a great
advantage over all competitors in the cost of its product.
It is uncontested that, as a result of the agreement, Hazel
has been repaid the $ 1,000,000 it paid Hartford and has
received upwards of $ 800,000 additional.

In 1941 the United States instituted an equity suit in
Northern Ohio against Hartford, Hazel, Owens-Illinois,
and other corporations and individuals to restrain
violation of the antitrust statutes. That court found that
the defendants conspired to violate the antitrust laws and
entered an injunction on October 8, 1942. (46 F.Supp.
541.) Hazel and other defendants appealed [**1012] to
this court. The same counsel represented Hazel in that
suit, and in the appeal to this court, as represented the
company in the District Court and in the Third Circuit
Court of Appeals in this case. In its brief in this court
Hazel strenuously contended that the license agreement
executed in 1932, and still in force, was not violative of
the antitrust laws and should be sustained.

Of course, in 1941 counsel for Hazel faced the
possibility that the District Court in Ohio might find
against Hazel, and that this court might affirm its
decision. Considerations of prudence apparently dictated
that Hazel should cast an anchor to windward.
Accordingly, November 19, 1941, it presented its petition
for leave to file a bill of review in the District Court for
Western Pennsylvania and attached a copy of the
proposed bill. In answer to questions at our bar as to the
ultimate purpose of this proceeding, [*268] counsel
admitted that, if successful in it, Hazel proposed to obtain
every resultant benefit it could.

In the light of the circumstances recited, it becomes
highly important closely to scrutinize Hazel's allegations.
It refers to the use by the Circuit Court of Appeals of the
Clarke article in the opinion and then avers:

"That although prior to the decision of this Court
your petitioner suspected and believed that the article had
been written by one of plaintiff's employees, instead of
by Clarke, and had been caused by plaintiff to be
published in the National Glass Budget, petitioner did not
know then or until this year material and pertinent facts
which, if petitioner had then known and been able to
present to this Court, should have resulted in a decision
for petitioner. [Italics added.]

"That such facts were disclosed to petitioner for the
first time in suit of United States of America v. Hartford,
et al., in the United States District Court for the Northern
District of Ohio, and are specified in paragraphs 4, 5 and
6 of the annexed bill of review, which is made a part
hereof.

"That your petitioner could not have ascertained by
the use of proper and reasonable diligence the newly
discovered facts prior to the said [***1268] suit, and
that the newly discovered evidence is true and material
and should cause a decree in this cause different from that
heretofore made."

In the proposed bill of review these allegations are
repeated and it is added that the new facts ascertained
consist of the testimony of Hatch in the antitrust suit and
five letters written by various parties connected with the
conspiracy and a memorandum prepared by Hatch which
were in evidence in that suit. The bill then adds:

"The new matter specified in the preceding
paragraphs 4, 5 and 6 is material, it only recently became
known to plaintiff, which could not have previously
obtained it with due diligence, and such new evidence if
it had been previously known to this Court and to the
Circuit Court [*269] of Appeals would have caused a
decision different from that reached."

Neither the petition nor the bill is under oath but
there is attached an affidavit of counsel for Hazel in
which he states that in or before 1929 Hazel "had
suspected, and I believed," that the Clarke article had
been written by Hatch and that Hartford had caused the
article to be published, adding: "having been so told by
the firm of Messrs. Wood and Wood, Cincinnati lawyers,
who said they had so been told by Clarke and also by
Hatch." The affidavit also attaches the reports of the
investigator above referred to and refers to the exhibits
and testimony in the antitrust suit in Northern Ohio.

In the light of the facts I have recited, it seems clear
that if Hazel's conduct be weighed merely in the aspect of
negligent failure to investigate, the decision of this court
in Toledo Scale Co. v. Computing Scale Co., 261 U.S.
399, may well justify a holding, on all available evidence,
that, at least, Hazel was guilty of inexcusable negligence
in not seeking the evidence to support an attack upon the
decree. But it is highly possible that, upon a full trial, it
will be found that Hazel held back what it knew and, if
so, is not entitled now to attack the original decree. In
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Scotten v. Littlefield, 235 U.S. 407, in affirming the
denial of a bill of review, this court said that if the claim
now made was "not presented to the Court of Appeals
when there on appeal it could not be held back and made
the subject of a bill of review, as is now attempted to be
done." Repeatedly this court has held that one will not be
permitted to [**1013] litigate by bill of review a
question which it had the opportunity to litigate in the
main suit, whether the litigant purposely abstained from
bringing forward the defense or negligently omitted to
prosecute inquiries which would have made it available.
19

19 Hendrickson v. Hinckley, supra, 446; Rubber
Co. v. Goodyear, supra, 806; Crim v. Handley,
supra, 660; Bronson v. Schulten, supra, 417, 418;
Richards v. Mackall, supra, 188, 189; Boone
County v. Burlington & M. R. R. Co., supra, 693;
Pickford v. Talbott, supra, 658.

[*270] And certainly an issue of such importance
affecting the validity of a judgment, should never be tried
on affidavits. 20

20 Jackson v. Irving Trust Co., supra, 499;
Sorenson v. Sutherland, 109 F.2d 714, 719.

As I read the opinion of the court, it disregards the
contents of many of the affidavits filed in the cause and
holds that solely because of the fraud which was
practiced on the Patent Office and in litigation on the
patent, the owner of the patent is to be amerced and in
effect fined for the benefit of the other party to the suit,
although that other comes with unclean hands 21 and
stands adjudged a party to a conspiracy to [***1269]
benefit over a period of twelve years under the aegis of
the very patent it now attacks for fraud. To disregard
these considerations, to preclude inquiry concerning these
matters, is recklessly to punish one wrongdoer for the
benefit of another, although punishment has no place in
this proceeding.

21 Creath's Adm'r v. Sims, supra, 204.

Hazel well understood the course of decision in
federal courts. It came into the Circuit Court of Appeals
with a petition for leave to file a bill of review, a

procedure required by long-settled principles. Inasmuch
as the judgment it attacked had been entered as a result of
the action of the Circuit Court of Appeals, Hazel properly
applied to that court for leave to file its bill in the District
Court. 22 The respondent did not object on procedural
grounds to the Circuit Court of Appeals considering and
acting on the petition. That court of its own motion
denied the petition and permitted amendment to pray
relief there.

22 Southard v. Russell, supra, 570, 571; Purcell
v. Miner, supra, 519; Rubber Co. v. Goodyear,
supra; National Brake & Electric Co. v.
Christensen, supra, 431; Simmons Co. v. Grier
Bros. Co., supra, 91.

[*271] On the question what amounts to a sufficient
showing to move an appellate court to grant leave to file
a bill of review in the trial court, the authorities are not
uniform. Where the lack of merit is obvious, appellate
courts have refused leave, 23 but where the facts are
complicated it is often the better course to grant leave and
to allow available defenses to be made in answer to the
bill. 24 In the present instance, I think it would have been
proper for the court to permit the filing of the bill in the
District Court where the rights of the parties to summon,
to examine, and to cross-examine witnesses, and to have
a deliberate and orderly trial of the issues according to the
established standards would be preserved.

23 Purcell v. Miner, supra; Rubber Co. v.
Goodyear, supra.
24 Ocean Insurance Co. v. Fields, 2 Story 59; In
re Gamewell Fire-Alarm Tel. Co., 73 F. 908;
Raffold Process Corp. v. Castanea Paper Co.,
105 F.2d 126.

I should reverse the order of the Circuit Court of
Appeals with directions to permit the filing of the bill in
the District Court.

MR. JUSTICE REED and MR. JUSTICE
FRANKFURTER join in this opinion.

The CHIEF JUSTICE agrees with the result
suggested in this dissent.

LEXSEE 1930 U.S. DIST. LEXIS 1928
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OPINION BY: [**1] GIBSON

OPINION

[*111] GIBSON, District Judge.

The plaintiff is a Delaware corporation, having its
principal place of business at Hartford, Conn., and the
defendant a West Virginia corporation, having a regular
and established place of business at Washington, in the
Western district of Pennsylvania. Plaintiff is the owner
of patent No. 1,655,391, and in its bill of complaint
alleges the infringement of that patent by defendant, and
prays that defendant be enjoined from further
infringement, and that an accounting of profits and
damages be ordered. The defendant, in its answer, asserts
that the patent is invalid, and denies infringement of
[*112] any of its claims if they be properly interpreted.

The patent in suit is for a method of and apparatus
for feeding molten glass, and has for its object the
production and preliminary shaping of successive mold
charges of suitable form for advantageous use in glass
blowing and pressing machines.

The first feeding of glass to molds was by hand. The
operative thrust a hot metal rod, or pontil, into the
furnace. Semiliquid hot glass attaches itself to hot metals,

and by taking advantage of this fact the feeder was able
to acquire [**2] a ball of hot glass upon the end of his
pontil, which he retained by revolving the pontil until the
mold was presented, when he ceased to revolve it and
allowed a desired amount of glass to drop into the mold.
This method, among other defects, was very slow, and
the articles manufactured by it necessarily varied in
weight and capacity. Hand feeding was succeeded by
stream feeding, by which a stream of very hot, and
consequently quite liquid, glass was allowed to flow from
an orifice in the furnace into a mold, or into a combined
husbanding and shearing device, and thence into a mold,
the portion of glass in the husbanding device being
followed by a stream flowing directly from the furnace to
the mold. After the proper quantity had been deposited,
the stream was cut and intercepted by the shear container
and the coperation repeated. This method is illustrated by
Brooke patent, No. 723,983, issued in 1903. It had a
number of defects. The hot liquid glass, when exposed to
the air, formed a skin, or enamel, upon its surface, in
consequence of which, when the coiling stream of glass
fell into the husbanding device and the mold, there was
an imperfect coalescence of the laps of the [**3] stream
and occasionally air bubbles were infolded. The
laminations and defects thus created in the mold were
repeated in the finished article. The unsatisfactory results
of stream feeding led to suspended charge or "gob"
feeding, an advanced form of which is illustrated by the
device disclosed by the drawings of plaintiff's patent. By
this method separated charges were successively fed to a
series of molds. The glass being more viscous than that of
the flowing stream, and the charge being a single mass of
proper size for the mold, the laps and coils of the flowing
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stream method were eliminated and thus imperfections
greatly reduced.

The plaintiff's patent, No. 1,655,391, is one of many
in the separate charge feeding field of the glass art. It
presents sixty claims, sixteen of which (2, 3, 5, 6, 7, 24 to
31, inclusive, 51, 52, and 60) are not pressed in the
instant suit. As fairly illustrating the claims upon which
plaintiff relies, we quote Nos. 1, 9, and 18, method
claims, and Nos. 8, 5o, and 59, apparatus claims:

"1. In the manufacture of glassware, the method of
delivering, to successively presented molds, continuous
series of similar and compact charges of molten glass
[**4] of shape and weight appropriate to the particular
molds to be fed, which method comprises superimposing
a sufficient head of molten glass, of proper viscosity for
suspension in mold-charge masses, upon a delivery
orifice of a proper contour and area to permit the feeding
of charges appropriate to the molds to be fed, and, for
each mold charge, discharging the glass through said
orifice, reciprocating a discharge-controlling implement
toward and from said orifice to determine selectively the
shape of the discharged glass suspended beneath said
orifice, and severing a mold charge from the discharged
glass before the shape imparted to the discharged glass is
lost and before the discharged glass receives any
substantial undersupport."

"8.In apparatus for separating molten glass into mold
charges, a container for the glass having a submerged
outlet, shears adapted to open and close below the outlet
to sever mold charges suspended therebeneath, a
vertically movable rigid implement projecting
downwardly into the glass in working alignment with the
outlet, means for so moving the implement downwardly
during the issue of each mold charge, and upwardly after
the issue of said charge, that [**5] each charge will be
produced and selectively shaped in suspension by the
movement of the implement, means operating in timed
relation to the motions of the implement for closing the
shears to sever each suspended charge from the glass
above the severing plane and a charge-receiver having its
glass-supporting surface spaced below said severing
plane at a distance greater than the length of the
suspended mold charges when severed."

"9. The method of forming a mold charge of molten
glass of desired shape, appropriate to the mold in which it
is to be fabricated, which comprises discharging glass
downwardly through an outlet and modifying the rate of

the discharge by applying to the glass, above the outlet, a
force which modifies gravity to produce rate of discharge
for any portion of glass being discharged, proportionate
to the desired diameter of that portion and to the tendency
of the weight of [*113] the previously discharged
portions to elongate that portion, maintaining the
discharged glass in a suspended mass, and then severing a
mold charge from the suspended mass."

"18. The method of feeding molten glass in a regular
and uniform succession of suspended and freely dropped
[**6] mold charges appropriate in size and shape to the
molds in which they are to be fabricated, that comprises
discharging the glass for each mold charge downwardly
around an implement and through a restricted passage
having a discharge outlet, moving the implement
downwardly in the glass toward the outlet, during the
discharge of each mold charge, so as to increase the
resistance to the discharging movement of glass in said
passage but at such speed as to accelerate the discharge of
glass through said outlet notwithstanding such increased
resistance, and shearing a mold charge from each
discharged mass of glass."

"53. In apparatus for separating molten glass into
mold charges and for receiving the charges, the
combination, with a container for the glass having a
discharge outlet submerged in the glass in said container
of a movable implement projecting downwardly into the
glass toward the outlet, but never touching the walls of
the outlet, and adapted by its upward motion to retard the
discharge of glass through the outlet, and by its
downward motion to accelerate the discharge of glass
from the outlet, means for reciprocating the implement
periodically to produce successive masses [**7] of glass
suspended beneath the outlet, shears out of contact with
the glass during the downward motion of the implement
and meeting beneath the outlet in timed relation to the
reciprocations of the implement to sever a mold charge
from each suspended mass, the upward movement of said
implement being so timed as to raise the glass
immediately above the plane of severance after each
mold charge is severed thereby preventing glass from
piling upon the shears, and a charge-receiver having its
glass-supporting surface spaced below the said plane of
severance at a distance greater than the length of the
suspended mold charge when severed."

"59. A glass feeder for delivering glass mold
charges of a variety of controlled sizes and shapes,
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including an enclosure defining a channel for flowing the
glass from a furnace and having a discharge outlet near
its outer end, an impeller extending down into the glass
and reciprocating in line with said outlet to control the
discharge of glass from said outlet, shears periodically
closing and opening below said outlet, and a system of
controls, including means for adjusting the upper and
lower limits of the movement of said impeller, means for
adjusting [**8] the vertical position of said shears,
means for adjusting the relative time of operation of the
impeller movements and of the shear movements, and
means for controlling the temperature of the glass
delivered to said outlet, all of the said controls being
selected in relation to one another for mutual cooperation
and acting in combination, to produce compact mold
charges of workable glass below said outlet, to impart to
said charges the particular weight, length and
cross-sectional dimensions best suited to the molds which
receive a said charges, to maintain constant and selected
weight and dimensions of the charges, and to change the
weight and dimensions of the charges to suit a variety of
molds."

The drawings attached to the patent application
disclose the embodiment of the patentee's claims. They
show a glass furnace having a conduit, or forehearth,
which at its outer end has a conical well. At the lower,
and small, end of this well is a circular orifice, through
which is conducted the viscous glass which is to be
deposited in the mold. Over the well, in vertical
alignment with the orifice, is a plunger, or needle, with
conical point, slightly less in circumference than the
[**9] orifice. Rather complicated mechanism, which will
later be discussed more in detail, is shown for the
movement of this plunger toward and from the orifice.
Beneath the plane of the orifice are shown notched shear
blades designed to cut the glass issuing from the well
directly in the vertical line of the orifice. Mechanism is
also provided for raising and lowering the operative plane
of the shears, and for operating them in time relation to
the movement of the plunger. Beneath the shear plane is
shown an inclined chute which conveys the charge, after
severance, to the mold. Not going into detail in respect to
operative means, the vertical movement of the plunger
reciprocating over the orifice may be varied and
controlled in speed at different parts of its path of
operation, and by virtue of this power, and the capacity of
the shears for vertical change, plaintiff's machine is
enabled to feed to the mold a charge which not only
differs from the ordinary "tadpole" shape of a drop of

viscous glass, but which may, within reasonable limits,
be locally shaped as desired.

Defendant's machine has many features in common
with that of the plaintiff.It has a plunger working in
vertical [**10] alignment with an orifice at the bottom of
a similarly shaped [*114] well in the forehearth of a
glass furnace, and also vertically adjustable shear blades
of similar shape. The defendant's plunger, like that of
plaintiff, is slightly less in diameter than the orifice of the
well. In actual operation at the present time both plaintiff
and defendant surround the plungers of their respective
feeders with narrow sleeves which project into the glass
in the well.

Defendant's feeder differs from that of plaintiff's
patent in the means adopted for the reciprocation of the
plunger and the operation of the shears. The plunger is
operated by an air cylinder mounted above the plunger, to
one side, on a reciprocating rod which has adjustable nuts
for limiting both the upward and downward movements
of the plunger. The shear blades, as is the plunger, are
operated by a piston working in a cylinder. The shears
may be raised or lowered. The operating means adopted
by defendant allows the operating speed of the plunger
and the shears to be increased or decreased, but does not
allow any variance of the speed of either the upward or
downward stroke of the plunger at any particular part of
[**11] the stroke.

The plaintiff, to operate its plunger and shears,
shows rather complicated means. The upward and
downward paths of the plunger, and the movement of the
shear blades, are ultimately determined by cams eccentric
in form. The movements of the plunger and the shears
are each determined by the full cycle of its respective
cam. These cams are of differing shapes, and various
lobes are shown for attachment to the cam for the purpose
of varying the strokes at different parts of the path of the
plunger. By means of these variations in cam shape the
plaintiff's feeder, it is claimed, is able to put out charges
of any desired shape.

No possible doubt can exist as to the infringement of
plaintiff's patent by defendant's feeder if the patent claims
are entitled to a broad construction. Plaintiff's counsel
have forcefully insisted that the patent in suit is basic in
the glass feeding art, and in their enthusiasm have
displayed an inclination to attribute to their inventor a
number of furnace features which are not even mentioned
in the claims. Our study of the prior and cotemporary art,
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as reflected by the testimony, has caused us to lag far
behind counsel, who have claimed [**12] for Peiler the
discovery of the advantages of the well in the forehearth,
the nonseating needle plunger, the lateral and vertical
adjustment of the shears, severing in suspension and
separate charge (or "gob") feeding, as well as all shaping
of the charge. Brookfield, No. 883,779, filed December
28, 1903, Steimer, No. 1,663,925, filed February 12,
1910, Ferngren, No. 1,374,739, filed January 24, 1914,
Wilzin, British patent No. 7,183, filed March 23, 1912,
and a number of other patents prior to the patent in suit,
disclose a well with a plunger working therein. The
claim of discovery of the "needle" plunger and its
benefits by Peiler is just as baseless as the claim in
respect to the well. Brookfield, No. 883,779, filed
December 28, 1903, shows a reciprocating plunger over
an orifice. The plunger was designed to contact with the
orifice wall. Morrison, No. 810,167, filed February 16,
1904, shows a reciprocating plunger, operated by air
somewhat as defendant's feeder. This patent does not
disclose severing in suspension. Bowman, No. 1,166,576,
filed August 1, 1914, also shows a slender reciprocating
plunger, as do four Ferngren patents, Nos. 1,196,848,
1,362,785, 1,374,739, and [**13] 1,415,824. The first of
these patents was granted more than two years before
Peiler's filing date. A number of other patents, antedating
Peiler in the Patent Office, disclose a reciprocating
plunger. In this connection it is to be noted that reports
and drawings, ofered by plaintiff to establish a date of
invention prior to the filing date, show November 28,
1917, as the first date on which Mr. Peiler experimented
with a slender plunger. Up to that time his drawings show
a large, or "elephant's foot" plunger. It may also be
remarked that in the report of this experiment the
impelling implement is first termed a "needle." As the
Ferngren patent application was the property of plaintiff,
the change in the form of the plunger seems to fix the
time when one essential feature of the patent in suit was
first evolved.

Plaintiff has stressed the shear feature of the patent,
and the effects to be obtained in shaping the mold charge
by means of vertical adjustment. Plaintiff's shears
perform the same functions described in Harding, No.
1,150,030, filed December 1, 1913, and issued August
17, 1915. This patent also discloses severing in
suspension. No claim in the patent sets out any [**14]
form of shears.

Plaintiff strenuously contends that to Peiler is due the

credit of introducing severance of the mold charge while
in suspension, and that therefore the patent in suit is
entitled to such construction as will give the plaintiff the
benefit of that discovery. Again the prior art seems to
stand firmly in opposition to this claim. We have already
mentioned Harding, No. 1,150,030. In discussing [*115]
his device (page 1, line 79) Harding says: "My invention
still further consists in the arrangement of a pair of
automatically cooled vertically adjustable shears between
the discharge opening and the mold, the arrangement
being such as to govern the shape of the glass delivered
to the mold."

On page 3, he speaks of obtaining different shapes
by vertical arrangement of the shears, and specifically
mentions the ability to obtain a ball-shaped charge
"dropping into the mold," also, by dropping the shears,
the production of a long charge suitable for a
narrow-necked mold. Earlier still than Harding is
Hitchcock, No. 805,068, granted November 21, 1905, for
a method of feeding glass in "gobs," and reissue patent
No. 13,929, dated June 5, 1915, for apparatus
contemplated [**15] by the method patent. Some dispute
is possible in respect to the Hitchcock patents as to
whether or not they disclose plus pressure of air for the
extrusion of the charge and cutting in suspension. In
Hartford-Fairmont Co. v. United States Glass Co. (D.C.)
2 F.(2d) 109, 111, Buffington, C.J., and Schoonmaker,
D.J., sitting, the opinion seems to attribute severance in
suspension as an idea of the patenty -- and correctly, as
we think. During the trial of this case defendant operated
a machine purporting to have been constructed according
to the teaching of Hitchcock, which satisfactorily
manufactured glass, and shaped the "gobs." Greater than
atmospheric pressure was used in the extrustion of the
charge, which was cut in suspension. In
Hartford-Fairmont Co. v. United States Glass Co., supra,
Judge Schoonmaker discussed Brookfield, No. 883,779,
saying, among other things: "The use of the plunger to
regulate the flow of glass through a discharge orifice was
disclosed to the glass art by the Brookfield patent, filed
November 15, 1901, and prior to the date of filing of the
plaintiff's Hitchcock patent. To our mind, the Brookfield
patents disclose all the elements necessary for feeding
[**16] separate 'gob' or measured charges of glass to
molds, and also disclose that the 'gobs' are depending
below the discharge orifice at the time of severance from
the stream of flowing glass."

A Brookfield feeder was also operated at
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Washington during the trial. The cam which actuated the
valve was differently shaped than that shown by the
patent drawings. This was made necessary because the
molds were operated more speedily at the time of
operation than was the case at the date of the patent
application. The shape of the edge of the shearing device
was also slightly more acute than the angle shown by the
drawings, but the change was merely mechanical, and
was such a change as would naturally occur in practice.

Howard, No. 1,315,668, filed July 22, 1916,
disclosed automatic means for reciprocating a hollow
cylinder over an orifice in a well. Through this cylinder
vacuum was to be applied to withdraw the part of the
glass from which the charge had been severed, and
pressure to extrude the charge and fatten the upper part of
it. The drawing shows a cylindrical charge, with the neck
attenuated for cutting. It is interesting to note that in his
application, filed on July 22, 1916, [**17] Howard, in
describing his invention, said: "Various methods have
been proposed and some embodied this principle of
intermittent flow caused by variation of pressure in the
glass within the supply reservoir. In one of these old
methods, there is a plunger within the body of the glass in
the supply reservoir just above the orifice. By moving the
plunger down, flow of glass through the orifice is
accelerated and tends to fill up the central portion of the
globule and prevent contraction or attenuation of the
stream from the globule. When in using this method, it is
desired to contract the globule near the orifice in order to
cut it off through its narrowest portion, this plunger is
raised or retracted from the orifice thus decreasing the
pressure of the glass at the orifice and checking the flow."

Mr. Howard, now in the employ of plaintiff, when on
the stand, stated that this language resulted from a
mistaken conception of what he saw in a glass plant some
time prior to his patent application.

Mr. Howard, by his air column acting in a tube,
manufactured glassware two years in advance of the
Peiler application in suit, and his feeder went into a
limited commercial use. While it [**18] differs in many
details and in efficiency from plaintiff's feeder, as now
used, it discloses suspended feeding and an ability to
change the ordinary "tadpole" shape of a charge of glass.

Wilzin, British patent No. 7,183, filed March 23,
1912, shows a thin, reciprocating plunger over a well.
The plunger contacts with the well, and the operation was
slow, owing to the mold presentation scheme, but the

feeder undoubtedly had the power to swell the last part of
the charge to a limited degree, as do all reciprocating
plunger feeders.

Bridges, No. 1,590,924, was filed November 25,
1918, and issued June 29, 1926. Prior to this application
Bridges had filed [*116] another on February 24, 1917,
which was rejected by the Patent Office. Its only
material difference from the granted patent was that in it
the plunger was seated, and not of less circumference
than the well orifice, as was the case in the patent. The
patent shows a plunger and shear feeder, the operative
means being very similar to that of defendant's feeder.

Tucker and Reeves, British patent No. 131,586, has a
United States Convention date of August 12, 1918. It
discloses a reciprocating plunger and shear feeder,
[**19] which severed in suspension and controlled the
weight and shape of the mold charges. It will be noted,
however, that Peiler had operated his paddle needle
feeder, which disclosed almost all the essential features
of the patent in suit, at the plant of the Monongah Glass
Company, prior to the filing date of Tucker and Reeves.

Other patents and uses might be cited to sustain our
conclusion that the Peiler patent claims are not entitled to
broad construction.

The plaintiff, however, has undertaken to prove that
Peiler conceived the basic ideas of his patent prior to the
dates of all those patents not issued more than two years
prior to his application. Plaintiff has also undertaken to
establish Mr. Peiler's conception as of as early a date as
January 1, 1913. In making such a claim Mr. Peiler is
doubtless sincere. One who has solved a problem is very
apt to think that the solution was within his grasp long
before it actually was in hand. Our analysis of the
evidence, with the light thrown upon it by unquestioned
facts, has convinced us that his conception of the paddle
needle does not antedate January 1, 1918. In the first
place, Peiler did not come into the glass art until [**20]
1911, at which time was assigned to him the duty of
improving plaintiff's glass feeding machinery. He filed
applications for a number of patents, prior to the instant
application, none of which disclosed anything of great
value, or incorporated the basic ideas of the patent in suit.
An examination of his reports and drawings, which have
been offered in evidence to show the progress of his work
which culminated in the instant patent, will show that
between 1911 and 1918 he followed too many
will-o'-the-wispe to have been in the possession of the
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true light. Photographs and reports show him
experimenting in 1913 with a plunger, it is true, but with
a large, clumsy implement operated by hand or crude
mechanical means in a pot which had none of the
characteristics of the well of his patent. As the reports
and drawings progress in point of time, it will be noted
that he was experimenting with various forms of
proposed feeders. At one time he is apparently seeking to
improve upon the ideas of Cleveland, whose patent, No.
901,881, had come into the possession of plaintiff. See
Plaintiff's Exhibit 107-a, a drawing showing a large
seating plunger over a tubular orifice. This drawing
[**21] of a feeder, with a description of its operation,
was received by the patent attorney on February 24,
1917. As we think, it proves conclusively that Mr. Peiler,
at that time, had no grasp upon the method of operation
shown in the patent in suit. At another time,
experimentation is in connection with the Hitchcock
feeder. As late as September 29, 1917, the main hope
seemed to be in this form. On that date he reported: "As
a general conclusion I should say that this type of feeder
looks very promising indeed. * * * I should, therefore,
certainly advise proceeding with further experiments on
this feeder." On November 28, 1917, as appears by report
of November 30, 1917, he conducted an experiment with
a slender, or needle, plunger. As this is the first time that
a slender plunger appears in his experiments, and in view
of the fact that shortly theretofore he had come in contact
with the Steimer and Ferngren ideas and was using the
term "needle" adopted by Ferngren, we may well assume
that Mr. Peiler at the time was engaged in trying out the
ideas of Ferngren and Steimer, both of whom showed a
slender needle. Even at this late date the favored form
was the Hitchcock type, for in [**22] the report Mr.
Peiler says of the needle feeder: "The operation of the
feeder looked so good that I think it is worth while going
further with it, as it might take the place of the Pulsator
Feeder."

From 1913 to early in 1917, no trials of any form of
reciprocating plunger feeders had been made. During
that period Mr. Peiler had filed a number of patent
applications, and the plaintiff had put into commercial
use what is termed a "paddle feeder." In that feeder a
paddle moving in the main body of glass in the furnace
impelled a measured charge of glass over the lip of a dam
from which it flowed into the mold. By this feeder it was
possible to regulate the weight of the mold charge with
reasonable accuracy, but shaping it or cutting in
suspension was out of the question. An application for a

patent on the "paddle" feeder was filed August 13, 1914.
A circular bowl was later added to this feeder. This bowl
had a circular orifice, through which the glass flowed to
the shears.

[*117] No satisfactory explanation has been offered
to make plain why Peiler, if he had formed in 1913 any
true conception of his patent in suit, wasted so much time
upon feeding devices which were, at [**23] best,
ineffective. In 1918 some progress is made. In March of
that year a trial feeder was installed wherein a
reciprocating needle plunger was operated over the
orifice in the paddle bowl feeder. The feeder, thus
equipped, worked fairly well, and the plaintiff company
manufactured and sold a considerable number of paddle
needle feeders during the next four or five years; but just
how they functioned, and whether they locally shaped the
mold charge, is not told by any contemporary report. On
May 5, 1919, applications for patents were filed upon the
paddle needle feeder and the single needle feeder, as the
patented device in suit was called. Plaintiff put out its
first feeder based upon the patent in suit in 1922, since
which time the single needle feeder has practically
replaced the paddle needle form. The commercial feeder,
however, is an improvement of the patent feeder in
several respects.

The Patent Office history of the patent in suit throws
light upon the place in the art which plaintiff's device
may claim, and conclusively establishes, we think, that
plaintiff is not entitled to protection, under the patent in
suit, against all possible reciprocating plunger feeders
[**24] which sever in suspension, and can properly
claim, at most, priority upon its special apparatus and
method of selective local shaping of the charge. That
history is one of continuous conflict from May 5, 1909,
the date of the application, almost to January 3, 1928,
when the patent issued. The application of the patent in
suit was, at various times, in interferences with
applications filed by Bridges, Ferngren, Howard, Lott,
Miller, Steimer, and Tucker and Reeves, all of whom had
filed applications prior to that of Peiler. While
enlightening, space does not allow any extended review
of these proceedings in the Patent Office. The most
important of these interferences were brought to an end
by the order of the Commissioner after plaintiff had
acquired or had control of the contending applications,
one after another. Prior to the withdrawal of the
interferences by counsel the Patent Office had steadfastly
rejected all claims having approximately the same
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subject-matter of those in suit. After the interferences
had all been ended, the claims in the patent in suit were
all withdrawn. After rewriting, one hundred and four
new claims (many of them rewording of original claims)
were [**25] presented, and after a considerable time and
much controversy the patent was allowed. Before
allowance, however, the Primary Examiner had rejected
all claims, and his action had been supported by the
Examiners in Chief. A rehearing was granted, and Pelier,
after canceling a number of claims, filed affidavits to
show that he had completed his invention prior to
November 14, 1917. That the Patent Office intended to
grant any such broad monopoly as is claimed by
plaintiff's counsel in this suit is incredible, if any
evidentiary weight is to be attributed to various
disclaimers filed by Mr. Peiler with the approval of the
plaintiff, or filed directly by plaintiff.

On May 4, 1920, interference No. 44,608 (No.
44,610 later consolidated with it) was declared between
Peiler, S. No. 294,792, filed May 5, 1919, Bridges, S. No.
264,015, filed November 25, 1918, and Carnahan, who
later defaulted. The Bridges and Peiler applications were
both owned by the plaintiff on May 17, 1921, when
plaintiff filed the following concessions of priority:

"1. As owner of the Peiler application it concedes
priority to Bridges of the subject matter of counts 1, 5 and
6."

"2. As owner of the Bridges [**26] application it
conceded priority of invention to Peiler of the subject
matter of counts 2, 3, 4 and 7."

The counts conceded to Bridges were as follows:

"1. The method of serving predetermined quotas of
glass from a mass of molten glass, which consists in
permitting a body of glass to flow by gravity from said
mass, in inserting a punty into said flowing body from
above in such manner that said body is transferred to said
punty, in supporting said body from said punty until a top
contracted neck is formed thereto and then in severing
said neck and permitting the body to drop by gravity."

"5. The method of serving predetermined quotas of
glass from a mass of molten glass, which consists in
permitting a body of glass to flow from said mass, in
retarding said flow by the downward movement of a
punty into said flowing body, in attaching said body at its
upper end to said punty and supporting it thereon, in

interrupting the flow from the mass of molten glass by
the upward movement of said punty and then in severing
said body and permitting it to drop by gravity."

"6. The method of serving predetermined quotas of
glass from a mass of molten glass contained in a
receptacle having [**27] a bottom flow orifice, which
consists in permitting a [*118] body of glass to flow by
gravity through said orifice, in moving a punty through
said orifice and into said flowing body whereby the flow
thereof is retarded and the support of said body
transferred to said punty, in supporting said body from
said punty until it stretches and forms a top contracted
neck, in raising said punty within said orifice and then
while moving, in severing said neck and permitting the
body to drop by gravity."

In interference No. 48,414, declared between Peiler,
in instant application, Howard reissue application, S. No.
384,158, original filed July 22, 1916 (patent No.
1,315,668), and Bridges, S. No. 264,015, filed November
25, 1918, Peiler, on November 11, 1925, formally
abandoned the claims in issue, which were as follows:

"1. The method of delivering molten glass from the
orifice of a receptacle containing the same, that
comprises establishing a gravity flow of glass through
said orifice and controlling the movement of the glass
through said orifice by applying an accelerating force
thereto, said accelerating force acting through a
substantial distance, thereby shaping the glass into an
[**28] elongated mass of controllable cross-sectional
area."

"2. The method of forming masses of molten glass
that comprises causing the glass to flow through an
opening, severing successive masses of the said glass
while hanging freely below the said opening, and while
leaving a substantial portion of glass protruding from the
said opening, and drawing the said protruding portion of
glass back into the said opening for incorporation with
the next succeeding mass."

The plaintiff concurred in the abandonment. It was
the owner of the three applications when the interference
was declared. Priority was awarded to Howard.

On April 29, 1924, interference No. 50,893 was
declared. The interference was not upon the Peiler
application in suit, but upon an application for another
patent filed December 4, 1916. The other parties were
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Miller, filed September 23, 1919, Howard, filed February
27, 1919, and Ferngren, filed February 10, 1919, renewal
of application filed September 29, 1913. The claim was
as follows: "The combination with a container for molten
glass having a discharge outlet below the surface of the
glass, of means for forming and separating molten glass
into molded charges, including [**29] shears adapted to
close beneath the outlet to sever the glass, and rigid
reciprocating means in adhesive contact with the glass
but out of contact with the outlet adapted to retard the
discharge of glass therefrom, and support the severed
stub while the shears are closed."

On February 25, 1925, Peiler, Ferngren, and Howard
filed a joint paper wherein they stated: "On considering
the issue of the interference, we believe that, in several
respects, it is not in proper form to bring out the points of
common invention, over the well-known Steimer
application, which are present in the several applications
involved in this interference."

The paper filed seems to be an admission of the force
of Steimer's application, hereinbefore mentioned.

From a review of the testimony we find, first, that
the patentee is not entitled to a date of invention earlier
than that of his application, May 5, 1919; and that on that
date he had been anticipated by several patents upon
reciprocating plunger and shear feeders, and was not
entitled to priority of invention upon mere feeding of
mold charges by means of a reciprocating plunger or
upon severing such charges in suspension. This finding
necessarily [**30] carries with it the further finding that
plaintiff, by its patent, is not entitled to a monopoly upon
all shaping of mold charges by a plunger and shear
feeders, because such machines have the inherent
function of fattening the charge to some extent upon the
down stroke of the plunger and attenuating the upper part
of it when the plunger is raised just before or at the time
of severance. The plaintiff cannot deprive a prior
inventor of the function of his machine, even though that
function were not mentioned in his claim. Nor does the
mere raising or lowering of the shear plane, to modify the
shape created by the plunger, constitute invention. To any
one of greater than simian intellect such a device would
be suggested by his knowledge that a drop of viscous
glass naturally attenuates as it hangs upon the orifice. In
any event, such use was not new with Peiler. Harding
patent, No. 1,150,030, filed December 1, 1913, shows
vertically adjustable shears beneath an orifice of a glass

furnace (not of plunger feeder type).

Accepting the propositions of the immediately
preceding paragraph as a basis, we are called upon to
determine what, if any, is the essential patentable idea of
the [**31] patent in suit. It is stated in a multitude of
ways, but in claim 1 it is set forth as: "* * *
Reciprocating a discharge-controlling implement toward
and from said orifice to determine selectively the shape
of the discharged glass [*119] suspended beneath said
orifice. * * *" All plunger feeders reciprocate a discharge
controlling implement toward and from the orifice of the
well and sever at selected times. Therefore, unless we
infer that plaintiff is seeking control of that which does
not belong to it, i.e., all plunger and shear feeders, we
must find its true claim in the words, "to determine
selectively the shape of the discharged glass." Even so, at
first thought it would appear that plaintiff is attempting to
arrogate to itself something which in greater or less
degree is the function of all plunger feeders. In each
operation of any such feeder the orifice most suitable to
the mold must first be chosen; and then the weight of the
charge must be determined. The weight which must be in
the charge produced, the orifice being known, is
determined by the length or force of the plunger stroke
upon the depth of glass in the well. And if the operator
desires that weight in [**32] the shape of a long slender
change, or in the shape of a short thick one, we are unable
to see any encroachment upon the field of invention if he
regulates his plunger to give a longer and less forceful
stroke, and thereby produce the slender charge, or to give
a shorter and more forceful stroke to produce the thick
charge. In other words, if an operator has the legal right
to use a machine, he has a right to all its natural functions
which have become known to him through observation
and ordinary mechanical means. But it possibly may well
be claimed on behalf of the defendant that it has given to
the world a function which was not known to the ordinary
operators of plunger feeders, and which was not inherent
in any form of such feeders. It is claimed for the
embodiment of the patentee's ideas that, while others
might have crudely shaped mold charges in the manner
just indicated, he taught the world how to obtain any
desired shape of charge. We quote the patentee (page 1,
72-80): "The present invention accomplishes this
preliminary shaping of mold charges with greater ease
and exactness than beretofore by the adjustable operation
of suitable impelling means coacting with an orifice
[**33] below which the mold charges are accumulated
and suspended, and it employs the elongation of the
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suspended charges in controlling their shape."

The patent drawings disclose an ordinary slender
plunger over an orifice, with notched shears beneath the
orifice. By means of a very clever combination of
well-known mechanical elements, such as worms, levers,
cams, etc., provision is made for the control of the chosen
speed of the plunger at any stage of its cycle. This
control, adapted to the known action of viscous glass in
connection with an impelling or intrusive plunger,
enables the operator, it is claimed, to produce a mold
charge having any local shaping desired. Provision is
made for changing the height or depth of the plunger
stroke and the height of the shears without shutting down
the furnace.

It cannot be conceded that the patentee, who has
devised means to control the speed of a plunger at any
part of its stroke, is entitled to prevent others from
controlling the speed of their plungers by all means
whatsoever, and to confine them to one speed throughout
the cycle of the plunger. It may be agreed, at least for the
purposes of this case, that one who has discovered means
[**34] for so regulating a plunger's speed and force is
entitled to patent protection upon the particular
mechanism by which he has accomplished the result.

Limiting the plaintiff's patent as we think it must be
limited, the defendant's feeder does not infringe it. The
length of the upward or downward stroke of the plunger
is limited by reels, or stop nuts. This feature appears in
the Steimer patent. The plunger is reciprocated by means

of a compressed air cylinder, not by the complex
mechanical means adopted by the plaintiff. The shears
are also operated by air lines and a cylinder. Even were
the result the same as that accomplished by plaintiff's
cam-operated plunger, the means adopted are quite
different. The defendant's plunger stroke, however,
beyond matters of length and force, is not under any
control by which the local shaping of the charge
contemplated by the patent may be accomplished. Each
of the air lines to the top and bottom of the plunger
cylinder has a valve thereon, which plaintiff contends
may be used for throttling, and thus regulate the speeds of
motion of the plunger. As actually used, the valves
cushion the stroke of the piston, and aid in the regulation
of [**35] the air supply. They might be used, perhaps,
to vary the speed of the up and down strokes of the
piston, but the possible shaping effects would be very
narrow.Defendant's air-operated plunger is not new in the
glass art. Bridges patent, No. 1,121,608, shows a plunger
operated by a cylinder, with valves. In this patent the
plunger is not working over an orifice, but in his patent
No. 1,590,924, filed November 25, 1918, Bridges shows
a plunger over the orifice, and refers to the original patent
for means of operation. Patent, page 2, 74-80.

[*120] We find that plaintiff's patent No. 1,655,391
has not been infringed by the defendant, and shall
therefore dismiss the plaintiff's bill of complaint.

Let a decree be presented.
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against defendant. The trial court awarded judgment to
defendant. On appeal, the court reversed and remanded,
finding that plaintiff's patent for a glass blowing device
was a valid patent. The court further found no merit to
defendant's contention that the patentee was not the first
inventor of the particular glass blowing device. The court
noted that the patentee was credited worldwide with
originating the principle of "gob feeding." The paddle
devices were built by plaintiff and installed and leased to
numerous companies. Finally, the court found that
defendant's device differed from plaintiff's device only in
the mechanical means used to actuate and control its
extruder. Accordingly, the court held that infringement
was clear.

OUTCOME: The order awarding judgment to defendant
in the patent infringement action was reversed. The court
remanded the case with instructions to enter a decree
holding plaintiff's patent valid and the claims sued on
infringed.

CORE TERMS: glass, gob, machine, patent, peiler's,
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feeder, shear, mechanical, viscosity, flowing, glass
blower, desired, invention, viscous, feed, gravity, pontil,
gather
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Patent Law > Anticipation & Novelty > General

Overview
Patent Law > Inequitable Conduct > General Overview
[HN1] A patent relied upon as an anticipation must itself
speak. Its specification must give in substance the same
knowledge and the same directions as the specification of
the patent in suit. It is not enough to prove that a method
or apparatus described in an earlier specification can be
made to produce this or that result.

Patent Law > U.S. Patent & Trademark Office
Proceedings > Examinations > General Overview
[HN2] A disclaimer must be restricted to the particular
matter of the claim relinquished.

OPINION BY: BUFFINGTON

OPINION

[*400] Before BUFFINGTON, WOOLLEY, and
DAVIS, Circuit Judges.

BUFFINGTON, Circuit Judge.

Of all the major industrial arts, glass blowing has
been the slowest to change from hand to machine
methods. In the three hundred years following the
bringing of the glass-blowing industry to the United
States by the Jamestown colonists and their building of
two factories to make beads for sale to the Indians, there
has been little, if any, change in the blowing of glass
containers of any kind. This is due to several causes.
The high skill and delicate handling of molten glass
requisite for a glass blower made his art one where
human skill seemed indispensable and the possibility of
reproducing this human skill by a machine seemed
impossible. Second, molten glass, owing to its intense
heat, its rapid change from fluidity to viscosity, made the
art one where observation of the characteristics of glass
in these rapid changes was very difficult. And, lastly, the
skill of the glass blower and the strangle hold of the glass
blowers' unions made organized [**2] labor an adamant
wall to be overcome by experimenters in their efforts to
construct machines. Whatever were the causes, the art for
three hundred years showed no advance. An appreciation
of these facts and others that might be suggested must
now be had by this court to enable it to give due regard
and due reward to those who have brought about a rapid
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and well-nigh miraculous change in the glass-blowing art.

The situation in this present case is in many
particulars not unlike that of another glass-blowing case
reported in Consolidated Window Glass Co. v. Window
Glass Mach. Co. (C.C.A.) 261 F. 362, 368, 369. It
involved the kindred step of changing from the lung
blowing to the machine blowing of window glass. There,
as here, the experiments extended over several years.
They were carried on in barricaded buildings owing to
the hostility of the labor unions. In that case the trial
judge (see page 366 of 261 F.) detailed at length some of
the difficult problems encountered in changing from lung
blowing to machine blowing of window glass, and many
such like problems here arose in changing from
lung-blown to machine-blown bottles. He there said: "It
is, perhaps, true that few, if [**3] any, of the arts
presented so many perplexing problems as the drawing of
glass cylinders * * * from a molten bath. These problems
appeared at the very beginning of the operation, and rose
up persistently all along the way. The inventor had to
deal with elemental actions, forces, and properties of
matter * * * heat applied to the glass, and cold applied to
the molten liquid; the properties and physical constitution
of the glass as it passed from the solid to the liquid
condition, through the plastic condition up to the solid
state again. * * * These problems were not only
numerous and complex, but many of the difficulties were
latent and were only located after repeated experiments
and failures. When the difficulty had been definitely
determined and located, the remedy had to be found."

The recited problems and many others existed in the
present attempt to change from lung blowing to the
machine blowing of bottles in the present case. It
follows, therefore, a realization of the practical
difficulties confronting an inventor in the present case, as
we have said, is necessary to a just decision of the case
and is in line with what this court pointed out in the
foregoing case, when [**4] we said that it "points out the
proper attitude of a court toward the patents which have
bridged the great chasm between the hand-blown and
machine-drawn window glass"; and here between lung
blowing and machine blowing of narrow necked bottles.
[*401] In that case millions of dollars were sunk in
experiments covering several years, and as there stated:
"The plants were closed and the operations carried on in
the most carefully guarded way."

Taking up the ancient lung-blown method: Its usual

course was for a workman to insert a "pontil" or steel rod
into the opening or "glory hole" of a glass tank or
furnace. Rapidly revolving this pontil, he gathered a
mass of molten glass on its end, withdrew it from the
furnace, and, while blowing, worked it over a mold by
turning while it was in a viscous, nonfluid condition. By
skillfully blowing and turning, he was able to allow a
desired quantity of viscous glass, or "gob," to hang in
suspension from the mass on the pontil. Contact of the air
with this suspended mass made the glass still more
viscous and caused a skum or skin over its outer surface.
This "gob" or mass, influenced by the gravity of its own
weight, or if left without [**5] turning of the pontil rod,
descended with increasing velocity, leaving a "gob" tail
which gradually grew thinner and more attenuated until
the whole structure assumed what was called a "tadpole"
shape. If such a tadpole shape was allowed by the blower
to enter the mold, the tail would follow the main mass
and fall in layers upon the gob, which latter, when blown
into the form of the mold, would, for various reasons, be
unequally distributed and thus make the article thicker at
one side than elsewhere, and would also show
objectionable waves in the blown article. To avoid these
defects, which indeed could not always be overcome by
even the most skillful blower, another skilled workman
stood by with shears, and as soon as the pontil operater
had depending or in suspension a gob of sufficient
quantity and of a size approximately like the walls of the
mold, the other workman sheared the mass loose while in
suspension and it was dropped into the mold and was
blown to final form.The "tadpole," with its attenuated
tail, the lapping of that tail over the gob, and a gob of a
size sheared in suspension and of a shape to confrom to
the sides of the mold, are well known to those familiar
with [**6] the practices of the lungblown art.

But, of course, the work of the glass blower was
limited in product and, owing to lack of skill, inattention,
or other causes affecting different blowers, bottles and
other containers were oftentimes wavy in appearance and
the glass on the walls of the containers was of unequal
thickness, which was, of course, highly objectionable.
But so the lung-blowing art continued. Mean-while there
had come into it, first, the placing of molds on a
revolving frame or table, and, second, the use of air in
blowing, steps which are described in reported cases
involving those features. But the most radical step in
bottle blowing occurred about 1904, when the Owens
process was invented and came into rapid use. Without
entering into details, it suffices to say that in the Owens
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invention molten glass, at a very high temperature and of
great fluidity, was drawn up by suction to Owens molds
and there mechanically blown. It will be observed that in
the hand method the gob dropped into the mold was of
desired quantity and desired artificial shape. It will also
be noted that in the old blowing process there was no
continuity and no regularity of gob-forming, but [**7]
each gob was formed individually as the individual
blower blew and shaped it. But in the Owens device
there was constant feeding of the highly heated fluid
glass, there was a continuous, even, and uniform suction
pull, a constant stream was fed to the molds, with the
resultant stream of gobs, identical in all ways. When the
machine was properly timed and adjusted, there was
secured a product uniform in character and of a quantity
limited only by the number of machines used. Owens'
device was a great step. The basis of its success was a
constant stream of glass so high in temperature as to
maintain fluidity, as contrasted with that viscosity and
lower temperature used in lung blowing. In his process
fluidity was essential and viscosity was fatal.

As we have indicated, the labor organizations were
vitally interested in the supplanting of hand blowing by
mechanical blowers, and we naturally look to the
proceedings of their several organizations to find what
machine blowers were of practical working capacity and
ones which they regarded as supplanting lung blowing.
We can therefore, and do, rely on their opinion in that
regard, for successful machine blowers largely spelled
ending [**8] of the supremacy of lung blowing. In an
article prepared by the president of one of these unions,
he said: "Up to about 1892 practically all of the bottles
manufactured in the United States were made by hand
blowers and the introduction of machinery had not
received serious consideration from the association.
During the period extending from about 1892 until
perhaps 1904, several bottle-making machines were tried,
some of which were put into successful operation,
supplanting a certian number of hand workmen. All of
these machines, [*402] however, required the service of
one or more skilled glass workers. They all required a
gatherer to feed the glass to the machine and some of the
machines were operated entirely by hand. Some required
a transfer boy and take-out boy. Some of these machines
were not automatic at all, in the present meaning of the
word.The 'Johnny Bull,' for example, was a highly
successful machine, and it displaced a certain number of
workers, but the only automatic feature of the machine
was that compressed air was used instead of lung power.

All these mechanical operations were manually actuated."

It is thus clear that during that time no mechanical
blower [**9] of any importance was invented, but about
1905 a startling machine appeared, which is thus
described by the official referred to:

"In 1905 the bottle blowers were suddenly
confronted with a new bottle-making machine, which had
every appearance of supplanting substantially all of the
then existing semi-automatic bottle machines and putting
the Bottle Blowers Association almost out of existence.
Notwithstanding the increased use of 'semi-automatic'
machines, by far the greater part of all bottles made at
this time were made entirely by hand. This machine was
the Owens bottle machine, which drew the molten glass
for the mould charge, from the tank directly into the
blank mould, thereby doing away with hand gathering.
The bottle was delivered from the machine completely
finished and it was of a quality closely approaching, if
not fully equaling, that produced by the hand blower. The
introduction of this machine was rapid. In 1905 there
was but one in operation, and in 1917 there were about
200 of these machines engaged in commercial
production. It was apparent that if these machines
continued to be adopted at that rate it would be a
comparatively short time when they would be capable
[**10] of turning out practically all the common bottles
used in the country, and the practical elimination of
skilled workmen. The production of these machines,
even at an early date, was such as to cause serious alarm
among the bottle blowers. * * *

"The more general use of Owens machines was
prevented by their high investment cost and by the fact
that licenses for their use were confined to a
comparatively few concerns, but we find the bottle
blowers in 1911 still facing what appeared to be a most
critical situation, with respect to the Owens machine, and,
strange as it may seem, they were looking to improved
machines of types other than Owens, that is the Johnny
Bull and O'Neill machines, for instance, to provide work
for those who might be thrown out of employment by the
Owens machine."

Owing to its extremely high cost -- one of these
Owens machines cost $ 80,000 -- it was quite apparent
that in the mass production which they effected and the
inability of smaller factories to equip themselves with
such expensive machinery, two things would follow:
First, the Owens machines would monopolize the bottle
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industry; and, second, the small factories would be driven
out of existence because [**11] they could neither install
Owens machines, due to cost and refusal to license, nor
compete with Owens in the cost of production. In that
respect the address of the official whom we have already
quoted further said: "The more general use of Owens
machines was prevented by their high investment cost
and by the fact that licenses for their use were confined to
a comparatively few concerns, but we find the bottle
blowers in 1911 still facing what appeared to be a most
critical situation, with respect to the Owens machine."

The testimony of Cunningham, who was an
experienced officer in a glass company, but not interested
in this suit, was that: "The so-called independent
manufacturers of bottles were suffering great privations
due to the competition with the automatic Owens
machine. The independents were struggling for an
existence, and using semi-automatic processes, which put
them in an unfavorable competitive position as to prices."

While the Owens machine thus confronted the labor
organizations, a new danger arose which threatened to
eliminate the glass blower even from small factories.
This situation is thus described by the official quoted:

"While they were still in a position [**12] of great
uncertainty and suspense in regard to the Owens machine
they were confronted with another improvement in
glass-working machinery, which seemed, at first, to carry
a threat equally as dangerous as the Owens machine. The
first record which we find of this is in 1911, when their
attention was directed to what was called a 'pouring or
flowing device', of which there were five then in use in
the Pittsburgh district. The first commercial use of this
device was about 1908. This flow device, however, was
used in making pressed, and pressed and blown ware only
and it could not compete with the Owens machine in
making narrow neck bottles.

It may be assumed that the general construction
[*403] of these devices is shown in United States Patent
to Homer Brooke, No. 723983, dated March 31, 1903.
The general principle was to cause a stream of molten
glass to flow from the tank into the mold until a sufficient
quantity had accumulated, at which time the stream of
glass was severed and temporarily supported while
another mold was being brought into position. The glass
accumulated in the mold in exactly the same way that
molasses might be poured from a pitcher into a tumbler.

This [**13] pouring device appeared to the bottle
blowers to be an iron man which could be put to work
delivering glass automatically to the semi-automatic
machines then in use, to the elimination of all hand
gatherers, but this proved to be a false alarm."

It is interesting to note that in that connection the
trade, these labor organizations of practical workmen,
recognized the fact that both the Owens and the Brooke
devices were of the same character in that the molds were
fed by a constant stream of glass flowing (and therefore
of high heat and fluidity) and not fed by selected
pre-formed quantities of glass of low heat and consequent
viscosity. In that respect the article already quoted, while
recognizing the individual ways in which Owens' and
Brooke's mechanical blowers worked, made it clear that
both worked on the same general principle of feeding
from a tank by a continuous stream of glass which was
fluid and therefore of high temperature. In that regard it
is said: "The basic distinction between these two classes
was that the Owens machine sucked its mold charge
directly into the blank mold, whereas the Brooke flowing
device poured a stream of glass into the mold, and this
mold might [**14] be one of the semi-automatic
machines formerly in use."

From the evidence of the witness Cunningham it
appears that during 1916, 1917, and 1918 the present
defendants, for the manufacture of tumblers, "were using
a flowing method known as the Brooke flowing feed,
which was a continuous stream of glass flowing into the
mold interrupted at intervals as the mold was charged."
He also states that the stream flowed into the mold
folding in laminations, formed blisters, and was not
attractive. And such, as we note later, was the finding of
the court below, namely, that Brooke's was a failure.

From the above it is clear that up to this time, while
the Owens device threatened to monopolize the art by
driving the small factories out of existence and as a result
deprive of work the glass blowers, who still continued to
work in such small factories, yet no step had been taken
to supplant the glass blowers, who still worked in such
small surviving factories, by installing therein a
mechanical device which would mechanically imitate and
be an accurate mechanical substitute for the blowing
operation of a glass workman -- blower or gatherer --
namely, form a gob of glass which was suspended from
[**15] a pontil while being conformed by lung blowing
to a desired shape mold and also supplant his skilled
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fellow worker whose duty it was to timely shear such
conformed gob, while held in suspension by the pontil.
Or, to state the same thing in another way, no machine
had been produced which mechanically did the individual
work of the skillful glass gatherer and the equally skilled
shearer in the same way, in the same sequence, at the
same times, and mechanically reproduced the same
functional operations theretofore manually done by the
blower by simultaneously turning and blowing and of the
shearer by severing the gob at the exact instant that the
blower got it to shape.

Now an analysis of the work of a blower with a
pontil and the shearing rod is this: As a mass of glass
descended from the pontil rod, the manipulation of the
rod was such that the mass or gob, instead of being
allowed to descend with increased speed, was, by the
skill of the blower, held in suspension while fluid glass
was lung-fed or stuffed into it and the skin of the gob was
thereby distended uniformly until the artificial gob thus
produced approximated the desired mold shape, at which
instant the flowing stream from [**16] the pontil was
severed by the shearer, and the gob in its artificial form
passed into the mold.

We pause for a moment to say that the skill of a glass
blower, dealing as it did with instant dispatch, in
simultaneously turning the gob and at the same time
using just sufficient volume of lung power to blow the
forming and suspended gob to desired shape, with equal
and distributed skin thickness, and the co-operation of the
shearer who sheared the suspended gob at that exact
instant which made the gob a successful one, all these
human, variable steps, coupled with the rapid changes of
molten glass as affected by air, metal, and internal and
external heat, united to stamp the glass blower as an
artisan of the highest skill, the supplanting of whose skill
by an insensate machine of constant uniformity of action
seemed impossible. Owens did it by departing wholly
from the [*404] glass blower as his model, and so doing,
he left open to others, if they could, to make the methods
of the glass blower, his gob forming and severing in
suspension, their general guide in effecting mechanical
reproduction.

This court in the case above cited called attention to
the fact that in the window [**17] glass art many years
of experimenting were required to bring the mechanical
blowing of glass to successful shape. In some ways the
problem of reproducing the work of a bottle blowing

workman was an even more difficult problem, and we are
not surprised that we have to go back as far as 1903 to
find the beginning of the steps which culminated some
years later in the device which mechanically did the glass
blowers' skillful work. When the change was made, its
significance was at once recognized by the glass workers
in words which were used by one president of the Glass
Blowers' Union and repeated by another, as follows:
"When the Owens automatic came into our trade it was
believed that its almost human sense of operation was the
last word in mechanism so far as the manufacture of
bottles and jars was concerned, yet today we see
machinery simpler in construction and much lower in
cost coming into the trade that not only competes with
the Owens automatic but bids fair to supersede it, at least
upon some lines of ware; in fact, the question confronting
us is: What will be the extent of this supersedure."

This new machine and its new and differentiating
elements were tersely stated in [**18] such article as
follows: "Instead of employing a stream of glass which
collected in the mold until the desired mold charge had
accumulated, these new feeders cut off a suspended
chunk or gob of glass which was pre-formed during
suspension to correspond, to some extent, at least, to the
shape of the mold cavity in which it was to be received."

We shall later see that in these few words this
practical glass blower official summarized the novel
characteristics of the machine which is the subject-matter
of this suit. And be it observed, he notes the exact
differences between Owens and this new machine.
Owens uses a stream of flowing glass, which means high
heat and great fluidity.The new machine uses a
suspended gob, pre-formed during suspension and so
pre-formed as to conform to mold shape, all of which
means viscosity, nonfluidity, and less heat. It also notes
that these things were done while the gob was suspended.

We turn to the proofs for the steps leading up to this
development. About 1911 Karl E. Peiler, a mechanical
engineer working under one William A. Lorenz, was
assigned to investigate the bottle glass art, with a view to
improving on the lung-blown glass jars used by [**19] a
great food company and which were not satisfactory. It
was found that they varied in weight and were not of
sufficient good quality. These jars were made by a
hand-gathering process. That there was an unsatisfied
demand for improvement is clear. In Hartford-Empire
Co. v. Kearns-Gorsuch Bottle Co., the master properly
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said: "In 1912, and for some years prior thereto, the
situation in the glass manufacturing industry was such as
to create a demand for the substitution of automatic glass
feeding devices for the old hand feeding process. A great
many applications were filed with, and numerous patents
were issued by, the Patent Office, some practical and
operative and many impractical and inoperative, covering
automatic glass feeding devices." In disposing of the
master's report, Judge Hough refers to the frenzied
demand by the glass industry for the substitution of
machinery for hand labor.

Peiler found in the art the Owens suction bottle
machine and the flowing stream feed of Brooke. He
found the stream feed had certain objectionable features
and he made up his mind to turn away from the free
stream with its great heat and its highly fluid properties
and go back to a study of [**20] what the hand gatherer
really did with viscous glass. That this step of Peiler was
a proper step, we may say by way of anticipation, is
shown by the opinion of the court below, which says:
"The unsatisfactory results of stream feeding led to
suspended charge or 'gob' feeding, an advanced form of
which is illustrated by the device disclosed by the
drawings of plaintiff's patent.By this method separated
charges were successively fed to a series of molds. The
glass being more viscous than that of the flowing stream,
and the charge being a single mass of proper size for the
mold, the laps and coils of the flowing stream method
were eliminated and thus imperfections greatly reduced."
He found that the viscosity and fluidity used by the hand
gatherer were such that, as he testified, he "was able to
hold a mass of glass on his pontil in adhesion with it, and
that glass was at the right temperature for working,
whereas my understanding was that the stream feed used
-- I was shown ware said to have been made by the
stream feed, and it seemed very reasonable to me, from
the [*405] appearance of the ware, that the defects in the
ware, which I noticed, were caused by the action of the
stream; [**21] and in thinking the thing over I applied
the principle which I had been fond of applying, that is,
to swim with the current, and utilize the properties of the
material in working with it, rather than to fight those
properties. I therefore determined, after watching the
hand-gathering operation, to use the viscosity of the glass
itself, if I could, to produce a mold charge which could be
fed automatically. That would give me, if I used the
proper viscosity for feeding a mold charge, also a
viscosity which would give the proper working condition
when the glass got into the mold, as I found to be the

case. I therefore tried some experiments. I gathered
glass on a hand punty -- if I may refer to an exhibit
drawing, please. (Drawing produced, Plaintiff's Exhibit
No. 8.) Referring to this drawing, I took glass just as the
hand gatherer ordinarily gathered it, by putting his punty
into the furance. Now, the punty is hot, it is first heated,
and the glass sticks to it -- the glass would stick to any
hot substance -- as soon as it gets up to a certain critical
temperature. Then by winding the punty, you gather a
certain amount of glass on the end of it, and by turning it
up farther to [**22] lift the punty, there is a thread drawn
out, which is finally broken off and wound up, so that
you get the mass separated from the glass in the furnace
and on the end of the punty. Now the hand-gatherer
ordinarily keeps his punty twirling, or reciprocating, so as
to keep the glass on the punty until it gets over the mold,
and then he stops temporarily, and slopes the punty a bit,
and then the glass begins to sag off. Then he lowers it so
that the glass gets into the mold, and another man shears
the glass with the hand shears. That was the old hand art.
Now I took this ball or mass of glass gathered on the end
of the punty, and I kept it in the furnace, where it was hot,
so that I could try these experiments repeatedly, and I
kept turning the punty until a certain time, and then
stopped the rotation, and observed what happened as the
glass slumped down.In doing this, I used an assistant to
turn the punty -- he had it on a support, and I used a
stop-watch, and I found the glass sagged down varying
distances in varying times, and that if you didn't wait too
long you could pull the glass back by winding the punty
again, winding it up. I found that the longer you waited,
the farther [**23] the glass slumped down, and also that
it took certain typical shapes as it slumped down."

Peiler's first idea was to feed the glass through a
submerged orifice, so that it could be alternately pushed
out and drawn back, "but I couldn't at that time think of
any practical way of doing it at that viscosity. I laid that
aside for the moment, and went back to the punty idea. *
* * This punty was to be operated mechanically and
rotated periodically, so that it alternately rotated and
stopped. * * * There were to be a pair of mechanically
operated shears below the punty, meeting beneath it, to
cut the glass far enough below the punty to be out of
smearing relation to it, but near enough so as not to leave
too long a stub. This use of the mechanical punty did not
work out. The next idea was that of a paddle in the end
of the forehearth, back of a spout something like a pitcher
spout. This paddle was to be oscillated to force
successive individual masses of glass over the spout lip
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suitable to form a mold charge and cause them to be
suspended and then sever the charge or gob." This patent
idea, as we shall see, developed into Peiler's patent No.
1,573,742, applied for November 25, 1925, [**24] and
granted February 16, 1926, which is not here involved,
but which, for reasons hereafter shown, it is necessary to
consider in the evolution and history of the general art
and of Peiler's experimental work. We should here
remark that Peiler's protracted experiments were carried
out in a practical way. He had a small building specially
constructed for the purpose in the city of Hartford, where
he had all the apparatus for fusing and blowing glass. The
accompanying cut, which is figure 39 of the paddle
feeder patent, shows the general features of his paddle
wheel device on figure 9 of the patent as appears on page
7 of appellant's brief:

[SEE ILLUSTRATION IN ORIGINAL]

The paddle A forced surges of viscous glass B over a
dam C at the end of a spout, and the gob thus formed was
severed in suspension from each hanging and on-coming
[*406] mass by the shears D. That in operation of the
paddle device the functional or cutting operation of the
shears in no way supports the molten glass, but the glass
is cut while in suspension, just as it comes down from the
punty, is clear. This is pointed out by Judge Thomas in
his enlightening opinion found in Homer Brooke Glass
Co. v. [**25] Hartford-Fairmont Co. (D.C.) 255 F. 901,
904, affirmed in (C.C.A.) 262 F. 427, as follows: "After
the predetermined quantity of molten glass is thus forced
or pushed over the dam, the gather or batch is cut off by
means of knives coacting and quickly severing the gob,
and these knives, in no way support, or even tend to
support, the molten glass as it is severed by the knives, so
quick is their operation. * * * 'The gob, pre-formed as a
gob, is automatically cut off from the mass hanging from
the spout as, prior to Brooke, it had been automatically
cut from the mass hanging from the punty.'"

In the practical work of that part of the glass-blowing
art here involved, we regard Owens and Brooke as the
only devices which caused any concern to the Glass
Blowers' Union. Whatever steps other inventors took,
certain it is they had no effect so far as supplanting hand
blowing by machine blowing. Accordingly, we take these
Owens and Brooke devices as constituting the advance of
the art in the machine glass blowing of bottles. Moreover,
it is clear that Brooke's device was not satisfactory, for,
as the court below properly held: "Hand feeding was

succeeded by stream feeding, by which a stream [**26]
of very hot, and consequently quite liquid, glass was
allowed to flow from an orifice in the furnace into a
mold, or into a combined husbanding and shearing
device, and thence into a mold, the portion of glass in the
husbanding device being followed by a stream flowing
directly from the furnace to the mold. After the proper
quantity had been deposited, the stream was cut and
intercepted by the shear container and the operation
repeated.This method is illustrated by Brooke patent, No.
723,983, issued in 1903. It had a number of defects. The
hot liquid glass, when exposed to the air, formed a skin,
or enamel, upon its surface, in consequence of which,
when the coiling stream of glass fell into the husbanding
device and the mold, there was an imperfect coalescence
of the laps of the stream and occasionally air bubbles
were infolded. The laminations and defects thus created
in the mold were repeated in the finished article."

Turning back then to Peiler's paddle patent
construction, it is clear that the main essential features
thereof are three: First, he uses, and has to use, molten
glass of much lower temperature than in the stream
feeding devices of Owens and Brooke. This superviscous
[**27] glass, while it was the practice in hand blowing,
yet it was a departure from the art's practice in attempting
to obtain mechanical feeding as exemplified in Owens'
and Brooke's. Such viscosity as Peiler used was
necessary in order that the gob should have the necessary,
and only the necessary, period of suspension at the spout
mouth to permit timely shearing and thereby preclude the
formation of a slender tadpole tail. Second, the use of the
paddle to effect single, individual, pulsating, timed
discharges of viscous glass of predetermined quantity so
as to form a compact suspended mold charge. Third,
timing and co-ordinating the shears with the suspended
gob discharge, so as to shear the hanging gobs in
suspension and before they rested on any support.

It will thus appear that as soon as the unformed but
individual mass of glass is shoved over the dam by the
paddle, gravity at once takes control of the glass and
causes it to stretch down and elongate to a desired length
for timely shearing. It will be noted that gravity had
effect when the paddle wheel had pushed the glass over
the dam, but the paddle wheel, when retreating, had no
effect on gravity or the spout-suspended gob. [**28]
While gravity was stretching one charge, the paddle
wheel was preparing to push forward a succeeding
charge. This is clearly stated by Judge Thomas in the
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cases cited, wherein he says: "A longer or shorter time
may elapse between the delivery of the paddle-dipped
glass to the spout and the severing thereof below the end
of the spout, so that without change of weight of gob, if a
relatively long time elapses, the gob will be long, and if a
short time elapses, the gob will be short." While, as we
have said, this patent is not here involved, yet its device,
the demand it met, the installation of the device, its
commercial and mechanical success are all factors which
must be understood and appreciated in order to give due
effect to the patent of Peiler in suit, which, in addition to
its own capacities, was also an improvement over the
paddle wheel device and capable of conjoint use
therewith. The paddle-wheel device proved successful.
It was installed in April, 1915, and the uncontradicted
proof is "the use of this original paddle-feeder was
successful. We had to turn away customers at the
beginning. About thirty paddle-feeders were put out by
the plaintiff or its predecessor in [**29] this country."

[*407] But it will be noted that there was a
limitation in this paddle device, or at least one step of
operation and one desired function lacking, namely, this,
that in it the glass was only supported from one side. In
that respect Peiler testified: "Now, there was one
disadvantage to this paddle idea, and that is that the glass
was only supported from one side. It formed a one-sided
unfolding action, the glass coming over, hanging there for
an instant, and then unfolding down the front, stretching a
little more on the front than on the back, and it gave a
mold charge which was oval, in cross-section. In other
words, it was not symmetrically supported, and could not
be formed truly round, as it was formed ready for
severing."

This disadvantage Peiler sought to overcome by
getting a symmetrical discharge, and to effect this he
turned to the use, in connection with a plunger, of a
submerged orifice, which had the advantage of
supporting the glass equally all around and giving a
symmetrical discharge. But this involved several
difficulties. It is apparent that if you take an orifice and a
container of molten glass and start the glass through the
orifice, it [**30] will issue with a nicely rounded end;
but as more glass discharges, it will form an enlarged
globular portion and a more slender portion between the
globule and the orifice. As the discharge continues, the
weight of the globular lower portion pulls the gob rapidly
away so that you get the tadpole form, and if a mold is set
to catch that glass as it comes from the orifice, the lower

globular portion would have been received in the mold,
but the glass would continue to flow down into it, coiling
up and lapping on itself unless there was some way of
stopping it. In that regard Peiler's testimony is: "I didn't
want to have that part of the operation. I wanted to have
the first part, and cut the glass in a compact mass, without
having the disadvantages of this coiling." It is also clear
from the proofs that the orifice, operating alone, is
ineffective and involves other difficulties. The sides and
bottom of the container and of the orifice exert a chilling
influence, so that they both become lined with a layer of
relatively cooled glass, with the result that as the glass
issues, it is covered on the outside with a skin or sack of
colder, more viscous glass, so that coils form in the
[**31] mold, make lap marks, weld imperfectly, and also
form chilled spots where the gob touches the walls of the
mold.

Confronted by these difficulties, Peiler testified the
idea came to him that by pulsating the discharge through
the orifice, he could accelerate such discharge so as to
cause the glass to come down when it was wanted and
retard, or even reverse, the discharge when it was not
wanted. Now it is clear that if this could be done, one
could deliver gobs of proper shape and of sufficient glass
quantity, and in suspension, and in synchronism with
shearing and the presentation to the molds. Finally he
evolved the use of a pulsating, vertical plunger which by
its pulsation would either discharge or retard the glass as
desired. By this use of a pulsating, vertical plunger so
synchronized that the initial discharged mass or gob was
held in suspension while there was fed into its upper end
glass hotter and more fluid, whereby the gob's viscous
skin surrounding was evenly expanded on all sides to the
desired mold shape and then the flow of glass was
stopped, the gob sheared, and the glass at the orifice
withdrawn so as not to smear the shears. The periodic,
separated, individualized [**32] mold forms or gobs
discharged by this current-intercepted process and its
contrast with the continuous feed stream of the earlier art
are described by the union official just refered to in
language we now repeat and whose keen accuracy will be
better appreciated from what has been shown in the
intervening part of this opinion. Accordingly we repeat
his words: "Instead of employing a stream of glass which
collected in the mold until the desired mold charge had
accumulated, these new feeders cut off a suspended
chunk or gob of glass which was pre-formed during
suspension to correspond, to some extent, at least, to the
shape of the mold cavity in which it was to be received."
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It will thus be seen that from a patent standpoint, the
development of the two devices -- paddle and plunger --
were progressive steps in a connected and interrelated
development of the gob-feeding art, and, while the paddle
was earlier in date and could be used separately, it was
quite evident that the plunger form, while it could be used
separately, was also adapted to be annexed to,
co-operated, and combined with the paddle device as an
improvement thereon and was so interrelated with it, both
in origin and [**33] operation, that in one sense of the
word we can say the final development of Eeiler's
plunger device was bottomed on the work done by him in
the invention of the paddle device, the result of which
was that patents for each of the devices were applied for
on the same day, the one resulting in patent No.
1,573,742, for the paddle device, and the other in patent
No. 1,655,391, granted January 23, 1928, for the Plunger
device [*408] here involved. We here note that the
worth of Peiler's plunger device was recognized by the
trial judge below, who says in his opinion: "The
unsatisfactory results of stream feeding led to suspended
charge or 'gob' feeding, an advanced form of which is
illustrated by the device disclosed by the drawings of
plaintiff's patent. By this method separated charges were
successively fed to a series of molds. The glass being
more viscous than that of the flowing stream, and the
charge being a single mass of proper size for the mold,
the laps and coils of the flowing stream method were
eliminated and thus imperfections greatly reduced."

Its novelty was recognized by such an able and
experienced man as Judge Hough, who said in
hartford-Empire Co. v. Kearns-Gorsuch [**34] Bottle
Co., and The Lamb Glass Co.: "Prior art exemplified by
many patents is urged. An examination of these patents
show many of them to be in no possible way connected.
Harding, and Morrison, and Brookfield, and perhaps a
few others, may be said to have similarity. The French
patent, Wilzin, has one or more elements in common.
None of them, however, include the entire series of
elements contributing to the time relations that result in
the useful combination that has been conceded to Peiler."

So also peiler's differentiation from stream devices
such as Brooke's, and consequently Owens', was
recognized by Judge Thomas in the case already cited,
where he says: "The evidence is conclusive that the
Brooke cutting device and the defendant's machine are
radically different in theory and in operation, and they
certainly are in no way similar in appearance or

operation. * * * The engineering is along different lines.
It avoids the theory adopted by Brooke. It does not treat
a 'stream' -- 'a flowing stream' -- a 'continuously flowing
stream.' It deals with a separate entity, and that entity is
the batch which is pushed over the lip of the dam by the
paddle in its downward, forward, [**35] and backward
movement in performing the work which devolves upon
it. The severed mass then finds its way, by force of
gravity, through a trough to the proper mold, where it is
pressed into whatever article is being manufactured."

The plunger device was recognized by the glass art
and licenses were issued. Indeed, the Owens Company
recognized its worth by becoming a licensee, and the
proof is that it went into extensive use, "more than 120
having been installed in the United States and in foreign
countries. The average total productive capacity of these
paddle-needle" (the name given to these plunger devices
under the trade name p.N.) "feeders that have been
licensed or sold is about 2,020,000,000 packed articles
per year."

The urgent demand of the art for feeders on Peiler's
two devices is shown by the proofs: "The use of the
original paddle feeder was successful. We had to turn
customers away at the beginning.About thirty paddle
feeders were put out by the plaintiff or its predecessor in
this country." It is further shown that seventy-five of the
P.N., or patent needle, feeders were installed, and the
proof is "that a large number of these, somewhere near
twenty-five, were attached [**36] or formed from rebuilt
paddle-feeders; that is to say, there were about thirty
paddle feeders in operation at the time this P.N. feeder
was put on the market, and some of those were converted,
and further P.N. feeders were manufactured
independently at Hartford, so that we had a total of
seventy-five finally placed out commercially. * * *
They" (the P.N. devices) "were more successful than the
paddle feeder, and they gave all the necessary control of
shape, weight and viscosity."

And the proof further is, and we find no
contradiction thereof, that it was not until "after the
commercial use of the plunger in the Hartford
paddle-needle feeder, that any competitor applied a
plunger to its feeder." Indeed, the radical step Peiler's
needle plunger device made in the art over Owens' stream
device is shown by the fact that by the latter's $ 80,000
machine a product of 110,000 bottles per day was turned
out, while Peiler's needle-plunger machine costing $
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13,000 could turn out the same number of bottles. This
extraordinary advantage of Peiler's needle-plunger device
over the Pioneer device of Owens, which had in its own
day revolutionized the trade, was recognized by the
Owens owners, who [**37] found themselves compelled
to seek relief by acquiring licenses. In that respect the
record shows: "This combination resulted in a completely
automatic bottle making unit, which brought about an
actual competitive condition that forced The Owens
Bottle Company to itself enter this field and to expend
upwards of a million dollars in the acquisition of patent
rights and in designing, building and using gob feeders
and forming machines adapted for use in combination
with these feeders. In this connection and upon the advice
of counsel, it purchased license rights under the [*409]
patents and applications of the Hartford-Empire
Company, successors of the Hartford-Fairmont
Company, including the Peiler application here
concerned."

Indeed, our study of the art satisfies us that no one
prior to Owens and Peiler made any real, adopted,
practiced improvement in the machine bottle blowing art;
that all others produced no such working, practical
combinations as these two men; that Owens' and Peiler's
devices were on radically different lines -- Owens in
stream feed with high fluidity and high heat, Peiler's in
forced feed with nonfluid viscosity and lower heat. In
this view of the work [**38] of the two men who, and
who alone, in our opinion, changed the bottle art from
lung blowing to machine blowing, we feel the proof made
in the patent proceedings, "The Owens Bottle Company
now employs plunger gob feeders, largely of
Hartford-Empire manufacture, in three of its factories,
and its more recent installations have all been of this
character. It has been forced by the hard facts of actual
commercial competition to recognize that the gob feed
method of bottle manufacture represents a radical and
distinctive advance in the art, second only in importance,
to the revolutionary achievements of the Owens bottle
machine, and to recognize Karl E. Peiler as an
outstanding figure in this extraordinary development. To
my personal knowledge, the late M. J. Owens accorded to
Mr. Peiler the principal credit of this advance," justly
describes the indebtedness of the art to these two men.

The conclusion we reach from such estimate as a
court, necessarily without practical knowledge or
experience in actual glass working, can make of a
working art, not only finds support from the attitude of

glass blowers' unions and factory owners who were
experienced and vitally interested in the art, [**39] but
also from those whose work required them to study and
inform themselves in the glass-blowing art. In that regard
we make brief extracts from two significant sources. The
German work of Dralle & Kepeler, entitled "Die
Glasfabrikation," Edition 1926, says: "This idea of
allowing the glass in the furnace to become so viscous
that the entire mold charge may be accumulated in a mass
at the outlet of the container and by cutting it off may be
delivered as a unit to the mold, shows by its result that it
was extraordinarily fruitful and proves after a long period
of test and experiment to be the beginning of a
satisfactory solution of the feed problem."

It will be noted that the reference to viscosity, "The
idea of allowing the glass to become so viscous"; the
reference to gob forming and feeding, "that the entire
mold charge may be accumulated in a mass at the outlet
of the container"; the gob shearing, "by cutting it off may
be delivered as a unit at the mold" -- these all refer to
elements in Peiler's needle-plunger device.And the
recognition of the originality of such practice and the
long experimentation to secure it "shows by its result that
it was extraoridinarily fruitful and [**40] after a long
period of test and experiment" confirms our estimate of
Peiler's work.

Nor was this recognition of the worth and novelty of
Peiler's device confined to this country. At the annual
meeting of the British Society of Glass Technology held
at Sheffield in 1925, its president in his presidential
address said: "It was, I am quite sure, from these
developments of the Hartford-Fiarmont Company that the
idea of the present principle of 'gob' feeding originated,
for soon thereafter many gravity feeding devices began to
appear with means employed, through an oscillating
plunger in the feeding boot, to deliver a definite and
predetermined charge of glass shaped as near as
practicable to that of the parison mould."

From this it will be seen that in England, as well as
in Germany and the United States, Peiler was credited
with originating "the present principle of 'gob' feeding";
that it was effected by his plunger oscillating so as "to
deliver a definite and predetermined charge of glass,"
which was shaped as near as possible to that of the
parison mold; characteristic features of Peiler's plunger.

As we have said, the paddle devices were built by the
plaintiff company and installed [**41] and leased to a
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number of companies. When the plunger device was
completed, it was quite manifest that its work was an
improvement on the paddle device and adapted to be used
with it, but the plaintiff, instead of forcing the plunger
device separately on the trade, and supplanting the paddle
devices which the plaintiff itself owned, took the wiser
course of persuading the users of paddle devices to add to
its mechanism the plunger device and thereby improve it.
When this was done, the paddle device simply became a
preliminary feeder to the plunger chamber, and the whole
operation of forming the gobs, holding them in
suspension, and shearing them, was done by the added
plunger apparatus. It is also apparent that when they
leased a plunger device, there was no need, if such lesee
preferred a plunger device, [*410] of having the added
expense of accompanying it with a paddle-feeding
device. The proofs show that the plunger machine went
into extensive and successful use. There was no
advertising, no selling campaigns. Its merit sold the
machine itself. Its cost, as compared with an Owens $
80,000 bottle machine, was about one-fifth.

In his application for the grant of the [**42] patent
in suit, Peiler, in language and in figures that, be it noted,
were not changed during the prosecution of the
application, set forth clearly the defects of the practical
art, and by what means he overcame them. Referring to
what he had in view, Pieler describes (the italics are ours)
the objectionable features of the old art as follows:

It is a prominent characteristic of molten glass, that
when it issues or is withdrawn from the furnace or
container, and is exposed to the colder surroundings
outside of the furnace, it acquires a partially chilled
surface or skin, known in this art as 'enamel'. This
enamel is coldest and stiffest on its outer surface, and
gradually merges into the hot and more plastic interior of
the glass.When a charge of this glass is delivered to a
mold, any undue stretching, rupture, or infolding of the
enamel will cause defects in the article being made. Any
trapping of air by the glass, due to lapping or folding of
the surface of the glass as it is delivered to the molds will
also cause defects. To avoid these defects it is desirable
to pre-form the mold charge, before it enters the mold, so
that its external contour will closely approximate the
interior [**43] contour of the mold walls, or at least that
portion of the mold which receives the gather. This is of
special importance in the making of blown glassware. A
mold charge which is to form a narrow necked bottle, for
example, should be preformed as an elongated cylinder

with a tapering end, so that its entire surface may as
nearly as possible contact equally with the mold walls for
the same length of time. Unequal contact of different
portions of the surface, or unequal duration of contact of
the different portions tends to produce an
unsymmetrically chilled and enameled blank or parison,
which will not blow out uniformly, because the hottest
portions will stretch more than the cooler portions,
resulting in a poor bottle having a wall of uneven
thickness.

"These conditions have evidently been recognized to
some extent by the hand gatherer, practicing his ancient
art, who by manipulation of his pontil or gathering rod
during the gathering operation pre-formed his gather or
mold charge, as well as he could by this primitive
method, to fit the mold, or that portion of the mold that
receives the gather, thus attempting to avoid undue
deformation of the mold charge when deposited in the
[**44] mold. On the other hand, these conditions have
received little or no attention in the gathering or feeding
of molten glass as heretofore practiced by machine or
other automatic methods."

He then describes what his device accomplishes, as
follows: "The present invention accomplishes this
preliminary shaping of mold charges with greater ease
and exactness than heretofore by the adjustable operation
of suitable impelling means coacting with an orifice
below which the mold charges are accumulated and
suspended, and it employs the elongation of the
suspended charges in controlling their shape. It also
makes use of coaction between the impelling means and
suitable severing means, convenient adjustments being
provided to allow control of the severing means and
impelling means as to relative time of operation, speed
and position."

He then describes how the charges are formed by
what he terms an "impeller," as follows: "The molten
glass flows from the glass furnace 1 through a channel or
conduit 2 (Fig. 2) to an outlet 3. It is there acted upon by
an impeller 13 mounted for vertical movement, and
provided with various adjustments. As it issues
periodically in regular cycles from the outlet, [**45] it
forms successive gathers from which mold charges are
severed by shear blades 4 reciprocating below the outlet.
The separated mold charges fall upon a moistened chute
5 and slide upon it to the molds 6 mounted on the table 7
of the associated shaping machine (Fig. 5)."
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He then refers to the different actions of the impeller
in forming different shapes, as follows: "The various
characteristics of the impeller action may be varied, and
its operating period may be advanced or retarded relative
to the severing action. * * * By using appropriate sizes
of outlet ring and impeller and by proper setting of the
various adjustments, the shape of the top, body and lower
end of the mold charge may be varied separately at will
as hereinafter described." And notes some such
variations, as follows: "As the impeller moves upward it
gives an upward or intrusion impulse to the glass within
and below the outlet. The intrusion impulse opposes the
gravity head at the outlet, tending to retard the discharge
of glass from the outlet, and may be made [*411] to
reverse the motion of the glass within and below the
outlet, raising it up to an extent depending on the extent
and strength of the impulse."

[**46] He then describes how the upper end of the
suspended gob may be swelled or, as he describes it, "the
diameter of the suspended and elongated glass" increased
by the downward movement of the impeller, as follows:
"The downward or extrusion impulse of the impeller may
be used to control the shape of the body and upper end of
the gather and its resulting mold charge. The impulse
tends to increase the diameter of the suspended and
elongated glass, in proportion to the extent and strength
of the impulse." He then points out how by certain
mechanism the extruder may "increase the diameter of
the body of the gather rather than the diameter of the
upper end only;" or it may, by certain changes, "tend to
enlarge only the upper end of the gather," or, by another
adjustment, "enlarge more of the gather, as for instance,
both the body and the upper end." He also notes that the
impeller may be varied, viz., "a larger or blunter impeller
also gives a stronger impulse." He likewise points out
that the effect of gravity in diminishing the diameter of
the descending charge may be overcome, viz., "The
decrease in diameter of the gather due to its elongation by
gravity may thus be compensated for to [**47] any
extent." Holding as we do that the invention and
disclosure of Peiler consisted in using a plunger for
stuffing gobs in suspension to shape and then straining
such shaped gob in suspension, his specification
sufficiently discloses what his alleged invention was and
instructs the art how it may practice the same.

Now an orifice at the bottom of a container of
molten glass was not in itself new; shears were not new;
gobs formed to shape; all these in isolated form were old.

The suction effect of a plunger and its impelling charging
capacity were, of course, old. But the test of the
inventive character of this combining, co-operating
device is not the nonexistence of its separate elements,
but whether any one has previously used them in
combination to effect the same functional purposes as the
patentee. We do not deem it necessary to discuss the
patents where plungers are shown or where orifices are
shown, or where shears are shown. The art is full of such
uses, but neither the practical art in its use, nor the Patent
Office, the court below, nor this court has found
anywhere a prior patent or device which embodied
Peiler's combination of elements as embodied in the
patent in [**48] suit, or of those of its sister patent No.
1,573,742 for the paddle construction. In that connection
we deem it proper to note that while the two patents have
much in common and the Patent Office might well have
included them both in one application, yet the two
involve distinctive differences and separate though
corelated inventions.

In the paddle type we have an open, unrestricted
body of glass as compared with the restricted glass body
in the intruder chamber. Second, in the paddle-device
control, the charge and any effect thereon by the paddle
ends when the paddle delivers the unformed body of
glass at the mouth of the chamber, for the glass as
delivered by the paddle at the spout has taken no gob
shape. On the other hand, in the intruder or plunger type,
the glass is restricted by the chamber wall surrounding
the plunger. When the extruder descends, it delivers a
formed mass in the shape of a gob at the mouth of the
orifice, and after that the extruder, by its downward
stroke, continues its effect on the gob by swelling it while
in suspension and by its backward stroke, the extruder, or
plunger, continues its effect on the gob by counteracting
the effects of gravity and helps [**49] hold it in
suspension until the gob is formed to desired shape and
sheared. It is clear, therefore, that the difference between
plunger and paddle treatment result in two different
products -- in the paddle product a gob whose
semicircumference only is treated, in the plunger a gob
whose whole circumference is treated. In the paddle
device a commercially satisfactory product was
produced; in the plunger a perfect product was the result.

Moreover, it will be observed that the patent does not
seek to blanket the art by a combination of plunger and
shears, but what it does claim as its right is the
combination which includes the use of a plunger to swell
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and shear a charge while in suspension. By such
combination use of old agencies Peiler for the first time
mechanically, and without human work, furnished to the
mold a charge closely approximating the contour of the
mold and with an enveloping skin or covering of even
thickness and low viscosity.He made a substantially
symmetrical distribution of temperature and viscosity up
to the instant of delivery to the mold.

This court, in Skelly Oil Co. v. Universal Oil
Products Co., 31 F.(2d) 427, 431, laid [*412] down
what an alleged [**50] anticipation should show to
defeat a patent: [HN1] "A patent relied upon as an
anticipation must itself speak. Its specification must give
in substance the same knowledge and the same directions
as the specification of the patent in suit. Otto v. Linford,
46 L.T.(N.S.) 35, 44. It is not enough to prove that a
method or apparatus described in an earlier specification
can be made to produce this or that result. Flour
Oxidizing Co. v. Carr & Co., 35 R.P.C. 457. A singularly
sensible test of the rule of anticipation is given in British
Thomson-Houston Co. v. Metropolitan Vickers Electrical
Co., 45 R.P.C. 22, by asking the question -- 'Would a
man who was grappling with the problem solved by the
patent attacked, and having no knowledge of that patent,
if he had had the alleged anticipation in his hand, have
said: "That gives me what I wish?"' The Pope Alliance
Corporation v. The Spanish River Pulp & Paper Mills,
Ltd. (Privy Council Appeals No. 33 of 1928)."

We are therefore warranted in refusing to strike
down this patent on the strength of alleged anticipations
which absolutely did not disclose Peiler's device or tell
the art how to produce the product with which he has
swelled to great [**51] output in a great industry. In
point of fact, the independent operators who were
threatened with annihilation by the Owens device, found
nothing in this swarm of alleged patent anticipations to
relieve them, and the labor conventions asserted, as they
did, that none of these alleged prior devices had any
effect. We may safely assume these futile devices did not
enter into the situation then and should not now, because
their worth and alleged pertinence is based on fiction
without support of fact. Measured by the test laid down
by this court, we find nothing in the prior art which did,
or even suggested doing, what Peiler discovered only
through prolonged effort and much experimenting and
which was approved by use, while several devices made
by him during his experimentation proved worthless on
test.

While it may be repetition, we deem it proper to add
that, holding as we do, the gist of Peiler's patent is, as
above stated, a device which, A, produced a gob
pre-formed in suspension; B, a plunger which stuffed or
swelled the gob, while in suspension, to approximate
mold shape; C, a device which sheared such shaped gob
when suspended.

But the defendant contends that the patentee [**52]
and the plaintiff realized that Peiler "was not the first
inventor of the method of forming mold charges in
suspension (while hanging freely) with the aid of a
vertically reciprocating plunger (body of material) and of
shears spaced below the orifice," and that this is proven
by the disclaimers filed by them.

We cannot agree to this contention. When the
application for the Peiler patent was filed, Peiler's plunger
feeder had been in commercial use at Fairmont for over a
year. The Patent Office suggested to Peiler and to others
who had filed applications for patents in the glass-making
art the claims which Peiler later abandoned. These
suggested claims were put into one or another of the
patents including the patent in suit. This resulted in ten
interferences involving twenty-three counts, three of
which are quoted by the District Court, but not one of
them originated in the Peiler application. Each one of the
claims relinquished was drawn to fit and disclose some
structure other than and functionally different from the
structure of the Peiler patent.

A disclaimer must be read in the light of the
application in which it originated. Some of the
disclaimers in question were drawn [**53] upon, and
were peculiar to, a structure having a stationary tube
extending down into the glass to a position at or below
the orifice; others originated in the Howard reissue
application of 1916 in which there was no reciprocating
plunger, but had in lieu thereof a stationary air tube
projecting through the outlet; other counts were drawn
upon and were peculiar to the device in the Bridges
patent whose plunger or "punty in its downward
movement through the bath of glass is not intended to
assist the flow of glass through the orifice," for "the
downward speed of the punty will preferably not exceed
the speed or gravity drop of the molten glass." In short,
no interference abandoned by Peiler was directed to the
combination or method of the patent in suit.

It is a settled rule of law that [HN2] a disclaimer
filed under such circumstances as exist in this case must
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be restricted to the particular matter of the claim
relinquished. Reed v. Cropp Concrete Machinery Co.
(C.C.A.) 239 F. 869; Remington Cash Register Co. v.
National Cash Register Co. (D.C.) 6 F.(2d) 585;
Standard Co. v. Cropp Concrete Machinery Co. (C.C.A.)
256 F. 666. When the disclaimers filed by Peiler are
interpreted in relation [**54] to the patents in which they
arose and the particular devices upon which they were
drawn and to which they related, it is [*413] clear that
neither Peiler nor the plaintiff relinquished the particular
combination constituting the invention in the patent in
suit.

Now not only does every prior patent fail to show
Peiler's combination, not only can such patents be used
without infringing Peiler's claims, but it is clear that the
glass art, which was frantic to get some machine to free
them from Owens' domination, saw nothing in any of
these prior patents, either in instruction or even
suggestion, to enable the art to discover such a path as
Peiler hewed out, much less, even by implication, to
suggest such a path. And where an art, eager for relief,
found in these moribund patents nothing to meet that
suggested solution, it is safer to rely evidentially on the
then judgment, attitude, and conduct of the glass trade
rather than on the post litem testimony of experts, the
contentions of infringers, and the theoretical construction
that often tempts courts to create out of lifeless patents an
imaginary machine on paper which a working art could
not do in steel.

We deem it necessary [**55] to refer only to claims
of his patent which fully protect his device. They require
neither a stretched nor a restricted construction. They are
perfectly plain; they simply mean what they say. They
either lay themselves on defendant's machine or they do
not. There is no ambiguity in them and hence no call for
construction to ascertain their meaning. They correspond
with, and were meant to protect, the disclosures Peiler
made in his original application. The statements he
therein made he persistently maintained in the patent
proceedings. He has never abandoned nor qualified, and
in accord with such statements his patent was granted and
the claim in question granted.

Now as we view the defendant's device, it differs
from Peiler's preferred form only in the mechanical
means used to actuate and control its extruder. The
pertinent element of apparatus, claim 8, is "means for so
moving the implement downwardly during the issue of

each mold charge, and upwardly after the issue of said
charge, that each charge will be produced and selectively
shaped in suspension by the movement of the
implement." True, Peiler showed a particular mechanical
construction for so doing, but the Patent [**56] Office,
in granting this claim, did not restrict it to the particular
mechanical connecting Peiler showed, but protected that
element in a broader and more generic character, to wit,
"means for moving," etc., and thereby meant to include
any mechanical equivalent of the particular means Peiler
showed. Obviously the compressed air means the
defendant uses is but a mechanical and functional
equivalent of Peiler's means and an engineering
alternative. Valuable inventions are not to be filched by
an infringer's use of optional, alternative forms which in
the end effect the same plunger movement, which is the
same in Peiler's and the defendant's device.

So regarding, infringement is clear. The decree
below which held there was no infringement is reversed,
and the record is remanded, with instructions to enter a
decree holding the plaintiff's patent valid and the claims
sued on infringed, and directing an accounting.

We may add that since this opinion was drafted our
attention has been called to the comprehensive and
learned opinion of the Chancery Division of the High
Court of Justice in Peiler's British Patent. A study of that
opinion has not changed our holding as above set forth,
[**57] and without entering into a discussion thereof,
which might seem presumptuous, we only add that while
there may be differences of opinion in courts as to the
worth of Peiler's invention, we feel strengthened in our
conviction that Peiler made a notable contribution to the
art, by the statement of the president of the practical,
working art in England as embodied in the Sheffield
address already quoted.

DISSENT BY: WOOLLEY

DISSENT

WOOLLEY, Circuit Judge (dissenting).

I do not find the bottle glass art so barren of
invention as the court indicates in its opinion. Between
the time of man-blowing methods and the patent in suit
there were at least fifteen patents covering a glass bath in
which a reciprocating plunger operated to accelerate and
retard the flow of molten glass through an orifice and, in
some cases, to form a gob suspending from the orifice,
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then to be cut off and transferred to a bottle mold. These
elements constitute the main structure of the apparatus of
the patent and embody its primary function. In adopting
and combining them Peiler, so far, did nothing even
remotely inventive. He simply took them and used them
as he had found them.

Besides these inventions there were many [**58]
more, as is shown by the fact that it is admitted or
conclusively proved that all elements of the patented
apparatus were old with the possible exception of means
for varying the speed of the reciprocating plunger in its
descent. This variation in the stroke of the plunger,
effected by an adjustable [*414] cam arrangement, is
what gives pulsations to the flow of glass through the
orifice, which in turn, by proper timing, give a selected
shape to the gob, the final function of the apparatus and
method. This variation in the stroke of the plunger and in
the discharge of molten glass resulting, as the variation is
pre-arranged, in a gob of any desired shape, is the pith
and marrow of the invention. Even this was not adjudged
patentably novel by the Chancery Division of the High
Court of Justice in construing and holding invalid the
claims of Peiler's British Patent. British
Hartford-Fairmont Syndicate, Limited, v. Jackson Bros.
(Knottingley) Limited, decided January 21, 1932.
Assuming however, contrary to the English decision, that
the element of a plunger, variously named in the claims,
is broad enough to include a plunger with a stroke of
variable speed which thereby extrudes [**59] glass
through the orifice in varying mass and gives it a selected
shape while suspended, and assuming also that this was
new and for that reason the whole apparatus or method is
an invention, it is certain that the alleged infringing

apparatus of the defendant, also having a prior art
plunger, does not operate with the Peiler graduated
plunger stroke and, in consequence, does not selectively
shape or pre-form the gob at the orifice. It has the old
plunger stroke of one speed, regulated as before with
reference to the weight of the gob, not to its shape,
except, of course, that it be small enough to pass into the
mold. The patent makes no claim of regulating size apart
from shape.

The only shaping of the gob by the defendant's
machine is that effected by a false ring, positioned many
inches below the orifice and shears, through which the
gob after it has been severed from the orifice drops on its
way to the mold. This shaping, such as it may be, is by an
altogether different means in an altogether different place
from the shaping means and place of the patent.

Regarding as undisputed the evidence on the
different ways in which, as briefly stated, the plungers of
the two apparatus [**60] operate, it follows that the
straight stroke plunger of the defendant's machine does
not, and cannot, give to a gob the shape which a plunger
with a variable stroke will give it, and therefore does not
infringe. If this is not true, then it is because the
advantages and functions of the new variable stroke of
the plaintiff's prior art plunger do not exist; or, if existing,
they are equally present in the old straight stroke of the
defendant's prior art plunger, and therefore the claims are
invalid. So, in my view of the case, the claims are either
invalid or not infringed. There is no other choice.
Finding against infringement and approving the decree
dismissing the bill [39 F.(2d) 111], I am constrained to
dissent.
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CASE SUMMARY:

PROCEDURAL POSTURE: On amended petitions,
appellant manufacturers sought relief from the judgments
in their separate patent infringement cases by appellee
patent holder on the grounds of fraud. The court reversed
the decision of the United States District Court for the
Western District of Pennsylvania in favor of one of the
manufacturers; that decision compelled other decisions of
the district court in favor of the patent holder.

OVERVIEW: The patent holder, in its first infringement
action, claimed that one of the manufacturers infringed
on its patent related to glass manufacturing. The district
court held that the manufacturer had not infringed on the
patent because the patent holder's claims were not
entitled to broad construction. The court reversed that
decision. That reversal was the basis for the district
court's decision in favor of the patent holder in its action
against the other manufacturer. The court dismissed the
manufacturers' motions to vacate the decrees in the patent
holder's actions. The court's decision to reverse the
district court decision against the manufacturer in the first
infringement action made reference to a trade article,
which supported the patent holder's claims. The basis for
the manufacturers' fraud claim was based on the fact that
the article was not written by the president of glass
workers' union, but by counsel for the patent holder. The
court found that the article was not the basis for its
reversal in the first infringement action and it was
time-barred to grant relief to the manufacturers. The
manufacturers could seek to impeach the decrees against
them in the district court.

OUTCOME: The court dismissed the manufacturers'
petitions to vacate and set aside the judgments against
them in the patent infringement actions filed by the patent
holder.

CORE TERMS: patent, decree, glass, feeder, bottle,
authorship, machine, blower, chart, gob-feeder, practiced,
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over the decree below entered pursuant to the mandate
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Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > Jurisdiction Over Actions > General
Overview
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN3] Where the question of alleged fraud in the
procurement of a decree is placed squarely before a court
having jurisdiction to hear and dispose of the matter, the
rule as to whether the alleged fraud is extrinsic or
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OPINION BY: JONES

OPINION

[*765] Before BIGGS, MARIS, CLARK, and
JONES, Circuit judges.

JONES, Circuit Judge.

Hazel-Atlas Glass Company and Shawkee
Manufacturing Company, defendants respectively in the
above-entitled suits, each filed a petition in this court for
leave to file a bill of review in the District Court in
respect of the final decrees severally entered therein. The
petitions alleged in substantial part that a fraud had been
practiced upon this court in connection with the appeal in
the Hazel-Atlas case and that it had induced this court's
order (59 F.2d 399, 413) [**2] reversing the decree of
the District Court in that case (39 F.2d 111, 120). The
decision in the Hazel-Atlas case in turn compelled the
decree of the District Court in Hartford-Empire's favor in
its suit against Shawkee and others which on appeal was
affirmed by this court. See Shawkee Mfg. Co. et al. v.
Hartford-Empire Co., 3 Cir., 68 F.2d 726.

As the petitions relied solely upon the fraud
allegedly practiced upon this court and set forth nothing
appropriate for the District Court's inquiry upon bills of
review in respect of the subject-matter of the suits in that
court, leave to file the bills below was accordingly
denied. However, adopting by analogy the procedure
followed in the cases of Art Metal Works v. Abraham &
Straus, Inc., 2 Cir., 107 F.2d 940, and Id., 2 Cir., 107
F.2d 944, certiorari denied 308 U.S. 621, 60 S.Ct. 293, 84
L.Ed. 518, we granted leave to the petitioners to amend
the prayers of their respective petitions so as to seek relief
from this court, on the ground of the alleged fraud,
against the orders heretofore entered in the above

appeals. See 3 Cir., 125 F.2d 976, 977. The [**3]
petitions were amended accordingly and, as so amended,
are now before us.

In 1928 the Hartford-Empire Company sued the
Hazel-Atlas Glass Company in the District Court for the
Western District of Pennsylvania for the alleged
infringement by Hazel-Atlas of Hartford-Empire's patent
(No. 1,665,391), known as the Peiler patent. The District
Court, deeming the patent to ge at best but a slight
improvement in a well developed art (automatic feeders
for mechanical glass bottle blowing), held that the claims
were not entitled to a broad construction and that, with
the Peiler patent so construed, Hazel-Atlas had not
infringed. 39 F.2d 111. On appeal this court (one judge
dissenting) considered Peiler a pioneer in what was
thought to be a meagre art in the glassblowing industry
and that the claims of the patent were therefore entitled to
a broad construction. So construed, the validity of the
patent was sustained and Hazel-Atlas was hedl to have
infringed the forty-four claims (out of the sixty of the
patent in suit) upon which the plaintiff relied. The decree
of the District Court was accordingly reversed (59 F.2d
399, 413) and the record remanded "with instructions
[**4] to enter a decree holding the plaintiff's patent valid
and the claims sued on infringed, and directing an
accounting."

The opinion for the majority in support of the order
thus entered by this court made frequent references to and
quoted extensively from an article in a trade journal
known as the National Glass Budget. The article
purported to be the work of one William P. Clarke, who
had signed it as author, and was titled, - "Introduction of
Automatic Glass Machinery; How Received by
Organized Labor - By William P. Clarke, President,
American Flint Glass Workers Union." After alluding to
the historic opposition of glass workers to mechanical
glass-blowing applicances, the so-called Clarke articles
went on to show that, prior to gob-feeders, the only
successful automatic feeder for a glass-blowing machine
had been that covered by the Owens patent, which, like
another patent (Brooke), operated on the principle of
stream feed into a mold (the former by suction and the
latter by flow) of molten glass of high temperature and
low viscosity, unlike the automatic plunger gob-feeder
(Peiler's patent). Appended to the article was a chart
purporting to show the ascending curve of the increased
[**5] glass bottle production [*766] from the use of
gob-feeders from 1917 onward, and the almost
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concomitant flattening of the production curve of
manufacture under the Owens patent which, up to that
time, had increased both continuously and regularly. The
Clarke article, which had not been introduced in evidence
in Hartford's suit against Hazel-Atlas, got into the record
merely as a part of the voluminous file-wrapper history of
the Peiler patent in its long and precarious course in the
Patent Office. Neither had it been used nor adverted to at
trial; nor was it referred to in the briefs below nor in the
exhaustive opinion of the trial judge.

The fact is that the article had not been written by
Clarke, but by one R. F. Hatch, an attorney in the patent
department of Hartford, which by that time had become
the assignee of the Peiler Patent application. Hatch not
only prepared the article and its accompanying chart but
he also procured Clarke's signature thereto as the author,
and caused it to be published in the National Glass
Budget with the understandings, assented to by the
publisher, that Hartford should not be connected with it.
The article appeared in the July 17, 1926 issue [**6] of
the National Glass Budget. R. D. Brown, Vice-President
and Patent Counsel of Hartford, and V. M. Dorsey, a
patent attorney for Hartford, brought the published article
to the attention of the Patent Office on October 12, 19268
with special reference to the Peiler application (Serial No.
294,792), whereon the patent (No. 1,665,391) issued on
January 3, 1928.

It is unnecessary for present purposes to relate in
detail how Hatch, aided and abetted by Brown and
Dorsey as well as by H. W. Carter, of Owens Bottle
Company, 1 deliberately set about "to get the production
curve and a few statements in regard to gob feeding into
print" (from a source ostensibly hostile to labor-saving
glassblowing machinery) for use in the Patent Office in
connection with the Peiler application which had already
been rejected on the ground that its claims were not
patentable. As the matter then stood, the Peiler
application was confronted with apparently
insurmountable Patent Office opposition. That Hatch,
Hartford's employee, and not Clarke, the labor leader,
wrote the article and that the purpose of the methods
employed in having it published was as above indicated
may now be taken as indisputably [**7] established.
But, sordid as is the story concerning the genesis of the
Clarke article and the deceptive design and use of its
spurious authorship, still it does not qualify as
after-discovered evidence in either the Hazel-Atlas or the
Shawkee suit.

1 Owens Bottle Company (later Owens-Illinois
Glass Company), having made its peace with
Hartford by a cross-licensing settlement
agreement on April 9, 1924, was thenceforth
interested in sustaining Hartford's patents and
applications therefor.

Counsel for Hazel-Atlas were aware at least by the
time of the trial of their case in April 1929 that Hatch was
the author of the Clarke article. Although then so
informed, counsel for Hazel-Atlas deliberately chose not
to go into the matter of the article's real authorship,
fearing that if they should refer to the article (which was
not in evidence), they might thereby call attention to the
statements therein contained as to the increased
production from gob feeders as compared with stream
feeders, which could not be successfully refuted. (See
affidavit of Edmund P. Wood, Esq., of Cincinnati, whom
both sides accredit.) There is no need to burden this
opinion with a detailed recital of [**8] how Mr. Wood
and his father and former senior partner, William R.
Wood, Esq., came by their information. They were
counsel for the Nivison-Weiskopf Company which was
also sued by Hartford for alleged patent infringement.
Hartford-Empire Co. v. Nivision-Weiskopf Co., 6 Cir., 58
F.2d 701. That suit came on for trial in the District Court
for the Southern District of Ohio shortly after the trial of
the Hazel-Atlas case in Pittsburgh, which the Messrs.
Wood had alternately attended from time to time. Suffice
it to say that Clarke had told William R. Wood in
September 1926 that he had not written the article but
that Hatch had; and Hatch had freely admitted to Edmund
P. Wood in February 1928 that he had written the
article.It was this information which the Messrs. Wood
imparted to counsel for Hazel-Atlas as the time of the
trial of Hartford's suit against Hazel-Atlas in April, 1929.

In their brief on appeal to this court in the
Hazel-Atlas case, counsel for Hartford, the appellant,
cited and made reference to the Clarke article and its
appended chart, which they reproduced in their brief, in
support of the assertion that "It [the Peiler plunger feeder]
Broke the [**9] Owens Domination". [*767] The only
response made to this by counsel for Hazel-Atlas in their
brief for the appellee was that the chart was misleading
because "the curve for 'gob feeders' starts with the year
1917" whereas Hartford's "paddle feeeder [which it
asserts was a gob feeder] went into commercial use in
1915"; that whatever portion of the gob-feeder production
shown by the chart up to 1922 was made by plunger
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feeders "was made on plunger feeders developed by
others, for plaintiff's [Hartford's] first plunger feeder was
November, 1922"; and, finally, that the chart "is not
competent evidence against the defendant, being merely
part of ex parte statements made in plaintiff's [Hartford's]
behalf during the Patent Office proceedings." Nowhere
did the brief of counsel for Hazel-Atlas suggest what they
then knew, viz., that Hatch had written the Clarke article.

When the importance which the majority of this
court attached to the merit of the Clarke article was
revealed by the opinion filed on May 5, 1932, in the
Hazel-Atlas case, counsel for Hazel-Atlas shortly
thereafter obtained affidavits from the Messrs. Wood
definitely attributing authorship of the Clarke article
[**10] to Hatch on the say-so of both Clarke and Hatch.
They also caused Clarke to be interviewed by an
investigator. While Clarke lamely reaffirmed that he had
written the article, a reading of the investigator's report
serves to indicate that Clarke's renewed claim to
authorship, in its cautiously phrased assertions, was
lacking in truth. Yet, within approximately ten days after
the investigation had been begun it was abandoned
without any attempt to interview Hatch who, according to
William R. Wood's accredited affidavit, "had no
hesitation in admitting the circumstances" concerning the
authorship of the Clarke article as Wood had related
them. Nor were the affidavits of the Messrs. Wood,
which are now urged upon us, brought to the attention of
the court which had just lately heard and disposed of the
appeal in the Hazel-Atlas case. In short, Hazel-Atlas
made no timely representations to this court concerning
the Clarke article. Furthermore, and notwithstanding that
Judge Woolley had entered a strong dissent, no petition
for rehearing was filed even to the extent of suggesting
that the majority of the court had erroneously considered
and reasoned from matter which undeniably was [**11]
not evidence in the case. The failure to file a petition for
rehearing was especially notable. Upon stipulation of the
parties, the court on five separate occasions had granted
an extension of the time for the filing of a petition for
rehearing, the last of these extensions expiring on July
29, 1932. Nor was certiorari asked for. The reason for
Hazel-Atlas' uncomplaining and inactive course in the
circumstances shown is not far to seek. On July 21, 1932
(as of July 1, 1932) Hazel-Atlas entered into a settlement
and cross-licensing agreement with Hartford.

In view of the foregoing, it is hardly accurate to
suggest, if that be the suggestion, that Hazel-Atlas did not

know until the disclosures in 1941 in the anti-trust suit of
the United States against Hartford-Empire Company and
eleven other corporate defendants including Hazel-Atlas
in the United States District Court for the Northern
District of Ohio that it was Hatch and not Clarke who had
written the Clarke article. 2 And the same can be said for
Shawkee, the only difference being that Shawkee brought
to the attention of the court forthwith, at the time of its
pending appeal, its lately acquired information
concerning the [**12] Clarke article, in the manner and
with the result as will now appear.

2 Hazel-Atlas' first petition to this court in
respect of the background of the Clarke article
was filed November 19, 1941, following by six
months an order entered, over the objections of
both Hartford and Hazel-Atlas, by the District
Court in Ohio in the anti-trust suit on May 9,
1941, impounding in the hands of the clerk of that
court all moneys due Hartford and Hazel-Atlas by
one to the other under their cross-licesing
agreement of july 21, 1932, effective as of July 1,
1932. That petiton was denied as stated at the
outset of this opinion.

Hartford's suit against Shawkee and several other
defendants for alleged infringement of the Peiler patent
was instituted in the District Court for the Western
District of Pennsylvania on May 31, 1933. The matter
was brought before the court promptly on the plaintiff's
motion for a preliminary injunction and the defendants'
motion in opposition thereto, together with supporting
affidavits for the respective parties. On June 27, 1933,
the District Court filed an opinion and decree awarding
the plaintiff a preliminary injunction from which the
defendants immediately [**13] appealed. The appeal
was argued on October 3, 1933, before this court,
composed of the same [*768] judges who had sat for the
argument and disposition of Hartford's appeal in the
Hazel-Atlas case. l

On October 30, 1933, whiel the appeal in the
Shawkee case was under advisent, Otto R. Barnett, Esq.,
of counsel for Shawkee, with notice to Thomas G.
Haight, Esq., of counsel for Hartford, wrote to Judge
Buffington submitting therewith certain copies of papers
said to show that " * * * the Clarke article was printed at
the instigation of the Hartford-Empire Company, through
one of its attorneys, R. F. Hatch * * * ." In his letter to
Judge Buffington, Mr. Barnett called attention to the
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weight given by this court in its decision in the
Hazel-Atlas case " * * * to certain publications, including
a published article purported to have been written by
William P. Glass Workers Union, paying tribute to the
Peiler invention." On November 3, 1933, Mr. Haight
replied to Mr. Barnett's letter by letter also addressed to
Judge Buffington, whereof a copy was sent to Mr.
Barnett. That the information respecting the Clarke
article, thus imparted to Judge Buffington, came to the
attention of the [**14] full court is evident from Mr.
Haight's letter wherein he states that "Three copies of this
letter, in accordance with the suggestion which you made
in open Court yesterday, are enclosed herewith." The
court on November 2, 1933 (the "yesterday" just referred
to) was composed of the same three judges who had
heard both the Hazel-Atlas and the Shawkee cases. And
Mr. Barnett, in expressed compliance with the suggestion
of the court, as disclosed by Mr Haight's letter, sent Judge
Buffington on November 6, 1933, two additional copies
of his communication of October 30, 1933. Thereafter
Mr. Barnett addressed several more letters to Judge
Buffington relative to the matter of the Clarke article,
stating in his letter of December 16, 1933, that the
correspondence submitted " * * * clearly shows that the
publication of this [Clarke] article in the Glass Budget
was instigated by the ingenious brain of Mr. Hatch, one
of the plaintiff's [Hartford's] attorneys * * * ."

Subsequently, viz., on January 11, 1934, this court
handed down its decision affirming the decree in the
Shawkee case. Shawkee petitioned for a rehearing,
which was denied on February 21, 1934. Certiorari was
thereafter [**15] asked for and denied, 292 U.S. 640, 54
S.Ct. 773, 78 L.Ed. 1492, as was also a subsequent
petition for certiorari, 293 U.S. 600, 55 S.Ct. 117, 79
L.Ed. 693. In its petition to this court for a rehearing,
Shawkee had again set forth " * * * that the [Clarke]
article was a publication instigated by the plaintiff
[Hartford] and published at the plaintiff's urgent request *
* * ." There can be no doubt that the matter received the
attention of all of the members of the court which had
heard the Shawkee, as well as the Hazel-Atlas case. So
much for Shawkee's knowledge respecting the Clarke
article as long ago as 1933, while the original appeal in
the Shawkee case was still pending in this court. In 1935
Shawkee sought this court's leave to file a bill in the
nature of a bill of review, which was refused, and again
in 1938 sought this court's leave to file a petition for
rehearing, which was likewise refused. Not possibly can
the information as to the facts attending the publication of

the Clarke article be deemed to rate as after-discovered
evidence so far as either Hazel-Atlas or Shawkee is
concerned.

In considering whether the suprious authorship
[**16] of the Clarke article was material to this court's
decision in the Hazel-Atlas case it is necessary for us to
free our minds completely of any views we may
independently have that the claims of the Peiler patent
fail to disclose patentable invention.We are neither called
upon nor would it be appropriate for us to presume to
alter or amend a former decision of this court for
supposed error therein on the comparative basis of our
possibly differing views with respect to either the merits
or the law applicable thereto. Incidentally, the one
serious charge which the petitioners have made
concerning the Clarke article goes to the deception
practiced respecting its authorship. No substantial
complaint has yet been made that what the article
contained in material part, namely, the ascendency of
gob-feeders over stream feeders, was factually false. In
fact, counsel for Hazel-Atlas recognized in April 1929
that the only statements in the Clarke article of any
possible pertinence were the assertions that Hartford's
feeders had gone into widespread commercial use and
had been commercially successful, which was freely
admitted by everyone concerned with a Hartford suit as
being incontrovertible. [**17] (See affidavit of Edmund
P. Wood, Esq.) [HN1] To be material, the fraud, whereby
a decree was allegedly obtained, must have prevented the
party complaining from making a full and fair defense.
Toledo Scale Co. [*769] v. Computing Scale Co., 261
U.S. 399, 421 43 S.Ct. 458, 67 L.Ed. 719.

But, wholly apart from the Clarke article, the
majority of the court in the Hazel-Atlas case, upon turing
to "the proofs", drew their own conclusions in support of
the action which the court thereupon took. That such was
the primary basis of the majority opinion in the
Hazel-Atlas case is confirmed by the opinion for the
court in the Shawkee case where, without mention of or
reference to the Clarke article, this court again held the
Peiler patent valid. True enough, in the Shawkee case the
court referred to what it had held in the Hazel-Atlas case
with respect to the validity of the Peiler patent. But that
only served to confirm that what was held in the
Hazel-Atlas case was the court's independent judgment,
regardless of the Clarke article. That this is so is further
confirmed by the fact that Judge Woolley, who had
dissented sharply in the Hazel-Atlas case, separately
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concurred [**18] in the court's order in the Shawkee
case stating that he regarded himself as bound by the
court's decision in the Hazel-Atlas case. And that was
after the matter of the Clarke article had been brought to
the court's attention by the Barnett correspondence while
the Shawkee appeal, which had been lately argued, was
still under advisement.

In the situation shown, it is not possible for us to say
that the Clarke article was so basic to this court's decision
in the Hazel-Atlas case that, upon the showing of fraud in
the article's authorship, we would be justified in setting
aside the orders in the Hazel-Atlas and Shawkee cases
entered by a duly constituted court having jurisdiction to
hear and dispose of the appeals in those cases. In no
event is the end which was thus made of that litigation to
be avoided casually. Cf. Toledo Scale Co. v. Computing
Scale Co., supra, which quotes at page 425 of 261 U.S.,
at page 465 of 43 S.Ct., 67 L.Ed. 719, from Justice
Storny's apt statement in Ocean Insurance Co. v. Fields,
18 Fed. Cas. page 532, No. 10,406, as to the need for
putting an end to litigation.

So far we have considered, this [**19] matter on the
merit of the petitioner's allegations and their standing to
seek the relief for which they petition; and we conclude
against them on both grounds. But, even had our
conclusions in such regard been otherwise, we would still
find orselves confronted with a lack of power to vacate or
set aside the decrees of the District Court, which reside
therein unaffected by any retention of jurisdiction in this
court. Following the disposition of the appeals in the
Hazel-Atlas and Shawkee cases whereby this court
acquired the only jurisdiction it ever had over the decrees
in those cases, appropriate mandates duly issued and the
terms at which the final orders on the appeals were
entered expired long prior to the filing of the instant
petitions without action having been taken to extend this
court's grasp. In that situation there is nothing from
which the jurisdiction of this court can be deemed to have
been continued. This rule applies with full vigor to a
Circuit Court of Appeals. See Nachod et al. v.
Engineering & Research Corporation, 2 Cir., 108 F.2d
594, where the Court of Appeals said, - "Our term having
expired since the mandate went down, we have no power
[**20] to recall it" (citing cases). And without a recall of
the mandate we are powerless to control or affect the
decrees in the District Court which the petitioners now
ask us to vacate and set aside.

The procedure followed in the Art Metal cases, cited
supra, does not derogate from this rule. There the vote of
a judge of the Court of Appeals who had been corrupted
in respect of that litigation was necessary to produce one
of the two decisions in the appellate court between the
same parties and involving the same patent, so that no
qualified court had really disposed of those appeals; and,
by the same token, no competent mandates ever issued,
hence, the term time was irrelevant. The appeals were
treated in effect as never having been coram judice
theretofore. The orders thereupon entered in order to
clear the record in the Art Metal cases of the former
invalid action taken therein cannot properly be utilized to
spell out power in a Circuit Court of Appeals to recall its
mandate after the expiration of the term when no action
has been taken within the term to continue the
jurisdiction of the court. The view we thus take of the
procedure followed in the Art Metal cases is confirmed
[**21] by the fact that after the action taken therein
looking to a de novo argument of those appeals, the same
court, composed of the same judges who had sat for the
reargument of the Art Metals appeals and had disposed of
them on November 20, 1939, reasserted just one month
later (December 22, 1939) in [*770] the Nachod case,
supra, the lack of power in a Court of Appeals to recall its
mandate after the term has expired.

And, without a recall of the mandates, where would
we arrive even though we should conclude that the fraud
in connection with the Clarke article was fundamental to
this court's decisions in the Hazel-Atlas and Shawkee
cases and should attempt to act upon that conclusion?
Suppose we should vacate this court's extant orders in
those cases, restore the appeals to our docket and, after
reargument, conclude that the Peiler patent is invalid and
thereupon enter orders to that affect. By what right or
authority could we impoe such orders upon the District
Court? Could we require that court to set aside its final
decrees heretofore duly entered pursuant to valid and still
subsisting mandates of this court and to substitute
therefor other decrees in compliance with our [**22]
later orders? We think not. [HN2] We are without power
to affect a final decree of a District Court except in the
exercise of our appellate jurisdiction and, once our
mandate, based upon an order of a competently
constituted court, goes down, our control over the decree
below entered pursuant to the mandate comes to an end
unless the mandate be recalled or action otherwise be
taken within term time to extend our jurisdiction.
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If either Hazel-Atlas or Shawkee feels itself
aggrieved by reason of fraud attaching to the procurement
of the Peiler patent, the course is open to them to file
original bills to impeach the decrees, now standing
against them in the District Court, on the ground of the
alleged fraud in the issuance of the patent whereof the
decrees are predicated. Dowagiac Mfg. Co. v. McSherry
Mfg. Co., 6 Cir., 155 F. 524, 527-528; Cyclopedia of
Federal Procedure, Vol. 4, § 1159, pp. 342-345. It is in
such an instance, i.e., [HN3] where the question of
alleged fraud in the procurement of a decree is placed
squarely before a court having jurisdiction to hear and
dispose of the matter, that the rule of United States v.
Throckmorton, 98 U.S. 61, 25 L.Ed. 93, [**23] and
Marshall v. Holmes, 141 U.S. 589, 12 S.Ct. 62, 35 L.Ed.
870, as to whether the alleged fraud is extrinsic or
intrinsic, becomes germane.

Nor is the United States, which has filed a brief
herein as amicus curiae, helpless to annul a patent that
has been fraudulently obtained. United States v.
American Bell Telephone Company, 128 U.S. 315, 370, 9
S.Ct. 90, 32 L.Ed. 450. But its recourse in such regars id
by direct action to that end. In this instance, however, the
Government, as its brief expressly states, "is not at
present seeking to intervene in the instant suits, nor is it
now taking steps to have the patent here involved
annulled."

The petitions to vacate and set aside the decrees in
the above-entitled cases must be dismissed.

Judge CLARK did not participate in the
consideration of these petitions.

DISSENT BY: BIGGS

DISSENT

BIGGS, Circuit Judge (dissenting).

I do not believe that this court lacks the power to
remedy an apparent fraud perpetrated on it eleven years
ago. On December 29, 1941, we filed a per curiam
opinion in the instant cases, 125 F.2d 976, 977, declaring
that this court would " * * * pass upon the question of
[**24] whether the mandates of this court should be
recalled and the cases reopened * * * ", rather than grant
the prayers of the origial petitions which were for leave to
file bills of review in the district court.

The petitions in their present form are in substance
bills for relief against decrees on the ground of fraud. As
was stated in Taylor v. Easton, 8 Cir., 180 F. 363, 368,
the time within which such bills must be filed is governed
by the general equitable rule of laches and is not limited
by the end of the term at which the decrees were entered.
Technicalities of form have not been insisted upon in
respect to such bills, and a bill not sustainable as a bill of
review, may be treated as a bill to set aside a decree for
fraud if it contains the necessary allegations. Cyclopedia
of Federal procedure, Vol. IV, p. 347, citing Dunlevy v.
Dunlevy, C.C., 38 F. 459. Concededly, with the exception
of the two decisions by the Circuit Court of Appeals for
the Second Circuit, which are discussed more at length
hereafter, I can find no authority for the proposition that
bills or petitions seeking the relief sought here may be
filed to a circuit court of appeals, [**25] but under the
peculiar circumstances of this case (particularly in view
of the fact that this is the court upon which the fraud was
perpetrated), I can perceive no valid reason why, despite
the end of the terms, we should not act to preserve our
appellate jurisdiction. The word "bill" of course connotes
an original action precisely as the [*771] word
"petition" connotes an action ancillary to a proceeding
already pending but this distinction, which is at best a
technical one, affords little support for the position of the
respondent in the cases at bar.

The majority opinion is based upon two grounds.
The first is an alleged lack of power in this court to set
aside the decrees of this court after the end of the terms at
which our mandates were dispatched. The second ground
is the belief that the fraud worked upon this court did not
effect the entry of the decrees complained of. I think that
we do possess the power to set aside the two decrees in
question if the evidence warrants. I think also that the
fraud which was apparently practiced upon this tribunal
did serve to effect the decisions of this court. Whether
we should act upon the petitions depends, in my opinion,
on [**26] whether the facts alleged in them tend to show
sufficiently the nature and extent of the fraud that was
perpetrated upon this court and whether the petitioners
were diligent in presenting the facts relating to the fraud
to this court as soon as those facts became pertinent.

As to our jurisdiction to receive these petitions and to
pass upon the matters raised by them, I am not unmindful
of the fact, as I have indicated, that such bills or petitions
are ordinarily presented to the court below upon grant of
leave to do so by the appellate tribunal, but the apparent
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facts in the cases at bar bear an analogy to the
circumstances which were before the Circuit Court of
Appeals for the Second Circuit in Art Metal Works v.
Abraham & Straus, 107 F.2d 940, and Id., 107 F.2d 944,
certiorari denied 308 U.S. 621, 60 S.Ct. 293, 84 L.Ed.
518.

The pertinent facts in the Art Metal Works cases are
as follows. One of the members of that court had been
corrupted. The tribunal thereupon reconstituted itself, and
after applications similar in form to those before us had
been filed with it, itself reheard the cases. The fraud was
practiced upon the circuit [**27] court of appeals and
therefore that court heard the matters raised by the
petitions and disposed of them. The court acted to
protect the integrity of its appellate jurisdiction. The
majority of this court take the position that by reason of
the corruption of one of the judges of the Circuit Court of
Appeals for the Second Circuit that tribunal never
decided the appeals before it and the appeals were coram
non judice and that therefore the jurisdiction of the circuit
court of appeals could not have come to an end despite
the fact that five years and as many terms had elapsed
since the original decrees had been filed and the
mandates dispatched. There is no indication, however, in
the opinions of the court that jurisdiction was predicated
upon any such theory. The question of jurisdiction after
the end of the term was not even discussed. Though there
is a great distinction between a corrupt judge and one
who may be disqualified in a case because he has a
pecuniary interest, a legal analogy is presented by the two
situations. It is the law that judgments rendered by a
pecuniarily interested judge are not void but are merely
voidable. Utz & Dunn Co. v. Regulator Co., 8 Cir., 213
F. 315; [**28] Owens v. Dancy, 8 Cir., 36 F.2d 882; In
re Fox West Coast Theaters, D.C., 25 F.Supp. 250; Crites
v. Radtke, D.C., 29 F.Supp. 970. In my opinion the
decrees in the Art Metal Works cases were valid until the
circuit court of appeals itself set them aside. Certainly
the mandates were honored in the court to which they
were dispatched. I think that it is more probable that the
circuit court of appeals treated the petitions in the Art
Metal Works cases as if they were bills to relieve from
decrees on the ground of fraud and granted relief and
rehearings because that fraud was glaringly apparent.
The difference between the Art Metal Works cases and
those at bar seems to me to be only one of degree. In the
former cases a litigant had corrupted the court. In the
cases at bar, if the allegations of the petitions and the
supporting affidavits are correct, a litigant has corrupted

the record by knowingly inserting fraudulent matter
therein and calling the corrupt matter to the attention of
this tribunal. In neither the Art Metal Works cases nor in
the cases at bar was the fraud perpetrated upon the lower
courts. The significant fact is that the [**29] fraud was
worked upon the appellate tribunals.

In No. 4414 the fraud was perpetrated upon this
court. That fraud was perpetuated in No. 5203 because
the court followed the ruling established in No. 4414. In
the case at our No. 4414, the Clarke article was not
referred to in the briefs of counsel in the court below and
it was not mentioned in the opinion of the trial judge. It
came into the record as a part of the file wrapper history
of the Peiler patent and [*772] it had been fabricated for
the purpose of deluding the Patent Office. 1 The fraud
had no effect upon the district court which gave the Peiler
claims in issue a narrow construction. The Clarke article,
under the title "Introduction of Automatic Glass Working
Machinery; How Received by Organized Labor", was
served up to this court upon Hartford-Empire's brief and a
majority of this court did eat thereof. The fraud,
therefore, was upon this court and affected its appellate
jurisdiction. In view of these facts should we not
ourselves dispose of the matters raised by the petitions?
We have at our disposal every writ necessary to protect
and maintain our jurisdiction. See Section 262 of the
Judicial Code, 28 U.S.C.A. § 377. [**30]

1 In a letter dated May 25, 1926, from Henry W.
Carter, then the secretary of Owens Bottling
Company, to one W. H. Boshart, Carter stated in
part, "He [Hatch] has prepared * * * [the Clarke
article] * * * with the idea of getting it printed
under the name of some apparently unprejudiced
authority, and then calling the attention of the
Patent Office Examiner to the article as published,
in the belief that the Examiner will thereby be
influenced to a more favorable consideration of
Hartford's broad claims."

The majority's answer to this argument is that at the
end of each term our jurisdiction over appeals in which
valid mandates have gone down at that term is at an end;
that otherwise there would never be an end to litigation;
and that by filing an original bill in the district court that
court might set aside or enjoin the enforcement of its
decrees entered in these causes upon our respective
mandates.Precisely the same arguments could have been
made to the Circuit Court of Appeals for the Second

Page 146



Circuit in the Art Metal Works cases but that court did
not proceed upon such a theory. The fraud on this court
cannot be relieved by way of proceedings on bills for
review [**31] or original bills filed in the district court.

The fraudulent matter, the Clarke article, was offered
in the court below for no other purpose than to prove
what had taken place in the Patent Office in respect to
Peiler's application. The court below was not in error in
admitting it for such a purpose. It did not use the Clarke
article as proof that Peiler had made a basic contribution
to the art of glass bottle blowing. Quite erroneously, as a
matter of law, this court did make use of it for that very
purpose. What then would be before the court below on
bills for review or original bills to set aside the decree
entered in the lower tribunal on our mandate? The court
below could not take the position which it took at the trial
of the cause on appeal at our No. 4414, viz., that the
Clarke article, as part of file wrapper history, could be
employed only to prove what had taken place in the
Patent Office in respect to the Peiler application. This
court settled the law of the case in that respect in our
decision at No. 4414. The district court on original bills
or bills for review would receive evidence as to the fraud
practiced on this court in respect to the Clarke article.
[**32] If it made a finding of fraud and as a result of that
finding ordered the decrees entered on our mandates to be
set aside, this court, on appeal, would be compelled to
hold that the very fraud found was immaterial because
file wrapper history is not competent evidence to prove
the basic position of a patent in the art. The result would
be farcical and the fraud which effected our decree would
stand unimpaired.

I think there is a reasonable answer to these
questions. The fraud is one which was worked, as I have
stated, upon our appellate jurisdiction. It came within the
ambit of this court on appeal. That fraud can be relieved
of only by the exercise of our appellate jurisdiction
precisely as the fraud worked upon the Circuit Court of
Appeals for the Second Circuit could be cured only by
that tribunal. If we do not exercise our jurisdiction the
petitioners will be without relief from the fraud practiced
upon this court. If fraud effected our decree at No. 4414,
this court as a matter of justice should grant rehearings
both at No. 4414 and at No. 5203.

Turning now to the petition at No. 4414, I cannot
agree with the majority that it does not appear that the
Clarke article [**33] was " * * * so basic to this court's

decision in the Hazel-Atlas case that, upon the showing
of fraud in the article's authorship, we would be justified
in setting aside the orders in the Hazel-Atlas and
Shawkee cases * * * ." Judge Buffington's numerous and
extensive quotations from the Clarke article indicate its
importance to his decision. But one need not seek to
deduce the court's mental processes. At an early point in
the opinion, after tracing the [*773] development of
mechanical glass blowing, and referring to the Clarke
article, Judge Buffington stated: "As we have indicated,
the labor organizations were vitally interested in the
supplanting of hand blowing by mechanical blowers, and
we naturally look to the proceedings of their several
organizations to find what machine blowers were of
practical working capacity and ones which they regarded
as supplanting lung blowing. We can therefore, and do,
rely on their opinion in that regard, for successful
machine blowers largely spelled ending of the supremacy
of lung blowing." 59 F.2d 399, at page 401. Judge
Buffington also stated, 59 F.2d at page 404, "This new
machine and its new and differentiating [**34] elements
were tersely stted in such [the Clarke] article as follows:
'Instead of employing a stream of glass which collected in
the mold until the desired mold charge had accumulated,
these new feeders cut off a suspended chunk or gob of
glass which was pre-formed during suspension to
correspond, to some extent, at least, to the shape of the
mold cavity in which it was to be received.' We shall later
see that in these few words this practical glass blower
official summarized the novel characteristics of the
machine which is the subject-matter of this suit. And be
it observed, he notes the exact differences between
Owens and this new machine."

Believing that the Clarke article actually represented
the words "of a practical glass blower official", 2 the
majority of this court brushed aside most pertinent
evidence as to plunger-shear feeders of the prior art,
saying, "We may safely assume these futile devices did
not enter into the situation then and should not now, * * *
." 59 F.2d at page 412.

2 I have set out immediately below a number of
other quotations from Judge Buffington's opinion
which indicate his reliance upon the Clarke
article.

"It is interesting to note that in that
connection the trade, these labor organizations of
practical workmen, recognized the fact that both

Page 147



the Owens and the Brooke devices were of the
same character * * * ." A quotation from the
Clarke article follows. 59 F.2d 399, at page 403.

"In the practical work of that part of the
glass-blowing art here involved, we regard Owens
and Brooke as the only devices which caused any
concern to the Glass Blowers' Union." 59 F.2d at
page 406.

"The periodic, separated, individualized mold
forms or gobs discharged by this
current-intercepted process and its contrast with
the continuous feed stream of the earlier art are
described by the union official just referred to in
language we now repeat and whose keen accuracy
will be better appreciated from what has been
shown in the intervening part of this opinion." 59
F.2d at page 407.

[**35] Bear in mind that an important question
before this court on the Hartford-Empire appeal was
whether the claims in issue of the Peiler patent were
entitled to a broad construction or whether they were to
be construed narrowly. 3 If they were construed broadly
they were infringed; but, if their scope was held to be
narrow, they were not infringed. If Peiler's disclosures
constituted a basic contribution to the art of glass blowing
and bottle making, his patent was entitled to be treated as
a basic patent in the art and his claims construed
accordingly. The alleged dominant position of Peiler's
device, supposedly conceded even by the president of a
labor union antipathetic to such devices, was a most
important factor in this court's decision. The court
thought that the Clarke article represented the opinion of
members of a labor union in respect to a labor saving
device and said, "We can therefore, and do, rely on their
opinion in that regard * * * ".

3 The District Court had held the claims in issue
to be not infringed even if valid.This court held
the claims to be valid and infringed.

Can it be believed that Judge Buffington would have
quoted from or accredited the contents [**36] of this
article if he had been aware that it had emanated from
certain of Hartford-Empire's counsel who had employed
it to perpetrate a fraud on the United States Patent Office?
The answer must certainly be in the negative.

The majority state, "No substantial complaint has yet

been made that what the [Clarke] article contained in
material part, namely, the ascendency of gob-feeders over
stream feeders, was factually false." But the alleged basic
position and the asserted commercial success of the Peiler
device were the important items which, in my opinion,
caused this court to give the claims in issue a very broad
interpretation. Moreover, whether the statement of the
majority which I have quoted, be correct or not, seems to
me to be immaterial in view of the fraudulent authorship
of the asserted fact.The deception practiced in [*774]
the Clarke article was pertinent in effecting the judgment
of the majority of this court and therefore the lack of truth
or the inaccuracies of the article, published under what is
alleged to be a false authorship, also becomes pertinent.

A chart showing the "Relative Bottle Production on
Machines and God Feeders" was attached to the Clarke
[**37] article and was a part of it. This chart purports to
demonstrate by two so-called "production" curves, the
commercial success of the gob-feeder such as Peiler's. In
a letter sent by Henry W. Carter, who was then the
treasurer of The Owens Bottle Company, to Hatch, Carter
stated, "Am not sure that I quite understand your
'increase' line. The falling off for Owens in 1921 was
entirely due, I take it, to the general collapse of business
during that year, and I should expect it to be more or less
paralleled by a falling off in feeder production." Hatch
wrote to Carter in reply, and stated in part, "I appreciate
your comments very much indeed and I think there is but
one point on which you failed to appreciate my exact
position. That is, I prepared this article so far as possible
with reference only to the proceedings of The Bottle
Blowers Association and knowingly and intentionally I
reproduced some of the errors found therein. For
example, in any statement as to the number of Owens
machines in use, I have used the numbers given in the
proceedings, even when I knew this was not correct. The
point I have in mind is that if I can get the President of
the Association to publish this [**38] I though that he
should base all of his statements on their printed records
except where such statements had a direct bearing on the
particular point which we wished to bring out. I fully
appreciate your remarks on the 'Brooke Flow', but I
thought it necessary to go into this because page after
page of the proceedings is taken up with the discussion of
this device. In fact, it came close to causing as much
discussion as did the Owens machine. Another reason for
considering the Brooke Flow is the fact that the name
which they have used throughout all of their proceedings,
even up to date, comes from the Brooke device. That is
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they call all feeders 'Pouring' or 'Flow' devices. As I
recall it the expression 'Gob Feeders' does not occur
anywhere in the entire report."

Though the words last quoted show a deliberate
intention to avoid truthfulness, the most important
element of the fraud must be pointed out. It consists of
nothing less than this. Apparently, at no place in the
proceedings of the Bottle Blowers Association, to which
Hatch referred, was any reference made to gob-feeders;
viz., to devices such as Peiler's. The assimilation of
gob-feeders such as Peiler's to the proceedings [**39] of
the Bottle Blowers Association, when those proceedings
in fact make no reference to them, is the heart and
essence of the fraud. The fabrication was necessary to tie
the Peiler device into the proceedings of the Bottle
Blowers Association and thus, to deceive the Patent
Office. I think that Judge Buffington and this court were
deceived in precisely the fashion that Hartford-Empire
intended.

As I have stated, the nature of the contents of the
Clarke article and the chart attached to it was emphasized
on the brief of Hartford-Empire. 4 The facts relating to
the Clarke article were not before this court at the time
the case was argued. It is true, as the majority state, that
counsel for Nivison-Weiskopf Co. informed counsel for
Hazel-Atlas that Hatch had written the Clarke article at
the time of the trial of the suit of Hartford-Empire v.
[*775] Hazel-Atlas in the court below. But it must be
borne in mind as I have repeatedly stated that the file
wrapper history of the Peiler patent which contained the
Clarke article was offered in the court below only to
show what had been before the Patent Office and was
competent evidence for no other purpose. I think that
counsel [**40] for Hazel-Atlas could not have kept the
file wrapper history out of the record for the purpose for
which it was offered and I doubt that proof of the Clarke
article's authorship would have been pertinent or
admissible at the trial. Counsel for Hazel-Atlas were not
negligent at the time of the trial in not endeavoring to
prove that Hatch had written the Clarke article. It was
not until the appeal came before this court that counsel
for Hartford-Empire brought the article forward as proof
of the dominant position of the Peiler device in the art.
As already stated this court accepted the article not to
show what had transpired in the Patent Office but as
proof of dominant position and commercial success.
That a circuit court of appeals should treat matter
contained in the file wrapper history of the patent in issue

as offering proof of dominant position in the art is so
extraordinary, that, in my opinion, counsel for
Hazel-Atlas could scarcely be expected to endeavor to
adduce evidence that Hatch had written the Clarke article
when their opponents offered it as such proof to this
court. It was not until this court had pursued the
extraordinary course of accepting the Clarke article
[**41] as proof of Peiler's position and had demonstrated
this in its opinion, that Hazel-Atlas attempted to find
proof to present to this court that Hatch had written the
Clarke article.

4 The brief stated:

"2. It broke the Owens Domination. The
article by Mr. William Clarke, former President of
the Glass Workers' Union (Rev. V, 592, et seq.),
gives an admirable outline of the effect of the
Peiler plunger feeder on the Owens machine
business.His chart reproduced opposite this page
(Rev. V, 602), showing the production curves of
the two types of machine, speaks for itself. The
Owens reproduction line begins at zero in 1905
and goes to its high point of 12 million gross in
1919. Alongside of it the 'gob feed' (suspended
charge feed) production curve begins at zero in
1917 and goes to 9 million gross in 1925. The
Owens curve practically ceases to rise after 1919,
that is, as soon as there was substantially
competitive production by the suspended charge
or 'gob' feeders.

"In fact, the Owens Company itself began the
use of the reciprocating plunger feeder in 1920
(Rec. I, 289). It is now an important licensee of
the plaintiff's plunger feeders (Rec. I, 237, 289).
The Owens Company, the largest glass producer
in the country, was forced 'by the hard facts of
actual commercial competition' to recognize
Peiler's system as a radical advance (Rev. V, 682,
603)."

[**42] An affidavit was procured from counsel for
the Nivison-Weiskopf Company on or about May 17,
1932, and Hazel-Atlas engaged a firm of private
detectives to make an investigation. An employee of this
firm, McCarthy, promptly proceeded to try to get the
essential information from Clarke. Clarke refused to give
McCarthy the facts concerning the fraud and informed
him that he, Clarke, had in fact written the article and had
done so for the public good. 5 Clarke even refused to
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furnish Hazel-Atlas with a photostatic copy of the article.
At about this time, May 20, 1932, Clarke demanded of
Hatch or Hartford-Empire the sum of $10,000. Hatch or
Hartford-Empire shortly thereafter paid Clarke $8,000 in
cash and Hartford-Empire gave him a retainer contract to
endure for a period of five years. In connection with the
payment to Clarke, Hatch wrote Carter a letter dated May
28, 1932, and stated in part, "We are quite indebted to
Mr. Clarke. While it is true that he has done nothing
beyond what would be expected of any reputable man,
nevertheless, without violating any confidence or doing
anything of a questionable nature, he might easily have
caused us a lot of trouble. This should not [**43] be
forgotten * * * ." These words are cloaked to the teeth.
The payment of $8,000 in cash under the circumstances
was peculiar indeed.The retainer agreement so suddenly
effected between Hartford-Empire and Clarke seems to
possess similar characteristics. I shall not set out in this
dissenting opinion the other letters written by Hatch to
officers of Hartford-Empire and Owens Illinois Glass
Company at this time, but an examination of this
correspondence will lead, I think, to the conclusion that
Clarke was being taken care of leat he tell the truth.
Under these circumstances, I think that the conclusion is
inevitable that Hazel-Atlas could not possibly have
brought competent proof of the facts to this court
following the argument of the cause, or any time
thereafter, until the United States Government brought
out the truth from witnesses under oath at the time of the
trial of the cause of United States against Harford-Empire
Company, Hazel-Atlas Glass Company, Owens Illinois
Glass Company, and others, No. 4426, in the Northern
District of Ohio in 1941. [See 46 F.Supp. 541] Knowing
that something is the fact and possessing the ability to
prove it are two very different [**44] things.
Hazel-Atlas was in the position of "knowing" or
vehemently suspecting the truth but was not in a position
to be able to prove the facts to this court.

5 According to McCarthy's report, Clarke stated:
"I wrote that article in the interest of the general
public, and I'll stick to that."

The majority opinion lays emphasis upon the fact
that after the decision of this court on May 5, 1932,
Hazel-Atlas failed to file a petition for rehearing. In the
majority view the petition for rehearing should have
included two items: first, the fraud embraced by the
Clarke article; and, second, the fact that file wrapper
history had been considered as evidence of the Peiler

patent's alleged dominant position in the art. The
majority imply that the reason that a petition [*776] for
rehearing was not filed was because of the settlement
effected between the litigants on July 21, 1932. I do not
doubt that this is the reason. But emphasis should be laid
upon the fact that Hazel-Atlas by five separate
stipulations approved by this court, kept the way open to
file a petition for rehearing while an investigation of the
Clarke article was being made. The majority treat this
investigation [**45] as not having been made
strenuously, but I think that the affidavits filed with us
indicate the contrary. The contents of the Clarke article
was the thing upon which this court placed its primary
reliance in effecting a broad interpretation of the Peiler
claims in issue. Had Hazel-Atlas been able to produce
substantial evidence to prove the fraud, it is very probable
that a petition for rehearing would have been filed. It
should be noted, however, that McCarthy was unable to
get any useful information from Clarke in the two
interviews he had with him. The majority suggest that
Hazel-Atlas did not exercise diligence because its
representatives did not interview Hatch who might have
stated the facts in respect to his authorship of the Clarke
article if given the opportunity to do so at this time. This
is a suggestion scarcely justified by the record for
Hartford-Empire or Hatch paid Clarke $8,000 within a
short time after McCarthy's final interview with him. It
was not necessary for Hazel-Atlas to have taken such a
vain step in order to be able now to prove its diligence. If
I am correct in my conclusions, Hazel-Atlas, lacking
competent proof of the fraud, in its petition for [**46]
rehearing would have had to have made serious charges
against Hartford-Empire and three of its counsel basing
its allegations on hearsay evidence which it had been
unable to substantiate. This is a course upon which a
prudent litigant should and would embark with great
reluctance. It should be observed also that when
Shawkee's counsel in 1933 brought proof, substantially
similar in nature to that which Hazel-Atlas could have
offered in 1932 to this court, the court did not act upon it,
presumably because it was not evidence of such a kind or
of such weight as would justify action.

As to the failure of Hazel-Atlas to file a petition for
rehearing on the legal ground that this court had treated a
part of a file wrapper history as evidence of the dominant
position of the Peiler patent in the art, I agree with the
majority that Hazel-Atlas should have done so, but to say
this is not to concede that the failure of Hazel-Atlas to
call this court's attention to its error of law is sufficient
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now to debar it from relief. We are dealing with a matter
of great substance, with a fraud perpetrated upon this
court. The failure to file a petition for rehearing in
respect to a matter of law [**47] after an adverse
decision should scarcely be considered as a matter of
great substance under the circumstances. As to the
settlement effected on July 21, 1932, it is a matter of
speculation as to why Hazel-Atlas made it. Hazel-Atlas
probably made the best of a bad position and settled the
litigation because it had lost its case, but that settlement
scarcely included waiver of or acquiescence in a fraud.

As has already been indicated, the Shawkee case,
No. 5203, came before this court after the disposition of
the Hazel-Atlas case, No. 4414. It was ruled by the
decision in the Hartford-Empire case. 6 On October 30,
1933, before the decision, counsel for Shawkee having
first written to counsel for Hartford-Empire, wrote to
Judge Buffington and made the direct allegation that
Hatch had written the Clarke article.He submitted with
his letter eight papers, the titles of which are set out in the
margin. 7 [*777] On November 17, 1933, counsel for
Hartford-Empire wrote a letter to Judge Buffington and
stated " * * * the fact that the Clarke article was
transmitted to the Glass Budget by Mr. Hatch of the
Hartford-Empire Company was known both to the
Hazel-Atlas Company and the Nivison-Weiskopf [**48]
Company counsel prior to the trial of the latter case and
at least during the trial of the Hazel-Atlas case." It will be
observed that counsel for Hartford-Empire made use of
the word "transmitted" in respect to the Clarke article and
that he did not admit that the Clarke article had been
prepared for The Glass Budget by Hatch.

6 The fact that Judge Woolley, who dissented
sharply from the majority opinion in the
Hazel-Atlas case did not do so in the Shawkee
case, 68 F.2d 726, indicates only that he followed
the principle of stare decisis. Judge Woolley in
his concurring opinion stated, 68 F.2d 727,
"Regarding myself bound by that decision of the
court [the decision in the Hazel-Atlas case], I
concur in the findings of validity and
infringement of the claims here in suit."
7 1. Letter from Hartford-Empire Company, by
R. F. Hatch, to National Glass Budget, dated July
9, 1926.

2. Letter from National Glass Budget, by A.
W. Kimes, to R. F. Hatch, dated July 12, 1926.

3. Letter from Budget Publishing Company
to William P. Clarke, dated July 13, 1926.

4. Letter from Hartford-Empire Company,
by R. F. Hatch, to A. W. Kimes of National Glass
Budget, dated July 14, 1926.

5. Certified copy from Patent Office in the
matter of Peiler patent No. 1,655,391, including
certificate dated October 10, 1933, six typewritten
pages, the first of which contains the Patent
Office stamp "Filed Oct. 12, 1926.", and front
cover page of National Glass Budget for July 17,
1926.

6. Typed manuscript of Clarke article.

7. Copy of letter from Mr. Barnett to Hon.
Thomas G. Haight, dated October 20, 1933.

8. Copy of letter to Hom. Thomas G. Haight
to Mr. Barnett, dated October 24, 1933.

[**49] Following the letters between counsel for
Hartford-Empire and Shawkee, this court had before it
allegations which cast doubt upon the source of the
Clarke article. The documents accompanying Shawkee's
counsel's letter, which I have set out in note, 7, supra, do
not prove that Clarke's article was written by Hatch or
that Clarke was not a disinterested person. The contents
of the documents are consistent with the theory that
Clarke himself had written the article and had done so as
a matter of public interest. The statements contained in
Shawkee's counsel's letter to Judge Buffington, as I have
already stated, did make a direct charge of fraud. So far
as this court was concerned, however, they were hearsay
twice or thrice removed from the source and were made
by an interested person acting on behalf of a litigant.
Under the circumstances this court might not have been
justified in embarking upon a fullscale investigation in
determining the truth or falsity of the charges. It was not
until the suit of United States v. Hartford-Empire and
others, which I have mentioned, came to trial in the
United States District Court for the Northern District of
Ohio, Western Division, and the [**50] Government had
completed its proof on October 22, 1941, that the facts
relating to the Clarke article came out of the land of
hearsay and Hazel-Atlas and Shawkee could prove what
they had theretofore known or suspected. Both acted
promptly immediately thereafter and filed their petitions
in this court. I think that we should give the petitioners
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full opportunity to prove the nature of the fraud which
was practiced upon this court and that that fraud caused
this court to give a broad instead of a narrow construction
to the claims of the Peiler patent in issue resulting in the
decrees complained of. If such proof is made I think we
have the power to set aside our decrees and our mandates
and grant rehearings and that we should do so.

In saying this I am not unmindful of the statements
made in the majority opinion that Owens Bottle
Company, later Owens Illinois Bottle Company, and
Hazel-Atlas made their peace with Hartford-Empire by
cross-licensing settlements and thenceforth became
interested in sustaining Hartford-Empire's patents. 8 But
as was stated by this court in Cridlebaugh v. Rudolph,
131 F.2d 795, 800, citing Densmore v. Scofield, 102 U.S.
375, 378, 26 L.Ed. 214, [**51] there is a duty to protect
the public from an unwarranted monopoly imposed by a
patent. Quite aside from this, however, we have the duty
to preserve the integrity of our appellate jurisdiction
against fraud.As I see the facts, action upon that duty is
clearly imposed upon us by the petitions at bar.

8 It should be noted in this connection that
paragraph 9 of the petition filed on behalf of the
United States as Amicus Curiae makes the

following allegations:

"9. Immediately following the decision of
the Court in the Hazel-Atlas Suit (No. 4414)
representatives of Hartford communicated with
the President of Hazel, and it was suggested that
an arrangement could be worked out whereby
Hazel could have a license under the Peiler patent
here involved with a share in Hartford's royalties
from other licensees, if Hazel would agree (1) not
to file a petition for a rehearing in this Court and
(2) not to file a petition for certiorari to the
Supreme Court. Hazel accepted these conditions,
paid a million dollars damages, and took a license
under the Hartford patent."

The facts in respect to the relations of
Hartford-Empire to Hazel-Atlas and other
companies are referred to rather fully in the
opinion of Judge Kloeb in United States v.
Hartford-Empire Co., D.C., 46 F.Supp. 541, 545,
547 et seq.

[**52] For these reasons I must respectfully dissent
from the majority opinion. We should act on the
petitions as the facts and the law require.

LEXSEE 1930 U.S. DIST. LEXIS 1927

Warning
As of: Feb 04, 2008

PROVIDENCE COAL MIN. CO. v. LUCAS, Collector of Internal Revenue

District Court, W.D. Kentucky, at Louisville

39 F.2d 109; 1930 U.S. Dist. LEXIS 1927; 2 U.S. Tax Cas. (CCH) P473; 8 A.F.T.R.
(P-H) 10487

February 6, 1930

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff's deductions

were rejected by defendant United States Collector of
Internal Revenue. Plaintiff filed suit to recover income
and profits taxes for the calendar year 1920. A jury was
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waived. The case was tried on the pleadings, the exhibits,
a written stipulation of facts, and the testimony of a
witness. Plaintiff withdrew all of its claims except one for
a credit for a $ 4,500 deduction under § 234 of the
Revenue Act of 1918.

OVERVIEW: In 1920, plaintiff wrongful removed coal
from under a graveyard. Plaintiff settled the resulting
lawsuit in 1923, then sought to deduct the loss in an
amended return for 1920 income taxes. The deduction
was not allowed. Plaintiff sued the Collector for the
deduction. The court granted partial relief. In computing
net income, § 234 of the Revenue Act of 1918 (40 Stat.
1077) entitled plaintiff to deduct from its gross income
any ordinary and necessary business expenses "incurred"
during the taxable year, irrespective of when the expense
was actually paid. Thus, the minute plaintiff removed
coal from under the graveyard it became liable for the
market value of the coal. It was immaterial that plaintiff
did not know, during the taxable year 1920, how much
coal was wrongfully taken because that was capable of
ascertainment at a later date. Seventy-one percent of the
coal taken from under the graveyard was taken in 1920,
so plaintiff was entitled to claim that percentage of the
settlement as a deduction for 1920. Plaintiff used the
accrual method of tax accounting, so §§ 232 and 212 of
the Act allowed plaintiff compute net income upon the
same basis.

OUTCOME: The court granted partial relief sought by
plaintiff. In the determination of net income, the court
allowed a deduction of $ 3,195 as an ordinary and
necessary business expense incurred by plaintiff in the
mining and marketing of its coal in the year 1920.

CORE TERMS: coal, graveyard, mining, calendar year,
net income, mined, gross income, taxable year, necessary
expenses, tract, Revenue Act, coal mined, settlement,
leasehold, willfully, arriving, royalty, tons, income tax
return, written stipulation, wrongful removal, market
value, accrual basis, actually paid, immaterial,
knowingly, customary, allowance, marketing, deducted

LexisNexis(R) Headnotes

Tax Law > Federal Income Tax Computation > General
Overview
Tax Law > Federal Taxpayer Groups > S Corporations

> Computation of Income & Loss (IRC secs. 1366,
1371-1375)
Tax Law > State & Local Taxes > Income Tax >
Individuals, Estates & Trusts > Deductions
[HN1] See § 234 of the Revenue Act of 1918 (40 Stat.
1077).

Energy & Utilities Law > Mining Industry > Coal >
Leases
Energy & Utilities Law > Taxation
Tax Law > State & Local Taxes > Natural Resources
Tax > General Overview
[HN2] Inasmuch as its books are regularly kept on an
accrual basis, a corporate taxpayer is entitled, by virtue of
§§ 232 and 212 of the Revenue Act of 1918, to have its
net income computed upon the same basis.

Energy & Utilities Law > Mining Industry > Coal >
General Overview
Tax Law > Federal Taxpayer Groups > C Corporations
> Earnings & Profits (IRC secs. 312, 316) > General
Overview
Tax Law > Federal Taxpayer Groups > S Corporations
> Computation of Income & Loss (IRC secs. 1366,
1371-1375)
[HN3] The word "incurred," as used in that part of
section 234 of the Revenue Act of 1918, under a familiar
rule of statutory construction, must be given its ordinary
and usual meaning. The word "incur" is ordinarily
understood to mean to become liable for. One becomes
liable for the payment of money when all the essential
acts and happenings necessary to fix liability upon the
person to be charged have been done and have transpired.

OPINION BY: [**1] DAWSON

OPINION

[*109] DAWSON, District Judge.

This is a suit to recover income and profits taxes for
the calendar year 1920. The parties, by written
stipulation, waived a jury, and the case was tried by the
court on the pleadings, exhibits, a written stipulation of
facts, and the testimony of the witness, Barrow, offered in
behalf of the plaintiff.

On December 6, 1929, the plaintiff in open court
withdrew all of its claims asserted in the amended and
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reformed petition except the one claim that, in arriving at
its net income for the year 1920, it was entitled to a
deduction of $4,500, paid by it on the 16th day of March,
1923, in compromise and satisfaction of a $9,000
judgment rendered against it in the circuit court of
Webster county, Ky., on April 22, 1922, and in favor of
D. H. Cullen, because of the wrongful removal, by the
plaintiff, of the coal under an acre graveyard belonging to
said Cullen.

Briefly stated, the material facts are as follows:

The Providence Coal Mining Company, during the
calendar year 1920, and for several years prior thereto,
was, and at all times since then has been, and now is, a
corporation under the laws of Kentucky, engaged in
operating a [**2] coal mine in Webster county, Ky.,
under the ordinary coal lease common in that section of
the state. Within its leasehold boundary was a graveyard
of one acre, which, together with the coal thereunder,
belonged to D. H. Cullen. The plaintiff had no right
under its lease, or under any other instrument, to mine the
coal under this one-acre [*110] tract. During the years
1919 and 1920, in the prosecution of its mining work, the
plaintiff mined a total of 4,900.89 tons of coal from under
the graveyard tract. 1,421.26 tons of this amount were
mined in the calendar year 1919, and 3,479.63 tons, or
seventy-one per cent. of the total, were mined in 1920. It
appears from the record that the plaintiff did not realize
that it had mined the coal under the graveyard tract, until
some time in the year 1921. In December, 1921, Cullen
filed suit against the plaintiff, Providence Coal Mining
Company, in the circuit court of Webster county, Ky.,
charging that the coal had been knowingly, willfully, and
without right removed by the Providence Coal Mining
Company. He asked for a judgment in the sum of
$25,000, the alleged value of the coal taken; in the sum of
$2,000 for alleged damage to [**3] the surface of the
graveyard; and for $5,000 punitive damages. Before the
case was tried, however, Cullen abandoned all of his
claim except for $25,000, the value of the coal removed.

The record of that case, in so far as it has been filed
in this action, discloses that the Providence Coal Mining
Company admitted the wrongful removal of the coal.
Judging by the instructions given in that case, the sole
issue submitted to the jury was whether the coal had been
knowingly and willfully removed, or had been removed
as the result of an honest mistake. The question of fact
thus submitted was important only in determining

whether plaintiff was entitled to recover the full market
value of the coal after it had been mined, or merely the
usual and customary royalty on the coal mined. On April
22, 1922, the jury returned a verdict in Cullen's favor for
the sum of $9,000, and on the same day judgment was
entered on the verdict. Thereafter an appeal was
prosecuted to the Court of Appeals, and on the 16th day
of March, 1923, while the case was pending in the Court
of Appeals, the parties entered into a written contract of
settlement by the terms of which the Providence Coal
Mining Company [**4] paid Cullen $4,500 in full
settlement of that judgment.

The plaintiff keeps its books and makes its returns
for income and profits tax purposes on an accrual basis,
and on that basis it made its income tax return for the
calendar year 1920, the return being filed on March 15,
1921. During the calendar year 1920 no reserve was set
up on the books to pay any liability incurred because of
the removal of coal under the Cullen graveyard, and, of
course, the return filed March 15, 1921, showed no
deduction of the $4,500 subsequently paid in compromise
of the judgment referred to. On the 31st day of March,
1923, however, and just fifteen days after the payment of
the $4,500, the plaintiff filed an amended income tax
return for the calendar year 1920, showing the $4,500 so
paid as additional cost of coal removed and sold during
the calendar year 1920. The allowance of this $4,500 as
additional cost in the mining and selling of coal for the
year 1920 would result in reducing plaintiff's income tax
for that year in the sum of $2,070, and, therefore, at the
same time the amended return was filed, plaintiff filed a
claim for a credit of $2,070 for the calendar year 1920,
and asked that same [**5] be applied against its income
tax liability for the year 1922. This credit was denied.

If plaintiff is entitled to have deducted the $4,500
from its gross income for the year 1920, in determining
its taxable net income for that year, the authority therefor
must be found in [HN1] section 234 of the Revenue Act
of 1918 (40 Stat. 1077), which in part provides as
follows:

"Sec. 234. (a) That in computing the net income of a
corporation subject to the tax imposed by section 230
there shall be allowed as deductions:

"(1) All the ordinary and necessary expenses paid or
incurred during the taxable year in carrying on any trade
or business, including a reasonable allowance for salaries
or other compensation for personal services actually
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rendered, and including rentals or other payments
required to be made as a condition to the continued use or
possession of property to which the corporation has not
taken or is not taking title, or in which it has no equity."

The record in this case conclusively establishes the
fact that the $4,500 paid by the plaintiff in March, 1923,
was in fact paid for the coal taken from under the Cullen
graveyard by the plaintiff during the calendar years 1919
and [**6] 1920. It, therefore, just as truly represented a
part of the cost to the plaintiff of mining and selling the
coal so removed as the royalty paid on the coal taken
from under the leasehold represented part of the cost of
mining and marketing that coal. The money realized from
the coal mined and sold from under the graveyard tract in
1920 was reported as a part of plaintiff's gross income for
the taxable year 1920, just as were the proceeds of the
coal mined and sold from under the leasehold. [HN2]
Inasmuch as its books were regularly kept on an accrual
basis, [*111] plaintiff was entitled, by virtue of sections
232 and 212 of the Revenue Act of 1918, to have its net
income computed upon the same basis. Therefore, in
arriving at its taxable net income for the year 1920,
plaintiff was entitled to deduct from its gross income, not
only the ordinary and necessary expenses actually paid
during the taxable year in the production of its gross
income, but also any ordinary and necessary expenses
incurred for that purpose during the taxable year,
irrespective of when such expense was actually paid.
[HN3] The word "incurred," as used in that part of
section 234 above quoted, under a familiar rule [**7] of
statutory construction, must be given its ordinary and
usual meaning. The word "incur" is ordinarily
understood to mean to become liable for. One becomes
liable for the payment of money when all the essential
acts and happenings necessary to fix liability upon the
person to be charged have been done and have transpired.
Therefore, the minute the plaintiff removed any coal from

under the graveyard it became liable for the market value
of the coal, if it was removed willfully, or for the usual
and customary royalty thereon, if it was removed
unintentionally or through mistake. To me it seems
immaterial that at the time of the removal the plaintiff did
not know that it was removing Cullen's coal. It likewise
seems immaterial that it did not know, during the taxable
year 1920, the amount of Cullen's coal which it had
removed that year. These facts could be ascertained and
made certain in a subsequent accounting between the
interested parties, or in a suit brought for the purpose of
recovering for the coal thus removed. That which could
thus be made certain must be regarded as being certain,
as of the date the coal was removed.

I am therefore of the opinion that the $4,500 paid
[**8] Cullen in 1923 was, to the extent that Cullen's coal
was mined in 1920, a necessary and ordinary expense
incurred in 1920 by the plaintiff in the prosecution of its
business, within the meaning of section 234 of the
Revenue Act of 1918. The contract of settlement under
which the $4,500 was paid does not specifically state how
much of it was paid for coal removed in 1920, but the
record satisfactorily shows that, of the total amount
removed from under the graveyard, seventyone per cent.
of it was removed in 1920. I think, therefore, substantial
justice will be done by holding that seventy-one per cent.
of the $4,500 was an ordinary and necessary expense
incurred in 1920 in the production of the income for that
year. I therefore hold that $3,195 was an ordinary and
necessary expense incurred by the plaintiff in the mining
and marketing of its coal in the year 1920, and that this
sum should have been deducted from its gross income for
that year in arriving at its taxable net income.

A judgment and findings of fact in line with this
opinion may be prepared and presented for entry.

LEXSEE 1932 U.S. APP. LEXIS 3377

Warning
As of: Feb 04, 2008

HARTFORD-EMPIRE CO. v. HAZEL-ATLAS GLASS CO.
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No. 4414

Circuit Court of Appeals, Third Circuit

59 F.2d 399; 1932 U.S. App. LEXIS 3377

May 5, 1932

PRIOR HISTORY: [**1] Appeal from the District
Court of the United States for Western District of
Pennsylvania; Robert M. Gibson, Judge.

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff glass company
sought review of an order from the United States District
Court for the Western District of Pennsylvania, which
awarded judgment to defendant glass company in a patent
infringement action.

OVERVIEW: Plaintiff filed a patent infringement action
against defendant. The trial court awarded judgment to
defendant. On appeal, the court reversed and remanded,
finding that plaintiff's patent for a glass blowing device
was a valid patent. The court further found no merit to
defendant's contention that the patentee was not the first
inventor of the particular glass blowing device. The court
noted that the patentee was credited worldwide with
originating the principle of "gob feeding." The paddle
devices were built by plaintiff and installed and leased to
numerous companies. Finally, the court found that
defendant's device differed from plaintiff's device only in
the mechanical means used to actuate and control its
extruder. Accordingly, the court held that infringement
was clear.

OUTCOME: The order awarding judgment to defendant
in the patent infringement action was reversed. The court
remanded the case with instructions to enter a decree
holding plaintiff's patent valid and the claims sued on
infringed.

CORE TERMS: glass, gob, machine, patent, peiler's,
plunger, bottle, stream, paddle, blowing, suspension,
orifice, punty, blower, molten, suspended, feeding,
feeder, shear, mechanical, viscosity, flowing, glass
blower, desired, invention, viscous, feed, gravity, pontil,
gather

LexisNexis(R) Headnotes

Patent Law > Anticipation & Novelty > General
Overview
Patent Law > Inequitable Conduct > General Overview
[HN1] A patent relied upon as an anticipation must itself
speak. Its specification must give in substance the same
knowledge and the same directions as the specification of
the patent in suit. It is not enough to prove that a method
or apparatus described in an earlier specification can be
made to produce this or that result.

Patent Law > U.S. Patent & Trademark Office
Proceedings > Examinations > General Overview
[HN2] A disclaimer must be restricted to the particular
matter of the claim relinquished.

OPINION BY: BUFFINGTON

OPINION

[*400] Before BUFFINGTON, WOOLLEY, and
DAVIS, Circuit Judges.

BUFFINGTON, Circuit Judge.

Of all the major industrial arts, glass blowing has
been the slowest to change from hand to machine
methods. In the three hundred years following the
bringing of the glass-blowing industry to the United
States by the Jamestown colonists and their building of
two factories to make beads for sale to the Indians, there
has been little, if any, change in the blowing of glass
containers of any kind. This is due to several causes.
The high skill and delicate handling of molten glass
requisite for a glass blower made his art one where
human skill seemed indispensable and the possibility of
reproducing this human skill by a machine seemed
impossible. Second, molten glass, owing to its intense
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heat, its rapid change from fluidity to viscosity, made the
art one where observation of the characteristics of glass
in these rapid changes was very difficult. And, lastly, the
skill of the glass blower and the strangle hold of the glass
blowers' unions made organized [**2] labor an adamant
wall to be overcome by experimenters in their efforts to
construct machines. Whatever were the causes, the art for
three hundred years showed no advance. An appreciation
of these facts and others that might be suggested must
now be had by this court to enable it to give due regard
and due reward to those who have brought about a rapid
and well-nigh miraculous change in the glass-blowing art.

The situation in this present case is in many
particulars not unlike that of another glass-blowing case
reported in Consolidated Window Glass Co. v. Window
Glass Mach. Co. (C.C.A.) 261 F. 362, 368, 369. It
involved the kindred step of changing from the lung
blowing to the machine blowing of window glass. There,
as here, the experiments extended over several years.
They were carried on in barricaded buildings owing to
the hostility of the labor unions. In that case the trial
judge (see page 366 of 261 F.) detailed at length some of
the difficult problems encountered in changing from lung
blowing to machine blowing of window glass, and many
such like problems here arose in changing from
lung-blown to machine-blown bottles. He there said: "It
is, perhaps, true that few, if [**3] any, of the arts
presented so many perplexing problems as the drawing of
glass cylinders * * * from a molten bath. These problems
appeared at the very beginning of the operation, and rose
up persistently all along the way. The inventor had to
deal with elemental actions, forces, and properties of
matter * * * heat applied to the glass, and cold applied to
the molten liquid; the properties and physical constitution
of the glass as it passed from the solid to the liquid
condition, through the plastic condition up to the solid
state again. * * * These problems were not only
numerous and complex, but many of the difficulties were
latent and were only located after repeated experiments
and failures. When the difficulty had been definitely
determined and located, the remedy had to be found."

The recited problems and many others existed in the
present attempt to change from lung blowing to the
machine blowing of bottles in the present case. It
follows, therefore, a realization of the practical
difficulties confronting an inventor in the present case, as
we have said, is necessary to a just decision of the case
and is in line with what this court pointed out in the

foregoing case, when [**4] we said that it "points out the
proper attitude of a court toward the patents which have
bridged the great chasm between the hand-blown and
machine-drawn window glass"; and here between lung
blowing and machine blowing of narrow necked bottles.
[*401] In that case millions of dollars were sunk in
experiments covering several years, and as there stated:
"The plants were closed and the operations carried on in
the most carefully guarded way."

Taking up the ancient lung-blown method: Its usual
course was for a workman to insert a "pontil" or steel rod
into the opening or "glory hole" of a glass tank or
furnace. Rapidly revolving this pontil, he gathered a
mass of molten glass on its end, withdrew it from the
furnace, and, while blowing, worked it over a mold by
turning while it was in a viscous, nonfluid condition. By
skillfully blowing and turning, he was able to allow a
desired quantity of viscous glass, or "gob," to hang in
suspension from the mass on the pontil. Contact of the air
with this suspended mass made the glass still more
viscous and caused a skum or skin over its outer surface.
This "gob" or mass, influenced by the gravity of its own
weight, or if left without [**5] turning of the pontil rod,
descended with increasing velocity, leaving a "gob" tail
which gradually grew thinner and more attenuated until
the whole structure assumed what was called a "tadpole"
shape. If such a tadpole shape was allowed by the blower
to enter the mold, the tail would follow the main mass
and fall in layers upon the gob, which latter, when blown
into the form of the mold, would, for various reasons, be
unequally distributed and thus make the article thicker at
one side than elsewhere, and would also show
objectionable waves in the blown article. To avoid these
defects, which indeed could not always be overcome by
even the most skillful blower, another skilled workman
stood by with shears, and as soon as the pontil operater
had depending or in suspension a gob of sufficient
quantity and of a size approximately like the walls of the
mold, the other workman sheared the mass loose while in
suspension and it was dropped into the mold and was
blown to final form.The "tadpole," with its attenuated
tail, the lapping of that tail over the gob, and a gob of a
size sheared in suspension and of a shape to confrom to
the sides of the mold, are well known to those familiar
with [**6] the practices of the lungblown art.

But, of course, the work of the glass blower was
limited in product and, owing to lack of skill, inattention,
or other causes affecting different blowers, bottles and
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other containers were oftentimes wavy in appearance and
the glass on the walls of the containers was of unequal
thickness, which was, of course, highly objectionable.
But so the lung-blowing art continued. Mean-while there
had come into it, first, the placing of molds on a
revolving frame or table, and, second, the use of air in
blowing, steps which are described in reported cases
involving those features. But the most radical step in
bottle blowing occurred about 1904, when the Owens
process was invented and came into rapid use. Without
entering into details, it suffices to say that in the Owens
invention molten glass, at a very high temperature and of
great fluidity, was drawn up by suction to Owens molds
and there mechanically blown. It will be observed that in
the hand method the gob dropped into the mold was of
desired quantity and desired artificial shape. It will also
be noted that in the old blowing process there was no
continuity and no regularity of gob-forming, but [**7]
each gob was formed individually as the individual
blower blew and shaped it. But in the Owens device
there was constant feeding of the highly heated fluid
glass, there was a continuous, even, and uniform suction
pull, a constant stream was fed to the molds, with the
resultant stream of gobs, identical in all ways. When the
machine was properly timed and adjusted, there was
secured a product uniform in character and of a quantity
limited only by the number of machines used. Owens'
device was a great step. The basis of its success was a
constant stream of glass so high in temperature as to
maintain fluidity, as contrasted with that viscosity and
lower temperature used in lung blowing. In his process
fluidity was essential and viscosity was fatal.

As we have indicated, the labor organizations were
vitally interested in the supplanting of hand blowing by
mechanical blowers, and we naturally look to the
proceedings of their several organizations to find what
machine blowers were of practical working capacity and
ones which they regarded as supplanting lung blowing.
We can therefore, and do, rely on their opinion in that
regard, for successful machine blowers largely spelled
ending [**8] of the supremacy of lung blowing. In an
article prepared by the president of one of these unions,
he said: "Up to about 1892 practically all of the bottles
manufactured in the United States were made by hand
blowers and the introduction of machinery had not
received serious consideration from the association.
During the period extending from about 1892 until
perhaps 1904, several bottle-making machines were tried,
some of which were put into successful operation,

supplanting a certian number of hand workmen. All of
these machines, [*402] however, required the service of
one or more skilled glass workers. They all required a
gatherer to feed the glass to the machine and some of the
machines were operated entirely by hand. Some required
a transfer boy and take-out boy. Some of these machines
were not automatic at all, in the present meaning of the
word.The 'Johnny Bull,' for example, was a highly
successful machine, and it displaced a certain number of
workers, but the only automatic feature of the machine
was that compressed air was used instead of lung power.
All these mechanical operations were manually actuated."

It is thus clear that during that time no mechanical
blower [**9] of any importance was invented, but about
1905 a startling machine appeared, which is thus
described by the official referred to:

"In 1905 the bottle blowers were suddenly
confronted with a new bottle-making machine, which had
every appearance of supplanting substantially all of the
then existing semi-automatic bottle machines and putting
the Bottle Blowers Association almost out of existence.
Notwithstanding the increased use of 'semi-automatic'
machines, by far the greater part of all bottles made at
this time were made entirely by hand. This machine was
the Owens bottle machine, which drew the molten glass
for the mould charge, from the tank directly into the
blank mould, thereby doing away with hand gathering.
The bottle was delivered from the machine completely
finished and it was of a quality closely approaching, if
not fully equaling, that produced by the hand blower. The
introduction of this machine was rapid. In 1905 there
was but one in operation, and in 1917 there were about
200 of these machines engaged in commercial
production. It was apparent that if these machines
continued to be adopted at that rate it would be a
comparatively short time when they would be capable
[**10] of turning out practically all the common bottles
used in the country, and the practical elimination of
skilled workmen. The production of these machines,
even at an early date, was such as to cause serious alarm
among the bottle blowers. * * *

"The more general use of Owens machines was
prevented by their high investment cost and by the fact
that licenses for their use were confined to a
comparatively few concerns, but we find the bottle
blowers in 1911 still facing what appeared to be a most
critical situation, with respect to the Owens machine, and,
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strange as it may seem, they were looking to improved
machines of types other than Owens, that is the Johnny
Bull and O'Neill machines, for instance, to provide work
for those who might be thrown out of employment by the
Owens machine."

Owing to its extremely high cost -- one of these
Owens machines cost $ 80,000 -- it was quite apparent
that in the mass production which they effected and the
inability of smaller factories to equip themselves with
such expensive machinery, two things would follow:
First, the Owens machines would monopolize the bottle
industry; and, second, the small factories would be driven
out of existence because [**11] they could neither install
Owens machines, due to cost and refusal to license, nor
compete with Owens in the cost of production. In that
respect the address of the official whom we have already
quoted further said: "The more general use of Owens
machines was prevented by their high investment cost
and by the fact that licenses for their use were confined to
a comparatively few concerns, but we find the bottle
blowers in 1911 still facing what appeared to be a most
critical situation, with respect to the Owens machine."

The testimony of Cunningham, who was an
experienced officer in a glass company, but not interested
in this suit, was that: "The so-called independent
manufacturers of bottles were suffering great privations
due to the competition with the automatic Owens
machine. The independents were struggling for an
existence, and using semi-automatic processes, which put
them in an unfavorable competitive position as to prices."

While the Owens machine thus confronted the labor
organizations, a new danger arose which threatened to
eliminate the glass blower even from small factories.
This situation is thus described by the official quoted:

"While they were still in a position [**12] of great
uncertainty and suspense in regard to the Owens machine
they were confronted with another improvement in
glass-working machinery, which seemed, at first, to carry
a threat equally as dangerous as the Owens machine. The
first record which we find of this is in 1911, when their
attention was directed to what was called a 'pouring or
flowing device', of which there were five then in use in
the Pittsburgh district. The first commercial use of this
device was about 1908. This flow device, however, was
used in making pressed, and pressed and blown ware only
and it could not compete with the Owens machine in
making narrow neck bottles.

It may be assumed that the general construction
[*403] of these devices is shown in United States Patent
to Homer Brooke, No. 723983, dated March 31, 1903.
The general principle was to cause a stream of molten
glass to flow from the tank into the mold until a sufficient
quantity had accumulated, at which time the stream of
glass was severed and temporarily supported while
another mold was being brought into position. The glass
accumulated in the mold in exactly the same way that
molasses might be poured from a pitcher into a tumbler.

This [**13] pouring device appeared to the bottle
blowers to be an iron man which could be put to work
delivering glass automatically to the semi-automatic
machines then in use, to the elimination of all hand
gatherers, but this proved to be a false alarm."

It is interesting to note that in that connection the
trade, these labor organizations of practical workmen,
recognized the fact that both the Owens and the Brooke
devices were of the same character in that the molds were
fed by a constant stream of glass flowing (and therefore
of high heat and fluidity) and not fed by selected
pre-formed quantities of glass of low heat and consequent
viscosity. In that respect the article already quoted, while
recognizing the individual ways in which Owens' and
Brooke's mechanical blowers worked, made it clear that
both worked on the same general principle of feeding
from a tank by a continuous stream of glass which was
fluid and therefore of high temperature. In that regard it
is said: "The basic distinction between these two classes
was that the Owens machine sucked its mold charge
directly into the blank mold, whereas the Brooke flowing
device poured a stream of glass into the mold, and this
mold might [**14] be one of the semi-automatic
machines formerly in use."

From the evidence of the witness Cunningham it
appears that during 1916, 1917, and 1918 the present
defendants, for the manufacture of tumblers, "were using
a flowing method known as the Brooke flowing feed,
which was a continuous stream of glass flowing into the
mold interrupted at intervals as the mold was charged."
He also states that the stream flowed into the mold
folding in laminations, formed blisters, and was not
attractive. And such, as we note later, was the finding of
the court below, namely, that Brooke's was a failure.

From the above it is clear that up to this time, while
the Owens device threatened to monopolize the art by
driving the small factories out of existence and as a result
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deprive of work the glass blowers, who still continued to
work in such small factories, yet no step had been taken
to supplant the glass blowers, who still worked in such
small surviving factories, by installing therein a
mechanical device which would mechanically imitate and
be an accurate mechanical substitute for the blowing
operation of a glass workman -- blower or gatherer --
namely, form a gob of glass which was suspended from
[**15] a pontil while being conformed by lung blowing
to a desired shape mold and also supplant his skilled
fellow worker whose duty it was to timely shear such
conformed gob, while held in suspension by the pontil.
Or, to state the same thing in another way, no machine
had been produced which mechanically did the individual
work of the skillful glass gatherer and the equally skilled
shearer in the same way, in the same sequence, at the
same times, and mechanically reproduced the same
functional operations theretofore manually done by the
blower by simultaneously turning and blowing and of the
shearer by severing the gob at the exact instant that the
blower got it to shape.

Now an analysis of the work of a blower with a
pontil and the shearing rod is this: As a mass of glass
descended from the pontil rod, the manipulation of the
rod was such that the mass or gob, instead of being
allowed to descend with increased speed, was, by the
skill of the blower, held in suspension while fluid glass
was lung-fed or stuffed into it and the skin of the gob was
thereby distended uniformly until the artificial gob thus
produced approximated the desired mold shape, at which
instant the flowing stream from [**16] the pontil was
severed by the shearer, and the gob in its artificial form
passed into the mold.

We pause for a moment to say that the skill of a glass
blower, dealing as it did with instant dispatch, in
simultaneously turning the gob and at the same time
using just sufficient volume of lung power to blow the
forming and suspended gob to desired shape, with equal
and distributed skin thickness, and the co-operation of the
shearer who sheared the suspended gob at that exact
instant which made the gob a successful one, all these
human, variable steps, coupled with the rapid changes of
molten glass as affected by air, metal, and internal and
external heat, united to stamp the glass blower as an
artisan of the highest skill, the supplanting of whose skill
by an insensate machine of constant uniformity of action
seemed impossible. Owens did it by departing wholly
from the [*404] glass blower as his model, and so doing,

he left open to others, if they could, to make the methods
of the glass blower, his gob forming and severing in
suspension, their general guide in effecting mechanical
reproduction.

This court in the case above cited called attention to
the fact that in the window [**17] glass art many years
of experimenting were required to bring the mechanical
blowing of glass to successful shape. In some ways the
problem of reproducing the work of a bottle blowing
workman was an even more difficult problem, and we are
not surprised that we have to go back as far as 1903 to
find the beginning of the steps which culminated some
years later in the device which mechanically did the glass
blowers' skillful work. When the change was made, its
significance was at once recognized by the glass workers
in words which were used by one president of the Glass
Blowers' Union and repeated by another, as follows:
"When the Owens automatic came into our trade it was
believed that its almost human sense of operation was the
last word in mechanism so far as the manufacture of
bottles and jars was concerned, yet today we see
machinery simpler in construction and much lower in
cost coming into the trade that not only competes with
the Owens automatic but bids fair to supersede it, at least
upon some lines of ware; in fact, the question confronting
us is: What will be the extent of this supersedure."

This new machine and its new and differentiating
elements were tersely stated in [**18] such article as
follows: "Instead of employing a stream of glass which
collected in the mold until the desired mold charge had
accumulated, these new feeders cut off a suspended
chunk or gob of glass which was pre-formed during
suspension to correspond, to some extent, at least, to the
shape of the mold cavity in which it was to be received."

We shall later see that in these few words this
practical glass blower official summarized the novel
characteristics of the machine which is the subject-matter
of this suit. And be it observed, he notes the exact
differences between Owens and this new machine.
Owens uses a stream of flowing glass, which means high
heat and great fluidity.The new machine uses a
suspended gob, pre-formed during suspension and so
pre-formed as to conform to mold shape, all of which
means viscosity, nonfluidity, and less heat. It also notes
that these things were done while the gob was suspended.

We turn to the proofs for the steps leading up to this
development. About 1911 Karl E. Peiler, a mechanical

Page 160



engineer working under one William A. Lorenz, was
assigned to investigate the bottle glass art, with a view to
improving on the lung-blown glass jars used by [**19] a
great food company and which were not satisfactory. It
was found that they varied in weight and were not of
sufficient good quality. These jars were made by a
hand-gathering process. That there was an unsatisfied
demand for improvement is clear. In Hartford-Empire
Co. v. Kearns-Gorsuch Bottle Co., the master properly
said: "In 1912, and for some years prior thereto, the
situation in the glass manufacturing industry was such as
to create a demand for the substitution of automatic glass
feeding devices for the old hand feeding process. A great
many applications were filed with, and numerous patents
were issued by, the Patent Office, some practical and
operative and many impractical and inoperative, covering
automatic glass feeding devices." In disposing of the
master's report, Judge Hough refers to the frenzied
demand by the glass industry for the substitution of
machinery for hand labor.

Peiler found in the art the Owens suction bottle
machine and the flowing stream feed of Brooke. He
found the stream feed had certain objectionable features
and he made up his mind to turn away from the free
stream with its great heat and its highly fluid properties
and go back to a study of [**20] what the hand gatherer
really did with viscous glass. That this step of Peiler was
a proper step, we may say by way of anticipation, is
shown by the opinion of the court below, which says:
"The unsatisfactory results of stream feeding led to
suspended charge or 'gob' feeding, an advanced form of
which is illustrated by the device disclosed by the
drawings of plaintiff's patent.By this method separated
charges were successively fed to a series of molds. The
glass being more viscous than that of the flowing stream,
and the charge being a single mass of proper size for the
mold, the laps and coils of the flowing stream method
were eliminated and thus imperfections greatly reduced."
He found that the viscosity and fluidity used by the hand
gatherer were such that, as he testified, he "was able to
hold a mass of glass on his pontil in adhesion with it, and
that glass was at the right temperature for working,
whereas my understanding was that the stream feed used
-- I was shown ware said to have been made by the
stream feed, and it seemed very reasonable to me, from
the [*405] appearance of the ware, that the defects in the
ware, which I noticed, were caused by the action of the
stream; [**21] and in thinking the thing over I applied
the principle which I had been fond of applying, that is,

to swim with the current, and utilize the properties of the
material in working with it, rather than to fight those
properties. I therefore determined, after watching the
hand-gathering operation, to use the viscosity of the glass
itself, if I could, to produce a mold charge which could be
fed automatically. That would give me, if I used the
proper viscosity for feeding a mold charge, also a
viscosity which would give the proper working condition
when the glass got into the mold, as I found to be the
case. I therefore tried some experiments. I gathered
glass on a hand punty -- if I may refer to an exhibit
drawing, please. (Drawing produced, Plaintiff's Exhibit
No. 8.) Referring to this drawing, I took glass just as the
hand gatherer ordinarily gathered it, by putting his punty
into the furance. Now, the punty is hot, it is first heated,
and the glass sticks to it -- the glass would stick to any
hot substance -- as soon as it gets up to a certain critical
temperature. Then by winding the punty, you gather a
certain amount of glass on the end of it, and by turning it
up farther to [**22] lift the punty, there is a thread drawn
out, which is finally broken off and wound up, so that
you get the mass separated from the glass in the furnace
and on the end of the punty. Now the hand-gatherer
ordinarily keeps his punty twirling, or reciprocating, so as
to keep the glass on the punty until it gets over the mold,
and then he stops temporarily, and slopes the punty a bit,
and then the glass begins to sag off. Then he lowers it so
that the glass gets into the mold, and another man shears
the glass with the hand shears. That was the old hand art.
Now I took this ball or mass of glass gathered on the end
of the punty, and I kept it in the furnace, where it was hot,
so that I could try these experiments repeatedly, and I
kept turning the punty until a certain time, and then
stopped the rotation, and observed what happened as the
glass slumped down.In doing this, I used an assistant to
turn the punty -- he had it on a support, and I used a
stop-watch, and I found the glass sagged down varying
distances in varying times, and that if you didn't wait too
long you could pull the glass back by winding the punty
again, winding it up. I found that the longer you waited,
the farther [**23] the glass slumped down, and also that
it took certain typical shapes as it slumped down."

Peiler's first idea was to feed the glass through a
submerged orifice, so that it could be alternately pushed
out and drawn back, "but I couldn't at that time think of
any practical way of doing it at that viscosity. I laid that
aside for the moment, and went back to the punty idea. *
* * This punty was to be operated mechanically and
rotated periodically, so that it alternately rotated and
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stopped. * * * There were to be a pair of mechanically
operated shears below the punty, meeting beneath it, to
cut the glass far enough below the punty to be out of
smearing relation to it, but near enough so as not to leave
too long a stub. This use of the mechanical punty did not
work out. The next idea was that of a paddle in the end
of the forehearth, back of a spout something like a pitcher
spout. This paddle was to be oscillated to force
successive individual masses of glass over the spout lip
suitable to form a mold charge and cause them to be
suspended and then sever the charge or gob." This patent
idea, as we shall see, developed into Peiler's patent No.
1,573,742, applied for November 25, 1925, [**24] and
granted February 16, 1926, which is not here involved,
but which, for reasons hereafter shown, it is necessary to
consider in the evolution and history of the general art
and of Peiler's experimental work. We should here
remark that Peiler's protracted experiments were carried
out in a practical way. He had a small building specially
constructed for the purpose in the city of Hartford, where
he had all the apparatus for fusing and blowing glass. The
accompanying cut, which is figure 39 of the paddle
feeder patent, shows the general features of his paddle
wheel device on figure 9 of the patent as appears on page
7 of appellant's brief:

[SEE ILLUSTRATION IN ORIGINAL]

The paddle A forced surges of viscous glass B over a
dam C at the end of a spout, and the gob thus formed was
severed in suspension from each hanging and on-coming
[*406] mass by the shears D. That in operation of the
paddle device the functional or cutting operation of the
shears in no way supports the molten glass, but the glass
is cut while in suspension, just as it comes down from the
punty, is clear. This is pointed out by Judge Thomas in
his enlightening opinion found in Homer Brooke Glass
Co. v. [**25] Hartford-Fairmont Co. (D.C.) 255 F. 901,
904, affirmed in (C.C.A.) 262 F. 427, as follows: "After
the predetermined quantity of molten glass is thus forced
or pushed over the dam, the gather or batch is cut off by
means of knives coacting and quickly severing the gob,
and these knives, in no way support, or even tend to
support, the molten glass as it is severed by the knives, so
quick is their operation. * * * 'The gob, pre-formed as a
gob, is automatically cut off from the mass hanging from
the spout as, prior to Brooke, it had been automatically
cut from the mass hanging from the punty.'"

In the practical work of that part of the glass-blowing

art here involved, we regard Owens and Brooke as the
only devices which caused any concern to the Glass
Blowers' Union. Whatever steps other inventors took,
certain it is they had no effect so far as supplanting hand
blowing by machine blowing. Accordingly, we take these
Owens and Brooke devices as constituting the advance of
the art in the machine glass blowing of bottles. Moreover,
it is clear that Brooke's device was not satisfactory, for,
as the court below properly held: "Hand feeding was
succeeded by stream feeding, by which a stream [**26]
of very hot, and consequently quite liquid, glass was
allowed to flow from an orifice in the furnace into a
mold, or into a combined husbanding and shearing
device, and thence into a mold, the portion of glass in the
husbanding device being followed by a stream flowing
directly from the furnace to the mold. After the proper
quantity had been deposited, the stream was cut and
intercepted by the shear container and the operation
repeated.This method is illustrated by Brooke patent, No.
723,983, issued in 1903. It had a number of defects. The
hot liquid glass, when exposed to the air, formed a skin,
or enamel, upon its surface, in consequence of which,
when the coiling stream of glass fell into the husbanding
device and the mold, there was an imperfect coalescence
of the laps of the stream and occasionally air bubbles
were infolded. The laminations and defects thus created
in the mold were repeated in the finished article."

Turning back then to Peiler's paddle patent
construction, it is clear that the main essential features
thereof are three: First, he uses, and has to use, molten
glass of much lower temperature than in the stream
feeding devices of Owens and Brooke. This superviscous
[**27] glass, while it was the practice in hand blowing,
yet it was a departure from the art's practice in attempting
to obtain mechanical feeding as exemplified in Owens'
and Brooke's. Such viscosity as Peiler used was
necessary in order that the gob should have the necessary,
and only the necessary, period of suspension at the spout
mouth to permit timely shearing and thereby preclude the
formation of a slender tadpole tail. Second, the use of the
paddle to effect single, individual, pulsating, timed
discharges of viscous glass of predetermined quantity so
as to form a compact suspended mold charge. Third,
timing and co-ordinating the shears with the suspended
gob discharge, so as to shear the hanging gobs in
suspension and before they rested on any support.

It will thus appear that as soon as the unformed but
individual mass of glass is shoved over the dam by the
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paddle, gravity at once takes control of the glass and
causes it to stretch down and elongate to a desired length
for timely shearing. It will be noted that gravity had
effect when the paddle wheel had pushed the glass over
the dam, but the paddle wheel, when retreating, had no
effect on gravity or the spout-suspended gob. [**28]
While gravity was stretching one charge, the paddle
wheel was preparing to push forward a succeeding
charge. This is clearly stated by Judge Thomas in the
cases cited, wherein he says: "A longer or shorter time
may elapse between the delivery of the paddle-dipped
glass to the spout and the severing thereof below the end
of the spout, so that without change of weight of gob, if a
relatively long time elapses, the gob will be long, and if a
short time elapses, the gob will be short." While, as we
have said, this patent is not here involved, yet its device,
the demand it met, the installation of the device, its
commercial and mechanical success are all factors which
must be understood and appreciated in order to give due
effect to the patent of Peiler in suit, which, in addition to
its own capacities, was also an improvement over the
paddle wheel device and capable of conjoint use
therewith. The paddle-wheel device proved successful.
It was installed in April, 1915, and the uncontradicted
proof is "the use of this original paddle-feeder was
successful. We had to turn away customers at the
beginning. About thirty paddle-feeders were put out by
the plaintiff or its predecessor in [**29] this country."

[*407] But it will be noted that there was a
limitation in this paddle device, or at least one step of
operation and one desired function lacking, namely, this,
that in it the glass was only supported from one side. In
that respect Peiler testified: "Now, there was one
disadvantage to this paddle idea, and that is that the glass
was only supported from one side. It formed a one-sided
unfolding action, the glass coming over, hanging there for
an instant, and then unfolding down the front, stretching a
little more on the front than on the back, and it gave a
mold charge which was oval, in cross-section. In other
words, it was not symmetrically supported, and could not
be formed truly round, as it was formed ready for
severing."

This disadvantage Peiler sought to overcome by
getting a symmetrical discharge, and to effect this he
turned to the use, in connection with a plunger, of a
submerged orifice, which had the advantage of
supporting the glass equally all around and giving a
symmetrical discharge. But this involved several

difficulties. It is apparent that if you take an orifice and a
container of molten glass and start the glass through the
orifice, it [**30] will issue with a nicely rounded end;
but as more glass discharges, it will form an enlarged
globular portion and a more slender portion between the
globule and the orifice. As the discharge continues, the
weight of the globular lower portion pulls the gob rapidly
away so that you get the tadpole form, and if a mold is set
to catch that glass as it comes from the orifice, the lower
globular portion would have been received in the mold,
but the glass would continue to flow down into it, coiling
up and lapping on itself unless there was some way of
stopping it. In that regard Peiler's testimony is: "I didn't
want to have that part of the operation. I wanted to have
the first part, and cut the glass in a compact mass, without
having the disadvantages of this coiling." It is also clear
from the proofs that the orifice, operating alone, is
ineffective and involves other difficulties. The sides and
bottom of the container and of the orifice exert a chilling
influence, so that they both become lined with a layer of
relatively cooled glass, with the result that as the glass
issues, it is covered on the outside with a skin or sack of
colder, more viscous glass, so that coils form in the
[**31] mold, make lap marks, weld imperfectly, and also
form chilled spots where the gob touches the walls of the
mold.

Confronted by these difficulties, Peiler testified the
idea came to him that by pulsating the discharge through
the orifice, he could accelerate such discharge so as to
cause the glass to come down when it was wanted and
retard, or even reverse, the discharge when it was not
wanted. Now it is clear that if this could be done, one
could deliver gobs of proper shape and of sufficient glass
quantity, and in suspension, and in synchronism with
shearing and the presentation to the molds. Finally he
evolved the use of a pulsating, vertical plunger which by
its pulsation would either discharge or retard the glass as
desired. By this use of a pulsating, vertical plunger so
synchronized that the initial discharged mass or gob was
held in suspension while there was fed into its upper end
glass hotter and more fluid, whereby the gob's viscous
skin surrounding was evenly expanded on all sides to the
desired mold shape and then the flow of glass was
stopped, the gob sheared, and the glass at the orifice
withdrawn so as not to smear the shears. The periodic,
separated, individualized [**32] mold forms or gobs
discharged by this current-intercepted process and its
contrast with the continuous feed stream of the earlier art
are described by the union official just refered to in
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language we now repeat and whose keen accuracy will be
better appreciated from what has been shown in the
intervening part of this opinion. Accordingly we repeat
his words: "Instead of employing a stream of glass which
collected in the mold until the desired mold charge had
accumulated, these new feeders cut off a suspended
chunk or gob of glass which was pre-formed during
suspension to correspond, to some extent, at least, to the
shape of the mold cavity in which it was to be received."

It will thus be seen that from a patent standpoint, the
development of the two devices -- paddle and plunger --
were progressive steps in a connected and interrelated
development of the gob-feeding art, and, while the paddle
was earlier in date and could be used separately, it was
quite evident that the plunger form, while it could be used
separately, was also adapted to be annexed to,
co-operated, and combined with the paddle device as an
improvement thereon and was so interrelated with it, both
in origin and [**33] operation, that in one sense of the
word we can say the final development of Eeiler's
plunger device was bottomed on the work done by him in
the invention of the paddle device, the result of which
was that patents for each of the devices were applied for
on the same day, the one resulting in patent No.
1,573,742, for the paddle device, and the other in patent
No. 1,655,391, granted January 23, 1928, for the Plunger
device [*408] here involved. We here note that the
worth of Peiler's plunger device was recognized by the
trial judge below, who says in his opinion: "The
unsatisfactory results of stream feeding led to suspended
charge or 'gob' feeding, an advanced form of which is
illustrated by the device disclosed by the drawings of
plaintiff's patent. By this method separated charges were
successively fed to a series of molds. The glass being
more viscous than that of the flowing stream, and the
charge being a single mass of proper size for the mold,
the laps and coils of the flowing stream method were
eliminated and thus imperfections greatly reduced."

Its novelty was recognized by such an able and
experienced man as Judge Hough, who said in
hartford-Empire Co. v. Kearns-Gorsuch [**34] Bottle
Co., and The Lamb Glass Co.: "Prior art exemplified by
many patents is urged. An examination of these patents
show many of them to be in no possible way connected.
Harding, and Morrison, and Brookfield, and perhaps a
few others, may be said to have similarity. The French
patent, Wilzin, has one or more elements in common.
None of them, however, include the entire series of

elements contributing to the time relations that result in
the useful combination that has been conceded to Peiler."

So also peiler's differentiation from stream devices
such as Brooke's, and consequently Owens', was
recognized by Judge Thomas in the case already cited,
where he says: "The evidence is conclusive that the
Brooke cutting device and the defendant's machine are
radically different in theory and in operation, and they
certainly are in no way similar in appearance or
operation. * * * The engineering is along different lines.
It avoids the theory adopted by Brooke. It does not treat
a 'stream' -- 'a flowing stream' -- a 'continuously flowing
stream.' It deals with a separate entity, and that entity is
the batch which is pushed over the lip of the dam by the
paddle in its downward, forward, [**35] and backward
movement in performing the work which devolves upon
it. The severed mass then finds its way, by force of
gravity, through a trough to the proper mold, where it is
pressed into whatever article is being manufactured."

The plunger device was recognized by the glass art
and licenses were issued. Indeed, the Owens Company
recognized its worth by becoming a licensee, and the
proof is that it went into extensive use, "more than 120
having been installed in the United States and in foreign
countries. The average total productive capacity of these
paddle-needle" (the name given to these plunger devices
under the trade name p.N.) "feeders that have been
licensed or sold is about 2,020,000,000 packed articles
per year."

The urgent demand of the art for feeders on Peiler's
two devices is shown by the proofs: "The use of the
original paddle feeder was successful. We had to turn
customers away at the beginning.About thirty paddle
feeders were put out by the plaintiff or its predecessor in
this country." It is further shown that seventy-five of the
P.N., or patent needle, feeders were installed, and the
proof is "that a large number of these, somewhere near
twenty-five, were attached [**36] or formed from rebuilt
paddle-feeders; that is to say, there were about thirty
paddle feeders in operation at the time this P.N. feeder
was put on the market, and some of those were converted,
and further P.N. feeders were manufactured
independently at Hartford, so that we had a total of
seventy-five finally placed out commercially. * * *
They" (the P.N. devices) "were more successful than the
paddle feeder, and they gave all the necessary control of
shape, weight and viscosity."
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And the proof further is, and we find no
contradiction thereof, that it was not until "after the
commercial use of the plunger in the Hartford
paddle-needle feeder, that any competitor applied a
plunger to its feeder." Indeed, the radical step Peiler's
needle plunger device made in the art over Owens' stream
device is shown by the fact that by the latter's $ 80,000
machine a product of 110,000 bottles per day was turned
out, while Peiler's needle-plunger machine costing $
13,000 could turn out the same number of bottles. This
extraordinary advantage of Peiler's needle-plunger device
over the Pioneer device of Owens, which had in its own
day revolutionized the trade, was recognized by the
Owens owners, who [**37] found themselves compelled
to seek relief by acquiring licenses. In that respect the
record shows: "This combination resulted in a completely
automatic bottle making unit, which brought about an
actual competitive condition that forced The Owens
Bottle Company to itself enter this field and to expend
upwards of a million dollars in the acquisition of patent
rights and in designing, building and using gob feeders
and forming machines adapted for use in combination
with these feeders. In this connection and upon the advice
of counsel, it purchased license rights under the [*409]
patents and applications of the Hartford-Empire
Company, successors of the Hartford-Fairmont
Company, including the Peiler application here
concerned."

Indeed, our study of the art satisfies us that no one
prior to Owens and Peiler made any real, adopted,
practiced improvement in the machine bottle blowing art;
that all others produced no such working, practical
combinations as these two men; that Owens' and Peiler's
devices were on radically different lines -- Owens in
stream feed with high fluidity and high heat, Peiler's in
forced feed with nonfluid viscosity and lower heat. In
this view of the work [**38] of the two men who, and
who alone, in our opinion, changed the bottle art from
lung blowing to machine blowing, we feel the proof made
in the patent proceedings, "The Owens Bottle Company
now employs plunger gob feeders, largely of
Hartford-Empire manufacture, in three of its factories,
and its more recent installations have all been of this
character. It has been forced by the hard facts of actual
commercial competition to recognize that the gob feed
method of bottle manufacture represents a radical and
distinctive advance in the art, second only in importance,
to the revolutionary achievements of the Owens bottle
machine, and to recognize Karl E. Peiler as an

outstanding figure in this extraordinary development. To
my personal knowledge, the late M. J. Owens accorded to
Mr. Peiler the principal credit of this advance," justly
describes the indebtedness of the art to these two men.

The conclusion we reach from such estimate as a
court, necessarily without practical knowledge or
experience in actual glass working, can make of a
working art, not only finds support from the attitude of
glass blowers' unions and factory owners who were
experienced and vitally interested in the art, [**39] but
also from those whose work required them to study and
inform themselves in the glass-blowing art. In that regard
we make brief extracts from two significant sources. The
German work of Dralle & Kepeler, entitled "Die
Glasfabrikation," Edition 1926, says: "This idea of
allowing the glass in the furnace to become so viscous
that the entire mold charge may be accumulated in a mass
at the outlet of the container and by cutting it off may be
delivered as a unit to the mold, shows by its result that it
was extraordinarily fruitful and proves after a long period
of test and experiment to be the beginning of a
satisfactory solution of the feed problem."

It will be noted that the reference to viscosity, "The
idea of allowing the glass to become so viscous"; the
reference to gob forming and feeding, "that the entire
mold charge may be accumulated in a mass at the outlet
of the container"; the gob shearing, "by cutting it off may
be delivered as a unit at the mold" -- these all refer to
elements in Peiler's needle-plunger device.And the
recognition of the originality of such practice and the
long experimentation to secure it "shows by its result that
it was extraoridinarily fruitful and [**40] after a long
period of test and experiment" confirms our estimate of
Peiler's work.

Nor was this recognition of the worth and novelty of
Peiler's device confined to this country. At the annual
meeting of the British Society of Glass Technology held
at Sheffield in 1925, its president in his presidential
address said: "It was, I am quite sure, from these
developments of the Hartford-Fiarmont Company that the
idea of the present principle of 'gob' feeding originated,
for soon thereafter many gravity feeding devices began to
appear with means employed, through an oscillating
plunger in the feeding boot, to deliver a definite and
predetermined charge of glass shaped as near as
practicable to that of the parison mould."

From this it will be seen that in England, as well as
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in Germany and the United States, Peiler was credited
with originating "the present principle of 'gob' feeding";
that it was effected by his plunger oscillating so as "to
deliver a definite and predetermined charge of glass,"
which was shaped as near as possible to that of the
parison mold; characteristic features of Peiler's plunger.

As we have said, the paddle devices were built by the
plaintiff company and installed [**41] and leased to a
number of companies. When the plunger device was
completed, it was quite manifest that its work was an
improvement on the paddle device and adapted to be used
with it, but the plaintiff, instead of forcing the plunger
device separately on the trade, and supplanting the paddle
devices which the plaintiff itself owned, took the wiser
course of persuading the users of paddle devices to add to
its mechanism the plunger device and thereby improve it.
When this was done, the paddle device simply became a
preliminary feeder to the plunger chamber, and the whole
operation of forming the gobs, holding them in
suspension, and shearing them, was done by the added
plunger apparatus. It is also apparent that when they
leased a plunger device, there was no need, if such lesee
preferred a plunger device, [*410] of having the added
expense of accompanying it with a paddle-feeding
device. The proofs show that the plunger machine went
into extensive and successful use. There was no
advertising, no selling campaigns. Its merit sold the
machine itself. Its cost, as compared with an Owens $
80,000 bottle machine, was about one-fifth.

In his application for the grant of the [**42] patent
in suit, Peiler, in language and in figures that, be it noted,
were not changed during the prosecution of the
application, set forth clearly the defects of the practical
art, and by what means he overcame them. Referring to
what he had in view, Pieler describes (the italics are ours)
the objectionable features of the old art as follows:

It is a prominent characteristic of molten glass, that
when it issues or is withdrawn from the furnace or
container, and is exposed to the colder surroundings
outside of the furnace, it acquires a partially chilled
surface or skin, known in this art as 'enamel'. This
enamel is coldest and stiffest on its outer surface, and
gradually merges into the hot and more plastic interior of
the glass.When a charge of this glass is delivered to a
mold, any undue stretching, rupture, or infolding of the
enamel will cause defects in the article being made. Any
trapping of air by the glass, due to lapping or folding of

the surface of the glass as it is delivered to the molds will
also cause defects. To avoid these defects it is desirable
to pre-form the mold charge, before it enters the mold, so
that its external contour will closely approximate the
interior [**43] contour of the mold walls, or at least that
portion of the mold which receives the gather. This is of
special importance in the making of blown glassware. A
mold charge which is to form a narrow necked bottle, for
example, should be preformed as an elongated cylinder
with a tapering end, so that its entire surface may as
nearly as possible contact equally with the mold walls for
the same length of time. Unequal contact of different
portions of the surface, or unequal duration of contact of
the different portions tends to produce an
unsymmetrically chilled and enameled blank or parison,
which will not blow out uniformly, because the hottest
portions will stretch more than the cooler portions,
resulting in a poor bottle having a wall of uneven
thickness.

"These conditions have evidently been recognized to
some extent by the hand gatherer, practicing his ancient
art, who by manipulation of his pontil or gathering rod
during the gathering operation pre-formed his gather or
mold charge, as well as he could by this primitive
method, to fit the mold, or that portion of the mold that
receives the gather, thus attempting to avoid undue
deformation of the mold charge when deposited in the
[**44] mold. On the other hand, these conditions have
received little or no attention in the gathering or feeding
of molten glass as heretofore practiced by machine or
other automatic methods."

He then describes what his device accomplishes, as
follows: "The present invention accomplishes this
preliminary shaping of mold charges with greater ease
and exactness than heretofore by the adjustable operation
of suitable impelling means coacting with an orifice
below which the mold charges are accumulated and
suspended, and it employs the elongation of the
suspended charges in controlling their shape. It also
makes use of coaction between the impelling means and
suitable severing means, convenient adjustments being
provided to allow control of the severing means and
impelling means as to relative time of operation, speed
and position."

He then describes how the charges are formed by
what he terms an "impeller," as follows: "The molten
glass flows from the glass furnace 1 through a channel or
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conduit 2 (Fig. 2) to an outlet 3. It is there acted upon by
an impeller 13 mounted for vertical movement, and
provided with various adjustments. As it issues
periodically in regular cycles from the outlet, [**45] it
forms successive gathers from which mold charges are
severed by shear blades 4 reciprocating below the outlet.
The separated mold charges fall upon a moistened chute
5 and slide upon it to the molds 6 mounted on the table 7
of the associated shaping machine (Fig. 5)."

He then refers to the different actions of the impeller
in forming different shapes, as follows: "The various
characteristics of the impeller action may be varied, and
its operating period may be advanced or retarded relative
to the severing action. * * * By using appropriate sizes
of outlet ring and impeller and by proper setting of the
various adjustments, the shape of the top, body and lower
end of the mold charge may be varied separately at will
as hereinafter described." And notes some such
variations, as follows: "As the impeller moves upward it
gives an upward or intrusion impulse to the glass within
and below the outlet. The intrusion impulse opposes the
gravity head at the outlet, tending to retard the discharge
of glass from the outlet, and may be made [*411] to
reverse the motion of the glass within and below the
outlet, raising it up to an extent depending on the extent
and strength of the impulse."

[**46] He then describes how the upper end of the
suspended gob may be swelled or, as he describes it, "the
diameter of the suspended and elongated glass" increased
by the downward movement of the impeller, as follows:
"The downward or extrusion impulse of the impeller may
be used to control the shape of the body and upper end of
the gather and its resulting mold charge. The impulse
tends to increase the diameter of the suspended and
elongated glass, in proportion to the extent and strength
of the impulse." He then points out how by certain
mechanism the extruder may "increase the diameter of
the body of the gather rather than the diameter of the
upper end only;" or it may, by certain changes, "tend to
enlarge only the upper end of the gather," or, by another
adjustment, "enlarge more of the gather, as for instance,
both the body and the upper end." He also notes that the
impeller may be varied, viz., "a larger or blunter impeller
also gives a stronger impulse." He likewise points out
that the effect of gravity in diminishing the diameter of
the descending charge may be overcome, viz., "The
decrease in diameter of the gather due to its elongation by
gravity may thus be compensated for to [**47] any

extent." Holding as we do that the invention and
disclosure of Peiler consisted in using a plunger for
stuffing gobs in suspension to shape and then straining
such shaped gob in suspension, his specification
sufficiently discloses what his alleged invention was and
instructs the art how it may practice the same.

Now an orifice at the bottom of a container of
molten glass was not in itself new; shears were not new;
gobs formed to shape; all these in isolated form were old.
The suction effect of a plunger and its impelling charging
capacity were, of course, old. But the test of the
inventive character of this combining, co-operating
device is not the nonexistence of its separate elements,
but whether any one has previously used them in
combination to effect the same functional purposes as the
patentee. We do not deem it necessary to discuss the
patents where plungers are shown or where orifices are
shown, or where shears are shown. The art is full of such
uses, but neither the practical art in its use, nor the Patent
Office, the court below, nor this court has found
anywhere a prior patent or device which embodied
Peiler's combination of elements as embodied in the
patent in [**48] suit, or of those of its sister patent No.
1,573,742 for the paddle construction. In that connection
we deem it proper to note that while the two patents have
much in common and the Patent Office might well have
included them both in one application, yet the two
involve distinctive differences and separate though
corelated inventions.

In the paddle type we have an open, unrestricted
body of glass as compared with the restricted glass body
in the intruder chamber. Second, in the paddle-device
control, the charge and any effect thereon by the paddle
ends when the paddle delivers the unformed body of
glass at the mouth of the chamber, for the glass as
delivered by the paddle at the spout has taken no gob
shape. On the other hand, in the intruder or plunger type,
the glass is restricted by the chamber wall surrounding
the plunger. When the extruder descends, it delivers a
formed mass in the shape of a gob at the mouth of the
orifice, and after that the extruder, by its downward
stroke, continues its effect on the gob by swelling it while
in suspension and by its backward stroke, the extruder, or
plunger, continues its effect on the gob by counteracting
the effects of gravity and helps [**49] hold it in
suspension until the gob is formed to desired shape and
sheared. It is clear, therefore, that the difference between
plunger and paddle treatment result in two different
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products -- in the paddle product a gob whose
semicircumference only is treated, in the plunger a gob
whose whole circumference is treated. In the paddle
device a commercially satisfactory product was
produced; in the plunger a perfect product was the result.

Moreover, it will be observed that the patent does not
seek to blanket the art by a combination of plunger and
shears, but what it does claim as its right is the
combination which includes the use of a plunger to swell
and shear a charge while in suspension. By such
combination use of old agencies Peiler for the first time
mechanically, and without human work, furnished to the
mold a charge closely approximating the contour of the
mold and with an enveloping skin or covering of even
thickness and low viscosity.He made a substantially
symmetrical distribution of temperature and viscosity up
to the instant of delivery to the mold.

This court, in Skelly Oil Co. v. Universal Oil
Products Co., 31 F.(2d) 427, 431, laid [*412] down
what an alleged [**50] anticipation should show to
defeat a patent: [HN1] "A patent relied upon as an
anticipation must itself speak. Its specification must give
in substance the same knowledge and the same directions
as the specification of the patent in suit. Otto v. Linford,
46 L.T.(N.S.) 35, 44. It is not enough to prove that a
method or apparatus described in an earlier specification
can be made to produce this or that result. Flour
Oxidizing Co. v. Carr & Co., 35 R.P.C. 457. A singularly
sensible test of the rule of anticipation is given in British
Thomson-Houston Co. v. Metropolitan Vickers Electrical
Co., 45 R.P.C. 22, by asking the question -- 'Would a
man who was grappling with the problem solved by the
patent attacked, and having no knowledge of that patent,
if he had had the alleged anticipation in his hand, have
said: "That gives me what I wish?"' The Pope Alliance
Corporation v. The Spanish River Pulp & Paper Mills,
Ltd. (Privy Council Appeals No. 33 of 1928)."

We are therefore warranted in refusing to strike
down this patent on the strength of alleged anticipations
which absolutely did not disclose Peiler's device or tell
the art how to produce the product with which he has
swelled to great [**51] output in a great industry. In
point of fact, the independent operators who were
threatened with annihilation by the Owens device, found
nothing in this swarm of alleged patent anticipations to
relieve them, and the labor conventions asserted, as they
did, that none of these alleged prior devices had any

effect. We may safely assume these futile devices did not
enter into the situation then and should not now, because
their worth and alleged pertinence is based on fiction
without support of fact. Measured by the test laid down
by this court, we find nothing in the prior art which did,
or even suggested doing, what Peiler discovered only
through prolonged effort and much experimenting and
which was approved by use, while several devices made
by him during his experimentation proved worthless on
test.

While it may be repetition, we deem it proper to add
that, holding as we do, the gist of Peiler's patent is, as
above stated, a device which, A, produced a gob
pre-formed in suspension; B, a plunger which stuffed or
swelled the gob, while in suspension, to approximate
mold shape; C, a device which sheared such shaped gob
when suspended.

But the defendant contends that the patentee [**52]
and the plaintiff realized that Peiler "was not the first
inventor of the method of forming mold charges in
suspension (while hanging freely) with the aid of a
vertically reciprocating plunger (body of material) and of
shears spaced below the orifice," and that this is proven
by the disclaimers filed by them.

We cannot agree to this contention. When the
application for the Peiler patent was filed, Peiler's plunger
feeder had been in commercial use at Fairmont for over a
year. The Patent Office suggested to Peiler and to others
who had filed applications for patents in the glass-making
art the claims which Peiler later abandoned. These
suggested claims were put into one or another of the
patents including the patent in suit. This resulted in ten
interferences involving twenty-three counts, three of
which are quoted by the District Court, but not one of
them originated in the Peiler application. Each one of the
claims relinquished was drawn to fit and disclose some
structure other than and functionally different from the
structure of the Peiler patent.

A disclaimer must be read in the light of the
application in which it originated. Some of the
disclaimers in question were drawn [**53] upon, and
were peculiar to, a structure having a stationary tube
extending down into the glass to a position at or below
the orifice; others originated in the Howard reissue
application of 1916 in which there was no reciprocating
plunger, but had in lieu thereof a stationary air tube
projecting through the outlet; other counts were drawn
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upon and were peculiar to the device in the Bridges
patent whose plunger or "punty in its downward
movement through the bath of glass is not intended to
assist the flow of glass through the orifice," for "the
downward speed of the punty will preferably not exceed
the speed or gravity drop of the molten glass." In short,
no interference abandoned by Peiler was directed to the
combination or method of the patent in suit.

It is a settled rule of law that [HN2] a disclaimer
filed under such circumstances as exist in this case must
be restricted to the particular matter of the claim
relinquished. Reed v. Cropp Concrete Machinery Co.
(C.C.A.) 239 F. 869; Remington Cash Register Co. v.
National Cash Register Co. (D.C.) 6 F.(2d) 585;
Standard Co. v. Cropp Concrete Machinery Co. (C.C.A.)
256 F. 666. When the disclaimers filed by Peiler are
interpreted in relation [**54] to the patents in which they
arose and the particular devices upon which they were
drawn and to which they related, it is [*413] clear that
neither Peiler nor the plaintiff relinquished the particular
combination constituting the invention in the patent in
suit.

Now not only does every prior patent fail to show
Peiler's combination, not only can such patents be used
without infringing Peiler's claims, but it is clear that the
glass art, which was frantic to get some machine to free
them from Owens' domination, saw nothing in any of
these prior patents, either in instruction or even
suggestion, to enable the art to discover such a path as
Peiler hewed out, much less, even by implication, to
suggest such a path. And where an art, eager for relief,
found in these moribund patents nothing to meet that
suggested solution, it is safer to rely evidentially on the
then judgment, attitude, and conduct of the glass trade
rather than on the post litem testimony of experts, the
contentions of infringers, and the theoretical construction
that often tempts courts to create out of lifeless patents an
imaginary machine on paper which a working art could
not do in steel.

We deem it necessary [**55] to refer only to claims
of his patent which fully protect his device. They require
neither a stretched nor a restricted construction. They are
perfectly plain; they simply mean what they say. They
either lay themselves on defendant's machine or they do
not. There is no ambiguity in them and hence no call for
construction to ascertain their meaning. They correspond
with, and were meant to protect, the disclosures Peiler

made in his original application. The statements he
therein made he persistently maintained in the patent
proceedings. He has never abandoned nor qualified, and
in accord with such statements his patent was granted and
the claim in question granted.

Now as we view the defendant's device, it differs
from Peiler's preferred form only in the mechanical
means used to actuate and control its extruder. The
pertinent element of apparatus, claim 8, is "means for so
moving the implement downwardly during the issue of
each mold charge, and upwardly after the issue of said
charge, that each charge will be produced and selectively
shaped in suspension by the movement of the
implement." True, Peiler showed a particular mechanical
construction for so doing, but the Patent [**56] Office,
in granting this claim, did not restrict it to the particular
mechanical connecting Peiler showed, but protected that
element in a broader and more generic character, to wit,
"means for moving," etc., and thereby meant to include
any mechanical equivalent of the particular means Peiler
showed. Obviously the compressed air means the
defendant uses is but a mechanical and functional
equivalent of Peiler's means and an engineering
alternative. Valuable inventions are not to be filched by
an infringer's use of optional, alternative forms which in
the end effect the same plunger movement, which is the
same in Peiler's and the defendant's device.

So regarding, infringement is clear. The decree
below which held there was no infringement is reversed,
and the record is remanded, with instructions to enter a
decree holding the plaintiff's patent valid and the claims
sued on infringed, and directing an accounting.

We may add that since this opinion was drafted our
attention has been called to the comprehensive and
learned opinion of the Chancery Division of the High
Court of Justice in Peiler's British Patent. A study of that
opinion has not changed our holding as above set forth,
[**57] and without entering into a discussion thereof,
which might seem presumptuous, we only add that while
there may be differences of opinion in courts as to the
worth of Peiler's invention, we feel strengthened in our
conviction that Peiler made a notable contribution to the
art, by the statement of the president of the practical,
working art in England as embodied in the Sheffield
address already quoted.

DISSENT BY: WOOLLEY
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DISSENT

WOOLLEY, Circuit Judge (dissenting).

I do not find the bottle glass art so barren of
invention as the court indicates in its opinion. Between
the time of man-blowing methods and the patent in suit
there were at least fifteen patents covering a glass bath in
which a reciprocating plunger operated to accelerate and
retard the flow of molten glass through an orifice and, in
some cases, to form a gob suspending from the orifice,
then to be cut off and transferred to a bottle mold. These
elements constitute the main structure of the apparatus of
the patent and embody its primary function. In adopting
and combining them Peiler, so far, did nothing even
remotely inventive. He simply took them and used them
as he had found them.

Besides these inventions there were many [**58]
more, as is shown by the fact that it is admitted or
conclusively proved that all elements of the patented
apparatus were old with the possible exception of means
for varying the speed of the reciprocating plunger in its
descent. This variation in the stroke of the plunger,
effected by an adjustable [*414] cam arrangement, is
what gives pulsations to the flow of glass through the
orifice, which in turn, by proper timing, give a selected
shape to the gob, the final function of the apparatus and
method. This variation in the stroke of the plunger and in
the discharge of molten glass resulting, as the variation is
pre-arranged, in a gob of any desired shape, is the pith
and marrow of the invention. Even this was not adjudged
patentably novel by the Chancery Division of the High
Court of Justice in construing and holding invalid the
claims of Peiler's British Patent. British
Hartford-Fairmont Syndicate, Limited, v. Jackson Bros.
(Knottingley) Limited, decided January 21, 1932.
Assuming however, contrary to the English decision, that
the element of a plunger, variously named in the claims,
is broad enough to include a plunger with a stroke of

variable speed which thereby extrudes [**59] glass
through the orifice in varying mass and gives it a selected
shape while suspended, and assuming also that this was
new and for that reason the whole apparatus or method is
an invention, it is certain that the alleged infringing
apparatus of the defendant, also having a prior art
plunger, does not operate with the Peiler graduated
plunger stroke and, in consequence, does not selectively
shape or pre-form the gob at the orifice. It has the old
plunger stroke of one speed, regulated as before with
reference to the weight of the gob, not to its shape,
except, of course, that it be small enough to pass into the
mold. The patent makes no claim of regulating size apart
from shape.

The only shaping of the gob by the defendant's
machine is that effected by a false ring, positioned many
inches below the orifice and shears, through which the
gob after it has been severed from the orifice drops on its
way to the mold. This shaping, such as it may be, is by an
altogether different means in an altogether different place
from the shaping means and place of the patent.

Regarding as undisputed the evidence on the
different ways in which, as briefly stated, the plungers of
the two apparatus [**60] operate, it follows that the
straight stroke plunger of the defendant's machine does
not, and cannot, give to a gob the shape which a plunger
with a variable stroke will give it, and therefore does not
infringe. If this is not true, then it is because the
advantages and functions of the new variable stroke of
the plaintiff's prior art plunger do not exist; or, if existing,
they are equally present in the old straight stroke of the
defendant's prior art plunger, and therefore the claims are
invalid. So, in my view of the case, the claims are either
invalid or not infringed. There is no other choice.
Finding against infringement and approving the decree
dismissing the bill [39 F.(2d) 111], I am constrained to
dissent.

LEXSEE 1944 U.S. LEXIS 577

Analysis
As of: Feb 04, 2008
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PRIOR HISTORY: ON WRIT OF CERTIORARI
TO THE UNITED STATES COURT OF APPEALS
FOR THE FIFTH CIRCUIT.

DISPOSITION: 114 F.3d 484, reversed and
remanded.

CASE SUMMARY:

PROCEDURAL POSTURE: Petitioner United States
was granted a writ of certiorari to review the judgment of
the United States Court of Appeals for the Fifth Circuit,
which reversed the judgment of the district court, vacated
a 12-year-old settlement agreement that was entered in a

prior action under the Quiet Title Act (QTA), 28 U.S.C.S.
§ 2409a, and quieted title to certain land in favor of
respondent claimants in an independent action under Fed.
R. Civ. P. 60(b).

OVERVIEW: The United States brought an action under
the QTA to settle a dispute with the claimants over the
ownership of certain land on an island off the coast of
Mississippi. After a discovery period, a settlement was
reached and judgment entered thereon. The claimants
later discovered evidence that the disputed land had been
conveyed to a private party prior to the Louisiana
Purchase and, therefore, title could not have passed to the
United States. The claimants brought an independent
action under Rule 60(b) to reopen the prior judgment,
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claiming that the information should have been provided
in discovery in that action, but the district court
dismissed. The appellate court reversed the dismissal,
however, and quieted title to the land in the claimants. In
reversing, the Supreme Court ruled that independent
actions under Rule 60(b) were limited to cases of grave
miscarriage of justice, and no such gross injustice was
shown to justify reopening the settlement judgment.
Moreover, the action was not brought within 12 years
after the claimants learned of the United States' claim in
the land, as required by § 2409(g), the limitation
provision of the QTA.

OUTCOME: The judgment of the appellate court for the
claimants was reversed.

CORE TERMS: independent action, equitable tolling,
statute of limitations, settlement agreement, equitable,
disputed, tolling, miscarriage of justice, begins to run,
excusable neglect, underlying suit, inadvertence,
settlement, abolished, relieve, decree, quiet, coram, tract,
Quiet Title Act QTA, Federal Rules, bills of review,
subsequent suit, predecessor, misconduct, landowner,
survived, generous, surprise, vacated

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN1] The new Federal Rules of Civil Procedure have
done away with the notion that the continuation or
expiration of a term of court has any affect on a court's
power.

Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN2] The new rule Fed. Rule Civ. P. 60(b) makes clear
that nearly all of the old forms of obtaining relief from a
judgment, i.e., coram nobis, coram vobis, audita querela,
bills of review, and bills in the nature of review, have
been abolished. The revision makes equally clear,
however, that one of the old forms, i.e., the independent
action, still survives. If the right to make a motion is lost
by the expiration of the time limits fixed in these rules,
the only other procedural remedy is by a new or
independent action to set aside a judgment upon those
principles which have heretofore been applied in such an

action. The independent action sounds in equity. While
its precise contours are somewhat unclear, it appears to
be more broadly available than the more narrow writs
that have been abolished.

Civil Procedure > Jurisdiction > Jurisdictional Sources
> General Overview
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN3] It is wrong to suggest that an independent action
brought in the same court as the original lawsuit requires
an independent basis for jurisdiction.

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Res Judicata
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN4] Independent actions must, if Fed. R. Civ. P. 60(b)
is to be interpreted as a coherent whole, be reserved for
those cases of injustices which, in certain instances, are
deemed sufficiently gross to demand a departure from
rigid adherence to the doctrine of res judicata. Under the
rule, an independent action should be available only to
prevent a grave miscarriage of justice.

Governments > Legislation > Statutes of Limitations >
Time Limitations
Real Property Law > Title Quality > Adverse Claim
Actions > Quiet Title Act
Real Property Law > Title Quality > Adverse Claim
Actions > Quiet Title Actions
[HN5] The Quiet Title Act (QTA), 28 U.S.C.S. § 2409a,
permits plaintiffs to name the United States as a party
defendant in civil actions to adjudicate title disputes
involving real property in which the United States claims
an interest. The QTA includes an express 12-year statute
of limitations, which begins to run from the date upon
which the plaintiff's cause of action accrued. An action
under the QTA shall be deemed to have accrued on the
date the plaintiff or his predecessor in interest knew or
should have known of the claim of the United States.
Equitable tolling is not available in a QTA suit. Equitable
tolling is not permissible where it is inconsistent with the
text of the relevant statute. Here, the QTA, by providing
that the statute of limitations will not begin to run until
the plaintiff knew or should have known of the claim of
the United States, has already effectively allowed for
equitable tolling. Given this fact, and the unusually
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generous nature of the QTA's limitations time period,
extension of the statutory period by additional equitable
tolling would be unwarranted. This is particularly true
given that the QTA deals with ownership of land.
Equitable tolling of the already generous statute of
limitations incorporated in the QTA would throw a cloud
of uncertainty over ownership rights, and it is
incompatible with the Act.

DECISION:

Federal court held to lack jurisdiction over action to
reopen settlement quieting land title in Federal
Government, either (1) as independent action under Rule
60(b) of Federal Rules of Civil Procedure, or (2) under
Quiet Title Act (28 USCS 2409a).

SUMMARY:

In 1979, the Federal Government brought an action
in the United States District Court for the Southern
District of Mississippi to quiet title in certain tracts of
lands--which had been part of the territory encompassed
by the Louisiana Purchase of 1803--in the belief that the
supposed owners lacked clear title because the
government had never patented the property. A
settlement was reached in 1982 whereby title was quieted
in the government in exchange for a payment of about $
200,000. Subsequently, however, the former owners
discovered records which allegedly showed that the
property in question had been granted by Spanish
authorities to a private party prior to 1803 and had
therefore not passed to the United States as part of the
Louisiana Purchase. In 1994, the former owners filed a
complaint asking the District Court to set aside the
settlement and award them over $ 10 million in damages.
The District Court dismissed the complaint for lack of
jurisdiction. However, the United States Court of Appeals
for the Fifth Circuit reversed and remanded with
instructions to enter a judgment quieting title in favor of
the former owners, as the court ruled that (1) the suit
satisfied the elements of an "independent action" for
obtaining relief from a judgment, under Rule 60(b) of the
Federal Rules of Civil Procedure, (2) the Quiet Title Act
(QTA) (28 USCS 2409a) also conferred jurisdiction over
the suit, and its 12-year statute of limitations was subject
to equitable tolling in this case, and (3) the government
had no legitimate claim to the property (114 F3d 484).

On certiorari, the United States Supreme Court
reversed. In an opinion by Rehnquist, Ch. J., expressing

the unanimous view of the court, it was held that (1) the
former owners' claim that the government had failed to
thoroughly research its records and make full disclosure
concerning the property did not allege the grave
miscarriage of justice required for an independent action
under Rule 60(b), and (2) equitable tolling was not
available under the QTA.

Stevens, J., joined by Souter, J., concurred,
expressing the view that the case at hand did not present
the question whether doctrines such as fraudulent
concealment or equitable estoppel might apply under the
QTA.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

JUDGMENT §289

relief from judgment -- independent action --
injustice --

Headnote:[1A][1B]

Independent actions for relief from a judgment,
under Rule 60(b) of the Federal Rules of Civil Procedure,
must be reserved for those cases of injustices which are
deemed sufficiently gross to demand a departure from
rigid adherence to the doctrine of res judicata; thus, the
requirements for a meritorious independent action are not
met where former property owners--having previously
agreed to a settlement quieting title to the properties in
question in the United States Government--seek to reopen
that judgment through an independent action based only
on their claim that the government failed to thoroughly
search its records and make full disclosure of records that
allegedly would have supported the owners' title, because
allowing the judgment to stand under these circumstances
would not work a grave miscarriage of justice.

[***LEdHN2]

LIMITATION OF ACTIONS §220

equitable tolling -- Quiet Title Act --

Headnote:[2A][2B][2C]

Equitable tolling is not available in an action under
the Quiet Title Act (QTA) (28 USCS 2409a) to extend the
statutory period for filing, since the QTA provides an
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unusually generous 12-year limitations period and
effectively allows for equitable tolling by providing that
the period does not begin to run until the plaintiff knew
or should have known of the claim of the United States,
and since further equitable tolling of this generous time
limit would cast a cloud of uncertainty over rights
involving ownership of land.

[***LEdHN3]

JUDGMENT §283

relief from judgment --

Headnote:[3]

An independent action for relief from a judgment,
brought in the same court as the original lawsuit, does not
require an independent basis for jurisdiction.

[***LEdHN4]

LIMITATION OF ACTIONS §220

equitable tolling --

Headnote:[4]

Equitable tolling of a limitations period is not
permissible where it is inconsistent with the text of the
relevant statute.

SYLLABUS

In 1979, the United States sued respondents and
others to quiet title to land it sought for a federal park,
contending that respondents did not have clear title
because the Government had never patented the disputed
land after acquiring it as part of the Louisiana Purchase.
Government officials searched public land records during
discovery, but reported to respondents that they found no
proof of a grant to a private landowner. A 1982
settlement agreement quieted title in the Government's
favor in return for a payment to respondents. In 1994,
respondents sued to set aside the settlement agreement
and obtain damages, claiming that they had evidence
showing that the land had been granted to a private owner
before the Louisiana Purchase, but the District Court
concluded that it had no jurisdiction to hear the case. The
Fifth Circuit reversed, finding two jurisdictional bases:
(1) the suit was an "independent action" to set aside the
settlement under Federal Rule of Civil Procedure 60(b);

and (2) the Quiet Title Act (QTA or Act). In reaching the
second conclusion, the court found that the QTA's
12-year statute of limitations was subject to equitable
tolling and therefore suit was not barred by the fact that
respondents had known about the Government's claim
since 1979. The court then vacated the settlement
agreement and instructed the District Court to quiet title
in respondents' favor.

Held: The Fifth Circuit had no jurisdiction over
respondents' suit. Pp. 4-11.

(a) Rule 60(b)'s history and language are inconsistent
with the Government's position that an "independent
action" to set aside a judgment requires an independent
source of jurisdiction. The original Rule 60(b) established
a new system to govern requests to reopen judgments.
Because it was unclear whether that Rule provided the
exclusive means for obtaining postjudgment relief, the
Rule was amended in 1946 to clarify that nearly all of the
old forms of obtaining relief from a judgment were
abolished but that the "independent action" survived.
However, this does not mean that the requirements for a
meritorious independent action have been met here. Such
actions should be available only to prevent a grave
miscarriage of justice. See Hazel-Atlas Co. v. Hartford
Co., 322 U.S. 238, 244, 88 L. Ed. 1250, 64 S. Ct. 997.
Respondents' allegation that the United States failed to
thoroughly search its records and make full disclosure to
the District Court regarding the land grant obviously does
not approach this demanding standard. Pp. 4-9.

(b) Equitable tolling is not available in a QTA suit.
Such tolling is not permissible where it is inconsistent
with the relevant statute's text. The QTA's express
12-year statute of limitations runs from the date the
plaintiff or his predecessor in interest "knew or should
have known" of the United States' claim. 28 U.S.C. §
2409(g). Thus, the Act has already effectively allowed for
equitable tolling. See Irwin v. Department of Veterans
Affairs, 498 U.S. 89, 96, 111 S. Ct. 453, 112 L. Ed. 2d
435. Given this fact and the QTA's unusually generous
limitations period, extension of the statutory period
would be unwarranted. Pp. 10-11.

114 F.3d 484, reversed and remanded.

COUNSEL: Paul R. Q. Wolfson argued the cause for
petitioner.

Ernest G. Taylor, Jr. argued the cause for respondents.

Page 174



JUDGES: REHNQUIST, C. J., delivered the opinion for
a unanimous Court. STEVENS, J., filed a concurring
opinion, in which SOUTER, J., joined.

OPINION BY: REHNQUIST

OPINION

[*39] [**1864] [***36] CHIEF JUSTICE
REHNQUIST delivered the opinion of the Court.

[***LEdHR1A] [1A] [***LEdHR2A] [2A]In
1979, the United States brought a quiet title action (the
Adams litigation) in the Southern District of Mississippi
against respondents and nearly 200 other defendants. On
the eve of trial, the Government and the respondents
entered into a settlement whereby title to the disputed
land was quieted in favor of the United States in return
for a payment of $ 208,175.87. Judgment was entered
based on this settlement agreement. In 1994, some 12
years after that judgment, respondents sued in the District
Court to set aside the settlement agreement and obtain a
damage award for the disputed land. Their claims for
relief were based on the [*40] Court's ancillary
jurisdiction, relating back to the Adams litigation, and on
the Quiet Title Act (QTA). 28 U.S.C. § 2409a. We hold
that respondents were not entitled to relief on either of
these grounds.

The land in dispute between the United States and
respondents is located on Horn Island. Situated in the
Gulf of Mexico approximately 13 miles southwest of
Pascagoula, Horn Island is currently within the state of
Mississippi. It was, at various times during the late 18th
and early 19th centuries, controlled by France, Britain,
and Spain. It is part of the territory that came under the
control of the United States as a result of the Louisiana
Purchase of 1803. In 1950, Clark Beggerly, respondents'
predecessor-in-interest, purchased color of title to two
tracts of land on Horn Island at a tax sale in Jackson
County. Beggerly paid $ 51.20 for one 626-acre tract. He
and a friend also purchased a second tract for $ 31.25.
Beggerly retained 103 acres upon a later division of this
second tract.

In 1971, Congress enacted legislation authorizing the
Department of the Interior to create the Gulf Islands
National Seashore, a federal park on lands that include
Horn Island. 16 U.S.C. § 459h. The legislation
authorized the Secretary of the Interior to acquire
privately owned lands within the proposed park's

boundaries. § 459h-1. The National Park Service (NPS)
began negotiating with respondents to purchase the land.
Before any deal could be completed, however, the NPS
learned that the United States Government had never
patented the property. Believing that this meant that
respondents could not have had clear title, the NPS
backed out of the proposed deal.

During discovery in the Adams litigation,
respondents sought proof of their title to the land.
Government officials searched public land records and
told respondents that they had found nothing proving that
any part of Horn Island had ever been granted to a private
landowner. Even after the settlement in the Adams
litigation, however, respondents [*41] continued to
search for evidence [**1865] of a land patent that
supported their claim of title. In 1991 they hired a
genealogical record specialist to conduct research in the
National Archives in Washington. The specialist found
materials that, according to her, showed that on August 1,
1781, Bernardo de Galvez, then the Governor General of
Spanish Louisiana, granted Horn Island to Catarina
Boudreau. If the land had been granted to a private party
prior to [***37] 1803, title presumably could not have
passed to the United States as a result of the Louisiana
Purchase. Respondents believed that the Boudreau grant
proved that their claim to the disputed land was superior
to that of the United States.

Armed with this new information, respondents filed
a complaint in the District Court on June 1, 1994. They
asked the court to set aside the 1982 settlement
agreement and award them damages of "not less than $
14,500 per acre" of the disputed land. App. at 26. The
District Court concluded that it was without jurisdiction
to hear respondents' suit and dismissed the complaint.

The Court of Appeals reversed. It concluded that
there were two jurisdictional bases for the suit. First, the
suit satisfied the elements of an "independent action," as
the term is used in Federal Rule of Civil Procedure 60(b).
According to the Court of Appeals, those elements are:

"(1) a judgment which ought not, in
equity and good conscience, to be
enforced; (2) a good defense to the alleged
cause of action on which the judgment is
founded; (3) fraud, accident, or mistake
which prevented the defendant in the
judgment from obtaining the benefit of his
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defense; (4) the absence of fault or
negligence on the part of the defendant;
and (5) the absence of any adequate
remedy at law." 114 F.3d 484, 487 (CA5
1997).

In its view, the settlement agreement could therefore
be set aside. Second, the Court of Appeals concluded that
the QTA conferred jurisdiction. The QTA includes a
12-year statute [*42] of limitations, which begins to run
from the date the plaintiff knows or should have known
about the claim of the United States. 28 U.S.C. §
2409a(g). The Court of Appeals noted that the
respondents knew about the Government's claim for more
than 12 years before it filed this suit, but concluded that
the 12-year statute was subject to equitable tolling and
should be tolled in this case.

Satisfied as to its jurisdiction, the Court of Appeals
then addressed the merits. Relying on the Boudreau grant,
the Court concluded that the "United States has no
legitimate claim to the land [and that] the validity of the
Beggerlys' title is a legal certainty." 114 F.3d at 489. It
therefore vacated the settlement agreement and remanded
the case to the District Court with instructions that it
enter judgment quieting title in favor of respondents. One
judge dissented. We granted certiorari, 522 U.S. 1038,
118 S. Ct. 679, 139 L. Ed. 2d 628 (1998), and now
reverse.

The Government's primary contention is that the
Court of Appeals erred in concluding that it had
jurisdiction over respondents' 1994 suit. It first attacks
the lower court's conclusion that jurisdiction was
established because the suit was an "independent action"
within the meaning of Rule 60(b). The Government
argues that an "independent action" must be supported by
an independent source of jurisdiction, and, in the case of
a suit against the United States, an independent waiver of
sovereign immunity. Whereas the District Court had
jurisdiction over the original Adams litigation because the
United States was the plaintiff, 28 U.S.C. § 1345, there
was no statutory basis for the Beggerlys' 1994 action, and
the District [***38] Court was therefore correct to have
dismissed it.

We think the Government's position is inconsistent
with the history and language of Rule 60(b). Prior to the
1937 adoption of the Federal Rules of Civil Procedure,
the availability of relief from a judgment or order turned

on whether the court was still in the same "term" in
which the challenged judgment was entered. If it was, the
judge "had plenary [*43] power . . . to modify his
judgment for error of fact or law or even revoke it
altogether." Zimmern v. United States, 298 U.S. 167,
169-170, 80 L. Ed. 1118, 56 S. Ct. 706 (1936). If the term
had expired, resort had to be made to a handful of writs,
the precise contours of which were "shrouded in
[**1866] ancient lore and mystery." Advisory
Committee's Notes on 1946 Amdt. to Fed. Rule Civ.
Proc. 60, 28 U.S.C. App., p. 787. [HN1] The new Federal
Rules of Civil Procedure did away with the notion that
the continuation or expiration of a term of court had any
affect on a court's power. Fed. Rule Civ. Proc. 6(c),
rescinded 1966. New Rule 60(b) 1 sought to establish a
new system to govern requests to reopen judgments. The
original Rule 60(b) provided:

"(b) Mistake; Inadvertence; Surprise;
Excusable Neglect. On motion the court,
upon such terms as are just, may relieve a
party or his legal representative from a
judgment, order, or proceeding taken
against him through his mistake,
inadvertence, surprise, or excusable
neglect. The motion shall be made within
a reasonable time, but in no case
exceeding six months after such judgment,
order, or proceeding was taken. A motion
under this subdivision does not affect the
finality of a judgment or suspend its
operation. This rule does not limit the
power of a court (1) to entertain an action
to relieve a party from a judgment, order,
or proceeding, or (2) to set aside within
one year, as provided in Section 57 of the
Judicial Code, U.S.C., Title 28, § 118, a
judgment obtained against a defendant not
actually personally notified." Fed. Rule
Civ. Proc. 60(b) (1940).

1 Rule 60(a) dealt then, as it deals now, with
relief from clerical mistakes in judgments.

In the years following the adoption of the Rules,
however, courts differed over whether the new Rule 60(b)
provided the exclusive means for obtaining
post-judgment relief, or whether the writs that had been
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used prior to the adoption of [*44] the Federal Rules
still survived. This problem, along with several others,
was addressed in the 1946 Amendment to Rule 60(b).
The 1946 Amendment revised the Rule to read
substantially as it reads now:

(b) Mistakes; Inadvertence; Excusable
Neglect; Newly Discovered Evidence;
Fraud, Etc. On motion and upon such
terms as are just, the court may relieve a
party or a party's legal representative from
a final judgment, order, or proceeding for
the following reasons: (1) mistake,
inadvertence, surprise, or excusable
neglect; (2) newly discovered evidence
which by due diligence could not have
been discovered in time to move for a new
trial under Rule 59(b); (3) fraud (whether
heretofore denominated intrinsic or
extrinsic), misrepresentation, or other
misconduct of an adverse party; (4) the
judgment [***39] is void; (5) the
judgment has been satisfied, released, or
discharged, or a prior judgment upon
which it is based has been reversed or
otherwise vacated, or it is no longer
equitable that the judgment should have
prospective application; or (6) any other
reason justifying relief from the operation
of the judgment. The motion shall be
made within a reasonable time, and for
reasons (1), (2), and (3) not more than one
year after the judgment, order, or
proceeding was entered or taken. A
motion under this subdivision (b) does not
affect the finality of a judgment or
suspend its operation. This rule does not
limit the power of a court to entertain an
independent action to relieve a party from
a judgment, order, or proceeding, or to
grant relief to a defendant not actually
personally notified as provided in Title 28,
U.S.C., § 1655, or to set aside a judgment
for fraud upon the court. Writs of coram
nobis, coram vobis, audita querela, and
bills of review and bills in the nature of a
bill of review, are abolished, and the
procedure for obtaining any relief from a
judgment shall be by motion as prescribed
[*45] in these rules or by an independent

action." Fed. Rule Civ. Proc. 60(b).

[HN2] The new rule thus made clear that nearly all
of the old forms of obtaining relief from a judgment, i.e.,
coram nobis, coram vobis, audita querela, bills of
review, and bills in the nature of review, had been
abolished. The revision made equally clear, however, that
one of the old forms, i.e., the "independent action," 2 still
survived. The Advisory Committee notes confirmed this,
indicating that "if the right to make a motion is lost by the
expiration of the time limits fixed in [**1867] these
rules, the only other procedural remedy is by a new or
independent action to set aside a judgment upon those
principles which have heretofore been applied in such an
action." Advisory Committee Notes, supra, at 787.

2 This form of action was also referred to as an
"original action."

The "independent action" sounded in equity. While
its precise contours are somewhat unclear, it appears to
have been more broadly available than the more narrow
writs that the 1946 Amendment abolished. One case that
exemplifies the category is Pacific R. Co. v. Missouri
Pacific R. Co., 111 U.S. 505, 28 L. Ed. 498, 4 S. Ct. 583
(1884). 3

3 The authorities that the Advisory Committee
cited in its notes accompanying the 1946
amendment to the Rule list Pacific as an example
of this cause of action. Moore & Rogers, Federal
Relief from Civil Judgments, 55 Yale L. J. 623,
656 (1946); 3 J. Moore & J. Friedman, Moore's
Federal Practice 3257, n. 12 (1938).

In Pacific the underlying suit had resulted in a court
decree foreclosing a mortgage on railroad property and
ordering its sale. This Court enforced the decree and
shortly thereafter the railroad company whose property
had been foreclosed filed a bill to impeach for fraud the
foreclosure decree that had just been affirmed. The bill
alleged that the plaintiffs in the underlying suit had
conspired with the attorney and directors of the plaintiff
in the subsequent suit to ensure that the property would
be forfeited. The plaintiff in the subsequent suit was a
Missouri corporation, and it [*46] named several other
Missouri citizens as defendants in its bill seeking relief
from the prior judgment.

[***40] [***LEdHR3] [3]When the matter reached
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this Court, we rejected the contention that the federal
courts had no jurisdiction over the bill because the
plaintiff and several of the defendants were from the
same State. We first noted that there was no question as
to the court's jurisdiction over the underlying suit, and
then said:

"On the question of jurisdiction the
[subsequent] suit may be regarded as
ancillary to the [prior] suit, so that the
relief asked may be granted by the court
which made the decree in that suit, without
regard to the citizenship of the present
parties . . . . The bill, though an original
bill in the chancery sense of the word, is a
continuation of the former suit, on the
question of the jurisdiction of the Circuit
Court." 111 U.S. at 522.

Even though there was no diversity, the Court relied on
the underlying suit as the basis for jurisdiction and
allowed the independent action to proceed. [HN3] The
Government is therefore wrong to suggest that an
independent action brought in the same court as the
original lawsuit requires an independent basis for
jurisdiction.

[***LEdHR1B] [1B]This is not to say, however, that
the requirements for a meritorious independent action
have been met here. If relief may be obtained through an
independent action in a case such as this, where the most
that may be charged against the Government is a failure
to furnish relevant information that would at best form
the basis for a Rule 60(b)(3) motion, the strict 1-year time
limit on such motions would be set at naught. [HN4]
Independent actions must, if Rule 60(b) is to be
interpreted as a coherent whole, be reserved for those
cases of "injustices which, in certain instances, are
deemed sufficiently gross to demand a departure" from
rigid adherence to the doctrine of res judicata.
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 244, 88 L. Ed. 1250, 64 S. Ct. 997 (1944). [*47]

Such a case was Marshall v. Holmes, 141 U.S. 589,
35 L. Ed. 870, 12 S. Ct. 62 (1891), in which the plaintiff
alleged that judgment had been taken against her in the
underlying action as a result of a forged document. The
Court said:

"According to the averments of the

original petition for injunction . . . the
judgments in question would not have
been rendered against Mrs. Marshall but
for the use in evidence of the letter alleged
to be forged. The case evidently intended
to be presented by the petition is one
where, without negligence, laches or other
fault upon the part of petitioner,
[respondent] has fraudulently obtained
judgments which he seeks, against
conscience, to enforce by execution." Id.,
at 596.

[**1868] The sense of these expressions is that, under
the Rule, an independent action should be available only
to prevent a grave miscarriage of justice. In this case, it
should be obvious that respondents' allegations do not
nearly approach this demanding standard. Respondents
allege only that the United States failed to "thoroughly
search its records and make full disclosure to the Court"
regarding the Boudreau grant. App. 23. Whether such a
claim might succeed under Rule 60(b)(3) we need not
now decide; it surely would work no "grave miscarriage
of justice," and perhaps no miscarriage of justice at
[***41] all, to allow the judgment to stand. We therefore
hold that the Court of Appeals erred in concluding that
this was a sufficient basis to justify the reopening of the
judgment in the Adams litigation. 4

4 We therefore need not address the additional
requirement that evidence of the Boudreau grant
would have changed the outcome of the original
action. See, e.g., Pickford v. Talbott, 225 U.S.
651, 657, 56 L. Ed. 1240, 32 S. Ct. 687 (1912).

The Court of Appeals did not, however, merely
reopen the Adams litigation. It also directed the District
Court to quiet title to the property in the respondents'
favor. The Court of Appeals believed that the QTA, 28
U.S.C. § 2409a, provided jurisdiction to do this. [HN5]
The QTA permits "plaintiffs [*48] to name [the United
States] as a party defendant in civil actions to adjudicate
title disputes involving real property in which the United
States claims an interest." Block v. North Dakota ex rel.
Board of Univ. and School Lands, 461 U.S. 273, 275-276,
75 L. Ed. 2d 840, 103 S. Ct. 1811 (1983). The QTA
includes an express 12-year statute of limitations, which
begins to run from the date upon which the plaintiff's
cause of action accrued. An action under the QTA "shall
be deemed to have accrued on the date the plaintiff or his
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predecessor in interest knew or should have known of the
claim of the United States." § 2409a(g).

[***LEdHR2B] [2B]The Court of Appeals
acknowledged that the Beggerlys had known about the
Government's claim to the land since at least 1979, more
than 12 years before they filed this action in 1994. It
concluded that the suit was not barred, however, because
the QTA's statute of limitations was subject to equitable
tolling, and that, "in light of the diligence displayed by
the [respondents] in seeking the truth and pursuing their
rights," equity demanded that the statute be tolled in this
case. 114 F.3d at 489. In our view, the Court of Appeals
was wrong in deciding that equitable tolling is available
in a QTA suit.

[***LEdHR2C] [2C] [***LEdHR4] [4]Equitable
tolling is not permissible where it is inconsistent with the
text of the relevant statute. United States v. Brockamp,
519 U.S. 347, 136 L. Ed. 2d 818, 117 S. Ct. 849 (1997).
Here, the QTA, by providing that the statute of
limitations will not begin to run until the plaintiff "knew
or should have known of the claim of the United States,"
has already effectively allowed for equitable tolling. See
Irwin v. Department of Veterans Affairs, 498 U.S. 89, 96,
111 S. Ct. 453, 112 L. Ed. 2d 435 (1990) ("We have
allowed equitable tolling in situations where the claimant
has actively pursued his judicial remedies by filing a
defective pleading during the statutory period, or where
the complainant has been induced or tricked by his
adversary's misconduct into allowing the filing deadline
to pass"). Given this fact, and the unusually generous
[*49] nature of the QTA's limitations time period,
extension of the statutory period by additional equitable
tolling would be unwarranted. This is particularly true
given that the QTA deals with ownership of land. It is of
special importance that landowners know with certainty
what their rights are, and the period during which those
rights may be subject to challenge. Equitable tolling of
the already generous statute of limitations incorporated in
the QTA would throw a cloud of uncertainty over these
rights, and we hold that it is incompatible with the Act.

[***42] The judgment of the Court of Appeals' is
therefore reversed, and the case is remanded for further
proceedings consistent with this opinion.

It is so ordered.

CONCUR BY: STEVENS

CONCUR

JUSTICE STEVENS, with whom JUSTICE
SOUTER joins, concurring.

[**1869] As the Court correctly observes, the text
of the Quiet Title Act, 28 U.S.C. § 2409a(g), expressly
allows equitable tolling by providing that the statute of
limitations will not begin to run until the plaintiff or the
plaintiff's predecessor "knew or should have known of
the claim of the United States." Because the Beggerlys
were aware of the Government's claim more than 12
years before they filed this action, the Court correctly
holds that there is no basis for any additional equitable
tolling in this case. We are not confronted with the
question whether a doctrine such as fraudulent
concealment or equitable estoppel might apply if the
Government were guilty of outrageous misconduct that
prevented the plaintiff, though fully aware of the
Government's claim of title, from knowing of her own
claim. Those doctrines are distinct from equitable tolling,
see 4 C. Wright & A. Miller, Federal Practice and
Procedure § 1056 (Supp. 1998); cf. United States v.
Locke, 471 U.S. 84, 94, n. 10, 85 L. Ed. 2d 64, 105 S. Ct.
1785 (1985) (referring separately to estoppel and
equitable tolling), and conceivably might [*50] apply in
such an unlikely hypothetical situation. The Court need
not (and, therefore, properly does not) address that quite
different type of case. Accordingly, I join the Court's
opinion without reservation.
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CASE SUMMARY:

PROCEDURAL POSTURE: The Court granted
certiorari to review an order of the United States Court of
Appeals for the Ninth Circuit, which recalled a mandate

denying defendant any further petitions for writs of
habeas corpus on his conviction for rape and murder and
vacated his death sentence.

OVERVIEW: Defendant was convicted of rape and
murder and sentenced to death. After numerous petitions
for writs of habeas corpus, the court of appeals issued a
mandate denying further writs. Following consideration
for certiorari, scheduling of an execution date, and an
exhaustive clemency review, and only two days before
the scheduled execution, the court of appeals recalled the
mandate, affirmed the grant of the first writ, vacated the
death sentence, and remanded more than 13 years after
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the conviction. The Court reversed, reinstating the
mandate, finding that the negligence of two judges in
expressing their views regarding rehearing en banc was
insufficient grounds to frustrate the state interest in
finality. The Court found that, although the recall was not
barred by 28 U.S.C.S. § 2244(b) as being based on a
successive petitions, it was a grave abuse of discretion
because it was not done to avoid a miscarriage of justice
where a finding of defendant's innocence was never made
under the "more likely than not" showing necessary to
vacate his conviction of rape or the "clear and
convincing" showing necessary to vacate his death
sentence.

OUTCOME: The judgment recalling a mandate denying
defendant any further petitions for writs of habeas corpus
on his conviction for rape and murder and vacating his
death sentence was reversed and the mandate reinstated.
The Court held that the court of appeals abused its
discretion because judicial negligence was insufficient
grounds for the recall and it was not done to avoid a
miscarriage of justice based on a finding of actual
innocence.

CORE TERMS: en banc, rape, murder, habeas petition,
finality, miscarriage of justice, innocence, abuse of
discretion, special circumstance, sua sponte, apartment,
prisoner, federal habeas, successive, convincing,
informant, scheduled, death penalty, sentence, rape
conviction, death sentence, evidence presented,
misunderstanding, convicted, recalling, recalled, wrist,
habeas corpus, successive application, handcuff

LexisNexis(R) Headnotes

Criminal Law & Procedure > Appeals > Extraordinary
Writs
[HN1] The courts of appeals are recognized to have an
inherent power to recall their mandates, subject to review
for an abuse of discretion. In light of "the profound
interests in repose" attaching to the mandate of a court of
appeals, however, the power can be exercised only in
extraordinary circumstances. The sparing use of the
power demonstrates it is one of last resort, to be held in
reserve against grave, unforeseen contingencies.

Criminal Law & Procedure > Appeals > Extraordinary

Writs
[HN2] The promptness with which a court acts to correct
its mistakes is evidence of the adequacy of its grounds for
reopening the case.

Criminal Law & Procedure > Habeas Corpus >
Successive Petitions > Bars > Prior Determinations
[HN3] See 28 U.S.C.S. § 2244(b)(1).

Criminal Law & Procedure > Habeas Corpus >
Successive Petitions > General Overview
[HN4] See 28 U.S.C.S. § 2244(b)(2).

Criminal Law & Procedure > Habeas Corpus >
Successive Petitions > Bars > Prior Determinations
[HN5] In a 28 U.S.C.S. § 2254 case, a prisoner's motion
to recall the mandate on the basis of the merits of the
underlying decision can be regarded as a second or
successive application for purposes of 28 U.S.C.S. §
2244(b). Otherwise, petitioners could evade the bar
against relitigation of claims presented in a prior
application, § 2244(b)(1), or the bar against litigation of
claims not presented in a prior application, § 2244(b)(2).
If the court grants such a motion, its action is subject to
Antiterrorism and Effective Death Penalty Act of 1996,
110 Stat. 1217, irrespective of whether the motion is
based on old claims (in which case § 2244(b)(1) would
apply) or new ones (in which case § 2244(b)(2) would
apply).

Criminal Law & Procedure > Habeas Corpus >
Successive Petitions > General Overview
[HN6] As a textual matter, 28 U.S.C.S. § 2244(b) applies
only where the court acts pursuant to a prisoner's
"application." This carries implications for cases where a
motion to recall the mandate is pending, but the court
instead recalls the mandate on its own initiative. Whether
these cases are subject to § 2244(b) depends on the
underlying basis of the court's action. If, in recalling the
mandate, the court considers new claims or evidence
presented in a successive application for habeas relief, it
is proper to regard the court's action as based on that
application. In these cases, § 2244(b)(2) applies
irrespective of whether the court characterizes the action
as sua sponte.

Criminal Law & Procedure > Habeas Corpus >
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Procedure > General Overview
[HN7] In light of the profound societal costs that attend
the exercise of habeas jurisdiction, the court imposes
significant limits on the discretion of federal courts to
grant habeas relief.

Criminal Law & Procedure > Habeas Corpus >
Procedure > General Overview
[HN8] A state's interests in finality are compelling when
a federal court of appeals issues a mandate denying
federal habeas relief. At that point, having in all
likelihood borne for years "the significant costs of federal
habeas review," the state is entitled to the assurance of
finality. When lengthy federal proceedings have run their
course and a mandate denying relief has issued, finality
acquires an added moral dimension. To unsettle these
expectations is to inflict a profound injury to the powerful
and legitimate interest in punishing the guilty, an interest
shared by the state and the victims of crime alike.

Criminal Law & Procedure > Habeas Corpus >
Procedure > General Overview
[HN9] In cases where a court of appeals recalls its
mandate to revisit the merits of its earlier decision
denying habeas relief, the state's interests in finality are
all but paramount, without regard to whether the court of
appeals predicates the recall on a procedural
misunderstanding or some other irregularity occurring
prior to its decision. The prisoner has already had
extensive review of his claims in federal and state courts.
In the absence of a strong showing of "actual innocence,"
the state's interests in actual finality outweigh the
prisoner's interest in obtaining yet another opportunity for
review.

Criminal Law & Procedure > Habeas Corpus >
Procedural Default > Actual Innocence & Miscarriage
of Justice > Miscarriage of Justice
[HN10] The miscarriage of justice exception is concerned
with actual as compared to legal innocence. Courts
emphasize "the narrow scope" of the exception.

Criminal Law & Procedure > Habeas Corpus >
Procedural Default > Actual Innocence & Miscarriage
of Justice > Exceptions to Default
Criminal Law & Procedure > Habeas Corpus >
Procedural Default > Actual Innocence & Miscarriage

of Justice > Proof of Innocence
Evidence > Procedural Considerations > Burdens of
Proof > Clear & Convincing Proof
[HN11] Although demanding in all cases, the precise
scope of the miscarriage of justice exception depends on
the nature of the challenge brought by the habeas
petitioner. If the petitioner asserts his actual innocence of
the underlying crime, he must show it is more likely than
not that no reasonable juror would have convicted him in
light of the new evidence presented in his habeas petition.
If, on the other hand, a capital petitioner challenges his
death sentence in particular, he must show "by clear and
convincing evidence" that no reasonable juror would
have found him eligible for the death penalty in light of
the new evidence.

Criminal Law & Procedure > Sentencing > Adjustments
Criminal Law & Procedure > Sentencing > Capital
Punishment > General Overview
Criminal Law & Procedure > Habeas Corpus >
Procedural Default > Actual Innocence & Miscarriage
of Justice > Miscarriage of Justice
[HN12] When a capital petitioner challenges his
underlying capital murder conviction on the basis of an
element that functions essentially as a sentence enhancer,
the "clear and convincing" standard applies to the claim.
Thus, to the extent a capital petitioner claims he did not
kill the victim, the "more likely than not" standard
applies. To the extent a capital petitioner contests the
special circumstances rendering him eligible for the death
penalty, the "clear and convincing" standard applies,
irrespective of whether the special circumstances are
elements of the offense of capital murder or, as here,
mere sentencing enhancers.

DECISION:

Federal Court of Appeals held to have abused its
discretion when, 2 days before scheduled execution of
accused under California death sentence, court recalled
mandate which had denied all habeas corpus relief to
accused.

SUMMARY:

In 1983, in a California trial court, a jury (1)
convicted an accused of the rape and first-degree murder
of a victim; and (2) found the special circumstance,
making the accused eligible for the death penalty, of
murder during the commission of rape. The jury then

Page 182



recommended a death sentence, which the trial judge
imposed. The accused was unsuccessful on direct review
and in three attempts at state habeas corpus relief. In
addition, the accused filed, in the United States District
Court for the Central District of California, his first
federal habeas corpus petition. In 1995, the District Court
(1) denied relief as to the murder conviction; but (2)
granted relief as to the rape conviction and the rape
special circumstance, on the theory that the accused's
attorney had rendered ineffective assistance as to the rape
charge; and (3) ruled that the accused's death sentence
was invalid. In 1996, a panel of the United States Court
of Appeals for the Ninth Circuit (1) affirmed the denial of
relief as to the murder conviction; (2) reversed the grant
of relief as to the rape conviction and rape special
circumstance, for the panel expressed the view that the
accused could not demonstrate prejudice from his
attorney's performance; and (3) reinstated the death
sentence. The accused filed a petition for rehearing and
suggestion for rehearing en banc, which circulated to
each active judge of the Court of Appeals. On March 9,
1997, the panel (1) denied the rehearing petition; (2)
rejected the en banc suggestion, as the panel indicated
that no judge in active service had requested a vote to
rehear the matter en banc; and (3) reissued the panel's
1996 opinion with minor changes (109 F3d 1358, 1996
US App LEXIS 38503). On June 2, 1997, the United
States Supreme Court denied certiorari (520 US ____,
138 L Ed 2d 188, 117 S Ct 2426). On June 11, the Court
of Appeals issued a mandate denying all habeas corpus
relief. The state scheduled the accused's execution for
August 5. The accused filed a fourth state habeas corpus
petition, a District Court motion for relief from judgment,
and a motion for the Court of Appeals to recall its
mandate, all of which efforts claimed that there was new
evidence that the accused and the victim had engaged in
consensual sex. The state petition was denied on July 16,
the District Court motion was denied on July 25, and the
Court of Appeals panel (122 F3d 28, 1997 US App LEXIS
20009) denied the recall motion on July 28. Moreover, on
July 31, the governor of California denied clemency to
the accused. However, on August 3--2 days before the
accused's scheduled execution--the Court of Appeals,
acting en banc, issued a decision which recalled the June
11 mandate, affirmed the District Court's grant of relief
as to the accused's rape conviction and rape special
circumstance, vacated the death sentence, and ordered a
remand, as the en banc court expressed the view that (1)
the recall was on the court's own motion and on the basis
of the claims and evidence presented in the accused's first

federal habeas corpus petition; (2) the court had
considered whether to recall the mandate sooner, but had
chosen to wait until the conclusion of the state judicial
proceedings; (3) in the absence of some procedural
misunderstandings--apparently including a mishandled
law clerk transition in one judge's chambers and the
failure of another judge to notice the panel's proposed
rejection of the en banc suggestion--the court would have
called for en banc review of the underlying decision
before issuing the mandate denying relief; (4) the panel
decision would lead to a miscarriage of justice; and (5)
the accused's attorney had rendered ineffective assistance
as to the rape conviction and rape special circumstance,
to the accused's prejudice (120 F3d 1045, 1997 US App
LEXIS 24912).

On certiorari, the Supreme Court reversed the Court
of Appeals' judgment and remanded the case with
instructions to reinstate the June 11, 1997, mandate
denying habeas corpus relief to the accused. In an opinion
by Kennedy, J., joined by Rehnquist, Ch. J., and
O'Connor, Scalia, and Thomas, JJ., it was held that (1)
even though the Court of Appeals' recall of the mandate
did not contravene the letter of the restrictions in 28
USCS 2244(b) concerning second or successive federal
habeas corpus applications, the Court of Appeals had (a)
to exercise its discretion in a manner consistent with the
objects of the statute, and (b) to be guided by the general
principles underlying the Supreme Court's habeas corpus
jurisprudence; (2) where a Court of Appeals, on its own
motion, recalls its mandate in order to revisit the merits
of an earlier decision denying habeas corpus relief to a
state prisoner, the court abuses its discretion unless it acts
to avoid a miscarriage of justice, as defined by the
Supreme Court's habeas corpus jurisprudence with
respect to the prisoner's actual innocence; and (3) in the
case at hand, the recall action was a grave abuse of
discretion, where (a) even by standards of general
application, the recall decision rested on the most
doubtful of grounds, and (b) the state's judgment would
not result in a miscarriage of justice, in that (i) the
accused made no appreciable effort to assert his
innocence of the murder, and (ii) on the basis of the
record of his first federal habeas corpus petition, the
accused's evidence supporting his actual innocence of
rape did not meet the "more likely than not" showing
necessary to vacate his rape conviction, much less the
"clear and convincing" showing necessary to vacate his
sentence of death.
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Souter, J., joined by Stevens, Ginsburg, and Breyer,
JJ., dissenting, expressed the view that--on the
assumption that the en banc Court of Appeals, in
recalling the June 11 mandate, acted on the court's own
and in the interest of the integrity of the court's appellate
process--(1) while the timing of the en banc court's
actions was a matter for regret, that was not the ground
on which the Supreme Court based its reversal; (2) the
Supreme Court instead employed a new and erroneous
standard to review the recall; and (3) under the traditional
and flexible standard of reviewing for an abuse of
discretion, the en banc Court of Appeals did not abuse its
discretion in recalling the June 11 mandate.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

APPEAL §1738

state death sentence -- recall of mandate denying
federal habeas corpus relief -- grounds --

Headnote:[1A][1B][1C][1D][1E][1F][1G][1H]

A Federal Court of Appeals' recall action is a grave
abuse of discretion when, 2 days before the scheduled
execution of an accused, the court, acting en banc and
assertedly on its own motion, recalls a mandate of the
court in order to grant the accused habeas corpus relief,
where (1) about 13 years before the recall, a state trial
judge sentenced the accused to death after a jury (a)
convicted the accused of the rape and first-degree murder
of a victim, (b) found the special circumstance, making
the accused eligible for the death penalty, of murder
during the commission of rape, and (c) recommended the
death sentence; (2) the mandate in question (a) was
issued about 2 months before the recall, (b) denied all
relief to the accused with respect to his first federal
habeas corpus petition, and (c) followed prior decisions
by a Court of Appeals panel that were adverse to the
accused and that, among other matters, rejected a
suggestion for rehearing en banc; (3) even by standards
of general application, the recall decision rests on the
most doubtful of grounds, as (a) some asserted procedural
misunderstandings in the Court of Appeals--apparently
including a mishandled law clerk transition in one judge's
chambers and the failure of another judge to notice the
panel's proposed rejection of the en banc
suggestion--constitute the slightest of bases for setting
aside the deep-rooted policy in favor of the repose of

judgments, (b) the en banc court compounds its error
when it delays the recall for more than 4 months after the
alleged misunderstandings take place, while, in heavy
reliance on the mandate, the United States Supreme Court
denies the accused's petition for certiorari, the state
schedules the accused's execution, and the state's
governor denies clemency after an exhaustive review, and
(c) with respect to comity, the en banc court, rather than
focusing on the state judicial branch's interest in
considering a meritless fourth state habeas corpus petition
by the accused, should consider as well the more vital
interests of the state's executive branch; (4) the costs
imposed by the recall are as severe as any that can be
imposed in federal habeas corpus review; and (5) the
state's judgment will not result in a miscarriage of justice,
in that (a) the accused makes no appreciable effort to
assert his innocence of the murder, and (b) on the basis of
the record of his first federal habeas corpus petition, the
accused's evidence supporting his actual innocence of
rape does not meet the "more likely than not" showing
necessary to vacate his rape conviction, much less the
"clear and convincing" showing necessary to vacate his
sentence of death. (Souter, Stevens, Ginsburg, and
Breyer, JJ., dissented from this holding.)

[***LEdHN2]

APPEAL §1738

recall of mandate -- basis -- habeas corpus --

Headnote:[2A][2B][2C]

A Federal Court of Appeals' recall, assertedly on its
own motion, of a mandate--which denied all habeas
corpus relief to an accused with respect to his first federal
habeas corpus petition--does not contravene the letter of
the restrictions in 28 USCS 2244(b), as amended by the
Antiterrorism and Effective Death Penalty Act of 1996,
concerning second or successive federal habeas corpus
applications, where (1) even though the accused, who is
under a state death sentence, has filed a motion to recall
the mandate on the basis of some claimed new evidence,
the Court of Appeals, in ordering the recall, specifically
recites that the court is acting on the exclusive basis of
the accused's first federal habeas corpus petition; (2) the
court's recitation is not disproved by consideration of
matters presented in a later filing; and (3) thus, the court
will be deemed to have acted on the accused's first
application, rather than a successive one.
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[***LEdHN3]

APPEAL §1736

recall of mandate -- habeas corpus -- limits --

Headnote:[3A][3B][3C]

In order to determine whether a Federal Court of
Appeals abuses its discretion in recalling a mandate
which denied all habeas corpus relief to an
accused--given that the accused seeks relief from a
criminal judgment entered in state court--the recall must
be measured not only against standards of general
application, but also against the statutory and
jurisprudential limits applicable in federal habeas corpus
cases; even where the accused's case is not governed by
the precise terms of the restrictions in 28 USCS 2244(b),
as amended by the Antiterrorism and Effective Death
Penalty Act of 1996, concerning second or successive
federal habeas corpus applications, the Court of Appeals
must (1) exercise its discretion as to the recall in a
manner consistent with the objects of the statute, and (2)
be guided by the general principles underlying the United
States Supreme Court's habeas corpus jurisprudence.

[***LEdHN4]

APPEAL §1738

recall of mandate -- habeas corpus -- miscarriage of
justice --

Headnote:[4A][4B][4C][4D][4E][4F]

Where a Federal Court of Appeals, on its own
motion, recalls its mandate in order to revisit the merits
of an earlier decision denying habeas corpus relief to a
state prisoner, the court abuses its discretion unless it acts
to avoid a miscarriage of justice, as defined by the United
States Supreme Court's habeas corpus jurisprudence with
respect to the prisoner's actual innocence, for (1) such a
situation does not involve (a) a recall to correct mere
clerical errors in the judgment itself, (b) fraud upon the
court, or (c) the stay of a mandate pending disposition of
a suggestion for rehearing en banc; (2) in such a situation,
the state's interests in finality (a) are all but paramount,
and (b) in the absence of a strong showing of actual
innocence, outweigh the prisoner's interest in obtaining
yet another opportunity for review; (3) the
miscarriage-of-justice standard (a) accommodates the
need to allow courts to remedy actual injustice, (b)

recognizes that at some point, the state must be allowed
to exercise its sovereign power to punish offenders, (c)
comports with the values and purposes underlying 28
USCS 2244(b)--which, as amended by the Antiterrorism
and Effective Death Penalty Act of 1996, restricts second
or successive federal habeas corpus applications--even
though the standard is somewhat more lenient than one
such restriction, (d) is objective in content, well defined
in the case law, and familiar to federal courts, and (e)
thus, is not only a just but also a sound and workable
means of channeling the discretion of federal habeas
corpus courts; and (4) the rules applicable in all cases
where a Court of Appeals recalls its mandate further
insure that the practice is limited to the most rare and
extraordinary case.

[***LEdHN5]

APPEAL §1736

recall of mandate --

Headnote:[5]

Federal Courts of Appeals have an inherent power to
recall their mandates, subject to review for an abuse of
discretion; however, in light of the profound interests in
repose attaching to the mandate of a Court of Appeals,
the recall power can be exercised in only extraordinary
circumstances; the sparing use of the recall power
demonstrates that it is one of last resort, to be held in
reserve against grave and unforeseen contingencies.

[***LEdHN6]

APPEAL §1737

recall of mandate -- promptness -- grounds --

Headnote:[6]

For purposes of determining whether a Federal Court
of Appeals acts within its discretion in recalling a
mandate, the promptness with which a court acts to
correct its mistakes is evidence of the adequacy of the
court's grounds for reopening the case.

[***LEdHN7]

COURTS §765

comity --
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Headnote:[7]

With respect to a federal court's consideration of
comity, comity is not limited to the judicial branch of a
state government.

[***LEdHN8]

APPEAL §1738

recall of mandate -- basis -- habeas corpus --

Headnote:[8]

If, in a habeas corpus case, a Federal Court of
Appeals grants a state prisoner's motion to recall a
mandate on the basis of the merits of the underlying
decision, then the recall action is subject to the
restrictions in 28 USCS 2244(b), as amended by the
Antiterrorism and Effective Death Penalty Act of 1996,
concerning second or successive federal habeas corpus
applications--irrespective of whether the prisoner's
motion is based on old claims, in which case 28 USCS
2244(b)(1) applies, or on new claims, in which case 28
USCS 2244(b)(2) applies--for otherwise, state prisoners
could evade (1) 2244(b)(1)'s general bar against the
litigation of claims presented in a prior application, or (2)
2244(b)(2)'s general bar against the litigation of claims
not presented in a prior application.

[***LEdHN9]

APPEAL §1738

recall of mandate -- basis -- habeas corpus --

Headnote:[9]

Where a motion by a state prisoner is pending to
recall a Federal Court of Appeals' mandate in a habeas
corpus case, but where the court instead recalls the
mandate on the court's own initiative, the answer to
whether the case is subject to the restrictions in 28 USCS
2244(b), as amended by the Antiterrorism and Effective
Death Penalty Act of 1996, concerning second or
successive federal habeas corpus applications depends on
the underlying basis of the court's own action, given that
as a textual matter, 2244(b) applies only where the court
acts pursuant to a prisoner's "application"; if the court, in
recalling the mandate, considers new claims or evidence
presented in a second or successive application for habeas
corpus relief, then (1) it is proper to regard the court's

action as based on that application, and (2) in such a case,
28 USCS 2244(b)(2)'s general bar against the litigation of
new claims applies irrespective of whether the court
characterizes the action as one on the court's own motion.

[***LEdHN10]

HABEAS CORPUS §16

state prisoners -- federal relief --

Headnote:[10]

The significant limits which the United States
Supreme Court has found it necessary to impose on the
discretion of federal courts to grant habeas corpus relief
to state prisoners reflect the Supreme Court's enduring
respect for a state's interest in the finality of convictions
that have survived direct review within the state court
system, where finality (1) is essential to both the
retributive and the deterrent functions of criminal law, (2)
enhances the quality of judging, and (3) serves to
preserve the federal balance.

[***LEdHN11]

HABEAS CORPUS §111

successive applications -- restrictions --

Headnote:[11]

28 USCS 2244(b)--which, as amended by the
Antiterrorism and Effective Death Penalty Act of 1996
(AEDPA), restricts second or successive federal habeas
corpus applications--is grounded in respect for the
finality of criminal judgments; AEDPA's central concern
is that the merits of concluded criminal proceedings not
be revisited in the absence of a strong showing of actual
innocence.

[***LEdHN12]

HABEAS CORPUS §118

actual innocence -- evidence --

Headnote:[12]

For purposes of determining whether to allow federal
habeas corpus review, the narrow exception for a
miscarriage of justice is concerned with actual as
compared to legal innocence; in order to be credible, a
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claim of actual innocence must be based upon reliable
evidence not presented at trial.

[***LEdHN13]

HABEAS CORPUS §120

actual innocence -- burden of proof --

Headnote:[13]

For purposes of determining whether to allow federal
habeas corpus review, the precise scope of the exception
for a miscarriage of justice depends upon the nature of
the challenge brought by the petitioner; if a petitioner
asserts the petitioner's actual innocence of the underlying
crime, then the petitioner must show that it is more likely
than not that no reasonable juror would have convicted
the petitioner in light of the new evidence presented in
the petitioner's habeas corpus petition; on the other hand,
if a capital petitioner challenges the petitioner's death
sentence in particular, then the petitioner must show by
clear and convincing evidence that no reasonable juror
would have found the petitioner eligible for the death
penalty in light of the new evidence; in addition, when a
capital petitioner challenges the petitioner's underlying
capital murder conviction on the basis of an element that
functions essentially as a sentence enhancer, the standard
of clear and convincing evidence applies to the claim;
thus, (1) to the extent that a capital petitioner claims that
the petitioner did not kill the victim, the "more likely than
not" standard applies, and (2) to the extent that a capital
petitioner contests the special circumstances rendering
the petitioner eligible for the death penalty, the standard
of clear and convincing evidence applies, irrespective of
whether the special circumstances are (a) elements of the
offense of capital murder, or (b) mere sentencing
enhancers.

[***LEdHN14]

APPEAL §1738

recall of mandate -- habeas corpus -- actual
innocence --

Headnote:[14A][14B][14C][14D][14E]

On the basis of the record of an accused's first
federal habeas corpus petition, for purposes of
determining whether a Federal Court of Appeals abused
its discretion in recalling a mandate which denied all

habeas corpus relief to the accused--who was sentenced
to death by a state trial judge after a jury (1) convicted the
accused of the rape and first-degree murder of a victim,
(2) found the special circumstance, making the accused
eligible for the death penalty, of murder during the
commission of rape, and (3) recommended the death
sentence--the accused's evidence supporting his actual
innocence of rape does not meet the "more likely than
not" showing necessary to vacate his rape conviction,
much less the "clear and convincing" showing necessary
to vacate his sentence of death, where (1) at trial, the state
presented ample evidence to show that the accused raped
the victim; (2) when the accused chose to testify at trial,
his own testimony was devastating to his defense; (3) the
accused's habeas corpus evidence to impeach the
credibility of two jailhouse informants--who testified at
trial that the accused had confessed to them the rape and
murder--provides no basis for finding a miscarriage of
justice, in view of the other evidence of rape and the
substantial impeachment evidence already presented at
trial; and (4) in view of the totality of evidence of the
accused's guilt, it cannot be said that no reasonable juror
would have convicted the accused if presented with some
habeas corpus testimony by a pathologist on the accused's
behalf.

[***LEdHN15]

APPEAL §1738

recall of mandate -- basis -- habeas corpus --

Headnote:[15]

For purposes of determining whether there was a
miscarriage of justice that would support a Federal Court
of Appeals' recall of a mandate which, with respect to an
accused's first federal habeas corpus petition, denied all
relief to the accused--who was sentenced to death by a
state trial judge after a jury (1) convicted the accused of
the rape and first-degree murder of a victim, (2) found the
special circumstance, making the accused eligible for the
death penalty, of murder during the commission of rape,
and (3) recommended the death sentence--the record of
the petition governs whether the accused has
demonstrated actual innocence of rape, where (1) the
Court of Appeals, in acting assertedly on its own motion,
based the recall decision on only the claims and evidence
presented in the petition; and (2) if the Court of Appeals
had considered additional evidence or claims presented in
a later motion by the accused to recall the mandate, then
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the recall decision would have been subject to the
restrictions in 28 USCS 2244(b), as amended by the
Antiterrorism and Effective Death Penalty Act of 1996,
concerning second or successive federal habeas corpus
applications.

SYLLABUS

In 1983, respondent Thompson was convicted of
rape and murder and sentenced to death in a California
state court. The special circumstance of murder during
the commission of rape made him eligible for the death
penalty. In ruling on his first federal habeas petition in
1995, the District Court, inter alia, granted relief on his
rape conviction and the rape special circumstance, thus
invalidating his death sentence. A Ninth Circuit panel
reversed the grant in June 1996, and it denied
Thompson's petition for rehearing and suggestion for
hearing en banc in March 1997. In June, Thompson's
certiorari petition was denied, and the Ninth Circuit
issued a mandate denying all habeas relief. The State then
set an August execution date, and the State Supreme
Court denied Thompson's fourth state habeas petition.
Two days before the execution, however, the en banc
Ninth Circuit recalled its mandate sua sponte, based on
claims and evidence presented in Thompson's first habeas
petition. The court had delayed action in the interests of
comity until the conclusion of his fourth state habeas
proceeding. It asserted it had recalled the mandate
because procedural misunderstandings at the court
prevented it from calling for en banc review before the
mandate issued, and because the original panel's decision
would lead to a miscarriage of justice. In granting habeas
relief, the court found that Thompson was denied
effective assistance of counsel at trial by his attorney's
failure to contest the conclusions of the State's forensic
expert and to impeach the credibility of two jailhouse
informants.

Held:

1. The courts of appeals' inherent power to recall
their mandates, subject to review for an abuse of
discretion, Hawaii Housing Authority v. Midkiff, 463 U.S.
1323, 1324, 77 L. Ed. 2d 1426, 104 S. Ct. 7
(REHNQUIST, J., in chambers), is a power of last resort,
to be held in reserve against grave, unforeseen
circumstances. The Ninth Circuit's recall decision rests
on the most doubtful of grounds. Even if its en banc
process somehow malfunctioned, the court compounded

the error by delaying further action for more than four
months after the alleged misunderstandings occurred. The
promptness with which a court acts to correct its mistakes
is evidence of the adequacy of its grounds for reopening
the case. Here, just two days before the scheduled
execution, the court recalled a judgment on which the
State, not to mention this Court, had placed heavy
reliance. It is no answer for the court to assert it delayed
action in the interests of comity when it considered only
the State Supreme Court's interest in resolving
Thompson's fourth habeas petition and not the more vital
interests of California's executive branch. Pp. 10-13.

2. The recall was consistent with the letter of the
Antiterrorism and Effective Death Penalty Act of 1996
(AEDPA), which sets limits on successive federal habeas
applications. Since the court's specific recitation that it
acted on the exclusive basis of Thompson's first federal
petition is not disproved by consideration of matters
presented in a later filing, the court is deemed to have
acted on the first, rather than a successive, application.
Although AEDPA's terms do not govern this case, a court
of appeals must exercise its discretion in a manner
consistent with the objects of that statute and, in a habeas
case, must be guided by the general principles underlying
this Court's habeas jurisprudence. Pp. 13-15.

3. The recall was a grave abuse of discretion. Pp.
15-26.

(a) "The profound societal costs that attend the
exercise of habeas jurisdiction," Smith v. Murray, 477
U.S. 527, 539, 91 L. Ed. 2d 434, 106 S. Ct. 2661, make it
necessary to impose significant limits on the federal
courts' discretion to grant habeas relief. These limits
reflect the Court's enduring respect for "the State's
interest in the finality of convictions that have survived
direct [state-court] review." Brecht v. Abrahamson, 507
U.S. 619, 635, 123 L. Ed. 2d 353, 113 S. Ct. 1710.
Finality is essential to the criminal law's retributive and
deterrent functions, and it enhances the quality of
judging. It also serves to preserve the federal balance, for
"a [State's power] to pass laws means little if the State
cannot enforce them." McCleskey v. Zant, 499 U.S. 467,
491, 113 L. Ed. 2d 517, 111 S. Ct. 1454. A State's finality
interests are compelling when a federal court of appeals
issues a mandate denying federal habeas relief. Only with
an assurance of real finality can the State execute its
moral judgment and can victims of crime move forward
knowing the moral judgment will be carried out.
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Unsettling these expectations inflicts a profound injury to
the "powerful and legitimate interest in punishing the
guilty," Herrera v. Collins, 506 U.S. 390, 421, 122 L. Ed.
2d 203, 113 S. Ct. 853 (O'CONNOR, J., concurring), an
interest shared by the State and crime victims alike. In
these circumstances, the prisoner has already had
extensive review of his claims in federal and state courts.
In the absence of a strong showing of actual innocence,
the State's interests in actual finality outweigh the
prisoner's interest in obtaining yet another opportunity for
review. Pp. 15-18.

(b) Unless it acts to avoid a miscarriage of justice as
defined by this Court's habeas jurisprudence, a federal
court of appeals abuses its discretion when it sua sponte
recalls its mandate to revisit the merits of an earlier
decision denying habeas relief to a state prisoner. This
standard is altogether consistent with AEDPA's central
concern that the merits of concluded criminal
proceedings not be revisited in the absence of a strong
actual innocence showing. The rules applicable in all
cases where the court recalls its mandate further ensure
the practice is limited to the most rare and extraordinary
case. Moreover, like other applicable habeas standards,
this rule is objective in content, well defined in the case
law, and familiar to federal courts. McCleskey, 499 U.S.
at 496. Pp. 18-19.

(c) The miscarriage of justice standard was not met
in this case. The standard is concerned with actual as
compared to legal innocence. Sawyer v. Whitley, 505 U.S.
333, 339, 120 L. Ed. 2d 269, 112 S. Ct. 2514. To be
credible, the claim must be based on reliable evidence not
presented at trial. Schlup v. Delo, 513 U.S. 298, 324, 130
L. Ed. 2d 808, 115 S. Ct. 851. A petitioner asserting his
actual innocence of the underlying crime must show "it is
more likely than not that no reasonable juror would have
convicted him in light of the new evidence" presented in
his habeas petition. Id., at 327. A capital petitioner
challenging his death sentence in particular must show
"by clear and convincing evidence" that no reasonable
juror would have found him eligible for the death penalty
in light of the new evidence. Sawyer, supra, at 348.
Thompson's claims fail under either standard. The record
of his first federal habeas petition governs his actual
innocence claim. He presents little evidence to undermine
the trial evidence. The prosecution presented ample
evidence showing that he committed rape, and his own
testimony -- riddled with inconsistencies and falsehoods
-- was devastating. Neither the additional evidence he

presented to impeach the credibility of two jailhouse
informants nor a pathologist's testimony disputing
opinions of prosecution trial witnesses meets the "more
likely than not" showing necessary to vacate his
stand-alone rape conviction, much less the "clear and
convincing" showing necessary to vacate his death
sentence. There is no basis for a miscarriage of justice
finding. Pp. 19-26.

120 F.3d 1045, reversed and remanded.

COUNSEL: Holly D. Wilkens argued the cause for
petitioner.

Gregory A. Long argued the cause for respondent.

JUDGES: KENNEDY, J., delivered the opinion of the
Court, in which REHNQUIST, C. J., and O'CONNOR,
SCALIA, and THOMAS, JJ., joined. SOUTER, J., filed a
dissenting opinion, in which STEVENS, GINSBURG,
and BREYER, JJ., joined.

OPINION BY: KENNEDY

OPINION

[***738] [**1494] [*541] JUSTICE KENNEDY
delivered the opinion of the Court.

[***LEdHR1A] [1A] [***LEdHR2A] [2A]
[***LEdHR3A] [3A] [***LEdHR4A] [4A]Thomas M.
Thompson was convicted in California state court of the
rape and murder of Ginger Fleischli. More than 15 years
after the crime, 13 years after Thompson's conviction,
and 7 years after Thompson filed his first petition for
federal habeas relief, the United States Court of Appeals
for the Ninth Circuit issued its mandate denying the writ
of habeas corpus. Two days before Thompson's
scheduled execution, however, the Court of Appeals,
sitting en banc, recalled the mandate and granted habeas
relief to Thompson. The case presents two issues: First,
whether the Court of Appeals' order recalling its mandate
violated 28 U.S.C. A. § 2244(b) (Supp. 1997), as
amended by the Antiterrorism and Effective Death
Penalty Act of 1996 (AEDPA), Pub. L. 104-132, 110
Stat. 1217; and second, whether the [*542] order was an
abuse of the court's discretion. The recall of the mandate
was not controlled by the precise terms of AEDPA, but
this does not save the order, which, we hold, was a grave
abuse of discretion.
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I

A

Thompson met his 20-year old victim, Ginger
Fleischli, in the summer of 1981. Fleischli shared a
Laguna Beach studio apartment with David Leitch, with
whom she had an intermittent sexual relationship. In
August of that year, Fleischli moved out and Thompson
moved in. Fleischli took up residence with Tracy Leitch,
the former wife of David Leitch.

On September 11, 1981, at about 7:30 p. m.,
Fleischli and Tracy Leitch encountered Thompson and
David Leitch at a pizza parlor. Fleischli told Tracy Leitch
she was afraid Thompson might kill her if she were left
alone with him. The group later went to a bar together,
but David [***739] and Tracy Leitch soon departed. At
9:30 p. m., Afshin Kashani joined Thompson and
Fleischli, drinking with both of them and smoking
hashish with Thompson. The trio went to a second bar
before walking to Thompson's apartment around 1 a.m.
At about 2 a.m., after Fleischli had gone to a nearby
liquor store to buy soda, Thompson told Kashani he
wanted to have sexual intercourse with Fleischli that
night. He assured Kashani, however, that Kashani could
"have" Fleischli after Thompson and David Leitch left for
Thailand to smuggle refugees and drugs back to the
United States. App. 7.

Before Fleischli returned to the apartment, Kashani
began walking to his truck, which seems to have been left
at a local bar. On the way, Kashani realized he had
forgotten his cigarettes. He returned to the apartment,
where Thompson met him at the door. Thompson
appeared nervous and made Kashani wait outside while
Thompson retrieved the cigarettes. After returning to his
truck, Kashani looked for [*543] Fleischli at a nearby
liquor store and, not finding her, went home.

Tracy Leitch visited Thompson's apartment the
morning of September 12, asking where Fleischli was.
Lying, Thompson said she had left the Sandpiper Inn
with Kashani the night before. At a party that evening,
Tracy Leitch again asked Thompson where Fleischli was.
In response, Thompson described [**1495] Fleischli in
the past tense, saying he had liked her. The next day,
Tracy Leitch filed a missing person's report with the local
police department.

On September 14, police found Fleischli's body

buried in a field 10 miles from the apartment shared by
Thompson and David Leitch. The body was wrapped in
rope as well as a sleeping bag and blanket, both taken
from the apartment. Fleischli's head was wrapped with
duct tape, two towels, a sheet, and her jacket. She had
been stabbed five times in the head near the right ear. The
body was bruised on the ankles, palms, and left wrist; the
right wrist was crushed. Fleischli's shirt and bra had been
cut down the middle and pulled to her elbows, restraining
her arms and exposing her breasts. She had on
unbuttoned jeans, but no underwear, shoes, or socks. A
vaginal swab revealed semen consistent with Thompson's
blood type.

Police found two footprints near the body, one
smooth and one with a wavy pattern matching a shoe
worn by David Leitch. Fibers from the blanket around the
body were identical to fibers found in the trunk of David
Leitch's car. The rope around the body was smeared with
paint from the car's trunk. Other fibers matched the carpet
in the apartment, which was stained with Fleischli's
blood.

On or around the day police found the body,
Thompson and David Leitch went to Mexico. Leitch
returned to the United States, but Mexican authorities
arrested Thompson on September 26, 1981. He had
handcuffs with him. When questioned by police after his
return to the United States, Thompson claimed Fleischli
had left his apartment with Kashani [*544] the night of
the murder. He also said Fleischli had been stabbed in the
head, though this information had not yet been made
public. He further claimed not to have had sex with
Fleischli, but later asserted they had engaged in
consensual sex.

We next recount the lengthy procedural history of
the case.

[***740] B

On November 4, 1983, an Orange County Superior
Court jury convicted Thompson of the first-degree
murder and forcible rape of Fleischli. The jury made a
special finding that "the homicide of Ginger Lorraine
Fleischli was an intentional killing personally committed
by the defendant Thomas Martin Thompson." 45 Cal. 3d
86, 117, n. 23, 753 P.2d 37, 56, n. 23, 246 Cal. Rptr. 245
(1988). The jury further found the special circumstance
of murder during the commission of rape, making
Thompson eligible for the death penalty. After penalty
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phase proceedings the jury was unanimous in
recommending a capital sentence, which the trial judge
imposed. In a later trial, a different jury found David
Leitch guilty of second-degree murder for his role in
Fleischli's slaying.

On April 28, 1988, the California Supreme Court
unanimously affirmed Thompson's rape and murder
convictions and the jury's finding of the rape special
circumstance. The court also affirmed Thompson's death
sentence, with two of seven justices dissenting. The
dissenters concurred in the affirmance of the murder and
rape convictions and the rape special circumstance, but
asserted the jury's sentencing recommendation had been
influenced in an improper manner by evidence that
Thompson had solicited the murder of David Leitch. Id.,
at 144-145, 753 P.2d at 74-75. Thompson petitioned for
rehearing, which the court denied in June 1988.
Thompson also filed a petition for certiorari with this
Court, which we denied. 488 U.S. 960 (1988).

Thompson filed his first state habeas petition, which
the California Supreme Court denied in March 1989.
Thompson [*545] filed a federal habeas petition in
January 1990. The District Court held Thompson's
petition in abeyance while Thompson pursued
unexhausted claims in state court. In January 1991, the
California Supreme Court denied Thompson's second
state habeas petition. In February 1993, the California
Supreme Court denied Thompson's third state habeas
petition.

In November 1993, the United States District Court
for the Central District of California [**1496] held an
evidentiary hearing on the claims raised in Thompson's
federal habeas petition. In an order dated March 28, 1995,
the District Court granted habeas [*546] relief as to the
rape conviction and rape special circumstance and denied
relief as to the murder conviction. In the District Court's
view, Thompson's trial attorney rendered ineffective
assistance of counsel as to the rape charge. The District
Court cited two failings by the attorney. First, the court
held, counsel failed to contest certain of the conclusions
offered by the State's forensic expert at trial. Second, the
court determined, counsel should have impeached the
credibility of two jailhouse informants to a greater extent
than he did. In the District Court's view, these failings
prejudiced Thompson under the rule of Strickland v.
Washington, 466 U.S. 668, 80 L. Ed. 2d 674, 104 S. Ct.
2052 (1984). Having granted relief as to the rape special

circumstance, the District Court ruled Thompson's death
sentence was invalid. As to the murder conviction, the
District Court rejected Thompson's claim he had been
prejudiced by what Thompson alleged were
inconsistencies between the prosecution's theories at his
trial and the later trial of David Leitch. Having read the
transcripts of both [***741] trials, the Court found "the
trials differed mainly in emphasis." App. 71.

The timing of later federal proceedings is critical to
the issues we now resolve. On June 19, 1996, a
unanimous three-judge panel of the Court of Appeals
reversed the District Court's grant of habeas relief as to
the rape conviction and rape special circumstance,
affirmed the denial of habeas relief as to the murder
conviction, and reinstated Thompson's death sentence.
Noting that "the State presented strong evidence of rape"
at Thompson's trial, 109 F.3d 1358, 1365 (1997), the
court held that, irrespective of whether the performance
of Thompson's counsel was deficient in the manner
Thompson alleged, Thompson could not demonstrate
prejudice under Strickland.

On August 5, 1996, Thompson filed a petition for
rehearing and suggestion for rehearing en banc, which
circulated to "each active judge" of the court. See U.S.
Court of Appeals for the Ninth Circuit General Orders
5.4(a)(1), p. 30 (Aug. 1997). In an order dated March 6,
1997, the original panel denied the petition and rejected
the suggestion, observing that "the full court has been
advised of the suggestion for rehearing en banc and no
judge in active service has requested a vote to rehear the
matter en banc." App. 137. In the same order, the panel
reissued its opinion in the case with minor changes.
Thompson filed a petition for certiorari with this Court,
which we denied on June 2, 1997. 520 U.S. . The Court
of Appeals issued its mandate denying all habeas relief in
Thompson's case on June 11, 1997. In response, the State
of California scheduled Thompson's execution for August
5, 1997.

Thompson filed a fourth state habeas petition on July
3, 1997. In it, he alleged David Leitch had stated in a
parole hearing that he had witnessed Thompson and
Fleischli engaged in what appeared to be consensual
intercourse on the night of Fleischli's murder. The
California Supreme Court denied the petition on July 16,
1997.

On July 22, 1997, Thompson filed a motion with the
Court of Appeals to recall its mandate denying habeas
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relief. The following day, Thompson filed a motion in
United States District Court for relief from judgment
pursuant to Federal Rule of Civil Procedure 60(b). In
support of both motions, Thompson cited Leitch's alleged
statement that he had seen Thompson and Fleischli
engaged in consensual sex.

[*547] The District Court denied Thompson's Rule
60(b) motion on July 25, 1997. The court construed the
motion to be a successive petition under 28 U.S.C. § 2244
as amended by AEDPA, ruling that Thompson "must not
be permitted to utilize a Rule 60(b) motion to make an
end-run around the requirements" of AEDPA. App. 170.
The court observed that the alleged new statement by
Leitch conflicted with Thompson's own account of the
specifics of his encounter with Fleischli, the physical
evidence in the case, and the previous stories told by
Leitch himself. Thus, the court held, Thompson
"certainly cannot make the requisite showing that he is
actually innocent such that his execution [**1497]
would be a miscarriage of justice." Id., at 188.

The Court of Appeals denied Thompson's motion to
recall the mandate on July 28, 1997. Two days [***742]
later, however, the full court voted to consider en banc
whether to recall its earlier mandate "to consider whether
the panel decision of our court would result in a
fundamental miscarriage of justice." 120 F.3d 1042,
1043. The court scheduled oral argument on this question
for August 1, 1997, four days before Thompson's
scheduled execution.

Meanwhile, on July 29, 1997, the Governor of
California held a hearing on whether to grant clemency to
Thompson. In addition to the arguments presented by
Thompson's attorneys during the hearing, the Governor
reviewed "the materials submitted on [Thompson's]
behalf, the petition and letters signed by supporters of
clemency, the submissions of the Orange County District
Attorney, the letters of the trial judge concerning
clemency," all the court opinions in Thompson's case,
and "the materials and recommendation provided to [him]
by the Board of Prison Terms." App. to Brief for
Criminal Justice Legal Foundation as Amicus Curiae
2a-3a (Decision of Governor Pete Wilson). In an
comprehensive decision dated July 31, 1997, the
Governor found Thompson "had not remotely
approached making any" showing of innocence of rape or
murder. Id., at 16a. The [*548] Governor agreed with
the view of the judge who presided over Thompson's

trial, that "it would be an absolute tragedy and a travesty
of justice to even seriously consider clemency in this
case." Ibid. (internal quotation marks omitted). Clemency
was denied.

Two days before Thompson was to be executed, a
divided en banc panel of the Court of Appeals recalled
the court's mandate of June 11, 1997. This action came
53 days after the mandate had issued and almost a full
year after Thompson had filed his suggestion for
rehearing en banc. The Court of Appeals asserted it did
not recall the mandate on the basis of Thompson's later
motion for recall, but did so sua sponte, on the basis of
the claims and evidence presented in Thompson's first
federal habeas petition. Thus, the court said, its "recall of
the mandate is not predicated on any new evidence or
claims Thompson raises in his motion to recall the
mandate." 120 F.3d 1045, 1049, n. 3. The court stated it
had considered whether to recall the mandate sooner, but
had chosen to wait until the conclusion of Thompson's
state court proceedings before taking action.

The court presented two bases for recalling its earlier
mandate. First, the court asserted that, absent certain
"procedural misunderstandings within [the] court," it
would have called for en banc review of the underlying
decision before issuing the mandate denying relief. Id.,
at 1047. These procedural misunderstandings included a
mishandled law clerk transition in one judge's chambers
and the failure of another judge to notice that the original
panel had issued its opinion in the case. Id., at 1067
(Kozinski, J., dissenting). Second, the en banc court
asserted the decision of the original panel "would lead to
a miscarriage of justice." Id., at 1048.

Having recalled the mandate in Thompson's case, the
en banc court went on to address the merits of his first
federal habeas petition. The court held that Thompson's
trial counsel had provided ineffective assistance as to the
rape charge [*549] and rape special circumstance, to the
defendant's prejudice. A plurality of [***743] the court
would have granted habeas relief on the additional
ground of inconsistent theories by the prosecution at his
trial and the later trial of David Leitch. The majority
made no effort to determine whether Thompson was
actually innocent of the rape and murder of Fleischli. The
court nonetheless affirmed the District Court's grant of
the writ as to the rape conviction and rape special
circumstance, vacated Thompson's death sentence, and
further "remanded the question of the murder conviction
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for [the District Court's] initial consideration in light of
our vacatur of the rape conviction." Id., at 1060. Thus,
almost 16 years after Fleischli's murder, the Ninth Circuit
directed the District Court to "enter the partial writ unless
the State elects to retry Thompson within a reasonable
time." Ibid.

[**1498] Four judges dissented. Judge Hall argued
the majority's decision allowed Thompson to evade
AEDPA's restrictions on successive petitions. Id., at
1064-1066. Judge Kozinski detailed the circumstances
which led the majority to find its en banc process had
malfunctioned. He asserted that, contrary to the majority's
conclusion, the court's en banc process "operated just as
it's supposed to." Id., at 1067. In a third dissenting
opinion, Judge Kleinfeld recited in detail the evidence of
Thompson's guilt of rape. Id., at 1073.

Within hours of the Court of Appeals' order recalling
its mandate, the State of California filed with this Court a
second petition for a writ of mandamus, which we
construed as a petition for certiorari. We granted the
petition, 521 U.S. (1997), and now reverse.

II

[***LEdHR5] [5]Although some Justices have
expressed doubt on the point, see, e.g., United States v.
Ohio Power Co., 353 U.S. 98, 102-103, 1 L. Ed. 2d 683,
77 S. Ct. 652 (1957) (Harlan, J., dissenting), [HN1] the
courts of appeals are recognized to have an inherent
power to recall their mandates, subject to review for an
abuse of discretion. Hawaii [*550] Housing Authority v.
Midkiff, 463 U.S. 1323, 1324, 77 L. Ed. 2d 1426, 104 S.
Ct. 7 (1983) (REHNQUIST, J., in chambers); see also
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 249-250, 88 L. Ed. 1250, 64 S. Ct. 997 (1944). In
light of "the profound interests in repose" attaching to
the mandate of a court of appeals, however, the power
can be exercised only in extraordinary circumstances. 16
C. Wright, A. Miller, & E. Cooper, Federal Practice and
Procedure § 3938, p. 712 (2d ed. 1996). The sparing use
of the power demonstrates it is one of last resort, to be
held in reserve against grave, unforeseen contingencies.

[***LEdHR1B] [1B]The en banc majority asserted
extraordinary circumstances justified its order recalling
the mandate in Thompson's case because, "but for
procedural misunderstandings by some judges of this
court, an en banc call would have been made and voted

upon at the ordinary time." 120 F.3d at 1048.As noted
earlier, the original panel issued its decision denying
habeas relief on June 19, 1996, and Thompson filed a
petition for rehearing and suggestion for rehearing en
banc on August 5, 1996. On January 17, 1997, the panel
notified the full court of its intention to reject the
suggestion. 120 F.3d at 1067 (Kozinski, J., dissenting).
The panel reissued its earlier opinion with minor
revisions on March 6, 1997. In the March 6 order,
[***744] the panel also denied Thompson's petition for
rehearing and rejected his suggestion for rehearing en
banc. The panel observed that, although the full court had
been advised of Thompson's suggestion, no judge in
active service had requested a vote to rehear the case en
banc within the time specified in the General Orders of
the Ninth Circuit. App. 137.

It appears from Judge Kozinski's opinion that the
following events also transpired. On March 12, 1997, an
off-panel judge wrote to the panel, requesting an
opportunity to make a belated call for a vote to rehear the
case en banc. The judge stated that the panel's decision
had been "circulated shortly before a law clerk transition"
in the judge's chambers, and that "the old and new law
clerks assigned to the [*551] case failed to
communicate." 120 F.3d at 1067 (dissenting opinion).
Another judge seconded the request and asked: "Was [the
panel's January 17, 1997, notice of intention to reject the
suggestion for rehearing en banc] circulated? Did I miss
it?" Ibid. The author of the panel opinion denied the
request for a belated en banc call, explaining that the
requesting judges had been notified two months earlier of
the panel's intention to reject Thompson's suggestion, 120
F.3d at 1067-1068, which itself had circulated to every
active judge of the court on August 5, 1996.

The panel stayed the issuance of its mandate pending
Thompson's petition to this Court for certiorari review.
We denied Thompson's petition on June 2, 1997. 520
U.S. . The Court of Appeals issued its mandate on June
11, 1997. According to the en banc majority, "[a] sua
sponte request to consider en banc whether to recall the
mandate was made shortly thereafter, even before the
mandate was spread in the district court." [**1499] 120
F.3d at 1049. "In the interests of comity," however, the
court delayed further action until the California Supreme
Court had denied Thompson's fourth state petition for
habeas relief. Ibid. It was not until August 3, 1997 -- two
days before Thompson was scheduled to be executed --
that the Ninth Circuit voted to recall its mandate.
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Measured even by standards of general application,
the Court of Appeals' decision to recall the mandate rests
on the most doubtful of grounds. A mishandled law clerk
transition in one judge's chambers, and the failure of
another judge to notice the action proposed by the
original panel, constitute the slightest of bases for setting
aside the "deep rooted policy in favor of the repose of
judgments." Hazel-Atlas Glass Co., supra, at 244. This
is especially true where the only consequence of the
oversights was the failure of two judges to contribute
their views to a determination that had been given full
consideration on the merits by a panel of the court.

[***LEdHR1C] [1C] [***LEdHR6] [6] [*552] Even
if the Ninth Circuit's en banc process did somehow
malfunction -- which is itself open to question, see 120
F.3d at 1067 (Kozinski, J., dissenting) ("The process
operated just as it's supposed to") -- the court only
compounded its error when it delayed further action for
more than four months after the alleged
misunderstandings took place. [HN2] The promptness
with which a court acts to correct its mistakes is evidence
of the adequacy of its grounds for reopening the case. In
[***745] this case, the two judges first revealed their
oversights to the full court in March 1997. At that point
the two judges remained free to "request that the [full]
court vote to suspend" its time limits for voting to rehear
the case en banc. See Ninth Circuit General Orders 11.11,
at 83. They chose not to do so, instead waiting another
four months to make what was, in effect, an identical
request. The Court of Appeals for all practical purposes
lay in wait while this Court acted on the petition for
certiorari, the State scheduled a firm execution date for
Thompson, and the Governor conducted an exhaustive
clemency review. Then, only two days before Thompson
was scheduled to be executed, the court came forward to
recall the judgment on which the State, not to mention
this Court, had placed heavy reliance.

[***LEdHR1D] [1D] [***LEdHR7] [7]It is no
answer for the Court of Appeals to assert it delayed
action in the interests of comity. Comity is not limited to
the judicial branch of a state government. In this case, the
executive branch of California's government took
extensive action in reliance on the mandate denying relief
to Thompson. Rather than focus only on the California
Supreme Court's interest in considering Thompson's
fourth (and, as could be predicted, meritless) state habeas
petition, the Court of Appeals should have considered as
well the more vital interests of California's executive

branch.

It would be the rarest of cases where the negligence
of two judges in expressing their views is sufficient
grounds to frustrate the interests of a State of some 32
million persons in enforcing a final judgment in its favor.
Even if this were [*553] a case implicating no more than
ordinary concerns of finality, we would have grave
doubts about the actions taken by the Court of Appeals.

III

[***LEdHR3B] [3B]Thompson's is not an
ordinary case, however, because he seeks relief from a
criminal judgment entered in state court. To decide
whether the Court of Appeals' order recalling the
mandate was proper in these circumstances, we measure
it not only against standards of general application, but
also against the statutory and jurisprudential limits
applicable in habeas corpus cases.

A

[***LEdHR2B] [2B]California argues the Court of
Appeals' recall of its mandate was barred by 28 U.S.C. A.
§ 2244(b) (Supp. 1997) as amended by AEDPA. [HN3]
Section 2244(b)(1) provides: "A claim presented in a
second or successive habeas corpus application under
section 2254 that was presented in a prior application
[**1500] shall be dismissed." [HN4] Subsection
2244(b)(2) provides: "A claim presented in a second or
successive application under section 2254 that was not
presented in a prior application shall be dismissed" unless
a narrow exception applies. The immediate question is
whether the Court of Appeals recalled its mandate on the
basis of a "second or successive application" for habeas
relief.

[***LEdHR8] [8][HN5] In a § 2254 case, a
prisoner's motion to recall the mandate on the basis of the
merits of the underlying decision can be regarded as a
second or successive application for purposes of §
2244(b). Otherwise, petitioners could evade the bar
against relitigation of claims presented in a prior
application, § 2244(b)(1), or the bar [***746] against
litigation of claims not presented in a prior application, §
2244(b)(2). If the court grants such a motion, its action is
subject to AEDPA irrespective of whether the motion is
based on old claims (in which case § 2244(b)(1) would
apply) or new ones (in which case § 2244(b)(2) would
apply).
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[***LEdHR9] [9] [*554] [HN6] As a textual
matter, § 2244(b) applies only where the court acts
pursuant to a prisoner's "application." This carries
implications for cases where a motion to recall the
mandate is pending, but the court instead recalls the
mandate on its own initiative. Whether these cases are
subject to § 2244(b) depends on the underlying basis of
the court's action. If, in recalling the mandate, the court
considers new claims or evidence presented in a
successive application for habeas relief, it is proper to
regard the court's action as based on that application. In
these cases, § 2244(b)(2) applies irrespective of whether
the court characterizes the action as sua sponte.

[***LEdHR2C] [2C]In Thompson's case,
however, the Court of Appeals was specific in reciting
that it acted on the exclusive basis of Thompson's first
federal habeas petition. The court's characterization of its
action as sua sponte does not, of course, prove this point;
had the court considered claims or evidence presented in
Thompson's later filings, its action would have been
based on a successive application, and so would be
subject to § 2244(b). But in Thompson's case the court's
recitation that it acted on the exclusive basis of his first
federal petition is not disproved by consideration of
matters presented in a later filing. Thus we deem the
court to have acted on his first application rather than a
successive one. As a result, the court's order recalling its
mandate did not contravene the letter of AEDPA.

[***LEdHR3C] [3C]Although the terms of
AEDPA do not govern this case, a court of appeals must
exercise its discretion in a manner consistent with the
objects of the statute. In a habeas case, moreover, the
court must be guided by the general principles underlying
our habeas corpus jurisprudence. We now consider those
principles as applied to this case.

B

[***LEdHR10] [10][HN7] In light of "the profound
societal costs that attend the exercise of habeas
jurisdiction," Smith v. Murray, 477 U.S. 527, 539, 91 L.
Ed. 2d 434, 106 S. Ct. 2661 (1986), we have found it
necessary to impose significant [*555] limits on the
discretion of federal courts to grant habeas relief. See,
e.g., McCleskey v. Zant, 499 U.S. 467, 487, 113 L. Ed. 2d
517, 111 S. Ct. 1454 (1991) (limiting "a district court's
discretion to entertain abusive petitions"); Wainwright v.
Sykes, 433 U.S. 72, 90-91, 53 L. Ed. 2d 594, 97 S. Ct.

2497 (1977) (limiting courts' discretion to entertain
procedurally defaulted claims); Teague v. Lane, 489 U.S.
288, 308-310, 103 L. Ed. 2d 334, 109 S. Ct. 1060 (1989)
(plurality opinion of O'CONNOR, J.) (limiting courts'
discretion to give retroactive application to "new rules" in
habeas cases); Brecht v. Abrahamson, 507 U.S. 619,
637-638, 123 L. Ed. 2d 353, 113 S. Ct. 1710 (1993)
(limiting courts' discretion to grant habeas relief on the
basis of "trial error").

These limits reflect our enduring respect for "the
State's interest in the finality of convictions that have
survived direct review within the state court system." Id.,
at 635; accord, [***747] Wood v. Bartholomew, 516
U.S. 1, 8, 133 L. Ed. 2d 1, 116 S. Ct. 7 (1995) (per
curiam); Sawyer v. Whitley, 505 U.S. 333, 338, 120 L.
Ed. 2d 269, 112 S. Ct. 2514 (1992); Keeney v.
Tamayo-Reyes, 504 U.S. 1, 7, 118 L. Ed. 2d 318, 112 S.
Ct. 1715 (1992); McCleskey, 499 U.S. at 491-492;
Teague, supra, at 309; MURRAY v. Carrier, 477 U.S.
478, [**1501] 487, 91 L. Ed. 2d 397, 106 S. Ct. 2639
(1986); ENGLE v. Isaac, 456 U.S. 107, 127, 71 L. Ed. 2d
783, 102 S. Ct. 1558 (1982). Finality is essential to both
the retributive and the deterrent functions of criminal law.
"Neither innocence nor just punishment can be vindicated
until the final judgment is known." McCleskey, supra, at
491. "Without finality, the criminal law is deprived of
much of its deterrent effect." Teague, supra, at 309.

Finality also enhances the quality of judging. There
is perhaps "nothing more subversive of a judge's sense of
responsibility, of the inner subjective conscientiousness
which is so essential a part of the difficult and subtle art
of judging well, than an indiscriminate acceptance of the
notion that all the shots will always be called by someone
else." Bator, Finality in Criminal Law and Federal
Habeas Corpus for State Prisoners, 76 Harv. L. Rev. 441,
451 (1963).

Finality serves as well to preserve the federal
balance. Federal habeas review of state convictions
frustrates "'both the States' sovereign power to punish
offenders and their [*556] good-faith attempts to honor
constitutional rights.'" Murray v. Carrier, supra, at 487
(quoting Engle, supra, at 128). "Our federal system
recognizes the independent power of a State to articulate
societal norms through criminal law; but the power of a
State to pass laws means little if the State cannot enforce
them." McCleskey, 499 U.S. at 491.
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[***LEdHR4B] [4B][HN8] A State's interests in
finality are compelling when a federal court of appeals
issues a mandate denying federal habeas relief. At that
point, having in all likelihood borne for years "the
significant costs of federal habeas review," 499 U.S. at
490-491, the State is entitled to the assurance of finality.
When lengthy federal proceedings have run their course
and a mandate denying relief has issued, finality acquires
an added moral dimension. Only with an assurance of
real finality can the State execute its moral judgment in a
case. Only with real finality can the victims of crime
move forward knowing the moral judgment will be
carried out. See generally Payne v. Tennessee, 501 U.S.
808, 115 L. Ed. 2d 720, 111 S. Ct. 2597 (1991). To
unsettle these expectations is to inflict a profound injury
to the "powerful and legitimate interest in punishing the
guilty," Herrera v. Collins, 506 U.S. 390, 421, 122 L. Ed.
2d 203, 113 S. Ct. 853 (1993) (O'CONNOR, J.,
concurring), an interest shared by the State and the
victims of crime alike.

[***LEdHR1E] [1E]This case well illustrates the
extraordinary costs associated with a federal court of
appeals' recall of its mandate denying federal habeas
relief. By July 31, 1997, to vindicate the laws enacted by
the legislature of the State of California, a jury had
convicted Thompson of rape and murder and
recommended that he be executed; the trial judge had
imposed [***748] a sentence of death; the California
Supreme Court had affirmed Thompson's sentence and on
four occasions refused to disturb it on collateral attack;
and, in a comprehensive and public decision, the
Governor had determined the sentence was just. Relying
upon the mandate denying habeas relief to Thompson, the
State of California had invoked its entire legal and moral
authority in support of executing its judgment. [*557]
Yet, after almost 13 years of state and federal review of
Thompson's conviction and sentence, almost one year
after Thompson filed his petition for rehearing and
suggestion for rehearing en banc, a full 53 days after
issuance of the mandate denying relief, and a mere two
days before Thompson was scheduled to be executed, the
Ninth Circuit recalled its mandate and granted the writ of
habeas corpus. The costs imposed by these actions are as
severe as any that can be imposed in federal habeas
review.

[***LEdHR4C] [4C]We should be clear about the
circumstances we address in this case. We deal not with
the recall of a mandate to correct mere clerical errors in

the judgment itself, similar to those described in Federal
Rule of Criminal Procedure 36 or Federal Rule of Civil
Procedure 60(a). The State can have little interest, based
on reliance or other grounds, in preserving a mandate not
in accordance with the actual decision rendered by the
court. This also is not a case of fraud upon the court,
calling into question the very legitimacy [**1502] of the
judgment. See Hazel-Atlas Glass Co. v. Hartford-Empire
Co., 322 U.S. 238, 88 L. Ed. 1250, 64 S. Ct. 997 (1944).
Nor is this a case where the mandate is stayed under
Federal Rule of Appellate Procedure 41 pending the
court's disposition of a suggestion for rehearing en banc.

Rather, we are concerned with cases where, as here,
a court of appeals recalls its mandate to revisit the merits
of its earlier decision denying habeas relief. [HN9] In
these cases, the State's interests in finality are all but
paramount, without regard to whether the court of
appeals predicates the recall on a procedural
misunderstanding or some other irregularity occurring
prior to its decision. The prisoner has already had
extensive review of his claims in federal and state courts.
In the absence of a strong showing of "actual innocence,"
Murray v. Carrier, supra, at 496, the State's interests in
actual finality outweigh the prisoner's interest in
obtaining yet another opportunity for review.

[*558] Based on these considerations, we hold the
general rule to be that, where a federal court of appeals
sua sponte recalls its mandate to revisit the merits of an
earlier decision denying habeas corpus relief to a state
prisoner, the court abuses its discretion unless it acts to
avoid a miscarriage of justice as defined by our habeas
corpus jurisprudence. The rule accommodates the need to
allow courts to remedy actual injustice while recognizing
that, at some point, the State must be allowed to exercise
its "'sovereign power to punish offenders.'" McCleskey,
supra, at 491 (quoting Murray v. Carrier, supra, at 487).

[***LEdHR4D] [4D] [***LEdHR11] [11]This
standard comports with the values and purposes
underlying AEDPA. Although the Act does not govern
this case, see supra, at 14, [***749] its provisions
"certainly inform our consideration" of whether the Court
of Appeals abused its discretion. Felker v. Turpin, 518
U.S. 651, 663, 135 L. Ed. 2d 827, 116 S. Ct. 2333 (1996).
Section 2244(b) of the statute is grounded in respect for
the finality of criminal judgments. With the exception of
claims based on new rules of constitutional law made
retroactive by this Court, see § 2244(b)(2)(A), a federal
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court can consider a claim presented in a second or
successive application only if the prisoner shows, among
other things, that the facts underlying the claim establish
his innocence by clear and convincing evidence. See §
2244(b)(2)(B). It is true that the miscarriage of justice
standard we adopt today is somewhat more lenient than
the standard in § 2244(b)(2)(B). See, e.g., §
2244(b)(2)(B)(i) (factual predicate for claim must "not
have been discoverable previously through the exercise
of due diligence"). The miscarriage of justice standard is
altogether consistent, however, with AEDPA's central
concern that the merits of concluded criminal
proceedings not be revisited in the absence of a strong
showing of actual innocence. And, of course, the rules
applicable in all cases where the court recalls its mandate,
see supra, at 9-13, further ensure the practice is limited to
the most rare and extraordinary case.

[***LEdHR4E] [4E]

[*559] Like other standards applicable in habeas
cases, moreover, the miscarriage of justice standard is
objective in content, "well-defined in the case law," and
"familiar to federal courts." McCleskey, supra, at 496. It
is indeed the standard the Ninth Circuit determined to
apply in voting to consider en banc whether to recall the
mandate in Thompson's case. See App. 194 (Order of
July 30, 1997) ("The full court has voted to consider
whether to recall the mandate to consider whether the
panel decision of our court would result in a fundamental
miscarriage of justice"). Hence the standard is not only a
just but also "'a sound and workable means of channeling
the discretion of federal habeas courts.'" McCleskey,
supra, at 496 (quoting Murray v. Carrier, supra, at 497).

We now determine whether this standard was met in
Thompson's case.

C

[***LEdHR4F] [4F] [***LEdHR12] [12][HN10] "The
miscarriage of justice exception is concerned with actual
as compared to legal innocence." Sawyer, 505 U.S. at
339. [**1503] We have often emphasized "the narrow
scope" of the exception. 505 U.S. at 340; accord, Harris
v. Reed, 489 U.S. 255, 271, 103 L. Ed. 2d 308, 109 S. Ct.
1038 (1989) (O'CONNOR, J., concurring) ("narrow
exception" for the "'extraordinary case'"). "To be
credible," a claim of actual innocence must be based on
reliable evidence not presented at trial. Schlup v. Delo,
513 U.S. 298, 324, 130 L. Ed. 2d 808, 115 S. Ct. 851

(1995). Given the rarity of such evidence, "'in virtually
every case, the allegation of actual innocence has been
summarily rejected.'" Ibid.

[***LEdHR13] [13][HN11] Although demanding in all
cases, the precise scope of the miscarriage of justice
exception depends on the nature of the challenge brought
[***750] by the habeas petitioner. If the petitioner
asserts his actual innocence of the underlying crime, he
must show "it is more likely than not that no reasonable
juror would have convicted him in light of the new
evidence" presented in his habeas petition. Id., at 327. If,
on the other hand, a capital petitioner challenges his death
sentence [*560] in particular, he must show "by clear
and convincing evidence" that no reasonable juror would
have found him eligible for the death penalty in light of
the new evidence. Sawyer, supra, at 348.

The Sawyer standard has a broader application than
is at first apparent. As the Court explained in Schlup,
[HN12] when a capital petitioner challenges his
underlying capital murder conviction on the basis of an
element that "functions essentially as a sentence
enhancer," the Sawyer "clear and convincing" standard
applies to the claim. Schlup, supra, at 326. Thus, to the
extent a capital petitioner claims he did not kill the
victim, the Schlup "more likely than not" standard
applies. To the extent a capital petitioner contests the
special circumstances rendering him eligible for the death
penalty, the Sawyer "clear and convincing" standard
applies, irrespective of whether the special circumstances
are elements of the offense of capital murder or, as here,
mere sentencing enhancers.

[***LEdHR1F] [1F] [***LEdHR14A] [14A]A
claim like Thompson's could present some difficulty
concerning whether to apply Schlup or Sawyer.
Thompson makes no appreciable effort to assert his
innocence of Fleischli's murder. Instead, he challenges,
first, his rape conviction, and second, the jury's finding of
the special circumstance of rape. The former challenge is
subject to the Schlup "more likely than not" standard; the
latter challenge is subject to the Sawyer "clear and
convincing" standard. In theory, then, it would be
possible to vacate Thompson's stand-alone conviction of
rape but to let stand his conviction of murder and
sentence of death. This anomaly perhaps reflects some
tension between Sawyer and the later-decided Schlup.
The anomaly need not detain us, however, for
Thompson's claims fail under either standard.
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[***LEdHR14B] [14B]At trial, the prosecution
presented ample evidence to show Thompson committed
the rape. A vaginal swab of Fleischli's body revealed
semen consistent with Thompson's blood type. App. 109.
In addition, there was extensive evidence [*561] of
restraint consistent with rape. Dr. Robert Richards, a
pathologist who performed the autopsy on Fleischli and
testified for the prosecution at trial, stated that, at or near
the time of death, Fleischli suffered a crushing injury to
her right wrist with surrounding bruising. Id., at 9.
Deputy Darryl Coder, who in his 23 years as a law
enforcement officer had seen "hundreds" of handcuff
injuries, testified the injury to Fleischli's right wrist was
consistent with injuries caused by handcuffs, a pair of
which were in Thompson's possession when he was
arrested in Mexico. Id., at 13, n. 9. Dr. Richards further
testified that Fleischli had other bruises on her ankles,
palms, left elbow, and left wrist, all of which were caused
at or near the time of death. Id., at 9, 10 Record 1619.
Fleischli's shirt and bra had been cut down the middle
and pulled down to her elbows, exposing her breasts and
[***751] restraining her arms. App. 7, 109. Fleischli's
mouth had been gagged with duct tape. 9 Record 1505,
11 Record 1772.

There was further evidence of rape. As Judge
Kleinfeld noted in dissent, "Fleischli was murdered by
Thompson, a fate more frequent among rape victims than
friendly [**1504] sex partners." 120 F.3d at 1073. Two
jailhouse informants, though discredited to a substantial
extent at trial, testified that Thompson had confessed the
rape (as well as the murder) to them.

As the District Court observed, moreover,
Thompson's own testimony "was devastating to his
defense." App. 51. Contrary to the emphatic advice of
trial counsel, Thompson chose to testify. The result was
by all accounts a disaster for his claim that he did not
rape or murder Fleischli. The prosecution got Thompson
to admit he lied to police after his arrest, when he denied
having sex with Fleischli. He also admitted having lied to
police about Fleischli's whereabouts the night of the
murder, telling them she had left his apartment with
Kashani. When asked about this lie, Thompson replied,
"Mr. Kashani seemed as likely a candidate as anybody
[*562] at that time." 18 Record 2378. He then presented
his most recent, and perhaps most fantastic, account of
the events of the night of the murder. Thompson testified
that, after having consensual sex with Fleischli, he fell
asleep and remained asleep while, not more than six feet

away, someone else stabbed Fleischli five times in the
head, wrapped her head and body with duct tape, two
towels, a sheet, her jacket, a sleeping bag, and a rope,
moved her body from the apartment, and scrubbed the
carpet to remove her blood. The District Court found
Thompson's testimony "was riddled with inconsistencies
and outright falsehoods." App. 51. The District Court
further stated, "Thompson's testimony no doubt affected
the jury's verdict." Id., at 51. The point is beyond dispute;
since Thompson lied about almost every other material
aspect of the case, the jury had good reason to believe he
lied about whether the sex was consensual.

[***LEdHR1G] [1G] [***LEdHR14C] [14C]
[***LEdHR15] [15]Thompson presents little evidence
to undermine the evidence presented at trial. The en banc
court based its decision only on the claims and evidence
presented in Thompson's first petition for federal habeas
relief. Had it considered the additional evidence or claims
presented in Thompson's motion to recall the mandate, of
course, its decision would have been subject to § 2244(b).
See supra, at 14. Hence the record of Thompson's first
federal habeas petition will govern whether he has
demonstrated actual innocence of rape.

[***LEdHR14D] [14D]The evidence in
Thompson's petition falls into two categories. First,
Thompson presented additional evidence to impeach the
credibility of Fink and Del Frate, the jailhouse informants
who testified Thompson confessed the rape and murder to
them. In the case of Fink, Thompson presented additional
evidence of Fink's history as an informant and of law
enforcement favors for Fink. Thompson also presented
statements by law enforcement officials to the effect that
Fink was an unreliable witness. In the case of Del Frate,
Thompson presented evidence that law enforcement
officials [*563] and certain members of Del Frate's
family regarded Del Frate as dishonest, that Del Frate
shared a jail cell with [***752] David Leitch prior to
meeting Thompson, that Del Frate's statements to police
tracked newspaper accounts of the crime, and that Del
Frate neglected to mention at trial his prior convictions
for grand theft and distribution of hallucinogens without a
license.

This impeachment evidence provides no basis for
finding a miscarriage of justice. As in Sawyer, the
evidence is a step removed from evidence pertaining to
the crime itself. 505 U.S. at 348. It tends only to impeach
the credibility of Fink and Del Frate. To find that these
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matters in all probability would have altered the outcome
of Thompson's trial, we should have to assume, first, that
there was little evidence of rape apart from the
informant's testimony; and second, that the jury accepted
the informants' testimony without reservation. The former
assumption is belied by the evidence recited above. The
latter one is belied by the substantial impeachment
evidence Thompson's attorney did introduce.

With regard to Fink, Thompson's trial counsel
presented the following evidence: Fink had four prior
felony convictions and had spent a total of 14 years in
prison at the time of trial. He used heroin on a frequent
basis during the 15 years preceding trial, including the
period in which he gave his statement to police. He lied
about his identity [**1505] as a matter of routine. He
acted as an informant on numerous other occasions,
including one occasion where he informed on another
inmate to gain protective custody in prison. He requested
and received a transfer to another penal facility in
exchange for his statement against Thompson. And he
admitted being unable to explain why criminals
confessed to him with such frequency.

With regard to Del Frate, Thompson's trial counsel
presented the following evidence: Del Frate had served
time for second degree murder and credit card forgery. At
the time [*564] of trial, Del Frate faced felony charges
in Ohio and California. Del Frate admitted claiming
another murderer confessed to him during the period in
which Thompson confessed to him. He also admitted
changing his account of Thompson's confession to him
numerous times. Given the trial evidence impeaching
each informant, we would disrespect the jury in
Thompson's case if we were to find that, had it been
presented with still more impeachment evidence, it would
have reached a different verdict.

In support of his first federal habeas petition,
Thompson also presented the opinions of Dr. Irving Root,
a pathologist who testified on Thompson's behalf during
the evidentiary hearing in Federal District Court. Dr.
Root disputed certain of the opinions offered by Dr.
Richards and Deputy Coder at trial. First, Dr. Root
disagreed with Deputy Coder's conclusion that the
crushing injury to Fleischli's left wrist was caused by
handcuffs. Dr. Root stated the injury was unlike handcuff
injuries he had seen on other corpses. 1 Tr. 52-54, 62-63
(Aug. 5, 1997). He did not, however, offer any alternative
explanation as to how the injury might have been caused.

Second, Dr. Root disputed Dr. Richards' conclusions
regarding the bruises on Fleischli's body. Dr. Root opined
the bruises to Fleischli's ankles and left wrist were caused
at least 11 hours before death. Id., at 47-50. He further
[***753] stated the bruises to Fleischli's palms were the
result of lividity, i.e., the settling of blood by gravity after
death. Id., at 48. Third, Dr. Root noted there had been
"infrequent" sperm on the vaginal swab of Fleischli's
body. Id., at 63. Dr. Root suggested this finding could be
the result of low sperm count for the male, or douching or
drainage after intercourse. Ibid. He further suggested the
other evidence in the case ruled out the possibility of
drainage. Id., at 63-64. He did not, however, opine as to
whether low sperm count or douching was the more
probable of the remaining possibilities. Finally, Dr. Root
summarized his testimony [*565] by agreeing "there
was remarkably little in the way of trauma to the
decedent's body." Id., at 52.

Dr. Root's testimony provides no occasion for
disturbing the findings of the jury in Thompson's case.
His testimony that the crushing injury to Fleischli's wrist
was not caused by handcuffs is far from compelling,
given Deputy Coder's extensive experience with handcuff
injuries (albeit with living persons) and Dr. Root's failure
to offer any alternative explanation as to how the
crushing injury might have occurred. His testimony that
the other bruises to Fleischli's body were caused well
before death is more plausible. Unlike Dr. Richards,
however, Dr. Root based his conclusions not on his own
examination of the body, but on his review of the record
of Dr. Richards' examination. See id., at 70. It is
improbable, moreover, that Fleischli had been walking
about with bruises all over her body, without any witness
having noticed her condition in the days and hours before
Thompson murdered her. As for the infrequent sperm on
the vaginal swab, Dr. Root himself suggested the cause
might have been low sperm count for the male, a
possibility consistent with rape. Id., at 63. Finally, Dr.
Root's assessment of the overall trauma to the body was
to a large extent consistent with Dr. Richards' testimony
at trial. For instance, Dr. Richards testified there was no
evidence of vaginal tearing or bruising in Fleischli's case,
though he indicated (and Dr. Root did not dispute) there
was no such evidence in the majority of rape cases. 10
Record 1629. As Dr. Root himself acknowledged, his
conclusion that there was "remarkably little" trauma to
Fleischli's body was lifted verbatim from Dr. Richards'
own autopsy report in Fleischli's case. 1 Tr. 52 (Aug. 5,
1997).
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To say that no reasonable juror would have
convicted Thompson of rape if presented [**1506] with
Dr. Root's testimony, then, we would have to ignore the
totality of evidence of Thompson's guilt. This we cannot
do.

[***LEdHR1H] [1H] [***LEdHR14E] [14E]
[*566] In conclusion, Thompson's evidence does not
meet the "more likely than not" showing necessary to
vacate his stand-alone conviction of rape, much less the
"clear and convincing" showing necessary to vacate his
sentence of death. The judgment of the State of California
will not result in a miscarriage of justice. The Court of
Appeals abused its discretion in holding the contrary.

V

The judgment of the Court of Appeals is reversed,
and the case is remanded with instructions to reinstate the
June 11, 1997, mandate denying habeas relief to
Thompson.

It is so ordered.

DISSENT BY: SOUTER

DISSENT

[***754] JUSTICE SOUTER, with whom
JUSTICE STEVENS, JUSTICE GINSBURG, and
JUSTICE BREYER join, dissenting.

Like the majority, I accept the representation of the
Court of Appeals that it was acting sua sponte in its
decision to recall its previous mandate on August 3,
1997, a position supported by the record. On July 28,
1997, the panel denied respondent's motion to recall the
mandate, which was an effort to seek whatever advantage
he might obtain from newly discovered evidence, and
during the en banc rehearing ultimately granted the Court
considered nothing beyond the record presented in
respondent's first habeas corpus proceeding.

Even on my assumption that the Court of Appeals
acted on its own and in the interest of the integrity of its
appellate process, however, the timing of its actions is a
matter for regret. The court has indicated that it chose to
initiate consideration of a recall sua sponte shortly after
this Court denied certiorari to review the appeals court's
first judgment on June 2, 1997, 109 F.3d 1358 (CA9),
cert. denied 520 U.S. (1997), but chose to take no

immediate action in the interest of comity as between the
state and federal systems. [*567] The Court of Appeals
accordingly refrained from acting on the merits until after
the state courts had adjudicated a fourth state
postconviction claim, the Governor of California had
undertaken a comprehensive review of the case and had
denied clemency, and the State had scheduled
respondent's execution. As a consequence, the concern
for comity that motivated the court came to look like
hope that a state decisionmaker would somehow obviate
the federal court's need to advertise its own mistakes and
take corrective action.

But as unfortunate as the Court of Appeals's timing
may have been, that is not the ground on which the
majority reverses the judgment entered on the en banc
rehearing. In rejecting the conclusion of the en banc
court, the Court applies a new and erroneous standard to
review the recall of the mandate, and I respectfully
dissent from its mistaken conclusion.

Like the majority, I begin with the longstanding view
that a court's authority to recall a mandate in order to
correct error is inherent in the judicial power, ante, at 10
(citing Hawaii Housing Authority v. Midkiff, 463 U.S.
1323, 1324, 77 L. Ed. 2d 1426, 104 S. Ct. 7 (1983)
(REHNQUIST, J., in chambers); Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 249-250, 88 L. Ed.
1250, 64 S. Ct. 997 (1944)), and subject to review only
for abuse of discretion, ante, at 10. Although we have had
no occasion to discuss the abuse standard as applied to
actions of a court of appeals as distinct from those of a
trial court, there is no reason to suppose the criterion
should be affected merely because it is an appellate court
that has exercised the discretionary power to act in the
first instance. It is true, of course, that the variety of
subjects left to discretionary decision requires caution in
synthesizing abuse of discretion cases. See Friendly,
Indiscretion About Discretion, 31 Emory L. J. 747,
762-764 (1982); Rosenberg, Judicial Discretion of the
Trial Court, Viewed From Above, 22 Syracuse L. Rev.
635, [***755] 650-653 (1971). At the least, however,
one can say that a high degree of deference to the court
exercising discretionary authority is the [*568] hallmark
of such review. General Electric Co. v. Joiner, 522 U.S.

, (slip op., at 6-8) [**1507] (1997); National
Hockey League v. Metropolitan Hockey Club, Inc., 427
U.S. 639, 642, 49 L. Ed. 2d 747, 96 S. Ct. 2778 (1976)
(per curiam). Thus, in such a case as this one, deference
may be accorded to any reasonable selection of factors as
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relevant to the exercise of a court's discretion (since the
determination to recall is one for which criteria of
decision have not become standardized), see United
States v. Criden, 648 F.2d 814, 818 (CA3 1981), and to
the weighing of these factors in light of the particular
facts, see Lawson Prods., Inc. v. Avnet, Inc., 782 F.2d
1429, 1437 (CA7 1986); 1 S. Childress & M. Davis,
Federal Standards of Review § 4.21, at 4-163 ("It could
be said, then, that in run-of-the-mill discretionary calls,
review applies differently by the context, facts, and
factors, but that many times the actual level of deference
boils down to one similar to that used for the clearly
erroneous rule. As a general proposition, then, abuse of
discretion deference is closer to a clear error test than to
the jury review test of irrationality"); cf. Citizens to
Preserve Overton Park, Inc. v. Volpe, 401 U.S. 402, 416,
28 L. Ed. 2d 136, 91 S. Ct. 814 (1971) (explaining the
standard of review under 5 U.S.C. § 706(2)(A), which
requires agencies to make choices that are not "arbitrary,
capricious, an abuse of discretion, or otherwise not in
accordance with the law") ("To make the finding
[required under § 706(2)(A)] the court must consider
whether the decision was based on a consideration of the
relevant factors and whether there has been a clear error
of judgment."). The obligation of deference is only
underscored here by the fact that the reason for the recall
was to consider an en banc rehearing, a matter of
administration for the Courts of Appeals on which this
Court has been careful to avoid intrusion, see Western
Pacific Railroad Case, 345 U.S. 247, 259, 73 S. Ct. 656,
97 L. Ed. 986, and n. 19, 345 U.S. 247, 73 S. Ct. 656, 97
L. Ed. 986 (1953).

The factors underlying the action of the Court of
Appeals in this case were wholly appropriate, the court's
stated justification [*569] having been to exercise
extreme care to counter the malfunction of its own
procedural mechanisms where the result otherwise might
well be a constitutionally erroneous imposition of the
death penalty. Indeed, the only serious question raised
about the validity of such considerations goes to the
legitimacy of employing en banc rehearings to correct a
panel's error in the application of settled law. See 120
F.3d 1045, 1069-1070 (CA9 1997) (Kozinski, J.,
dissenting). But however true it is that the en banc
rehearing process cannot effectively function to review
every three-judge panel that arguably goes astray in a
particular case, surely it is nonetheless reasonable to
resort to en banc correction that may be necessary to
avoid a constitutional error standing between a life

sentence and an execution. It is, after all, axiomatic that
this Court cannot devote itself to error correction, and yet
in death cases the exercise of our discretionary review for
just this purpose may be warranted. See Kyles v. Whitley,
514 U.S. 419, 422, 131 L. Ed. 2d 490, [***756] 115 S.
Ct. 1555 (1995); id., at 455 (STEVENS, J., concurring).

To be sure, there lurks in the background the faint
specters of overuse and misuse of the recall power. All
would agree that the power to recall a mandate must be
reserved for "exceptional circumstances," 120 F.3d at
1048; 16 C. Wright, A. Miller, & E. Cooper, Federal
Practice and Procedure § 3938, p. 716-717, n. 14 (1996)
(citing cases from the various Courts of Appeals
recognizing that the power must be used sparingly), in the
interests of stable adjudication and judicial administrative
efficiency, on which growing caseloads place a growing
premium. All would agree, too, that the sua sponte recall
of mandates could not be condoned as a mechanism to
frustrate the limitations on second and successive habeas
petitions, see, e.g., 28 U.S.C. § 2244(b). 1 If [*570] there
were reason to suppose that the sua sponte recall would
be overused or abused in either respect, we might well
see its use as unreasonable in a given case simply to deter
resort to [**1508] it in too many cases. But as matters
stand, we have no reason for such fears and no reason to
circumscribe the Court of Appeals's response to its
otherwise legitimate concerns. If history should show us
up as too optimistic, we will have every occasion to
revisit the issue.

1 The Ninth Circuit itself seems to recognize that
a motion to recall the mandate filed by a
petitioner subsequent to a previous request for
federal habeas relief is analogous to a second or
successive petition that is subject to the
constraints of the Antiterrorism and Effective
Death Penalty Act of 1996 ("AEDPA"). See, e.g.,
Nevius v. Sumner, 105 F.3d 453, 461 (CA9 1996).

Going from the legitimacy of the Court of Appeals's
concerns to the reasonableness of invoking them on the
facts here, I need mention only two points. The first
arises on the question whether administrative mistakes in
the chambers of only two judges could be seen as causing
what the court saw as the threatened miscarriage of
justice in permitting the execution of someone who was
ineligible for death; two failures to vote for en banc
review are not the cause of a miscarriage when the vote
against such review is otherwise unanimous. Such at least
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is the math. But anyone who has ever sat on a bench with
other judges knows that judges are supposed to influence
each other, and they do. One may see something the
others did not see, and then they all take another look. So
it was reasonable here for the en banc court to believe
that when only two judges mistakenly failed to vote for
en banc rehearing, their misunderstandings could well
have affected the result.

The only remaining bar to the application of the
appeals court's policies to the facts of this case is said to
be that the en banc court was mistaken in thinking the
panel had committed error when it reversed the trial
court's conclusion that ineffective assistance of counsel in
the rape case had been prejudicial within the meaning of
Strickland v. Washington, 466 U.S. 668, 693-694, 80 L.
Ed. 2d 674, 104 S. Ct. 2052 (1984). But whether the en
banc majority was correct on this question of law and fact
is [*571] not the issue here. The issue on abuse of
discretion review is simply whether those voting to recall
the mandate to allow en banc review could reasonably
have thought the earlier panel had been mistaken, and the
conclusions of the District Court suffice to answer yes to
that question. See Thompson v. Calderon, 1997 U.S. App.
LEXIS 22597 [***757] (CD Cal., Mar. 29, 1995),
reprinted at App. 14-16. The ultimate merit of either
court's answer to the underlying question is not the
touchstone of abuse of discretion review, see National
Hockey League, 427 U.S. at 642 (under abuse of
discretion review, the relevant question is not whether the
reviewing court would have reached the same result), and
here we review only for abuse, not the merits of the
underlying case (the question whether prejudice should
be found on the record of this case not warranting
review). 2

2 Abuse of discretion review of the likelihood of
a miscarriage of justice is analogous to the abuse
of discretion review of Rule 11 sanctions for
frivolous filings. In that context, we held that
reviewing courts should defer to district courts'
conclusions about substantial legal justification.
Cooter & Gell v. Hartmarx Corp., 496 U.S. 384,
401-405, 110 L. Ed. 2d 359, 110 S. Ct. 2447
(1990). In the present circumstances, where the
subject of our review for an abuse of discretion is
an appellate court's conclusion that a threatened
miscarriage of justice is sufficient to justify
recalling the mandate, I believe that we similarly
must give some deference to the Court of

Appeals's preliminary analysis that there may
have been a misapplication of a legal standard,
even though we would not defer to it if we were
addressing the ultimate question on the merits,
whether a trial court had committed legal error.

The majority, of course, adhere to the terminology
of abuse of discretion in reversing the Ninth Circuit. But
it is abuse of discretion "informed by" the 1996
amendments to the habeas corpus statute enacted by
certain provisions of AEDPA, Pub. L. 104-132, 110 Stat.
1217, ante, at 18, see Felker v. Turpin, 518 U.S. 651, 135
L. Ed. 2d 827, 116 S. Ct. 2333 (1996), and as so informed
the abuse of discretion standard is beyond recognition.
That aside, the Court's reformulation is as unwarranted on
the Court's own terms as it is by the terms of AEDPA.

[*572] Why AEDPA is thought to counsel review
of recalls of mandates under anything but the traditional
abuse of discretion standard is unexplained by anything
in the majority opinion. The majority, like me, accepts
the Court of Appeals's position that it was not covertly
allowing respondent to litigate a second habeas petition;
the majority assumes that the Ninth Circuit was acting on
its own motion to recall the mandate, in order to allow
reconsideration of the first habeas petition. [**1509]
Ante, at 14-15. On these assumptions, AEDPA has no
application to the issue before us. Nothing in AEDPA
speaks to the courts of appeals' inherent power to recall a
mandate, as such, and so long as the power over
mandates is not abused to enable prisoners to litigate
otherwise forbidden "second or successive" habeas
petitions, see 28 U.S.C. § 2244(b), AEDPA is not
violated.

Nor are the policies embodied in AEDPA served by
today's novelty. Section 2244(b) provides that if a claim
raised in a second or successive petition was presented in
a prior application, it shall be dismissed. I suppose that if
the claim under en banc review were to bear analogy to
anything covered by AEDPA, it would be to the
previously raised claim covered by subsection (b)(1),
since the claim reviewed en banc was the actual claim
previously reviewed by the panel. And yet the majority
does not draw any such analogy and does not dismiss on
this basis. Subsection (b)(2) provides that when a second
or successive petition raises a claim not previously
presented, it too [***758] shall be dismissed unless
based on a new and retroactive rule of constitutional law,
§ 2244(b)(2)(A), or based on previously undiscoverable
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evidence that would show to a clear and convincing
degree that no reasonable factfinder would have
convicted, considering all the evidence, had it not been
for constitutional error, § 2244(b)(2)(B). Here, again, the
majority fails to draw any analogy, for if reconsideration
of a claim after sua sponte recall were thought to
resemble a claim mentioned in subsection (b)(2), the
majority would presumably require more than [*573] it
does today. In fact, the majority goes no further than to
call for a showing of actual innocence sufficient for relief
under our earlier cases, ante, at 18; yet as the Court
realizes, our standard dealing with innocence of an
underlying offense requires no clear and convincing
proof, ante, at 20, see Schlup v. Delo, 513 U.S. 298, 327,
130 L. Ed. 2d 808, 115 S. Ct. 851 (1995), and the Court
would be satisfied with a demonstration of innocence by
evidence "not presented at trial," ante, at 19, even if it
had been discovered, let alone discoverable but unknown,
that far back.

Whatever policy the Court is pursuing, it is not the
policy of AEDPA. Nor is any other justification apparent.
In this particular case, when all else is said, we simply
face a recall occasioned by some administrative
inadvertence awkwardly corrected; while that appellate
process may have left some unfortunate impressions,
neither its want of finesse nor AEDPA warrant the
majority's decision to jettison the flexible abuse of
discretion standard for the sake of solving a systemic
problem that does not exist.
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DISPOSITION: 1 F.3d 1487, affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: Petitioner investors
sought review of the order from the United States Court
of Appeals for the Sixth Circuit, which denied petitioner's
motion to reinstate its action against respondent securities
investment company, as the court found that § 27A of the
Securities Exchange Act, 15 U.S.C.S. § 78aa-1, was
unconstitutional.

OVERVIEW: Petitioner investors previously brought an
action against respondent securities investment company
for fraud and deceit in the sale and exchange of stock in
violation of § 10(b) of the Securities Exchange Act of
1934, 15 U.S.C.S. § 78j(b) and Rule 10b-5 of the
Securities Exchange Commission, 17 C.F.R. 240.
Petitioners' action was dismissed with prejudice and
became final after petitioner did not file an appeal.
Subsequently, § 27A of the Securities Exchange Act of
1934, 15 U.S.C.S. § 78aa-1, was codified. Petitioners
then sought to have their action reinstated pursuant to §
27A. The district court found that the section required the
reinstatement of petitioners' action, yet found the section
to be unconstitutional and denied petitioners' motion,
which was affirmed by the appellate court. After granting
certiorari, the Court found § 27A to be unconstitutional
and affirmed the decision of the lower court. Section
27A, by retroactively commanding federal courts to
reopen final judgments, violated the fundamental
principle that a judgment conclusively resolves the case.
Thus, the separation of powers principle was violated by
§ 27A, when Congress codified the section.

OUTCOME: The court affirmed the lower court's
finding that a provision of the Act was unconstitutional.
The provision required the federal court to reopen

petitioner investors' action against respondent investment
company for violations of Securities Act that had
previously been dismissed with prejudice and became
final after petitioner did not appeal. Thus Congress, in
codifying the provision, violated the separation of powers
principle.

CORE TERMS: final judgments, reopen, judicial
power, separation of powers, retroactively,
separation-of-powers, retroactive, reopening, final
judgments, remedial, decree, statute of limitations,
limitations period, particular cases, res judicata, finality,
enact, authorize, remedial statutes, retroactivity,
Securities Exchange Act, judicial department, new trial,
concurrence, impediment, prescribe, announced, time
barred, retroactive application, causes of action

LexisNexis(R) Headnotes

Securities Law > Liability > Securities Exchange Act of
1934 Actions > Implied Private Rights of Action >
Deceptive & Manipulative Devices
[HN1] Litigation instituted pursuant to § 10(b) of the
Securities Exchange Act of 1934, 15 U.S.C.S. § 78j(b)
and Rule 10b-5 of the Securities Exchange Commission,
17 C.F.R. 240, must be commenced within one year after
the discovery of the facts constituting the violation and
within three years after such violation.

Governments > Legislation > Effect & Operation >
Operability
Governments > Legislation > Statutes of Limitations >
Time Limitations
[HN2] A new rule of federal law that is applied to the
parties in the case announcing the rule must be applied as
well to all cases pending on direct review.

Civil Procedure > Appeals > Reviewability > Time
Limitations

Page 204



[HN3] A judgment entered by a federal court becomes
final after 30 days, if no appeal is filed. 28 U.S.C.S. §
2107(a).

Securities Law > Liability > Securities Exchange Act of
1934 Actions > Implied Private Rights of Action >
Deceptive & Manipulative Devices
[HN4] See 15 U.S.C.S. § 78aa-1.

Governments > Legislation > Interpretation
Governments > Legislation > Statutes of Limitations >
Time Limitations
[HN5] A judicial construction of a statute is an
authoritative statement of what the statute meant before
as well as after the decision of the case giving rise to that
construction.

Constitutional Law > Bill of Rights > Fundamental
Rights > Procedural Due Process > Scope of Protection
[HN6] See U.S. Const. amend. V.

Constitutional Law > Separation of Powers
[HN7] Congress cannot vest review of the decisions of
Article III courts in officials of the Executive Branch.

Constitutional Law > The Judiciary > Jurisdiction >
General Overview
Governments > Courts > Creation & Organization
[HN8] U.S. Const. art. III establishes a judicial
department with the province and duty to say what the
law is in particular cases and controversies.

Civil Procedure > Judgments > General Overview
Constitutional Law > Separation of Powers
Governments > Legislation > Effect & Operation >
Retrospective Operation
[HN9] It is the obligation of the last court in the hierarchy
that rules on the case to give effect to Congress's latest
enactment, even when that has the effect of overturning
the judgment of an inferior court, since each court, at
every level, must decide according to existing laws.
Having achieved finality, however, a judicial decision
becomes the last word of the judicial department with
regard to a particular case or controversy, and Congress
may not declare by retroactive legislation that the law
applicable to that very case was something other than

what the courts said it was. Finality of a legal judgment is
determined by statute, just as entitlement to a government
benefit is a statutory creation; but that no more deprives
the former of its constitutional significance for
separation-of-powers analysis than it deprives the latter
of its significance for due process purposes.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
Civil Procedure > Dismissals > Involuntary Dismissals
> Failures to State Claims
Governments > Legislation > Statutes of Limitations >
General Overview
[HN10] The rules of finality, both statutory and judge
made, treat a dismissal on statute-of-limitations grounds
the same way they treat a dismissal for failure to state a
claim, for failure to prove substantive liability, or for
failure to prosecute: as a judgment on the merits.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
Constitutional Law > Congressional Duties & Powers >
General Overview
Governments > Legislation > Effect & Operation >
Retrospective Operation
[HN11] The Securities Exchange Act of 1934 § 27A(b),
15 U.S.C.S. § 78aa-1, is unconstitutional to the extent
that it requires federal courts to reopen final judgments
entered before its enactment.

DECISION:

Separation of powers held contravened by 27A(b) of
Securities Exchange Act of 1934 (15 USCS 78aa-1(b)),
to extent that 27A(b) retroactively required federal courts
to reopen final judgments in private civil actions under
10(b) of Act (15 USCS 78j(b)).

SUMMARY:

In 1987, some purchasers of shares in a corporation
brought a civil action against defendants including the
corporation in the United States District Court for the
Eastern District of Kentucky and claimed that in 1983
and 1984, the defendants had committed fraud and deceit
in the sale of stock in violation of 10(b) of the Securities
Exchange Act of 1934 (15 USCS 78j(b)) and Securities
and Exchange Commission Rule 10b-5 ( 17 CFR
240.10b-5). Such actions were implied, and 10(b) did not
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contain an express limitation period for them. While
some lower federal courts had decided that state
limitation periods should be applied to such actions, the
United States Supreme Court held in Lampf, Pleva,
Lipkind, Prupis & Petigrow v Gilbertson (1991) 501 US
350, 115 L Ed 2d 321, 111 S Ct 2773, which was decided
on June 20, 1991, that private litigation instituted under
10(b) and Rule 10b-5 was to be governed by a uniform
national limitation period, which (1) required that such
actions be commenced within 1 year after the discovery
of the facts constituting the violation and within 3 years
after such violation; (2) was indicated by the Supreme
Court to be consistent with the limitation periods
expressly provided for actions under some other federal
securities provisions; and (3) was applied by the Supreme
Court to the suit at issue in the Lampf case, so as to find
the suit untimely. Then, in the case at hand, the District
Court (1) found that the purchasers' 10(b) and Rule 10b-5
claims were untimely under the Lampf rule; and (2)
dismissed the action with prejudice on August 13, 1991.
No appeal was taken, and the judgment accordingly
became final 30 days later. On December 19, 1991, 27A
of the Act (15 USCS 78aa-1) was enacted. With respect
to "pending" cases, 27A(a) of the Act (15 USCS
78aa-1(a)) provided that the limitation period for any
private civil action implied under 10(b) that had been
commenced on or before June 19, 1991, would be the
period provided by the laws applicable in the jurisdiction,
as such laws had existed on June 19. In addition, 27A(b)
of the Act (15 USCS 78aa-1(b)) provided that any private
civil action implied under 10(b) "shall" be reinstated on a
motion by the plaintiff not later than 60 days after
December 19, 1991, if the action (1) had been
commenced on or before June 19; (2) had been dismissed
as time barred subsequent to June 19; and (3) would have
been timely filed under the limitation period provided by
the laws applicable in the jurisdiction, including
principles of retroactivity, as such laws had existed on
June 19. On February 11, 1992, the purchasers in the case
at hand filed a motion in the District Court to reinstate the
action. The District Court (1) found that the conditions
set out in 27A(b) had been met; but (2) denied the motion
on the ground that 27A(b), as applied to the case, was an
unconstitutional exercise of legislative power that
impermissibly encroached on the powers of the judiciary
(789 F Supp 231). On appeal, the United States Court of
Appeals for the Sixth Circuit affirmed, expressing the
view that 27A(b) was an unconstitutional usurpation of
the judicial power (1 F3d 1487). The Court of Appeals
then denied rehearing en banc (11 F3d 572).

On certiorari, the Supreme Court affirmed. In an
opinion by Scalia, J., joined by Rehnquist, Ch. J., and
O'Connor, Kennedy, Souter, and Thomas, JJ., it was held
that the separation of powers under Article III, 1 of the
Federal Constitution was contravened by 27A(b), to the
extent that 27A(b) retroactively required federal Article
III courts to reopen final judgments entered in private
civil actions under 10(b) before the enactment of 27A(b),
because in 27A(b), Congress had exceeded its authority
by requiring the federal courts to exercise the judicial
power of the United States in a manner repugnant to the
text, structure, and traditions of Article III.

Breyer, J., concurring in the judgment, expressed the
view that 27A(b) violated a basic separation-of-powers
principle, in that three features of 27A(b)--its exclusively
retroactive effect, application to a limited number of
individuals, and reopening of closed judgments--taken
together, showed that Congress had impermissibly tried
to apply, as well as to make, the law.

Stevens, J., joined by Ginsburg, J., dissenting,
expressed the view that (1) 27A had amended the new
rule of law announced in the Lampf decision and had
remedied a flaw which Congress had found in the Lampf
rule's failure to exempt cases pending on the date of the
Lampf decision; and (2) Congress' decision to extend
27A to actions dismissed during the brief period between
the Lampf decision and Congress' remedial action was
not a sufficient reason to hold that the statute violated the
separation of powers.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

CONSTITUTIONAL LAW §71

congressional encroachment on judicial power --
reopening final judgments --

Headnote:[1A][1B][1C][1D][1E][1F][1G][1H][1I][1J][1K]

The separation of powers under Article III, 1 of the
Federal Constitution is contravened by 27A(b) of the
Securities Exchange Act of 1934 (15 USCS 78aa-1(b)),
to the extent that 27A(b) retroactively requires federal
Article III courts to reopen final judgments entered in
private civil actions under 10(b) of the Act (15 USCS
78j(b)) before the enactment of 27A(b), because in
27A(b), Congress has exceeded its authority by requiring
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the federal courts to exercise the judicial power of the
United States in a manner repugnant to the text, structure,
and traditions of Article III, where (1) while some lower
federal courts had previously decided that state limitation
periods should be applied to such actions, the United
States Supreme Court held in a case decided on June 20,
1991, that private litigation instituted under 10(b) and
Securities and Exchange Commission Rule 10b-5 ( 17
CFR 240.10b-5) was to be governed by a uniform
national limitation period; (2) 27A(b), which was enacted
on December 19, 1991, provides that any private civil
action implied under 10(b) "shall" be reinstated on a
motion by the plaintiff not later than 60 days after
December 19, 1991, if the action (a) was commenced on
or before June 19, 1991, (b) was dismissed as time barred
subsequent to June 19, and (c) would have been timely
filed under the limitation period provided by the laws
applicable in the jurisdiction, including principles of
retroactivity, as such laws existed on June 19; (3)
retroactive legislation such as 27A(b) reverses a
determination once made in a particular case when such
legislation requires its own application in a case already
finally adjudicated, but (a) a judicial decision, having
achieved finality, becomes the last word of the judicial
department with regard to a particular case or
controversy, and (b) Congress may not declare by
retroactive legislation that the law applicable to that very
case was something other than what the courts said it
was; (4) for such purposes, it makes no difference that (a)
27A(b) reopens, or directs the reopening of, final
judgments in a whole class of cases rather than in a
particular suit, (b) the final judgments reopened by
27A(b) rest on the bar of a limitation period, or (c) a
judicial decision was the source of the legal rule that
produced the final judgments at issue; (5) apart from
27A(b), the Supreme Court knows of no instance in
which Congress has attempted to set aside the final
judgment of an Article III court by retroactive legislation;
(6) that prolonged reticence would be amazing if such
interference were not understood to be constitutionally
proscribed; and (7) with respect to general statements in
some prior and distinguishable Supreme Court
cases--which statements were to the effect that the
legislative annulment of final judgments is not an
exercise of judicial power--even if it were the Supreme
Court's practice to decide cases by weight of prior dicta,
the court would find that its many dicta that reject
congressional power to revise the judgments of Article III
courts to be the more instructive authority. (Stevens and
Ginsburg, JJ., dissented from this holding.)

[***LEdHN2]

COURTS §772

precedent -- equal division --

Headnote:[2A][2B]

A prior United States Supreme Court ruling lacks
precedential weight, where that ruling was an affirmance
by an equally divided vote of a Federal Court of Appeals'
judgment that a federal statute was constitutional.

[***LEdHN3]

JUDGMENT §288

STATUTES §107.5

reopening -- limitation period -- retroactivity --
avoidance of constitutional question --

Headnote:[3A][3B]

Section 27A(b) of the Securities and Exchange Act
of 1934 (15 USCS 78aa-1(b)), which was enacted on
December 19, 1991, requires federal courts to reopen
final judgments entered in private civil actions under
10(b) of the Act (15 USCS 78j(b)), because there is no
reasonable construction to the contrary, even though the
contrary construction would avoid a federal constitutional
question of gravity, where (1) while some lower federal
courts had previously decided that state limitation periods
should be applied to such actions, the United States
Supreme Court held in a case decided on June 20, 1991,
that private litigation instituted under 10(b) and Securities
and Exchange Commission Rule 10b-5 ( 17 CFR
240.10b-5) was to be governed by a uniform national
limitation period; (2) 27A(a) of the Act (15 USCS
78aa-1(a)) provides, with respect to "pending" cases, that
the limitation period for any private civil action implied
under 10(b) that was commenced on or before June 19,
1991, shall be the period provided by the laws applicable
in the jurisdiction, as such laws existed on June 19; (3) in
addition, 27A(b) provides that any private civil action
implied under 10(b) "shall" be reinstated on a motion by
the plaintiff not later than 60 days after December 19,
1991, if the action (a) was commenced on or before June
19, (b) was dismissed as time barred subsequent to June
19, and (c) would have been timely filed under the
limitation period provided by the laws applicable in the
jurisdiction, including principles of retroactivity, as such
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laws existed on June 19; (4) the references in 27A of the
Act (15 USCS 78aa-1) to the applicable laws do not mean
the law enunciated in the 1991 decision, for while it is
true that a judicial construction of a statute is an
authoritative statement of what the statute meant before
as well as after the decision of the case giving rise to that
construction, (a) if 27A refers to the uniform law
provided by the 1991 decision, then the 27A references to
the laws applicable "in the jurisdiction" would be
inexplicable, and (b) if 27A refers to the law enunciated
in the 1991 decision, then 27A would be utterly without
effect, a result to be avoided if possible; and (5) 27A(b)
does not apply to only cases which were still pending in
the federal courts when 27A was enacted, for (a) under
this argument, while 27A(a) could and would be applied
by the Federal Courts of Appeals, the only consequence
of 27A(b) would be the negligible one of permitting the
plaintiff in the pending appeal from a limitation-period
dismissal to return immediately to a Federal District
Court, instead of waiting for a Court of Appeals' reversal,
and (b) this argument necessarily disregards 27A(b)'s
general reference to suits dismissed as time barred.

[***LEdHN4]

COURTS §141

statute regulating securities --

Headnote:[4]

In a case which presents submissions that 27A(b) of
the Securities and Exchange Act of 1934 (15 USCS
78aa-1(b)) violates both the Federal Constitution's
separation of powers and the due process clause of the
Constitution's Fifth Amendment, the United States
Supreme Court will first consider the
separation-of-powers question, as this is the narrower
ground for adjudication of the constitutional questions in
the case, because the due process submission, if correct,
might dictate a similar result in a challenge to state
legislation under the Constitution's Fourteenth
Amendment.

[***LEdHN5]

CONSTITUTIONAL LAW §71

congressional encroachment on judicial power --

Headnote:[5]

For purposes of determining whether 27A(b) of the
Securities Exchange Act of 1934 (15 USCS 78aa-1(b))
requires the federal courts to exercise the judicial power
in a manner that Article III of the Federal Constitution
forbids, 27A(b) does not offend the prohibition against
giving effect to a statute which prescribes rules of
decision to the judicial department in cases pending
before it, because 27A(b) sets out substantive legal
standards for the judiciary to apply and in that sense
changes the law, even if solely retroactively, where
27A(b), which was enacted on December 19, 1991,
provides that any private civil action implied under 10(b)
of the Act (15 USCS 78j(b)) "shall" be reinstated on a
motion by the plaintiff not later than 60 days after
December 19, 1991, if the action (1) was commenced on
or before June 19, 1991, the day before a United States
Supreme Court decision concerning the limitation period
for such actions, (2) was dismissed as time barred
subsequent to June 19, and (3) would have been timely
filed under the limitation period provided by the laws
applicable in the jurisdiction, including principles of
retroactivity, as such laws existed on June 19; in addition,
for such purposes, 27A(b) does not offend the principle
that Congress cannot vest review of the decisions of
Article III courts in officials of the executive branch, for
under any application of 27A(b), only courts are involved
and no officials of other departments sit in direct review
of such courts' decisions.

[***LEdHN6]

CONSTITUTIONAL LAW §17

COURTS §92.3

power, duty, and function -- history --

Headnote:[6]

Article III of the Federal Constitution establishes a
judicial department with the province and duty to say
what the law is in particular cases and controversies; the
record of history shows that the Constitution's Framers
crafted this charter of the judicial department with an
expressed understanding that it gives the federal judiciary
the power not merely to rule on cases, but to decide them,
subject to review only by superior courts in the Article III
hierarchy--that is, with an understanding that a judgment
conclusively resolves the case because a judicial power is
one to render dispositive judgments. (Stevens and
Ginsburg, JJ., dissented in part from this holding.)
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[***LEdHN7]

STATUTES §219

retroactivity -- limitation period --

Headnote:[7]

Section 27A(b) of the Securities Exchange Act of
1934 (15 USCS 78aa-1(b)) is retroactive legislation, that
is, legislation that prescribes what the law was at an
earlier time, when the act whose effect is controlled by
the legislation occurred--in the case at hand, the filing of
an initial action in a Federal District Court--where
27A(b), which was enacted on December 19, 1991,
provides that any private civil action implied under 10(b)
of the Act (15 USCS 78j(b)) "shall" be reinstated on a
motion by the plaintiff not later than 60 days after
December 19, 1991, if the action (1) was commenced on
or before June 19, 1991, the day before a United States
Supreme Court decision concerning the limitation period
for such actions, (2) was dismissed as time barred
subsequent to June 19, and (3) would have been timely
filed under the limitation period provided by the laws
applicable in the jurisdiction, including principles of
retroactivity, as such laws existed on June 19.

[***LEdHN8]

CONSTITUTIONAL LAW §71

congressional encroachment on judicial power --

Headnote:[8A][8B][8C]

For purposes of separation-of-powers analysis under
Article III, 1 of the Federal Constitution, Congress can
always revise the judgments of Article III courts in the
sense that when a new law makes clear that it is
retroactive, an appellate court must (1) apply that law in
reviewing judgments still on appeal that were rendered
before the law was enacted, and (2) alter the outcome
accordingly; for such purposes, a distinction between
judgments from which all appeals have been forgone or
completed, and judgments that remain on appeal or are
subject to being appealed, is implicit in what Article III
creates--not a batch of unconnected courts, but a judicial
department composed of "inferior Courts" and "one
supreme Court"; within that hierarchy, the decision of an
inferior court is not, unless the time for appeal has
expired, the final word of the department as a whole; it is
the obligation of the last court in the hierarchy that rules

on the case to give effect to Congress' latest enactment,
even when that has the effect of overturning the judgment
of an inferior court, since each court, at every level, must
decide according to existing laws.

[***LEdHN9]

CONSTITUTIONAL LAW §71

statute -- separation of powers -- due process --

Headnote:[9]

For purposes of determining whether a federal statute
violates the Federal Constitution, finality of a legal
judgment is determined by statute, just as entitlement to a
government benefit is a statutory creation, but that no
more deprives the former of its constitutional significance
for separation-of-powers analysis than it deprives the
latter of its significance for due process purposes.

[***LEdHN10]

CONSTITUTIONAL LAW §71

congressional encroachment on judicial power --

Headnote:[10]

Not favoritism, nor even corruption, but power is the
object of the separation-of-powers prohibition, pursuant
to Article III, 1 of the Federal Constitution, against
congressional reopening of final judgments; the
prohibition is violated when an individual final judgment
is legislatively rescinded for even the very best of
reasons, such as the legislature's genuine conviction,
supported by all the law professors in the land, that the
judgment was wrong; the prohibition is violated 40 times
over when 40 final judgments are legislatively dissolved.
(Breyer, J., dissented in part from this holding.)

[***LEdHN11]

JUDGMENT §104

dismissal -- want of prosecution -- on merits --

Headnote:[11]

Pursuant to such provisions as Rule 41(b) of the
Federal Rules of Civil Procedure, the rules of finality,
both statutory and judge-made, treat a dismissal on
statute-of-limitations grounds the same way that the rules
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treat a dismissal for failure to state a claim, for failure to
prove substantive liability, or for failure to prosecute: as a
judgment on the merits.

[***LEdHN12]

CONSTITUTIONAL LAW §778.5

due process -- limitation of actions -- pleading --
proof --

Headnote:[12]

A statute of limitations can be extended, without
violating the due process provisions of the Federal
Constitution, after the cause of the action arose and even
after the statute itself has expired; rules of pleading and
proof can similarly be altered after the cause of action
arises and even, if the statute clearly so requires, after
such rules have been applied in a case but before final
judgment has been entered.

[***LEdHN13]

COURTS §777

what constitutes change of law --

Headnote:[13]

A United States Supreme Court decision is not an act
of judicial lawmaking that changes the law, where the
point decided (1) has never before been addressed by the
Supreme Court; and (2) is therefore an open question, no
matter what the lower courts have held at the time.
(Stevens and Ginsburg, JJ., dissented from this holding.)

[***LEdHN14]

COURTS §95

constitutional questions --

Headnote:[14]

Under Article III of the Federal Constitution, one
doctrine central to the federal courts' structural
independence consists of the judicial power to disregard
an unconstitutional statute.

[***LEdHN15]

COURTS §774

decisions not reasoned --

Headnote:[15A][15B]

The unexplained silences of United States Supreme
Court decisions lack precedential weight.

[***LEdHN16]

JUDGMENT §283

revision --

Headnote:[16A][16B]

Rule 60(b) of the Federal Rules of Civil Procedure,
which authorizes discretionary judicial revision of
judgments in some listed situations and in other
"extraordinary circumstances," does not impose any
legislative mandate to reopen upon the courts, but merely
reflects and confirms the courts' own inherent and
discretionary power, firmly established in English
practice long before the foundation of the republic, to set
aside a judgment whose enforcement would work
inequity; thus, since Rule 60(b) simply recited
pre-existing judicial practice, it is meaningless to speak
of Rule 60(b) as applying "retroactively."

[***LEdHN17]

CONSTITUTIONAL LAW §71

congressional encroachment on judicial power --

Headnote:[17]

For purposes of separation-of-powers analysis under
Article III, 1 of the Federal Constitution, nothing in the
prohibition against congressional reopening of final
judgments by Article III federal courts precludes a statute
such as one which says that all default judgments
rendered in the future may be reopened within 90 days
after their entry, as (1) in that sense, all requirements to
reopen are "retroactive," and the designation is
superfluous; (2) the finality that a court can pronounce is
no more than what the law in existence at the time of
judgment will permit the court to pronounce; and (3) if
the law then applicable says that the judgment may be
reopened for certain reasons, then (a) that limitation is
built into the judgment itself, and (b) its finality is so
conditioned.
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[***LEdHN18]

CRIMINAL LAW §74

vacation of sentence --

Headnote:[18]

The procedure of 28 USCS 2255--which provides
federal prisoners a statutory motion to vacate a federal
sentence--restates, clarifies, and simplifies the procedure
in the nature of the ancient writ of error coram nobis;
thus, since 2255 simply codified pre-existing judicial
practice, it is meaningless to speak of 2255 as applying
"retroactively."

[***LEdHN19]

STATUTES §223

retroactivity -- Armed Forces --

Headnote:[19]

A provision (50 USCS Appx 520(4)) of the Soldiers'
and Sailors' Civil Relief Act of 1940 is not retroactive,
where the provision (1) authorizes courts, upon
application, to reopen judgments against members of the
Armed Forces entered while such members were on
active duty; and (2) refers to the opening of judgments
which "shall be rendered" in specified proceedings.

[***LEdHN20]

STATUTES §209

rule against retroactivity --

Headnote:[20]

With respect to federal statutes, the traditional rule,
confirmed by the United States Supreme Court, is that
statutes do not apply retroactively unless Congress
expressly states that they do.

[***LEdHN21]

CONSTITUTIONAL LAW §71

congressional encroachment on judicial power --

Headnote:[21]

Congress has the power, for purposes of

separation-of-powers analysis under Article III, 1 of the
Federal Constitution, to enact prospective legislation
permitting, or indeed requiring, the United States
Supreme Court to make equitable exceptions to an
otherwise applicable rule of finality of judgments, just as
Federal District Courts do pursuant to Rule 60(b) of the
Federal Rules of Civil Procedure.

[***LEdHN22]

COURTS §105

unhappy consequences --

Headnote:[22]

It is no indication whatever of the invalidity of a
federal constitutional rule announced by the United States
Supreme Court that the rule produces unhappy
consequences when a legislature lacks foresight and acts
belatedly to remedy a deficiency in the law.

[***LEdHN23]

CONSTITUTIONAL LAW §71

congressional encroachment on judicial power --

Headnote:[23A][23B][23C][23D]

For purposes of determining whether 27A(b) of the
Securities Exchange Act of 1934 (15 USCS 78aa-1(b))
contravenes the separation of powers under Article III, 1
of the Federal Constitution to the extent that 27A(b)
retroactively requires federal Article III courts to reopen
final judgments entered in private civil actions under
10(b) of the Act (15 USCS 78j(b)), it is wrong both in
fact and in law to contend that two points--that 27A(b) is
"exclusively retroactive" and allegedly engages in
"singling out"--are critical, where (1) in point of fact, (a)
27A(b), which was enacted on December 19, 1991, does
not "single out" any defendant for adverse treatment or
any plaintiff for favorable treatment, but identifies a class
of actions--those which were filed prior to a June 20,
1991, United States Supreme Court decision, were timely
under applicable state law, and were dismissed as time
barred after the Supreme Court decision--and (b) this
class embraces many plaintiffs and defendants, the
precise number and identities of whom the Supreme
Court does not know; and (2) in point of law, (a) while
27A(b) could have been made more expansive in scope
and prospective as well as retroactive in effect, the nub of
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the infringement of judicial power consists of the
legislature's nullifying prior, authoritative judicial action,
(b) it makes no difference to this infringement that it is in
gross rather than particularized or that it is not
accompanied by an "almost" violation of the
Constitution's bill of attainder clause (Art I, 9, cl 3) or
any other constitutional provision, (c) the contention's
premise that there is something wrong with particularized
legislative action is questionable, and (d) the contention's
suggested alternative for a test--to the effect that the
setting aside of judgments is all right so long as Congress
does not impermissibly try to apply, rather than to make,
the law--prolongs doubt and multiplies confrontation.
(Breyer, J., dissented in part from this holding.)

[***LEdHN24]

ATTAINDER AND OUTLAWRY §4

what constitutes --

Headnote:[24A][24B]

In view of the United States Supreme Court's
extensive jurisprudence concerning the Federal
Constitution's bill of attainder clause (Art I, 9, cl 3),
federal laws that impose a duty or a liability upon a single
individual or firm are not on that account necessarily
invalid.

[***LEdHN25]

CONSTITUTIONAL LAW §68.5

separation of powers --

Headnote:[25]

Under Article III of the Federal Constitution, the
doctrine of separation of powers is a structural safeguard
rather than a remedy to be applied only when specific
harm, or risk of specific harm, can be identified; in the
doctrine's major features--of which the conclusiveness of
judicial judgments is one--the doctrine is a prophylactic
device, establishing high walls and clear distinctions,
because low walls and vague distinctions will not be
judicially defensible in the heat of interbranch conflict.
(Breyer, J., dissented in part from this holding.)

SYLLABUS

In a 1987 civil action, petitioners alleged that in 1983

and 1984 respondents committed fraud and deceit in the
sale of stock in violation of § 10(b) of the Securities
Exchange Act of 1934 and Rule 10b-5 of the Securities
and Exchange Commission. The District Court dismissed
the action with prejudice following this Court's decision
in Lampf, Pleva, Lipkind, Prupis & Petigrow v.
Gilbertson, 501 U.S. 350, 364, 115 L. Ed. 2d 321, 111 S.
Ct. 2773, which required that suits such as petitioners' be
commenced within one year after the discovery of the
facts constituting the violation and within three years
after such violation. After the judgment became final,
Congress enacted § 27A(b) of the 1934 Act, which
provides for reinstatement on motion of any action
commenced pre-Lampf but dismissed thereafter as time
barred, if the action would have been timely filed under
applicable pre-Lampf state law. Although finding that the
statute's terms required that petitioners' ensuing § 27A(b)
motion be granted, the District Court denied the motion
on the ground that § 27A(b) is unconstitutional. The
Court of Appeals affirmed.

Held: Section 27A(b) contravenes the Constitution's
separation of powers to the extent that it requires federal
courts to reopen final judgments entered before its
enactment. Pp. 215-240.

(a) Despite respondents' arguments to the contrary,
there is no reasonable construction on which § 27A(b)
does not require federal courts to reopen final judgments
in suits dismissed with prejudice by virtue of Lampf. Pp.
215-217.

(b) Article III establishes a "judicial department"
with the "province and duty . . . to say what the law is" in
particular cases and controversies. Marbury v. Madison,
5 U.S. 137, 1 Cranch 137, 177, 2 L. Ed. 60. The Framers
crafted this charter with an expressed understanding that
it gives the Federal Judiciary the power, not merely to
rule on cases, but to decide them conclusively, subject to
review only by superior courts in the Article III
hierarchy. Thus, the Constitution forbids the Legislature
to interfere with courts' final judgments. Pp. 219-225.

(c) Section 27A(b) effects a clear violation of the
foregoing principle by retroactively commanding the
federal courts to reopen final judgments. This Court's
decisions have uniformly provided fair warning that
retroactive legislation such as § 27A(b) exceeds
congressional powers. See, e. g., Chicago & Southern Air
Lines, Inc. v. Waterman S. S. Corp., 333 U.S. 103, 113,
92 L. Ed. 568, 68 S. Ct. 431. Petitioners are correct that
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when a new law makes clear that it is retroactive, an
appellate court must apply it in reviewing judgments still
on appeal, and must alter the outcome accordingly.
However, once a judgment has achieved finality in the
highest court in the hierarchy, the decision becomes the
last word of the judicial department with regard to the
particular case or controversy, and Congress may not
declare by retroactive legislation that the law applicable
to that case was in fact something other than it was. It is
irrelevant that § 27A(b) reopens (or directs the reopening
of) final judgments in a whole class of cases rather than
in a particular suit, and that the final judgments so
reopened rested on the bar of a statute of limitations
rather than on some other ground. Pp. 225-230.

(d) Apart from § 27A(b), the Court knows of no
instance in which Congress has attempted to set aside the
final judgment of an Article III court by retroactive
legislation. Fed. Rule Civ. Proc. 60(b), 20 U.S.C. §
1415(e)(4), 28 U.S.C. § 2255, 50 U.S.C. App. § 520(4),
and, e. g., the statutes at issue in United States v. Sioux
Nation, 448 U.S. 371, 391-392, 65 L. Ed. 2d 844, 100 S.
Ct. 2716, Sampeyreac v. United States, 7 Pet. 222, 238,
Paramino Lumber Co. v. Marshall, 309 U.S. 370, 84 L.
Ed. 814, 60 S. Ct. 600, and Pennsylvania v. Wheeling &
Belmont Bridge Co., 59 U.S. 421, 18 How. 421, 15 L. Ed.
435, distinguished. Congress's prolonged reticence would
be amazing if such interference were not understood to be
constitutionally proscribed by the Constitution's
separation of powers. The Court rejects the suggestion
that § 27A(b) might be constitutional if it exhibited
prospectivity or a greater degree of general applicability.
Pp. 230-240.

COUNSEL: William W. Allen argued the cause for
petitioners. With him on the briefs was J. Montjoy
Trimble.

Michael R. Dreeben argued the cause for the United
States urging reversal. With him on the brief were
Solicitor General Days, Assistant Attorney General
Hunger, Deputy Solicitor General Kneedler, Barbara C.
Biddle, Simon M. Lorne, Paul Gonson, and Jacob H.
Stillman.

Theodore B. Olson argued the cause for respondents.
With him on the briefs were Larry L. Simms, Theodore J.
Boutrous, Jr., John K. Bush, D. Jarrett Arp, Barbara B.
Edelman, Barry Friedman, James E. Burns, Jr., Kevin
Muck, William E. Johnson, Robert M. Watt III, Robert S.

Miller, and L. Clifford Craig. *

* Briefs of amici curiae urging reversal were
filed for the National Association of Securities
and Commercial Law Attorneys by James M.
Finberg and Paul J. Mishkin; for the Pacific
Mutual Life Insurance Co. by Richard G. Taranto,
H. Bartow Farr III, and Stewart M. Weltman; and
for Michael B. Dashjian, pro se.

Joseph E. Schmitz, Zachary D. Fasman,
Judith Richards Hope, Charles A. Shanor, Daniel
J. Popeo, and Paul D. Kamenar filed a brief for
the Washington Legal Foundation as amicus
curiae urging affirmance.

JUDGES: SCALIA, J., delivered the opinion of the
Court, in which REHNQUIST, C. J., and O'CONNOR,
KENNEDY, SOUTER, and THOMAS, JJ., joined.
BREYER, J., filed an opinion concurring in the
judgment, post, p. 240. STEVENS, J., filed a dissenting
opinion, in which GINSBURG, J., joined, post, p. 246.

OPINION BY: SCALIA

OPINION

[*213] [**1450] [***339] JUSTICE SCALIA
delivered the opinion of the Court.

[***LEdHR1A] [1A]The question presented in this
case is whether § 27A(b) of the Securities Exchange Act
of 1934, to the extent that it requires federal courts to
reopen final judgments in private civil actions under §
10(b) of the Act, contravenes the Constitution's
separation of powers or the Due Process Clause of the
Fifth Amendment.

I

In 1987, petitioners brought a civil action against
respondents in the United States District Court for the
Eastern District of Kentucky. The complaint alleged that
in 1983 and 1984 respondents had committed fraud and
deceit in the sale of stock in violation of § 10(b) of the
Securities Exchange Act of 1934 and Rule 10b-5 of the
Securities and Exchange Commission. The case was
mired in pretrial proceedings in the District Court until
June 20, 1991, when we decided Lampf, Pleva, Lipkind,
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Prupis & Petigrow v. Gilbertson, 501 U.S. 350, 115 L.
Ed. 2d 321, 111 S. Ct. 2773. Lampf held that [HN1]
"litigation instituted pursuant to § 10(b) and Rule 10b-5 .
. . must be commenced within one year after the
discovery of the facts constituting the violation and
within three years after such violation." Id., at [*214]
364. We applied that holding to the plaintiff-respondents
in Lampf itself, found their suit untimely, and reinstated a
summary judgment previously entered in favor of the
defendant-petitioners. Ibid. On the same day we decided
James B. Beam Distilling Co. v. Georgia, 501 U.S. 529,
115 L. Ed. 2d 481, 111 S. Ct. 2439 (1991), in which a
majority of the Court held, albeit in different opinions,
[HN2] that a new rule of federal law that is applied to the
parties in the case announcing the rule must be applied as
well to all cases pending on direct review. See Harper v.
Virginia Dept. of Taxation, 509 U.S. 86, 92, 125 L. Ed.
2d 74, 113 S. Ct. 2510 (1993). The joint effect of Lampf
and Beam was to mandate application of the
1-year/3-year limitations period to petitioners' suit.
[**1451] The District Court, finding that petitioners'
claims were untimely under the Lampf rule, dismissed
their action with prejudice on August 13, 1991. [HN3]
Petitioners filed no appeal; the judgment accordingly
became final 30 days later. See 28 U.S.C. § 2107(a)
(1988 ed., Supp. V); Griffith v. Kentucky, 479 U.S. 314,
321, n. 6, 93 L. Ed. 2d 649, 107 S. Ct. 708 (1987).

On December 19, 1991, the President signed the
Federal Deposit Insurance Corporation Improvement Act
of 1991, 105 Stat. 2236. Section 476 of the Act -- a
section that had nothing to do with FDIC improvements
-- became § 27A of the Securities Exchange Act of 1934,
and was later codified as 15 U.S.C. § 78aa-1 (1988 ed.,
Supp. V). It provides:

[***340] [HN4] "(a) Effect on pending
causes of action

"The limitation period for any private
civil action implied under section 78j(b) of
this title [§ 10(b) of the Securities
Exchange Act of 1934] that was
commenced on or before June 19, 1991,
shall be the limitation period provided by
the laws applicable in the jurisdiction,
including principles of retroactivity, as
such laws existed on June 19, 1991.

"(b) Effect on dismissed causes of

action

"Any private civil action implied
under section 78j(b) of this title that was
commenced on or before June 19, 1991 --

[*215] "(1) which was dismissed as
time barred subsequent to June 19, 1991,
and

"(2) which would have been timely
filed under the limitation period provided
by the laws applicable in the jurisdiction,
including principles of retroactivity, as
such laws existed on June 19, 1991,

"shall be reinstated on motion by the
plaintiff not later than 60 days after
December 19, 1991."

[***LEdHR2A] [2A]On February 11, 1992,
petitioners returned to the District Court and filed a
motion to reinstate the action previously dismissed with
prejudice. The District Court found that the conditions set
out in §§ 27A(b)(1) and (2) were met, so that petitioners'
motion was required to be granted by the terms of the
statute. It nonetheless denied the motion, agreeing with
respondents that § 27A(b) is unconstitutional.
Memorandum Opinion and Order, Civ. Action No.
87-438 (ED Ky., Apr. 13, 1992). The United States Court
of Appeals for the Sixth Circuit affirmed. 1 F.3d 1487
(1993). We granted certiorari. 511 U.S. 1141 (1994). 1

1 [***LEdHR2B] [2B]

Last Term this Court affirmed, by an equally
divided vote, a judgment of the United States
Court of Appeals for the Fifth Circuit that held §
27A(b) constitutional. Morgan Stanley & Co. v.
Pacific Mut. Life Ins. Co., 511 U.S. 658, 128 L.
Ed. 2d 654, 114 S. Ct. 1827 (1994) (per curiam).
That ruling of course lacks precedential weight.
Trans World Airlines, Inc. v. Hardison, 432 U.S.
63, 73, n. 8, 53 L. Ed. 2d 113, 97 S. Ct. 2264
(1977).

II

[***LEdHR3A] [3A]Respondents bravely contend
that § 27A(b) does not require federal courts to reopen
final judgments, arguing first that the reference to "the
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laws applicable in the jurisdiction . . . as such laws
existed on June 19, 1991" (the day before Lampf was
decided) may reasonably be construed to refer precisely
to the limitations period provided in Lampf itself, in
which case petitioners' action was time barred even under
[*216] § 27A. 2 It is true that [HN5] "[a] judicial
construction of a statute is an authoritative statement of
what the statute meant before as well as after the decision
of the case giving rise to that construction." Rivers v.
Roadway [***341] Express, Inc., 511 U.S. 298,
312-313, 128 L. Ed. 2d 274, 114 S. Ct. 1510 (1994); see
also id., at 313, n. 12. But respondents' argument
confuses the question of what the law in fact was on June
19, 1991, with the distinct question of what § 27A
[**1452] means by its reference to what the law was.
We think it entirely clear that it does not mean the law
enunciated in Lampf, for two independent reasons. First,
Lampf provides a uniform, national statute of limitations
(instead of using the applicable state limitations period,
as lower federal courts had previously done. See Lampf,
501 U.S. at 354, and n. 1). If the statute referred to that
law, its reference to the "laws applicable in the
jurisdiction" (emphasis added) would be quite
inexplicable. Second, if the statute refers to the law
enunciated in Lampf, it is utterly without effect, a result
to be avoided if possible. American Nat. Red Cross v. S.
G., 505 U.S. 247, 263-264, 120 L. Ed. 2d 201, 112 S. Ct.
2465 (1992); see 2A N. Singer, Sutherland on Statutory
Construction § 46.06 (Sands rev. 4th ed. 1984). It would
say, in subsection (a), that the limitations period is what
the Supreme Court has held to be the limitations period;
and in subsection (b), that suits dismissed as untimely
under Lampf which were timely under Lampf (a null set)
shall be reinstated. To avoid a constitutional question by
holding that Congress enacted, and the President
approved, a blank sheet of paper would indeed constitute
"disingenuous evasion." George Moore Ice Cream Co. v.
Rose, 289 U.S. 373, 379, 77 L. Ed. 1265, 53 S. Ct. 620
(1933).

2 [***LEdHR3B] [3B]

Since respondents' reading of the statute
would avoid a constitutional question of
undoubted gravity, we think it prudent to entertain
the argument even though respondents did not
make it in the Sixth Circuit. Of course the Sixth
Circuit did decide (against respondents) the point
to which the argument was directed. See 1 F.3d
1487, 1490 (1993) ("The statute's language is

plain and unambiguous. . . . [It] commands the
Federal courts to reinstate cases which those
courts have dismissed").

[*217] As an alternative reason why § 27A(b) does
not require the reopening of final judgments, respondents
suggest that the subsection applies only to cases still
pending in the federal courts when § 27A was enacted.
This has only half the defect of the first argument, for it
makes only half of § 27A purposeless -- § 27A(b). There
is no need to "reinstate" actions that are still pending; §
27A(a) (the new statute of limitations) could and would
be applied by the courts of appeals. On respondents'
reading, the only consequence of § 27A(b) would be the
negligible one of permitting the plaintiff in the pending
appeal from a statute-of-limitations dismissal to return
immediately to the district court, instead of waiting for
the court of appeals' reversal. To enable § 27A(b) to
achieve such an insignificant consequence, one must
disregard the language of the provision, which refers
generally to suits "dismissed as time barred." It is perhaps
arguable that this does not include suits that are not yet
finally dismissed, i. e., suits still pending on appeal; but
there is no basis for the contention that it includes only
those. In short, there is no reasonable construction on
which § 27A(b) does not require federal courts to reopen
final judgments in suits dismissed with prejudice by
virtue of Lampf.

III

[***LEdHR1B] [1B] [***LEdHR4]
[4]Respondents submit that § 27A(b) violates both the
separation of powers and the Due Process Clause of the
Fifth Amendment. 3 Because the latter submission, if
correct, might dictate a similar result in a challenge to
state legislation [***342] under the Fourteenth
Amendment, the former is the narrower ground for
adjudication of the constitutional questions in the case,
and we therefore consider it first. Ashwander v. TVA,
297 U.S. 288, 347, 80 L. Ed. 688, 56 S. Ct. 466 (1936)
(Brandeis, J., concurring). We conclude that in § 27A(b)
Congress has exceeded its authority by requiring the
federal courts to exercise [*218] "the judicial Power of
the United States," U.S. Const., Art. III, § 1, in a manner
repugnant to the text, structure, and traditions of Article
III.

3 [HN6] "No person shall be . . . deprived of life,
liberty, or property, without due process of law."
U.S. Const., Amdt. 5.
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[***LEdHR5] [5]Our decisions to date have
identified two types of legislation that require federal
courts to exercise the judicial power in a manner that
Article III forbids. The first appears in United States v.
Klein, 80 U.S. 128, 13 Wall. 128, 20 L. Ed. 519 (1872),
where we refused to give effect to a statute that was said
"[to] prescribe rules of decision to the Judicial
Department of the government in cases pending before
it." Id., at 146. Whatever the precise scope of Klein,
however, later decisions have made clear that its
prohibition does not take hold when Congress "amend[s]
applicable law." Robertson v. Seattle Audubon Soc., 503
U.S. 429, 441, 118 L. Ed. 2d 73, 112 S. Ct. 1407 (1992).
[**1453] Section 27A(b) indisputably does set out
substantive legal standards for the Judiciary to apply, and
in that sense changes the law (even if solely
retroactively). The second type of unconstitutional
restriction upon the exercise of judicial power identified
by past cases is exemplified by Hayburn's Case, 2 U.S.
409, 2 Dall. 409, 1 L. Ed. 436 (1792), which stands for
the principle that [HN7] Congress cannot vest review of
the decisions of Article III courts in officials of the
Executive Branch. See, e. g., Chicago & Southern Air
Lines, Inc. v. Waterman S. S. Corp., 333 U.S. 103, 92 L.
Ed. 568, 68 S. Ct. 431 (1948). Yet under any application
of § 27A(b) only courts are involved; no officials of other
departments sit in direct review of their decisions.
Section 27A(b) therefore offends neither of these
previously established prohibitions.

[***LEdHR1C] [1C] [***LEdHR6] [6]We think,
however, that § 27A(b) offends a postulate of Article III
just as deeply rooted in our law as those we have
mentioned. [HN8] Article III establishes a "judicial
department" with the "province and duty . . . to say what
the law is" in particular cases and controversies.
Marbury v. Madison, 5 U.S. 137, 1 Cranch 137, 177, 2 L.
Ed. 60 (1803). The record of history shows that the
Framers crafted this charter of the judicial department
with an expressed understanding that it gives the Federal
Judiciary the power, not merely to rule on cases, but to
decide [*219] them, subject to review only by superior
courts in the Article III hierarchy -- with an
understanding, in short, that "a judgment conclusively
resolves the case" because "a 'judicial Power' is one to
render dispositive judgments." Easterbrook, Presidential
Review, 40 Case W. Res. L. Rev. 905, 926 (1990). By
retroactively commanding the federal courts to reopen
final judgments, Congress has violated this fundamental
principle.

A

The Framers of our Constitution lived among the
ruins of a system of intermingled legislative and judicial
powers, which had been prevalent in the colonies long
before the Revolution, and which after the Revolution
had produced factional strife and partisan oppression. In
the 17th and 18th centuries colonial assemblies [***343]
and legislatures functioned as courts of equity of last
resort, hearing original actions or providing appellate
review of judicial judgments. G. Wood, The Creation of
the American Republic 1776-1787, pp. 154-155 (1969).
Often, however, they chose to correct the judicial process
through special bills or other enacted legislation. It was
common for such legislation not to prescribe a resolution
of the dispute, but rather simply to set aside the judgment
and order a new trial or appeal. M. Clarke, Parliamentary
Privilege in the American Colonies 49-51 (1943). See, e.
g., Judicial Action by the Provincial Legislature of
Massachusetts, 15 Harv. L. Rev. 208 (1902) (collecting
documents from 1708-1709); 5 Laws of New Hampshire,
Including Public and Private Acts, Resolves, Votes, Etc.,
1784-1792 (Metcalf ed. 1916). Thus, as described in our
discussion of Hayburn's Case, supra, at 218, such
legislation bears not on the problem of interbranch review
but on the problem of finality of judicial judgments.

The vigorous, indeed often radical, populism of the
revolutionary legislatures and assemblies increased the
frequency of legislative correction of judgments. Wood,
supra, at 155-156, 407-408. See also INS v. Chadha, 462
U.S. 919, 961, 77 L. Ed. 2d 317, 103 S. Ct. 2764 [*220]
(1983) (Powell, J., concurring). "The period 1780-1787 . .
. was a period of 'constitutional reaction'" to these
developments, "which . . . leaped suddenly to its climax
in the Philadelphia Convention." E. Corwin, The
Doctrine of Judicial Review 37 (1914). Voices from
many quarters, official as well as private, decried the
increasing legislative interference with the private-law
judgments of the courts. In 1786, the Vermont Council of
Censors issued an "Address of the Council of Censors to
the Freemen of the State of Vermont" to fulfill the
council's duty, under the State Constitution of 1784, to
report to the people "'whether the legislative and
executive branches of government have assumed to
themselves, or exercised, other or greater powers than
they are entitled to by the Constitution.'" Vermont State
Papers 1779-1786, pp. 531, 533 (Slade ed. 1823). A
principal method of usurpation identified by the censors
was "the instances . . . of [**1454] judgments being
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vacated by legislative acts." Id., at 540. The council
delivered an opinion

"that the General Assembly, in all the
instances where they have vacated
judgments, recovered in due course of law,
(except where the particular circumstances
of the case evidently made it necessary to
grant a new trial) have exercised a power
not delegated, or intended to be delegated,
to them, by the Constitution. . . . It
supersedes the necessity of any other law
than the pleasure of the Assembly, and of
any other court than themselves: for it is
an imposition on the suitor, to give him
the trouble of obtaining, after several
expensive trials, a final judgment
agreeably to the known established laws of
the land; if the Legislature, by a sovereign
act, can interfere, reverse the judgment,
and decree in such manner, as they,
unfettered by rules, shall think proper."
Ibid.

So too, the famous report of the Pennsylvania
Council of Censors in 1784 detailed the abuses of
legislative interference with the courts at the behest of
private interests and [*221] [***344] factions. As the
General Assembly had (they wrote) made a custom of
"extending their deliberations to the cases of individuals,"
the people had "been taught to consider an application to
the legislature, as a shorter and more certain mode of
obtaining relief from hardships and losses, than the usual
process of law." The censors noted that because "favour
and partiality have, from the nature of public bodies of
men, predominated in the distribution of this relief . . .
these dangerous procedures have been too often recurred
to, since the revolution." Report of the Committee of the
Council of Censors 6 (Bailey ed. 1784).

This sense of a sharp necessity to separate the
legislative from the judicial power, prompted by the
crescendo of legislative interference with private
judgments of the courts, triumphed among the Framers of
the new Federal Constitution. See Corwin, The Progress
of Constitutional Theory Between the Declaration of
Independence and the Meeting of the Philadelphia
Convention, 30 Am. Hist. Rev. 511, 514-517 (1925). The
Convention made the critical decision to establish a

judicial department independent of the Legislative
Branch by providing that "the judicial Power of the
United States shall be vested in one supreme Court, and
in such inferior Courts as the Congress may from time to
time ordain and establish." Before and during the debates
on ratification, Madison, Jefferson, and Hamilton each
wrote of the factional disorders and disarray that the
system of legislative equity had produced in the years
before the framing; and each thought that the separation
of the legislative from the judicial power in the new
Constitution would cure them. Madison's Federalist No.
48, the famous description of the process by which "the
legislative department is every where extending the
sphere of its activity, and drawing all power into its
impetuous vortex," referred to the report of the
Pennsylvania Council of Censors to show that in that
State "cases belonging to the judiciary department [had
been] frequently drawn within legislative cognizance and
determination." The Federalist [*222] No. 48, pp. 333,
337 (J. Cooke ed. 1961). Madison relied as well on
Jefferson's Notes on the State of Virginia, which
mentioned, as one example of the dangerous
concentration of governmental powers into the hands of
the legislature, that "the Legislature . . . in many instances
decided rights which should have been left to judiciary
controversy." Id., at 336 (emphasis deleted). 4

4 Read in the abstract these public
pronouncements might be taken, as the Solicitor
General does take them, see Brief for United
States 28-30, to disapprove only the practice of
having the legislature itself sit as a court of
original or appellate jurisdiction. But against the
backdrop of history, that reading is untenable.
Many, perhaps a plurality, of the instances of
legislative equity in the period before the framing
simply involved duly enacted laws that nullified
judgments so that new trials or judicial rulings on
the merits could take place. See supra, at 219.

If the need for separation of legislative from judicial
power was plain, the principal effect to be accomplished
by that separation was even plainer. As Hamilton wrote
in his exegesis of Article III, § 1, in Federalist No. 81:

[**1455] "It is not true . . . that the
parliament of Great Britain, or the
legislatures of the particular states, can
rectify the exceptionable decisions of their
respective courts, in [***345] any other
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sense than might be done by a future
legislature of the United States. The theory
neither of the British, nor the state
constitutions, authorizes the revisal of a
judicial sentence, by a legislative act. . . .
A legislature without exceeding its
province cannot reverse a determination
once made, in a particular case; though it
may prescribe a new rule for future cases."
The Federalist No. 81, p. 545 (J. Cooke
ed. 1961).

The essential balance created by this allocation of
authority was a simple one. The Legislature would be
possessed of power to "prescribe the rules by which the
duties and rights of every citizen are to be regulated," but
the power of "the interpretation of the laws" would be
"the proper and peculiar province of the courts." Id., No.
78, at 523, 525. [*223] See also Corwin, The Doctrine
of Judicial Review, at 42. The Judiciary would be, "from
the nature of its functions, . . . the [department] least
dangerous to the political rights of the constitution," not
because its acts were subject to legislative correction, but
because the binding effect of its acts was limited to
particular cases and controversies. Thus, "though
individual oppression may now and then proceed from
the courts of justice, the general liberty of the people can
never be endangered from that quarter: . . . so long as the
judiciary remains truly distinct from both the legislative
and executive." The Federalist No. 78, at 522, 523.

Judicial decisions in the period immediately after
ratification of the Constitution confirm the understanding
that it forbade interference with the final judgments of
courts. In Calder v. Bull, 3 U.S. 386, 3 Dall. 386, 1 L. Ed.
648 (1798), the Legislature of Connecticut had enacted a
statute that set aside the final judgment of a state court in
a civil case. Although the issue before this Court was the
construction of the Ex Post Facto Clause, Art. I, § 10,
Justice Iredell (a leading Federalist who had guided the
Constitution to ratification in North Carolina) noted that

"the Legislature of [Connecticut] has
been in the uniform, uninterrupted, habit
of exercising a general superintending
power over its courts of law, by granting
new trials. It may, indeed, appear strange
to some of us, that in any form, there
should exist a power to grant, with respect
to suits depending or adjudged, new rights

of trial, new privileges of proceeding, not
previously recognized and regulated by
positive institutions . . . . The power . . . is
judicial in its nature; and whenever it is
exercised, as in the present instance, it is
an exercise of judicial, not of legislative,
authority." Id., at 398.

The state courts of the era showed a similar
understanding of the separation of powers, in decisions
that drew little distinction between the federal and state
constitutions. To [*224] choose one representative
example from a multitude: In Bates v. Kimball, 2
Chipman 77 (Vt. 1824), a special Act of the Vermont
Legislature authorized a party to appeal from the
judgment of a court even though, under the general law,
the time for appeal had expired. The court, noting that the
unappealed judgment had become final, set itself the
question "Have the Legislature power to vacate or annul
an existing judgment between party and party?" Id.,
[***346] at 83. The answer was emphatic: "The
necessity of a distinct and separate existence of the three
great departments of government . . . had been
proclaimed and enforced by . . . Blackstone, Jefferson
and Madison," and had been "sanctioned by the people of
the United States, by being adopted in terms more or less
explicit, into all their written constitutions." Id., at 84.
The power to annul a final judgment, the court held
(citing Hayburn's Case, 2 Dall., at 410), was "an
assumption of Judicial power," and therefore forbidden.
Bates v. Kimball, supra, at 90. For other examples, see
Merrill v. Sherburne, 1 N. H. 199 (1818) (legislature may
not vacate a final judgment and grant a new trial); Lewis
v. Webb, 3 Greenleaf 299 (Me. 1825) (same); T. Cooley,
Constitutional Limitations 95-96 (1868) (collecting
cases); J. Sutherland, Statutory [**1456] Construction
18-19 (J. Lewis ed. 1904) (same).

By the middle of the 19th century, the constitutional
equilibrium created by the separation of the legislative
power to make general law from the judicial power to
apply that law in particular cases was so well understood
and accepted that it could survive even Dred Scott v.
Sandford, 60 U.S. 393, 19 How. 393, 15 L. Ed. 691
(1857). In his First Inaugural Address, President Lincoln
explained why the political branches could not, and need
not, interfere with even that infamous judgment:

"I do not forget the position assumed by
some, that constitutional questions are to
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be decided by the Supreme Court; nor do I
deny that such decisions must be binding
in any case, upon the parties to a suit, as to
the object of that suit . . . . And while it is
obviously possible that [*225] such
decision may be erroneous in any given
case, still the evil effect following it, being
limited to that particular case, with the
chance that it may be over-ruled, and
never become a precedent for other cases,
can better be borne than could the evils of
a different practice." 4 R. Basler, The
Collected Works of Abraham Lincoln 268
(1953) (First Inaugural Address 1861).

And the great constitutional scholar Thomas Cooley
addressed precisely the question before us in his 1868
treatise:

"If the legislature cannot thus indirectly
control the action of the courts, by
requiring of them a construction of the law
according to its own views, it is very plain
it cannot do so directly, by setting aside
their judgments, compelling them to grant
new trials, ordering the discharge of
offenders, or directing what particular
steps shall be taken in the progress of a
judicial inquiry." Cooley, supra, at 94-95.

B

[***LEdHR1D] [1D] [***LEdHR7] [7]Section
27A(b) effects a clear violation of the
separation-of-powers principle we have just discussed. It
is, of course, retroactive legislation, that is, legislation
that prescribes what the law was at an earlier time, when
the act whose effect is controlled by the legislation
occurred -- in this case, the filing of the initial Rule 10b-5
action in the District Court. When retroactive legislation
requires its own application in a case already finally
adjudicated, it does no more and no less than "reverse a
determination once made, in a particular case." The
Federalist No. 81, at 545. Our [***347] decisions
stemming from Hayburn's Case -- although their precise
holdings are not strictly applicable here, see supra, at 218
-- have uniformly provided fair warning that such an act
exceeds the powers of Congress. See, e. g., Chicago &
Southern Air Lines, Inc., 333 U.S. at 113 ("Judgments
within the powers vested in courts by the Judiciary

Article [*226] of the Constitution may not lawfully be
revised, overturned or refused faith and credit by another
Department of Government"); United States v. O'Grady,
89 U.S. 641, 22 Wall. 641, 647-648, 22 L. Ed. 772 (1875)
("Judicial jurisdiction implies the power to hear and
determine a cause, and . . . Congress cannot subject the
judgments of the Supreme Court to the re-examination
and revision of any other tribunal"); Gordon v. United
States, 117 U.S. Appx. 697, 700-704 (1864) (opinion of
Taney, C. J.) (judgments of Article III courts are "final
and conclusive upon the rights of the parties"); Hayburn's
Case, 2 Dall., at 411 (opinion of Wilson and Blair, JJ.,
and Peters, D. J.) ("Revision and control" of Article III
judgments is "radically inconsistent with the
independence of that judicial power which is vested in
the courts"); id., at 413 (opinion of Iredell, J., and
Sitgreaves, D. J.) ("No decision of any court of the
United States can, under any circumstances, . . . be liable
to a revision, or even suspension, by the legislature itself,
in whom no judicial power of any kind appears to be
vested"). See also Pennsylvania v. Wheeling & Belmont
Bridge Co., 59 U.S. 421, 18 How. 421, 431, 15 L. Ed. 435
(1856) ("It is urged, that the act of congress cannot have
the effect and operation to annul the judgment of the
court already rendered, or the rights determined thereby .
. . . This, as a general proposition, is certainly not to be
denied, especially as it respects adjudication upon the
private rights of parties. When they have passed into
judgment the right becomes absolute, and it is the duty of
the court to enforce it"). Today those clear [**1457]
statements must either be honored, or else proved false.

[***LEdHR1E] [1E] [***LEdHR8A] [8A]
[***LEdHR9] [9]It is true, as petitioners contend, that
Congress can always revise the judgments of Article III
courts in one sense: When a new law makes clear that it
is retroactive, an appellate court must apply that law in
reviewing judgments still on appeal that were rendered
before the law was enacted, and must alter the outcome
accordingly. See United States v. Schooner Peggy, 5 U.S.
103, 1 Cranch 103, 2 L. Ed. 49 (1801); Landgraf v. USI
Film Products, 511 U.S. 244, 273-280, 128 L. Ed. 2d
229, 114 S. Ct. 1483 (1994). Since that is [*227] so,
petitioners argue, federal courts must apply the "new"
law created by § 27A(b) in finally adjudicated cases as
well; for the line that separates lower court judgments
that are pending on appeal (or may still be appealed),
from lower court judgments that are final, is determined
by statute, see, e. g., 28 U.S.C. § 2107(a) (30-day time
limit for appeal to federal court of appeals), and so cannot
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possibly be a constitutional line. But a distinction
between judgments from which all appeals have been
forgone or completed, and judgments that remain on
appeal (or subject to being appealed), is implicit in what
Article III creates: not a batch of unconnected courts, but
a judicial department [***348] composed of "inferior
Courts" and "one supreme Court." Within that hierarchy,
the decision of an inferior court is not (unless the time for
appeal has expired) the final word of the department as a
whole. [HN9] It is the obligation of the last court in the
hierarchy that rules on the case to give effect to
Congress's latest enactment, even when that has the effect
of overturning the judgment of an inferior court, since
each court, at every level, must "decide according to
existing laws." Schooner Peggy, supra, at 109. Having
achieved finality, however, a judicial decision becomes
the last word of the judicial department with regard to a
particular case or controversy, and Congress may not
declare by retroactive legislation that the law applicable
to that very case was something other than what the
courts said it was. Finality of a legal judgment is
determined by statute, just as entitlement to a government
benefit is a statutory creation; but that no more deprives
the former of its constitutional significance for
separation-of-powers analysis than it deprives the latter
of its significance for due process purposes. See, e. g.,
Cleveland Bd. of Ed. v. Loudermill, 470 U.S. 532, 84 L.
Ed. 2d 494, 105 S. Ct. 1487 (1985); Meachum v. Fano,
427 U.S. 215, 49 L. Ed. 2d 451, 96 S. Ct. 2532 (1976).

[***LEdHR1F] [1F] [***LEdHR10] [10]To be
sure, § 27A(b) reopens (or directs the reopening of) final
judgments in a whole class of cases rather than in a
particular suit. We do not see how that makes any
difference. [*228] The separation-of-powers violation
here, if there is any, consists of depriving judicial
judgments of the conclusive effect that they had when
they were announced, not of acting in a manner -- viz.,
with particular rather than general effect -- that is unusual
(though, we must note, not impossible) for a legislature.
To be sure, a general statute such as this one may reduce
the perception that legislative interference with judicial
judgments was prompted by individual favoritism; but it
is legislative interference with judicial judgments
nonetheless. Not favoritism, nor even corruption, but
power is the object of the separation-of-powers
prohibition. The prohibition is violated when an
individual final judgment is legislatively rescinded for
even the very best of reasons, such as the legislature's
genuine conviction (supported by all the law professors in

the land) that the judgment was wrong; and it is violated
40 times over when 40 final judgments are legislatively
dissolved.

[***LEdHR1G] [1G] [***LEdHR11] [11]
[***LEdHR12] [12]It is irrelevant as well that the final
judgments reopened by § 27A(b) rested on the bar of a
statute of limitations. [HN10] The rules of finality, both
statutory and judge made, treat a dismissal on
statute-of-limitations grounds the same way they treat a
dismissal for failure to state a claim, for failure to prove
substantive liability, or for failure to prosecute: as a
judgment on the merits. See, e. g., Fed. Rule Civ. Proc.
41(b); United States v. Oppenheimer, 242 U.S. 85, 87-88,
61 L. Ed. 161, 37 S. Ct. 68 (1916). Petitioners suggest,
directly or by implication, two reasons why a merits
judgment based on this particular ground may be
uniquely subject [**1458] to congressional nullification.
First, there is the fact that the length and indeed even the
very existence of a statute of limitations upon a federal
cause of action is entirely subject to congressional
control. But virtually all of the reasons why a final
judgment on the [***349] merits is rendered on a
federal claim are subject to congressional control.
Congress can eliminate, for example, a particular element
of a cause of action that plaintiffs have found it difficult
to establish; or an evidentiary rule that has often [*229]
excluded essential testimony; or a rule of offsetting
wrong (such as contributory negligence) that has often
prevented recovery. To distinguish statutes of limitations
on the ground that they are mere creatures of Congress is
to distinguish them not at all. The second supposedly
distinguishing characteristic of a statute of limitations is
that it can be extended, without violating the Due Process
Clause, after the cause of the action arose and even after
the statute itself has expired. See, e. g., Chase Securities
Corp. v. Donaldson, 325 U.S. 304, 89 L. Ed. 1628, 65 S.
Ct. 1137 (1945). But that also does not set statutes of
limitations apart. To mention only one other broad
category of judgment-producing legal rule: Rules of
pleading and proof can similarly be altered after the cause
of action arises, Landgraf v. USI Film Products, supra, at
275, and n. 29, and even, if the statute clearly so requires,
after they have been applied in a case but before final
judgment has been entered. Petitioners' principle would
therefore lead to the conclusion that final judgments
rendered on the basis of a stringent (or, alternatively,
liberal) rule of pleading or proof may be set aside for
retrial under a new liberal (or, alternatively, stringent)
rule of pleading or proof. This alone provides massive
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scope for undoing final judgments and would
substantially subvert the doctrine of separation of powers.

[***LEdHR1H] [1H] [***LEdHR13] [13]The
central theme of the dissent is a variant on these
arguments. The dissent maintains that Lampf
"announced" a new statute of limitations, post, at 246, in
an act of "judicial . . . lawmaking," post, at 247, that
"changed the law," post, at 250. That statement, even if
relevant, would be wrong. The point decided in Lampf
had never before been addressed by this Court, and was
therefore an open question, no matter what the lower
courts had held at the time. But the more important point
is that Lampf as such is irrelevant to this case. The dissent
itself perceives that "we would have the same issue to
decide had Congress enacted the Lampf rule," and that
the Lampf rule's genesis in judicial lawmaking rather
than, shall we say, legislative lawmaking, "should not
[*230] affect the separation-of-powers analysis." Post, at
247. Just so. The issue here is not the validity or even the
source of the legal rule that produced the Article III
judgments, but rather the immunity from legislative
abrogation of those judgments themselves. The
separation-of-powers question before us has nothing to
do with Lampf, and the dissent's attack on Lampf has
nothing to do with the question before us.

C

[***LEdHR1I] [1I]Apart from the statute we
review today, we know of no instance in which Congress
has attempted to set aside the final judgment of an Article
III court by retroactive legislation. That prolonged
reticence would be amazing if such interference were not
understood to be constitutionally proscribed. The closest
analogue that the Government has been able to put
forward is the statute [***350] at issue in United States
v. Sioux Nation, 448 U.S. 371, 65 L. Ed. 2d 844, 100 S.
Ct. 2716 (1980). That law required the Court of Claims,
"'notwithstanding any other provision of law . . . [to]
review on the merits, without regard to the defense of res
judicata or collateral estoppel,'" a Sioux claim for just
compensation from the United States -- even though the
Court of Claims had previously heard and rejected that
very claim. We considered and rejected
separation-of-powers objections to the statute based upon
Hayburn's Case and United States v. Klein. See 448 U.S.
at 391-392. The basis for our rejection was a line of
precedent (starting with Cherokee Nation v. United
States, 270 U.S. 476, 70 L. Ed. 694, 46 S. Ct. 428 (1926))

that stood, we said, for the proposition that "Congress has
the power to waive the res judicata effect of a prior
judgment [**1459] entered in the Government's favor
on a claim against the United States." Sioux Nation, 448
U.S. at 397. And our holding was as narrow as the
precedent on which we had relied: "In sum, . . . Congress'
mere waiver of the res judicata effect of a prior judicial
decision rejecting the validity of a legal claim against the
United States does [*231] not violate the doctrine of
separation of powers." Id., at 407. 5

5 The dissent quotes a passage from the opinion
saying that Congress "'only was providing a
forum so that a new judicial review of the Black
Hills claim could take place.'" Post, at 256
(quoting 448 U.S. at 407). That is quite consistent
with the res judicata holding. Any party who
waives the defense of res judicata provides a
forum for a new judicial review.

[***LEdHR14] [14] [***LEdHR15A] [15A]The
Solicitor General suggests that even if Sioux Nation is
read in accord with its holding, it nonetheless establishes
that Congress may require Article III courts to reopen
their final judgments, since "if res judicata were
compelled by Article III to safeguard the structural
independence of the courts, the doctrine would not be
subject to waiver by any party litigant." Brief for United
States 27 (citing Commodity Futures Trading Comm'n v.
Schor, 478 U.S. 833, 850-851, 92 L. Ed. 2d 675, 106 S.
Ct. 3245 (1986)). But the proposition that legal defenses
based upon doctrines central to the courts' structural
independence can never be waived simply does not
accord with our cases. Certainly one such doctrine
consists of the "judicial Power" to disregard an
unconstitutional statute, see Marbury, 1 Cranch, at 177;
yet none would suggest that a litigant may never waive
the defense that a statute is unconstitutional. See, e. g., G.
D. Searle & Co. v. Cohn, 455 U.S. 404, 414, 71 L. Ed. 2d
250, 102 S. Ct. 1137 (1982). What may follow from our
holding that the judicial power unalterably includes the
power to render final judgments is not that waivers of res
judicata are always impermissible, but rather that, as
many federal Courts of Appeals have held, waivers of res
judicata need not always be accepted -- that trial courts
may in appropriate cases raise the res judicata bar on their
own motion. See, e. g., Coleman v. Ramada Hotel
Operating Co., 933 F.2d 470, 475 (CA7 1991); In re
Medomak Canning, 922 F.2d 895, 904 (CA1 1990);
Holloway Constr. Co. v. United States Dept. of Labor,
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891 F.2d 1211, 1212 (CA6 1989). Waiver subject to the
control of the [*232] courts themselves would obviously
raise no issue of [***351] separation of powers, and
would be precisely in accord with the language of the
decision that the Solicitor General relies upon. We held in
Schor that, although a litigant had consented to bring a
state-law counterclaim before an Article I tribunal, 478
U.S. at 849, we would nonetheless choose to consider his
Article III challenge, because "when these Article III
limitations are at issue, notions of consent and waiver
cannot be dispositive," id., at 851 (emphasis added). See
also Freytag v. Commissioner, 501 U.S. 868, 878-879,
115 L. Ed. 2d 764, 111 S. Ct. 2631 (1991) (finding a "rare
case in which we should exercise our discretion" to hear a
waived claim based on the Appointments Clause, Art. II,
§ 2, cl. 2). 6

6 [***LEdHR15B] [15B]

The statute at issue in United States v. Sioux
Nation, 448 U.S. 371, 65 L. Ed. 2d 844, 100 S. Ct.
2716 (1980), seemingly prohibited courts from
raising the res judicata defense sua sponte. See
id., at 432-433 (REHNQUIST, J., dissenting).
The Court did not address that point; as far as
appears it saw no reason to raise the defense on its
own. Of course the unexplained silences of our
decisions lack precedential weight. See, e. g.,
Brecht v. Abrahamson, 507 U.S. 619, 630-631,
123 L. Ed. 2d 353, 113 S. Ct. 1710 (1993).

[***LEdHR1J] [1J] [***LEdHR8B]
[8B]Petitioners also rely on a miscellany of decisions
upholding legislation that altered rights fixed by the final
judgments of non-Article III courts, see, e. g.,
Sampeyreac v. United States, 7 Pet. 222, 238 (1833);
Freeborn v. Smith, 69 U.S. 160, 2 Wall. 160, 17 L. Ed.
922 (1865), or administrative agencies, Paramino
Lumber Co. v. Marshall, 309 U.S. 370, 84 L. Ed. 814, 60
S. Ct. 600 (1940), or that altered the prospective effect of
injunctions entered by Article III courts, Wheeling &
Belmont Bridge Co., 18 How., at 421. These cases
distinguish themselves; nothing in our holding today calls
them into question. Petitioners rely on general statements
from some [**1460] of these cases that legislative
annulment of final judgments is not an exercise of
judicial power. But even if it were our practice to decide
cases by weight of prior dicta, we would find the many
dicta that reject congressional [*233] power to revise the
judgments of Article III courts to be the more instructive

authority. See supra, at 225-226. 7

7 The dissent tries to turn the dicta of the
territorial-court cases, Sampeyreac and Freeborn,
into holdings. It says of Sampeyreac that "the
relevant judicial power that the [challenged]
statute arguably supplanted was this Court's
Article III appellate jurisdiction." Post, at 253.
Even if it were true that the judicial power under
discussion was that of this Court (which is
doubtful), the point could still not possibly
constitute a holding, since there was no
"supplanted power" at issue in the case. One of
the principal grounds of decision was that the
finality of the territorial court's decree had not
been retroactively abrogated. The decree had been
entered under a previous statute which provided
that a decree "shall be final and conclusive
between the parties." Sampeyreac v. United
States, 7 Pet., at 239 (emphasis in original). The
asserted basis for reopening was fraud, in that
Sampeyreac did not actually exist. We reasoned
that "as Sampeyreac was a fictitious person, he
was no party to the decree, and the act [under
which the decree had allegedly become final] in
strictness does not apply to the case." Ibid.

[***LEdHR8C] [8C]The dissent likewise
says of Freeborn that "the 'judicial power' to
which the opinion referred was this Court's
Article III appellate jurisdiction." Post, at 255.
Once again, even if it was, the point remains
dictum. No final judgment was at issue in
Freeborn. The challenged statute reached only
"'cases of appeal or writ of error heretofore
prosecuted and now pending in the supreme court
of the United States,'" see post, at 254, n. 7
(quoting 13 Stat. 441) (emphasis added). As we
have explained, see supra, at 226, Congress may
require (insofar as separation-of-powers
limitations are concerned) that new statutes be
applied in cases not yet final but still pending on
appeal.

[***LEdHR16A] [16A]Finally, petitioners liken §
27A(b) to Federal Rule of Civil Procedure [***352]
60(b), which authorizes courts to relieve parties from a
final judgment for grounds such as excusable neglect,
newly discovered evidence, fraud, or "any other reason
justifying relief . . . ." We see little resemblance. Rule
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60(b), which authorizes discretionary judicial revision of
judgments in the listed situations and in other
"'extraordinary circumstances,'" Liljeberg v. Health
Services Acquisition Corp., 486 U.S. 847, 864, 100 L. Ed.
2d 855, 108 S. Ct. 2194 (1988), does not impose any
legislative mandate to reopen upon the courts, but merely
reflects and [*234] confirms the courts' own inherent
and discretionary power, "firmly established in English
practice long before the foundation of our Republic," to
set aside a judgment whose enforcement would work
inequity. Hazel-Atlas Glass Co. v. Hartford-Empire Co.,
322 U.S. 238, 244, 88 L. Ed. 1250, 64 S. Ct. 997 (1944).
Thus, Rule 60(b), and the tradition that it embodies,
would be relevant refutation of a claim that reopening a
final judgment is always a denial of property without due
process; but they are irrelevant to the claim that
legislative instruction to reopen impinges upon the
independent constitutional authority of the courts.

[***LEdHR17] [17]The dissent promises to
provide "[a] few contemporary examples" of statutes
retroactively requiring final judgments to be reopened,
"to demonstrate that [such statutes] are ordinary products
of the exercise of legislative power." Post, at 256. That
promise is not kept. The relevant retroactivity, of course,
consists not of the requirement that there be set aside a
judgment that has been rendered prior to its being setting
aside -- for example, a statute passed today which says
that all default judgments rendered in the future may be
reopened within 90 days after their entry. In that sense,
all requirements to reopen are "retroactive," and the
designation is superfluous. Nothing we say today
precludes a law such as that. The finality that a court can
pronounce is no more than what the law in existence at
the time of judgment will permit it to pronounce. If the
law then applicable says that the judgment may be
reopened for certain reasons, that limitation is built into
the judgment itself, and its finality is so conditioned. The
present case, however, involves a judgment that Congress
subjected to a reopening requirement which did not exist
when the judgment was pronounced. The dissent provides
not a single clear prior instance of such congressional
action.

[***LEdHR16B] [16B] [***LEdHR18] [18]
[***LEdHR19] [19]The dissent cites, first, Rule 60(b),
which it describes as a "familiar remedial measure." Ibid.
As we have just discussed, Rule 60(b) [**1461] does not
provide a new remedy at all, but [*235] is simply the
recitation of pre-existing judicial power. The same is true

of another of the dissent's examples, 28 U.S.C. § 2255,
which provides federal prisoners a statutory motion to
vacate a federal sentence. This procedure "'restates,
clarifies and simplifies the procedure in the nature of the
ancient writ of error coram nobis.'" United States v.
Hayman, 342 U.S. 205, 218, 96 L. Ed. 232, 72 S. Ct. 263
[***353] (1952) (quoting the 1948 Reviser's Note to §
2255). It is meaningless to speak of these statutes as
applying "retroactively," since they simply codified
judicial practice that pre-existed. Next, the dissent cites
the provision of the Soldiers' and Sailors' Civil Relief Act
of 1940, 54 Stat. 1178, 50 U.S.C. App. § 520(4), which
authorizes courts, upon application, to reopen judgments
against members of the Armed Forces entered while they
were on active duty. It could not be clearer, however, that
this provision was not retroactive. It says: "If any
judgment shall be rendered in any action or proceeding
governed by this section against any person in military
service during the period of such service . . . such
judgment may . . . be opened . . . ." (Emphasis added.)

The dissent also cites, post, at 258, a provision of the
Handicapped Children's Protection Act of 1986, 82 Stat.
901, 20 U.S.C. § 1415(e)(4)(B) (1988 ed. and Supp. V),
which provided for the award of attorney's fees under the
Education for All Handicapped Children Act of 1975, 89
Stat. 773, 20 U.S.C. § 1411 et seq. (1988 ed. and Supp.
V). This changed the law regarding attorney's fees under
the Education for All Handicapped Children Act, after
our decision in Smith v. Robinson, 468 U.S. 992, 82 L.
Ed. 2d 746, 104 S. Ct. 3457 (1984), found such fees to be
unavailable. The provision of the Statutes at Large
adopting this amendment to the United States Code
specified, in effect, that it would apply not only to
proceedings brought after its enactment, but also to
proceedings pending at the time of, or brought after, the
decision in Smith. See 100 Stat. 798. The amendment
says nothing about reopening final judgments, and the
retroactivity provision may well mean nothing [*236]
more than that it applies not merely to new suits
commenced after the date of its enactment, but also to
previously filed (but not yet terminated) suits of the
specified sort. This interpretation would be consistent
with the only case the dissent cites, which involved a
court-entered consent decree not yet fully executed.
Counsel v. Dow, 849 F.2d 731, 734, 738-739 (CA2
1988). Alternatively, the statute can perhaps be
understood to create a new cause of action for attorney's
fees attributable to already concluded litigation. That
would create no separation-of-powers problem, and
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would be consistent with this Court's view that "attorney's
fee determinations . . . are 'collateral to the main cause of
action' and 'uniquely separable from the cause of action to
be proved at trial.'" Landgraf v. USI Film Products, 511
U.S. at 277 (quoting White v. New Hampshire Dept. of
Employment Security, 455 U.S. 445, 451-452, 71 L. Ed.
2d 325, 102 S. Ct. 1162 (1982)). 8

8 Even the dissent's scouring the 50 States for
support has proved unproductive. It cites statutes
from five States, post, at 258-259, nn. 12-13. Four
of those statutes involve a virtually identical
provision, which permits the state-chartered entity
that takes over an insolvent insurance company to
apply to have any of the insurer's default
judgments set aside. See Del. Code Ann., Tit. 18,
§ 4418 (1989); Fla. Stat. § 631.734 (1984); N. Y.
Ins. Law § 7717 (McKinney Supp. 1995); 40 Pa.
Cons. Stat. § 991.1716 (Supp. 1994). It is not at
all clear, indeed it seems to us unlikely, that these
statutes applied retroactively, to judgments that
were final before enactment of the scheme that
created the state-chartered entity. The last statute
involves a discretionary procedure for allowing
appeal by pro se litigants, Va. Code Ann. §
8.01-428(C) (Supp. 1994). It is obvious that the
provision did not apply retroactively, to
judgments rendered before the procedures were
established.

[***LEdHR20] [20]The dissent's perception that
retroactive [***354] reopening provisions are to be
found all about us is perhaps attributable to its inversion
of the statutory presumption regarding retroactivity.
Thus, it asserts that Rule 60(b) must be retroactive, since
"not a single word in its text suggests that it does not
apply to judgments entered prior to its effective date."
[*237] Post, at 256-257. This reverses the traditional
rule, confirmed only last Term, that statutes do not apply
retroactively unless Congress expressly states that
[**1462] they do. See Landgraf, supra, at 277-280. The
dissent adds that "the traditional construction of remedial
measures . . . support[s] construing [Rule 60(b)] to apply
to past as well as future judgments." Post, at 257. But
reliance on the vaguely remedial purpose of a statute to
defeat the presumption against retroactivity was rejected
in the companion cases of Landgraf, see 511 U.S. at
284-286, and n. 37, and Rivers v. Roadway Express, 511
U.S. at 309-313. Cf. Landgraf, supra, at 297 (Blackmun,
J., dissenting) ("This presumption [against retroactive

legislation] need not be applied to remedial legislation . .
.") (citing Sampeyreac, 7 Pet., at 238).

[***LEdHR21] [21] [***LEdHR22] [22]The
dissent sets forth a number of hypothetical horribles
flowing from our assertedly "rigid holding" -- for
example, the inability to set aside a civil judgment that
has become final during a period when a natural disaster
prevented the timely filing of a certiorari petition. Post, at
262. That is horrible not because of our holding, but
because the underlying statute itself enacts a "rigid"
jurisdictional bar to entertaining untimely civil petitions.
Congress could undoubtedly enact prospective legislation
permitting, or indeed requiring, this Court to make
equitable exceptions to an otherwise applicable rule of
finality, just as district courts do pursuant to Rule 60(b).
It is no indication whatever of the invalidity of the
constitutional rule which we announce, that it produces
unhappy consequences when a legislature lacks foresight,
and acts belatedly to remedy a deficiency in the law. That
is a routine result of constitutional rules. See, e. g.,
Collins v. Youngblood, 497 U.S. 37, 111 L. Ed. 2d 30,
110 S. Ct. 2715 (1990) (Ex Post Facto Clause precludes
postoffense statutory extension of a criminal sentence);
United States Trust Co. of N. Y. v. New Jersey, 431 U.S.
1, 52 L. Ed. 2d 92, 97 S. Ct. 1505 (1977) (Contract
Clause prevents retroactive alteration of contract with
state bondholders); Louisville Joint Stock Land Bank v.
Radford, 295 U.S. 555, 589-590, 601-602, 79 L. Ed.
1593, 55 S. Ct. 854 [*238] (1935) (Takings Clause
invalidates a bankruptcy law that abrogates a vested
property interest). See also United States v. Security
Industrial Bank, 459 U.S. 70, 78, 74 L. Ed. 2d 235, 103 S.
Ct. 407 (1982).

[***LEdHR23A] [23A]Finally, we may respond to
the suggestion of the concurrence that this case should be
decided more narrowly. The concurrence is willing to
acknowledge only that "sometimes [***355] Congress
lacks the power under Article I to reopen an otherwise
closed court judgment," post, at 240-241. In the present
context, what it considers critical is that § 27A(b) is
"exclusively retroactive" and "appli[es] to a limited
number of individuals." Post, at 241. If Congress had
only "provided some of the assurances against 'singling
out' that ordinary legislative activity normally provides --
say, prospectivity and general applicability -- we might
have a different case." Post, at 243.

This seems to us wrong in both fact and law. In point
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of fact, § 27A(b) does not "single out" any defendant for
adverse treatment (or any plaintiff for favorable
treatment). Rather, it identifies a class of actions (those
filed pre-Lampf, timely under applicable state law, but
dismissed as time barred post-Lampf) which embraces
many plaintiffs and defendants, the precise number and
identities of whom we even now do not know. The
concurrence's contention that the number of covered
defendants "is too small (compared with the number of
similar, uncovered firms) to distinguish meaningfully the
law before us from a similar law aimed at a single closed
case," post, at 244 (emphasis added), renders the concept
of "singling out" meaningless.

[***LEdHR23B] [23B] [***LEdHR24A]
[24A]More importantly, however, the concurrence's point
seems to us wrong in law. To be sure, the class of actions
identified by § 27A(b) could have been more expansive
(e. g., all actions that were or could have been filed
pre-Lampf) and the provision could have been written to
have prospective as well as retroactive effect (e. g., "all
post-Lampf dismissed actions, plus all future actions
under Rule 10b-5, shall be timely if brought within 30
years of the injury"). But it escapes us [*239] how this
could in any way cause the statute to be any less an
infringement upon the judicial power. The nub of that
infringement consists not of the Legislature's [**1463]
acting in a particularized and hence (according to the
concurrence) nonlegislative fashion; 9 but rather of the
Legislature's nullifying prior, authoritative judicial action.
It makes no difference whatever to that
separation-of-powers violation that it is in gross rather
than particularized ( e. g., "we hereby set aside all
hitherto entered judicial orders"), or that it is not
accompanied by an "almost" violation of the Bill of
Attainder Clause, or an "almost" violation of any other
constitutional provision.

9 [***LEdHR23C] [23C] [***LEdHR24B]
[24B]

The premise that there is something wrong
with particularized legislative action is of course
questionable. While legislatures usually act
through laws of general applicability, that is by no
means their only legitimate mode of action.
Private bills in Congress are still common, and
were even more so in the days before
establishment of the Claims Court. Even laws that
impose a duty or liability upon a single individual

or firm are not on that account invalid -- or else
we would not have the extensive jurisprudence
that we do concerning the Bill of Attainder
Clause, including cases which say that it requires
not merely "singling out" but also punishment,
see, e. g., United States v. Lovett, 328 U.S. 303,
315-318, 90 L. Ed. 1252, 66 S. Ct. 1073 (1946),
and a case which says that Congress may legislate
"a legitimate class of one," Nixon v. Administrator
of General Services, 433 U.S. 425, 472, 53 L. Ed.
2d 867, 97 S. Ct. 2777 (1977).

[***LEdHR23D] [23D] [***LEdHR25]
[25]Ultimately, the concurrence agrees with our
judgment only "because the law before us embodies risks
of the very sort that our Constitution's 'separation of
powers' prohibition seeks to avoid." Post, at 246. But the
doctrine of separation of powers is a [***356] structural
safeguard rather than a remedy to be applied only when
specific harm, or risk of specific harm, can be identified.
In its major features (of which the conclusiveness of
judicial judgments is assuredly one) it is a prophylactic
device, establishing high walls and clear distinctions
because low walls and vague distinctions will not be
judicially defensible in the heat of interbranch conflict. It
is interesting that the concurrence quotes twice, and cites
without quotation a third time, the opinion of Justice
Powell in [*240] INS v. Chadha, 462 U.S. at 959. But
Justice Powell wrote only for himself in that case. He
alone expressed dismay that "the Court's decision . . .
apparently will invalidate every use of the legislative
veto," and opined that "the breadth of this holding gives
one pause." Ibid. It did not give pause to the six-Justice
majority, which put an end to the long-simmering
interbranch dispute that would otherwise have been
indefinitely prolonged. We think legislated invalidation
of judicial judgments deserves the same categorical
treatment accorded by Chadha to congressional
invalidation of executive action. The delphic alternative
suggested by the concurrence (the setting aside of
judgments is all right so long as Congress does not
"impermissibly try to apply, as well as make, the law,"
post, at 241) simply prolongs doubt and multiplies
confrontation. Separation of powers, a distinctively
American political doctrine, profits from the advice
authored by a distinctively American poet: Good fences
make good neighbors.

* * *
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[***LEdHR1K] [1K]We know of no previous
instance in which Congress has enacted retroactive
legislation requiring an Article III court to set aside a
final judgment, and for good reason. The Constitution's
separation of legislative and judicial powers denies it the
authority to do so. [HN11] Section 27A(b) is
unconstitutional to the extent that it requires federal
courts to reopen final judgments entered before its
enactment. The judgment of the Court of Appeals is
affirmed.

It is so ordered.

CONCUR BY: BREYER

CONCUR

JUSTICE BREYER, concurring in the judgment.

I agree with the majority that § 27A(b) of the
Securities Exchange Act of 1934, 15 U.S.C. § 78aa-1
(1988 ed., Supp. V) (hereinafter § 27A(b)) is
unconstitutional. In my view, the separation of powers
inherent in our Constitution means that at least sometimes
Congress lacks the power under Article [*241] I to
reopen an otherwise closed court judgment. And the
statutory provision here at issue, § 27A(b), violates a
basic "separation-of-powers" principle -- one intended to
protect individual liberty. Three features of this law -- its
exclusively retroactive effect, its application to a limited
number of individuals, and its reopening of closed
judgments -- taken together, show that Congress here
impermissibly tried to apply, as well as make, [**1464]
the law. Hence, § 27A(b) falls outside the scope of
Article I. But, it is far less clear, and unnecessary for the
purposes of this case to decide, that separation of powers
"is violated" whenever an "individual final judgment is
legislatively rescinded" or [***357] that it is "violated
40 times over when 40 final judgments are legislatively
dissolved." See ante, at 228. I therefore write separately.

The majority provides strong historical evidence that
Congress lacks the power simply to reopen, and to revise,
final judgments in individual cases. See ante, at 219-222.
The Framers would have hesitated to lodge in the
legislature both that kind of power and the power to enact
general laws, as part of their effort to avoid the "despotic
government" that accompanies the "accumulation of all
powers, legislative, executive, and judiciary, in the same
hands." The Federalist No. 47, p. 241 (J. Gideon ed.
1831) (J. Madison); id., No. 48, at 249 (quoting T.

Jefferson, Notes on the State of Virginia). For one thing,
the authoritative application of a general law to a
particular case by an independent judge, rather than by
the legislature itself, provides an assurance that even an
unfair law at least will be applied evenhandedly
according to its terms. See, e. g., 1 Montesquieu, The
Spirit of Laws 174 (T. Nugent transl. 1886) (describing
one objective of the "separation of powers" as preventing
"the same monarch or senate," having "enacted tyrannical
laws" from "executing them in a tyrannical manner"); W.
Gwyn, The Meaning of the Separation of Powers 42-43,
104-106 (1965) (discussing historically relevant sources
that explain one purpose of separation of powers as
helping to assure an "impartial rule of [*242] law"). For
another thing, as Justice Powell has pointed out, the
Constitution's "separation-of-powers" principles reflect,
in part, the Framers' "concern that a legislature should not
be able unilaterally to impose a substantial deprivation on
one person." INS v. Chadha, 462 U.S. 919, 962, 77 L. Ed.
2d 317, 103 S. Ct. 2764 (1983) (opinion concurring in
judgment). The Framers "expressed" this principle, both
in "specific provisions, such as the Bill of Attainder
Clause," and in the Constitution's "general allocation of
power." Ibid.; see United States v. Brown, 381 U.S. 437,
442, 14 L. Ed. 2d 484, 85 S. Ct. 1707 (1965) (Bill of
Attainder Clause intended to implement the separation of
powers, acting as "a general safeguard against legislative
exercise of the judicial function"); Fletcher v. Peck, 10
U.S. 87, 6 Cranch 87, 136, 3 L. Ed. 162 (1810) (Marshall,
C. J.) ("It is the peculiar province of the legislature to
prescribe general rules for the government of society; the
application of those rules to individuals in society would
seem to be the duty of other departments"); cf. Hurtado
v. California, 110 U.S. 516, 535-536, 28 L. Ed. 232, 4 S.
Ct. 111 (1884).

Despite these two important "separation-of-powers"
concerns, sometimes Congress can enact legislation that
focuses upon a small group, or even a single individual.
See, e. g., Nixon v. Administrator of General Services,
433 U.S. 425, 468-484, 53 L. Ed. 2d 867, 97 S. Ct. 2777
(1977); Selective Service System v. Minnesota Public
Interest Research Group, 468 U.S. 841, 846-856, 82 L.
Ed. 2d 632, 104 S. Ct. 3348 (1984); Brown, supra, at
453-456. Congress also sometimes passes private
legislation. See Chadha, supra, at 966, n. 9 (Powell, J.,
concurring in judgment) ("When Congress grants
particular individuals relief or benefits under its spending
power, the danger of oppressive action that the separation
[***358] of powers was designed to avoid is not
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implicated"). And, sometimes Congress can enact
legislation that, as a practical matter, radically changes
the effect of an individual, previously entered court
decree. See Pennsylvania v. Wheeling & Belmont Bridge
Co., 59 U.S. 421, 18 How. 421, 15 L. Ed. 435 (1856).
Statutes that apply prospectively and (in part because of
that prospectivity) to an open-ended class of persons,
however, are more than simply [*243] an effort to
apply, person by person, a previously enacted law, or to
single out for oppressive treatment one, or a handful, of
particular individuals. Thus, it seems to me, if Congress
enacted legislation that reopened an otherwise closed
judgment but in a way that mitigated some of the here
relevant "separation-of-powers" concerns, by [**1465]
also providing some of the assurances against "singling
out" that ordinary legislative activity normally provides --
say, prospectivity and general applicability -- we might
have a different case. Cf. Brown, supra, at 461
("Congress must accomplish [its desired] results by rules
of general applicability. It cannot specify the people upon
whom the sanction it prescribes is to be levied"). Because
such legislation, in light of those mitigating
circumstances, might well present a different
constitutional question, I do not subscribe to the Court's
more absolute statement.

The statute before us, however, has no such
mitigating features. It reopens previously closed
judgments. It is entirely retroactive, applying only to
those Rule 10b-5 actions actually filed, on or before (but
on which final judgments were entered after) June 19,
1991. See 15 U.S.C. § 78j(b) and 17 CFR 240.10b-5
(1994). It lacks generality, for it applies only to a few
individual instances. See Hearings on H. R. 3185 before
the Subcommittee on Telecommunications and Finance
of the House of Representatives Committee on Energy
and Commerce, 102d Cong., 1st Sess., 3-4 (1991)
(listing, by case name, only 15 cases that had been
dismissed on the basis of Lampf, Pleva, Lipkind, Prupis
& Petigrow v. Gilbertson, 501 U.S. 350, 115 L. Ed. 2d
321, 111 S. Ct. 2773 (1991)). And, it is underinclusive,
for it excludes from its coverage others who, relying upon
pre-Lampf limitations law, may have failed to bring
timely securities fraud actions against any other of the
Nation's hundreds of thousands of businesses. I concede
that its coverage extends beyond a single individual to
many potential plaintiffs in these class actions. But
because the legislation disfavors not plaintiffs but
defendants, I should think [*244] that the latter number
is the more relevant. And, that number is too small

(compared with the number of similar, uncovered firms)
to distinguish meaningfully the law before us from a
similar law aimed at a single closed case. Nor does the
existence of § 27A(a), which applies to Rule 10b-5
actions pending at the time of the legislation, change this
conclusion. That provision seems aimed at too few
additional individuals to mitigate the low level of
generality of § 27A(b). See Hearings on H. R. 3185,
supra, at 5-6 (listing 17 cases in which dismissal motions
based on Lampf were pending).

The upshot is that, viewed in light of the relevant,
liberty-protecting objectives of the "separation of
powers," this case falls directly within the scope of
language in this Court's [***359] cases suggesting a
restriction on Congress' power to reopen closed court
judgments. See, e. g., Chicago & Southern Air Lines, Inc.
v. Waterman S. S. Corp., 333 U.S. 103, 113, 92 L. Ed.
568, 68 S. Ct. 431 (1948) ("Judgments within the powers
vested in courts by the Judiciary Article of the
Constitution may not lawfully be revised [or] overturned .
. . by another Department of Government"); Wheeling &
Belmont Bridge Co., supra, at 431 ("If the remedy in this
case had been an action at law, and a judgment rendered
in favor of the plaintiff for damages, the right to these
would have passed beyond the reach of the power of
congress"); Hayburn's Case, 2 U.S. 409, 2 Dall. 409, 413,
1 L. Ed. 436 (1792) (letter from Justice Iredell and
District Judge Sitgreaves to President Washington) ("No
decision of any court of the United States can, under any
circumstances, in our opinion, agreeable to the
Constitution, be liable to a revision, or even suspension,
by the Legislature itself").

At the same time, because the law before us both
reopens final judgments and lacks the liberty-protecting
assurances that prospectivity and greater generality would
have provided, we need not, and we should not, go
further -- to make of the reopening itself, an absolute,
always determinative distinction, a "prophylactic device,"
or a foundation for the building of a new "high wall"
between the branches. [*245] Ante, at 239. Indeed, the
unnecessary building of such walls is, in itself,
dangerous, because the Constitution blends, as well as
separates, powers in its effort to create a government that
will work for, as well as protect the liberties of, its
citizens. See The Federalist No. 48 (J. Madison). That
doctrine does not "divide the branches into watertight
compartments," nor "establish and divide fields of black
and white." Springer v. Philippine Islands, 277 U.S. 189,

Page 227



209, 211, 72 L. Ed. 845, 48 S. Ct. 480 (1928) (Holmes, J.,
dissenting); [**1466] see also Youngstown Sheet &
Tube Co. v. Sawyer, 343 U.S. 579, 635, 96 L. Ed. 1153,
72 S. Ct. 863 (1952) (Jackson, J., concurring) (referring
to the need for "workable government"); id., at 596-597
(Frankfurter, J., concurring); Mistretta v. United States,
488 U.S. 361, 381, 102 L. Ed. 2d 714, 109 S. Ct. 647
(1989) (the doctrine does not create a "hermetic division
among the Branches" but "a carefully crafted system of
checked and balanced power within each Branch"). And,
important separation of powers decisions of this Court
have sometimes turned, not upon absolute distinctions,
but upon degree. See, e. g., Crowell v. Benson, 285 U.S.
22, 48-54, 76 L. Ed. 598, 52 S. Ct. 285 (1932); A. L. A.
Schechter Poultry Corp. v. United States, 295 U.S. 495,
551-555, 79 L. Ed. 1570, 55 S. Ct. 837 (1935) (Cardozo,
J., concurring). As the majority invokes the advice of an
American poet, one might consider as well that poet's
caution, for he not only notes that "Something there is
that doesn't love a wall," but also writes, "Before I built a
wall I'd ask to know/ What I was walling in or walling
out." R. Frost, Mending Wall, The New Oxford Book of
American Verse 395-396 (R. Ellmann ed. 1976).

Finally, I note that the cases the dissent cites are
distinguishable from the one before us. Sampeyreac v.
United States, 7 Pet. 222 (1833), considered a law similar
to § 27A(b) (it reopened a set of closed [***360]
judgments in fraud cases), but the Court did not reach the
here relevant issue. Rather, the Court rested its
conclusion upon the fact that Sampeyreac was not "a real
person," while conceding that, were he real, the case
"might present a different question." Id., at 238-239.
Freeborn v. Smith, 69 U.S. 160, 2 Wall. 160, 17 L. Ed.
922 (1865), which involved [*246] an Article I court,
upheld a law that applied to all cases pending on appeal
(in the Supreme Court) from the territory of Nevada,
irrespective of the causes of action at issue or which party
was seeking review. See id., at 162. That law had
generality, a characteristic that helps to avoid the problem
of legislatively singling out a few individuals for adverse
treatment. See Chadha, 462 U.S. at 966 (Powell, J.,
concurring in judgment). Neither did United States v.
Sioux Nation, 448 U.S. 371, 65 L. Ed. 2d 844, 100 S. Ct.
2716 (1980), involve legislation that adversely treated a
few individuals. Rather, it permitted the reopening of a
case against the United States. See id., at 391.

Because the law before us embodies risks of the very
sort that our Constitution's "separation of powers"

prohibition seeks to avoid, and because I can find no
offsetting legislative safeguards that normally offer
assurances that minimize those risks, I agree with the
Court's conclusion and I join its judgment.

DISSENT BY: STEVENS

DISSENT

JUSTICE STEVENS, with whom JUSTICE
GINSBURG joins, dissenting.

On December 19, 1991, Congress enacted § 27A of
the Securities Exchange Act of 1934, 15 U.S.C. § 78aa-1
(1988 ed., Supp. V) (hereinafter 1991 amendment), to
remedy a flaw in the limitations rule this Court
announced on June 20, 1991, in Lampf, Pleva, Lipkind,
Prupis & Petigrow v. Gilbertson, 501 U.S. 350, 115 L.
Ed. 2d 321, 111 S. Ct. 2773 (1991). In Lampf the Court
replaced the array of state statutes of limitations that had
governed shareholder actions under the Securities
Exchange Act of 1934, 15 U.S.C. § 78j(b), and Rule
10b-5, 17 CFR 240.10b-5 (1994) (hereinafter 10b-5
actions), with a uniform federal limitations rule. Congress
found only one flaw in the Court's new rule: its failure to
exempt pending cases from its operation. Accordingly,
without altering the prospective effect of the Lampf rule,
the 1991 amendment remedied its flaw by providing that
pre-Lampf law should determine the limitations period
applicable to all cases that had [*247] been pending on
June 20, 1991 -- both those that remained pending on
December 19, 1991, when § 27A was enacted, and those
that courts dismissed between June 20 and December 19,
1991. Today the Court holds that the 1991 amendment
violates the Constitution's separation of powers because,
by encompassing the dismissed claims, it requires courts
to reopen final judgments in private civil actions.

Section 27A is a statutory amendment to a rule of
law announced by this Court. The [**1467] fact that the
new rule announced in Lampf was a product of judicial,
rather than congressional, lawmaking should not affect
the separation-of-powers analysis. We would have the
same issue to decide had Congress enacted the Lampf
rule but, as a result of inadvertence or perhaps a
scrivener's error, failed to exempt pending cases, as is
customary when limitations [***361] periods are
shortened. 1 In my opinion, if Congress had retroactively
restored rights its own legislation had inadvertently or
unfairly impaired, the remedial amendment's failure to
exclude dismissed cases from the benefited class would
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not make it invalid. The Court today faces a materially
identical situation and, in my view, reaches the wrong
result.

1 Our decisions prior to Lampf consistently held
that retroactive application of new, shortened
limitations periods would violate "fundamental
notions of justified reliance and due process."
Lampf, Pleva, Lipkind, Prupis & Petigrow v.
Gilbertson, 501 U.S. 350, 371, 115 L. Ed. 2d 321,
111 S. Ct. 2773 (1991) (O'CONNOR, J.,
dissenting); see, e. g., Chevron Oil Co. v. Huson,
404 U.S. 97, 30 L. Ed. 2d 296, 92 S. Ct. 349
(1971); Saint Francis College v. Al-Khazraji, 481
U.S. 604, 95 L. Ed. 2d 582, 107 S. Ct. 2022
(1987).

Throughout our history, Congress has passed laws
that allow courts to reopen final judgments. Such laws
characteristically apply to judgments entered before as
well as after their enactment. When they apply
retroactively, they may raise serious due process
questions, 2 but the Court [*248] has never invalidated
such a law on separation-of-powers grounds until today.
Indeed, only last Term we recognized Congress' ample
power to enact a law that "in effect 'restored' rights that [a
party] reasonably and in good faith thought he possessed
before the surprising announcement" of a Supreme Court
decision. Rivers v. Roadway Express, Inc., 511 U.S. 298,
310, 128 L. Ed. 2d 274, 114 S. Ct. 1510 (1994)
(discussing Frisbie v. Whitney, 76 U.S. 187, 9 Wall. 187,
19 L. Ed. 668 (1870)). We conditioned our unambiguous
restatement of the proposition that "Congress had the
power to enact legislation that had the practical effect of
restoring the status quo retroactively," 511 U.S. at 310,
only on Congress' clear expression of its intent to do so.

2 Because the Court finds a
separation-of-powers violation, it does not reach
respondents' alternative theory that § 27A(b)
denied them due process under the Fifth
Amendment, a theory the Court of Appeals did not
identify as an alternative ground for its holding. In
my judgment, the statute easily survives a due
process challenge. Section 27A(b) is rationally
related to a legitimate public purpose. Cf., e. g.,
Concrete Pipe & Products of Cal., Inc. v.
Construction Laborers Pension Trust for
Southern Cal., 508 U.S. 602, 636-641, 124 L. Ed.
2d 539, 113 S. Ct. 2264 (1993). Given the

existence of statutes and rules, such as Rule 60(b),
that allow courts to reopen apparently "final"
judgments in various circumstances, see infra, at
256-259, respondents cannot assert an inviolable
"vested right" in the District Court's post-Lampf
dismissal of petitioners' claims. In addition, §
27A(b) did not upset any "settled expectations" of
respondents. Cf. Landgraf v. USI Film Products,
511 U.S. 244, 266, 128 L. Ed. 2d 229, 114 S. Ct.
1483 (1994). In Landgraf, we concluded that
Congress did not intend § 102 of the Civil Rights
Act of 1991, 42 U.S.C. § 1981a (1988 ed., Supp.
V), to apply retroactively because retroactive
application would have placed a new legal burden
on past conduct. 511 U.S. at 280-286. Before
1991 no one could have relied either on the
yet-to-be-announced rule in Lampf or on the
Court's unpredictable decision to apply that rule
retroactively. All of the reliance interests that
ordinarily support a presumption against
retroactivity militate in favor of allowing
retroactive application of § 27A.

A large class of investors reasonably and in good
faith thought they possessed rights of action before the
surprising announcement of the Lampf rule on June 20,
1991. When it enacted the 1991 amendment, Congress
clearly expressed its intent to restore the rights Lampf had
denied the aggrieved class. Section 27A comported fully
with Rivers and with other precedents in which we
consistently have recognized Congress' power to enact
remedial statutes that set aside classes of final [***362]
judgments. The only remarkable feature of [*249] this
enactment is the fact that it remedied a defect in a new
judge-made rule rather than in a statute.

The familiar history the Court invokes, involving
colonial legislatures' ad hoc decisions of individual cases,
"'unfettered by rules,'" ante, at 220 (quoting Vermont
State Papers 1779-1786, p. 540 (Slade ed. 1823)),
provides no support for its holding. On the contrary,
history and precedent demonstrate that Congress may
enact laws that establish [**1468] both substantive rules
and procedures for reopening final judgments. When it
enacted the 1991 amendment to the Lampf rule, Congress
did not encroach on the judicial power. It decided neither
the merits of any 10b-5 claim nor even whether any such
claim should proceed to decision on the merits. It did
provide that the rule governing the timeliness of 10b-5
actions pending on June 19, 1991, should be the pre-
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Lampf statute of limitations, and it also established a
procedure for Article III courts to apply in determining
whether any dismissed case should be reinstated.
Congress' decision to extend that rule and procedure to
10b-5 actions dismissed during the brief period between
this Court's law-changing decision in Lampf and
Congress' remedial action is not a sufficient reason to
hold the statute unconstitutional.

I

Respondents conducted a public offering of common
stock in 1983. Petitioners, suing on behalf of themselves
and other purchasers of the stock, filed a 10b-5 action in
1987 in the United States District Court for the Eastern
District of Kentucky, alleging violations of substantive
federal rules that had been in place since 1934.
Respondents moved to dismiss the complaint as untimely
because petitioners had filed it more than three years after
the events in dispute. At that time, settled law in
Kentucky and elsewhere in the United States directed
federal courts to determine statutes of limitations
applicable to 10b-5 actions by reference to [*250] state
law. 3 The relevant Kentucky statute provided a 3-year
limitations period, 4 which petitioners contended ran
from the time the alleged fraud was or should have been
discovered. A Magistrate agreed with petitioners and
recommended denial of respondents' motion to dismiss,
but by 1991 the District Court had not yet ruled on that
issue. The factual question whether petitioners should
have discovered respondents' alleged 10b-5 violations
more than three years before they filed suit remained
open for decision by an Article III judge on June 20,
1991.

3 "Federal judges have 'borrowed' state statutes
of limitations because they were directed to do so
by the Congress of the United States under the
Rules of Decision Act, 28 U.S.C. § 1652." Lampf,
501 U.S. at 367, n. 2 (STEVENS, J., dissenting)
(citations omitted); see, e. g., Stull v. Bayard, 561
F.2d 429, 431-432 (CA2 1977), cert. denied, 434
U.S. 1035, 54 L. Ed. 2d 783, 98 S. Ct. 769 (1978);
Roberts v. Magnetic Metals Co., 611 F.2d 450,
456 (CA3 1979); Robuck v. Dean Witter & Co.,
649 F.2d 641, 644 (CA9 1980) (borrowing state
statutes of limitations for 10b-5 actions).
4 See Ky. Rev. Stat. Ann. § 292.480(3) (Michie
1988).

On that day, this Court's decision in Lampf changed

the law. The Court concluded that every 10b-5 action is
time barred unless brought within three years of the
alleged [***363] violation and one year of its discovery.
Moreover, it applied that novel rule to pending cases. As
JUSTICE O'CONNOR pointed out in her dissent, the
Court held the plaintiffs' suit "time barred under a
limitations period that did not exist before," a holding
that "departed drastically from our established practice
and inflicted an injustice on the [plaintiffs]." Lampf, 501
U.S. at 369. 5 The inequitable consequences of Lampf
reached beyond the parties to that case, [*251] injuring a
large class of litigants that includes petitioners. Without
resolving the factual issue that would have determined
the timeliness of petitioners' complaint before Lampf, the
District Court dismissed the instant action as untimely
under the new limitations period dictated by this Court.
Because Lampf had deprived them of any nonfrivolous
basis for an appeal, petitioners acquiesced in the
dismissal, which therefore became final on September 12,
1991.

5 The Lampf opinion drew two other dissents.
JUSTICE KENNEDY, joined by JUSTICE
O'CONNOR, would have adopted a different
substantive limitations rule. See 501 U.S. at 374.
JUSTICE SOUTER and I would have adhered to
"four decades of . . . settled law" and maintained
the existing regime until Congress enacted a new
federal statute of limitations. Id., at 366-367
(STEVENS, J., dissenting). No one dissented
from the proposition that a uniform federal
limitations period would be wise policy.

[**1469] Congress responded to Lampf by passing
§ 27A, which became effective on December 19, 1991.
The statute changed the substantive limitations law,
restoring the pre-Lampf limitations rule for two
categories of 10b-5 actions that had been pending on June
19, 1991. Subsection (a) of § 27A applies to cases that
were still pending on December 19, 1991. The Courts of
Appeals have uniformly upheld the constitutionality of
that subsection, 6 and its validity is not challenged in this
case. Subsection (b) applies to actions, like the instant
case, that (1) were dismissed after June 19, 1991, and (2)
would have been timely under the pre-Lampf regime.
This subsection authorized the district courts to reinstate
dismissed cases if the plaintiff so moved within 60 days
after the effective date of § 27A. The amendment was not
self-executing: Unless the plaintiff both filed a timely
motion for reinstatement and then satisfied the court that
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the complaint had been timely filed under applicable
pre-Lampf law, the dismissal would remain in effect.

6 See Cooperativa de Ahorro y Credito Aguada
v. Kidder, Peabody & Co., 993 F.2d 269 (CA1),
cert. pending, No. 93-564; Axel Johnson Inc. v.
Arthur Andersen & Co., 6 F.3d 78 (CA2 1993);
Cooke v. Manufactured Homes, Inc., 998 F.2d
1256 (CA4 1993); Berning v. A. G. Edwards &
Sons, Inc., 990 F.2d 272 (CA7 1993); Gray v.
First Winthrop Corp., 989 F.2d 1564 (CA9 1993);
Anixter v. Home-Stake Production Co., 977 F.2d
1533 (CA10 1992), cert. denied sub nom.
Dennler v. Trippet, 507 U.S. 1029, 123 L. Ed. 2d
467, 113 S. Ct. 1841 (1993); Henderson v.
Scientific-Atlanta, Inc., 971 F.2d 1567 (CA11
1992), cert. denied, 510 U.S. 828, 126 L. Ed. 2d
62, 114 S. Ct. 95 (1993).

In this case petitioners made the required showing,
but the District Court refused to reinstate their case.
Instead, [*252] it held § 27A(b) unconstitutional. 789
F. Supp. 231 (ED Ky. 1992). The Court of Appeals for
the Sixth Circuit, contrary to an earlier decision of the
Fifth Circuit, affirmed. 1 F.3d 1487 (1993).

II

Aside from § 27A(b), the Court claims to "know of
no instance in which Congress has attempted to set
[***364] aside the final judgment of an Article III court
by retroactive legislation." Ante, at 230. In fact, Congress
has done so on several occasions. Section 27A(b) is part
of a remedial statute. As early as 1833, we recognized
that a remedial statute authorizing the reopening of a final
judgment after the time for appeal has expired is "entirely
unexceptionable" even though it operates retroactively.
"It has been repeatedly decided in this court, that the
retrospective operation of such a law forms no objection
to it. Almost every law, providing a new remedy, affects
and operates upon causes of action existing at the time
the law is passed." Sampeyreac v. United States, 7 Pet.
222, 239 (1833). We have upheld remedial statutes that
carried no greater cause for separation-of-powers
concerns than does § 27A(b); others have provoked no
challenges. In contrast, the colonial directives on which
the majority relies were nothing like remedial statutes.

The remedial 1830 law we construed in Sampeyreac
strongly resembled § 27A(b): It authorized a class of
litigants to reopen claims, brought under an 1824 statute,

that courts had already finally adjudicated. The 1824
statute authorized proceedings to establish title to certain
lands in the State of Missouri and the territory of
Arkansas. It provided for an appeal to this Court within
one year after the entry of the judgment or decree, "and
should no appeal be taken, the judgment or decree of the
district court shall in like manner be final and
conclusive." 7 Pet., at 238. In 1827 the Arkansas
territorial court entered a decree in favor of one
Sampeyreac, over the objection of the United States that
the nominal plaintiff was a fictitious person. Because no
appeal [*253] was taken from that decree, it became
final in 1828. In 1830 Congress passed a special statute
authorizing the Arkansas court to reopen any decree
entered under the 1824 statute if, prior to July 1, 1831,
the United States filed a bill of review alleging that the
decree had been based on forged evidence of title. The
United States filed such a bill and obtained a reversal of
the 1827 decree from the Arkansas court.

The successors in interest of the fictitious Mr.
Sampeyreac argued in this Court that [**1470] the
Arkansas court should not have entertained the
Government's bill of review because the 1830 statute
"was the exercise of a judicial power, and it is no answer
to this objection, that the execution of its provisions is
given to a court. The legislature of the union cannot use
such a power." 7 Pet., at 229. We categorically rejected
that argument: "The law of 1830 is in no respect the
exercise of judicial powers." Id., at 239. Of course, as the
majority notes, ante, at 232-233, the particular decree at
stake in Sampeyreac had issued not from an Article III
court but from a territorial court. However, our opinion
contains no suggestion that Congress' power to authorize
the reopening of judgments entered by the Arkansas court
was any broader than its power to authorize the reopening
of judgments entered under the same statute by the
United States District Court in Missouri. Moreover, the
relevant judicial power that the 1830 statute arguably
supplanted was this Court's Article III appellate
jurisdiction -- which, prior to the 1830 enactment,
provided [***365] the only avenue for review of the
trial courts' judgments.

Similarly, in Freeborn v. Smith, 69 U.S. 160, 2 Wall.
160, 17 L. Ed. 922 (1865), the Court rejected a challenge
to an Act of Congress that removed an accidental
impediment to the exercise of our appellate jurisdiction.
When Congress admitted Nevada into the Union as a
State in March 1864, ch. 36, 13 Stat. 30, it neglected to
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provide for the disposition of pending appeals from final
judgments previously entered by the Supreme Court of
[*254] the Nevada Territory. Accordingly, the Freeborn
defendants in error moved to dismiss a writ of error to the
territorial court on the ground that we had no power to
decide the case. At the suggestion of plaintiffs in error,
the Court deferred ruling on the motion until after
February 27, 1865, when Congress passed a special
statute that authorized the Court to decide this and similar
cases. 7 Defendants in error renewed their motion,
arguing that Congress could not reopen judgments that
were already final and unreviewable because Congress
was not competent to exercise judicial power.

7 The Act provided, in part:

"That all cases of appeal or writ of error
heretofore prosecuted and now pending in the
supreme court of the United States, upon any
record from the supreme court of the Territory of
Nevada, may be heard and determined by the
supreme court of the United States, and the
mandate of execution or of further proceedings
shall be directed by the supreme court of the
United States to the district court of the United
States for the district of Nevada, or to the supreme
court of the State of Nevada, as the nature of said
appeal or writ of error may require, and each of
these courts shall be the successor of the supreme
court of Nevada Territory as to all such cases,
with full power to hear and determine the same,
and to award mesne or final process thereon. . . .
Provided, That said appeals shall be prosecuted
and said writs of errors sued out at any time
before the first day of July, eighteen hundred and
sixty-six." Ch. 64, § 8, 13 Stat. 441.

Defendants in error argued that, "if it be possible
for a right to attach itself to a judgment, it has done so
here, and there could not be a plainer case of an attempt
to destroy it by legislative action." 2 Wall., at 165. The
Court, however, noted that the omission in the 1864
statute had left the case "in a very anomalous situation,"
id., at 174, and that passage of the later statute "was
absolutely necessary to remove an impediment in the way
of any legal proceeding in the case." Id., at 175. It
concluded that such "acts are of a remedial character, and
are peculiar subjects of legislation. They are not liable to
the imputation of being assumptions of judicial power."
Ibid. As in Sampeyreac, although Freeborn involved

[*255] the review of a judgment entered by a territorial
court, the "judicial power" to which the opinion referred
was this Court's Article III appellate jurisdiction. If
Congress may enact a law authorizing this Court to
reopen decisions that we previously lacked power to
review, Congress must have the power to let district
courts reopen their own judgments.

Also apposite is United States v. Sioux Nation, 448
U.S. 371, 65 L. Ed. 2d 844, 100 S. Ct. 2716 (1980), which
involved the Sioux Nation's longstanding claim that the
Government had in 1877 improperly abrogated the treaty
by which the Sioux had held title to the Black Hills. The
Sioux first brought their claim under a special 1920
jurisdictional statute. The Court of Claims dismissed the
suit in 1942, holding that the 1920 [***366] Act did not
[**1471] give the court jurisdiction to consider the
adequacy of the compensation the Government had paid
in 1877. Congress passed a new jurisdictional statute in
1946, and in 1950 the Sioux brought a new action. In
1975 the Court of Claims, although acknowledging the
merit of the Sioux's claim, held that the res judicata effect
of the 1942 dismissal barred the suit. In response,
Congress passed a statute in 1978 that authorized the
Court of Claims to take new evidence and instructed it to
consider the Sioux's claims on the merits, disregarding
res judicata. The Sioux finally prevailed. We held that the
1978 Act did not violate the separation of powers. 448
U.S. at 407.

The Court correctly notes, see ante, at 230-231, and
n. 5, that our opinion in Sioux Nation prominently
discussed precedents establishing Congress' power to
waive the res judicata effect of judgments against the
United States. We never suggested, however, that those
precedents sufficed to overcome the separation-of-powers
objections raised against the 1978 Act. Instead, we made
extensive comments about the propriety of Congress'
action that were as necessary to our holding then as they
are salient to the Court's analysis today. In passing the
1978 Act, we held, Congress

[*256] "only was providing a forum so
that a new judicial review of the Black
Hills claim could take place. This review
was to be based on the facts found by the
Court of Claims after reviewing all the
evidence, and an application of generally
controlling legal principles to those facts.
For these reasons, Congress was not
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reviewing the merits of the Court of
Claims' decisions, and did not interfere
with the finality of its judgments.

"Moreover, Congress in no way
attempted to prescribe the outcome of the
Court of Claims' new review of the
merits." 448 U.S. at 407.

Congress observed the same boundaries in enacting §
27A(b).

Our opinions in Sampeyreac, Freeborn, and Sioux
Nation correctly characterize statutes that specify new
grounds for the reopening of final judgments as remedial.
Moreover, these precedents correctly identify the
unremarkable nature of the legislative power to enact
remedial statutes. "Acts . . . of a remedial character . . .
are the peculiar subjects of legislation. They are not liable
to the imputation of being assumptions of judicial
power." Freeborn, 2 Wall., at 175. A few contemporary
examples of such statutes will suffice to demonstrate that
they are ordinary products of the exercise of legislative
power.

The most familiar remedial measure that provides for
reopening of final judgments is Rule 60(b) of the Federal
Rules of Civil Procedure. That Rule both codified
common-law grounds for relieving a party from a final
judgment and added an encompassing reference to "any
other reason justifying relief from the operation of the
judgment." 8 [**1472] Not a [*257] single word in its
text suggests that it does [***367] not apply to
judgments entered prior to its effective date. On the
contrary, the purpose of the Rule, its plain language, and
the traditional construction of remedial measures all
support construing it to apply to past as well as future
judgments. Indeed, because the Rule explicitly abolished
the common-law writs it replaced, an unintended gap in
the law would have resulted if it did not apply
retroactively. 9

8 The full text of Rule 60(b) provides:

"On motion and upon such terms as are just,
the court may relieve a party or a party's legal
representative from a final judgment, order, or
proceeding for the following reasons: (1) mistake,
inadvertence, surprise, or excusable neglect; (2)
newly discovered evidence which by due
diligence could not have been discovered in time

to move for a new trial under Rule 59(b); (3)
fraud (whether heretofore denominated intrinsic
or extrinsic), misrepresentation, or other
misconduct of an adverse party; (4) the judgment
is void; (5) the judgment has been satisfied,
released, or discharged, or a prior judgment upon
which it is based has been reversed or otherwise
vacated, or it is no longer equitable that the
judgment should have prospective application; or
(6) any other reason justifying relief from the
operation of the judgment. The motion shall be
made within a reasonable time, and for reasons
(1), (2), and (3) not more than one year after the
judgment, order, or proceeding was entered or
taken. A motion under this subdivision (b) does
not affect the finality of a judgment or suspend its
operation. This rule does not limit the power of a
court to entertain an independent action to relieve
a party from a judgment, order, or proceeding, or
to grant relief to a defendant not actually
personally notified as provided in Title 28, U.S.C.
§ 1655, or to set aside a judgment for fraud upon
the court. Writs of coram nobis, coram vobis,
audita querela, and bills of review and bills in the
nature of a bill of review, are abolished, and the
procedure for obtaining any relief from a
judgment shall be by motion as prescribed in
these rules or by an independent action."

This Court adopted the Federal Rules of Civil
Procedure and submitted them to Congress as the
Rules Enabling Act required. They became
effective after Congress adjourned without
altering them. See generally 308 U.S. 647 (letter
of transmittal to Congress, Jan. 3, 1938).
9 In its criticism of this analysis of Rule 60(b),
the majority overstates our holdings on
retroactivity in Landgraf, 511 U.S. at 280, and
Rivers v. Roadway Express, Inc., 511 U.S. 298,
128 L. Ed. 2d 274, 114 S. Ct. 1510 (1994). Our
opinion in Landgraf nowhere says "that statutes
do not apply retroactively unless Congress
expressly states that they do." Ante, at 237. To the
contrary, it says that, "when . . . the statute
contains no such express command, the court
must determine whether the new statute would
have retroactive effect," an inquiry that requires
"clear congressional intent favoring such a result."
Landgraf, 511 U.S. at 280 (emphasis added); see
also id., at 273-275; Rivers, 511 U.S. at 304-309.
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In the case of Rule 60(b), the factors I have
identified, taken together, support a finding of
clear congressional intent. Moreover, neither
Landgraf nor Rivers "rejected" consideration of a
statute's remedial purpose in analyzing Congress'
intent to apply the statute retroactively. Compare
ante, at 237, with Landgraf, 511 U.S. at 281-286,
and n. 37, and Rivers, 511 U.S. at 304-311.

[*258] Other examples of remedial statutes that
resemble § 27A include the Soldiers' and Sailors' Civil
Relief Act of 1940, 50 U.S.C. App. § 520(4), which
authorizes members of the Armed Forces to reopen
judgments entered while they were on active duty; the
Handicapped Children's Protection Act of 1986, 20
U.S.C. § 1415(e)(4)(B) (1988 ed. and Supp. V), which
provided for recovery of attorney's fees under the
Education for All Handicapped Children Act of 1975, 20
U.S.C. § 1411 et seq. (1988 ed. and Supp. V); 10 and the
federal habeas corpus statute, 28 U.S.C. § 2255, which
[***368] authorizes federal courts to reopen judgments
of conviction. The habeas statute, similarly to Rule 60(b),
replaced a common-law writ, see App. to H. R. Rep. No.
308, 80th Cong., 2d Sess., A180 (1947), and thus
necessarily applied retroactively. 11 State statutes that
authorize the reopening of various types of default
judgments 12 and judgments that became final before a
party received [*259] notice of their entry, 13 as well as
provisions for motions to reopen based on newly
discovered evidence, 14 further demonstrate the
widespread acceptance of remedial statutes that allow
courts to set aside final judgments. As in the case of Rule
60(b), logic dictates that these statutes be construed to
apply retroactively to judgments that were final at the
time of their enactments. All of these remedial statutes
announced generally applicable rules of law [**1473] as
well as establishing procedures for reopening final
judgments. 15

10 When it enacted the Handicapped Children's
Protection Act, Congress overruled our contrary
decision in Smith v. Robinson, 468 U.S. 992, 82 L.
Ed. 2d 746, 104 S. Ct. 3457 (1984), by applying
the Act retroactively to any action either pending
on or brought after July 4, 1984, the day before
we announced Smith. See 100 Stat. 798.
Accordingly, a court has applied the Act
retroactively to a case in which the parties had
entered into a consent decree prior to its
enactment. See Counsel v. Dow, 849 F.2d 731,

738-739 (CA2 1988). The Court's attempts to
explain away the retroactivity provision, ante, at
235-236, simply do not comport with the plain
language of the Act.
11 The Government also calls our attention to 28
U.S.C. § 1655, a statute that requires courts to
reopen final in rem judgments upon entries of
appearance by defendants who were not
personally served. See Brief for United States
24-25, and n. 17. While that statute had only
prospective effect, the Court offers no reason why
Congress could not pass a similar statute that
would apply retroactively to judgments entered
under pre-existing procedures.
12 See, e. g., Del. Code Ann., Tit. 18, § 4418
(1989); Fla. Stat. § 631.734 (1984); N. Y. Ins.
Law § 7717 (McKinney Supp. 1995); 40 Pa.
Cons. Stat. § 991.1716 (Supp. 1994).
13 For example, a Virginia statute provides that,
when a pro se litigant fails to receive notice of the
trial court's entry of an order, even after the time
to appeal has expired, the trial judge may within
60 days vacate the order and grant the party leave
to appeal. Va. Code Ann. § 8.01-428(C) (Supp.
1994).
14 See Herrera v. Collins, 506 U.S. 390,
410-411, 122 L. Ed. 2d 203, 113 S. Ct. 853, and
nn. 8-11 (1993) (citing state statutes).
15 The Court offers no explanation of why the
Constitution should be construed to interpose an
absolute bar against these statutes' retroactive
application. Under the Court's reasoning, for
example, an amendment that broadened the
coverage of Rule 60(b) could not apply to any
inequitable judgments entered prior to the
amendment. The Court's rationale for this
formalistic restriction remains elusive.

In contrast, in the examples of colonial legislatures'
review of trial courts' judgments on which today's
holding rests, the legislatures issued directives in
individual cases without purporting either to set forth or
to apply any legal standard. Cf. ante, at 219-225; see, e.
g., INS v. Chadha, 462 U.S. 919, 961-962, 77 L. Ed. 2d
317, 103 S. Ct. 2764 (1983) (Powell, J., concurring in
judgment). The principal compendium on which the
Court relies, ante, at 219, accurately describes these
legislative directives:

"In these records, which are of the first
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quarter of the 18th century, the provincial
legislature will often be found acting in a
judicial capacity, sometimes trying causes
in equity, sometimes granting equity
powers to some court of the common law
for a particular temporary purpose, and
constantly granting appeals, new trials,
and other relief from judgments, on
equitable [*260] grounds." Judicial
Action by the Provincial Legislature of
Massachusetts, 15 Harv. L. Rev. 208, n. 1
(1902).

[***369] The Framers' disapproval of such a system of
ad hoc legislative review of individual trial court
judgments has no bearing on remedial measures such as
Rule 60(b) or the 1991 amendment at issue today. The
history on which the Court relies provides no support for
its holding.

III

The lack of precedent for the Court's holding is not,
of course, a sufficient reason to reject it. Correct
application of separation-of-powers principles, however,
confirms that the Court has reached the wrong result. As
our most recent major pronouncement on the separation
of powers noted, "we have never held that the
Constitution requires that the three branches of
Government 'operate with absolute independence.'"
Morrison v. Olson, 487 U.S. 654, 693-694, 101 L. Ed. 2d
569, 108 S. Ct. 2597 (1988) (quoting United States v.
Nixon, 418 U.S. 683, 707, 41 L. Ed. 2d 1039, 94 S. Ct.
3090 (1974)). Rather, our jurisprudence reflects
"Madison's flexible approach to separation of powers."
Mistretta v. United States, 488 U.S. 361, 380, 102 L. Ed.
2d 714, 109 S. Ct. 647 (1989). In accepting Madison's
conception rather than any "hermetic division among the
Branches," id., at 381, "we have upheld statutory
provisions that to some degree commingle the functions
of the Branches, but that pose no danger of either
aggrandizement or encroachment," id., at 382. Today's
holding does not comport with these ideals.

Section 27A shares several important characteristics
with the remedial statutes discussed above. It does not
decide the merits of any issue in any litigation but merely
removes an impediment to judicial decision on the merits.
The impediment it removes would have produced
inequity because the statute's beneficiaries did not cause

the impediment. It requires a party invoking its benefits
to file a motion within a specified time and to convince a
court that the statute entitles the party to relief. Most
important, § 27A(b) specifies [*261] both a substantive
rule to govern the reopening of a class of judgments -- the
pre-Lampf limitations rule -- and a procedure for the
courts to apply in determining whether a particular
motion to reopen should be granted. These characteristics
are quintessentially legislative. They reflect Congress'
fealty to the separation of powers and its intention to
avoid the sort of ad hoc excesses the Court rightly
criticizes in colonial legislative practice. In my judgment,
all of these elements distinguish § 27A from "judicial"
action and confirm its constitutionality. A sensible
analysis would at least consider them in the balance.

Instead, the Court myopically disposes of § 27A(b)
by holding that Congress has no power to "require an
Article III court to set aside a final judgment." Ante, at
240. That holding must mean one of two things.
[**1474] It could mean that Congress may not impose a
mandatory duty on a court to set aside a judgment even if
the court makes a particular finding, such as a finding of
fraud or mistake, that Congress has not made. Such a
rule, however, could not be correct. Although Rule 60(b),
for example, merely authorizes federal courts to set aside
judgments after making appropriate findings, Acts of
Congress characteristically set standards that [***370]
judges are obligated to enforce. Accordingly, Congress
surely could add to Rule 60(b) certain instances in which
courts must grant relief from final judgments if they make
particular findings -- for example, a finding that a
member of the jury accepted a bribe from the prevailing
party. The Court, therefore, must mean to hold that
Congress may not unconditionally require an Article III
court to set aside a final judgment. That rule is both
unwise and beside the point of this case.

A simple hypothetical example will illustrate the
practical failings of the Court's new rule. Suppose
Congress, instead of endorsing the new limitations rule
fashioned by the Court in Lampf, had decided to return to
the pre-Lampf regime (or perhaps to enact a longer
uniform statute). Subsection [*262] (a) of § 27A would
simply have provided that the law in effect prior to June
19, 1991, would govern the timeliness of all 10b-5
actions. In that event, subsection (b) would still have
been necessary to remedy the injustice caused by this
Court's failure to exempt pending cases from its new rule.
In my judgment, the statutory correction of the
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inequitable flaw in Lampf would be appropriate remedial
legislation whether or not Congress had endorsed that
decision's substantive limitations rule. The Court,
unfortunately, appears equally consistent: Even though
the class of dismissed 10b-5 plaintiffs in my hypothetical
would have been subject to the same substantive rule as
all other 10b-5 plaintiffs, the Court's reasoning would still
reject subsection (b) as an impermissible exercise of
"judicial" power.

The majority's rigid holding unnecessarily hinders
the Government from addressing difficult issues that
inevitably arise in a complex society. This Court, for
example, lacks power to enlarge the time for filing
petitions for certiorari in a civil case after 90 days from
the entry of final judgment, no matter how strong the
equities. See 28 U.S.C. § 2101(c). If an Act of God, such
as a flood or an earthquake, sufficiently disrupted
communications in a particular area to preclude filing for
several days, the majority's reasoning would appear to bar
Congress from addressing the resulting inequity. If
Congress passed remedial legislation that retroactively
granted movants from the disaster area extra time to file
petitions or motions for extensions of time to file, today's
holding presumably would compel us to strike down the
legislation as an attack on the finality of judgments. Such
a ruling, like today's holding, would gravely undermine
federal courts' traditional power "to set aside a judgment
whose enforcement would work inequity." Ante, at 234.
16

16 The Court also appears to bar retroactive
application of changes in the criminal law. Its
reasoning suggests that, for example, should
Congress one day choose to abolish the federal
death penalty, the new statute could not
constitutionally save a death row inmate from
execution if his conviction had become final
before the statute was passed.

[*263] Even if the rule the Court announces today
were sound, it would not control the case before us. In
order to obtain the benefit of § 27A, petitioners had to file
a timely motion and persuade the District Court they had
timely filed their complaint under pre-Lampf law. In the
judgment of the District Court, petitioners satisfied those
conditions. Congress reasonably could have [***371]
assumed, indeed must have expected, that some movants
under § 27A(b) would fail to do so. The presence of an
important condition that the District Court must find a

movant to have satisfied before it may reopen a judgment
distinguishes § 27A from the unconditional congressional
directives the Court appears to forbid.

Moreover, unlike the colonial legislative commands
on which the Court bases its holding, § 27A directed
action not in "a civil case," ante, at 223 (discussing
Calder v. Bull, 3 U.S. 386, 3 Dall. 386, 1 L. Ed. 648
(1798)), but in a [**1475] large category of civil cases.
17 The Court declares that a legislative direction to
reopen a class of 40 cases is 40 times as bad as a
direction to reopen a single final judgment because
"power is the object of the separation-of-powers
prohibition. " See ante, at 228. This self-evident
observation might be salient if § 27A(b) unconditionally
commanded courts to reopen judgments even absent
findings that the complaints were timely under pre-Lampf
law. But Congress did not decide -- and could not know
how any court would decide -- the timeliness issue in any
particular [*264] case in the affected category.
Congress, therefore, had no way to identify which
particular plaintiffs would benefit from § 27A. It merely
enacted a law that applied a substantive rule to a class of
litigants, specified a procedure for invoking the rule, and
left particular outcomes to individualized judicial
determinations -- a classic exercise of legislative power.

17 At the time Congress was considering the bill
that became § 27A, a House Subcommittee
reported that Lampf had resulted in the dismissal
of 15 cases, involving thousands of plaintiffs in
every State (of whom over 32,000 had been
identified) and claims totaling over $ 692.25
million. In addition, motions to dismiss based on
Lampf were then pending in 17 cases involving
thousands of plaintiffs in every State and claims
totaling over $ 4.578 billion. Hearing on H. R.
3185, before the Subcommittee on
Telecommunications and Finance of the House
Committee on Energy and Commerce, 102d
Cong., 1st Sess., 1-4 (1991).

" All we seek," affirmed a sponsor of § 27A, "is to
give the victims [of securities fraud] a fair day in court."
18 A statute, such as § 27A, that removes an
unanticipated and unjust impediment to adjudication of a
large class of claims on their merits poses no danger of
"aggrandizement or encroachment." Mistretta, 488 U.S.
at 382. 19 This is particularly true for § 27A in light of
Congress' historic primacy over statutes of limitations. 20
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The statute contains several checks against the danger of
congressional [***372] overreaching. The Court in
Lampf undertook a legislative function. Essentially, it
supplied a statute of limitations for 10b-5 actions. [*265]
The Court, however, failed to adopt the transition rules
that ordinarily attend alterations shortening the time to
sue. Congress, in § 27A, has supplied those rules. The
statute reflects the ability of two coequal branches to
cooperate in providing for the impartial application of
legal rules to particular disputes. The Court's mistrust of
such cooperation ill serves the separation of powers. 21

18 137 Cong. Rec. S18624 (Nov. 27, 1991)
(statement of Sen. Bryan).
19 Today's decision creates a new irony of
judicial legislation. A challenge to the
constitutionality of § 27A(a) could not turn on the
sanctity of final judgments. Section 27A(a)
benefits litigants who had filed appeals that Lampf
rendered frivolous; petitioners and other
law-abiding litigants whose claims Lampf
rendered untimely had acquiesced in the dismissal
of their actions. By striking down § 27A(b) on a
ground that would leave § 27A(a) intact, the
Court indulges litigants who protracted
proceedings but shuts the courthouse door to
litigants who proceeded with diligence and
respect for the Lampf judgment.
20 "Statutes of limitation find their justification
in necessity and convenience rather than in logic.
They represent expedients, rather than principles.
. . . They are by definition arbitrary, and their
operation does not discriminate between the just
and the unjust claim, or the voidable and
unavoidable delay. They have come into the law
not through the judicial process but through
legislation. They represent a public policy about
the privilege to litigate. . . . The history of pleas of
limitation shows them to be good only by
legislative grace and to be subject to a relatively
large degree of legislative control." Chase
Securities Corp. v. Donaldson, 325 U.S. 304, 314,
89 L. Ed. 1628, 65 S. Ct. 1137 (1945) (Jackson,
J.) (footnote and citation omitted).
21 Although I agree with JUSTICE BREYER's
general approach to the separation-of-powers
issue, I believe he gives insufficient weight to two
important features of § 27A. First, he fails to
recognize that the statute restored a pre-existing
rule of law in order to remedy the manifest

injustice produced by the Court's retroactive
application of Lampf. The only "'substantial
deprivation'" Congress imposed on defendants
was that properly filed lawsuits proceed to
decisions on the merits. Cf. ante, at 242
(BREYER, J., concurring in judgment) (quoting
INS v. Chadha, 462 U.S. 919, 962, 77 L. Ed. 2d
317, 103 S. Ct. 2764 (1983) (Powell, J.,
concurring in judgment)). Second, he understates
the class of defendants burdened by § 27A: He
finds the statute underinclusive because it
provided no remedy for potential plaintiffs who
may have failed to file timely actions in reliance
on pre-Lampf limitations law, but he denies the
importance of § 27A(a), which provided a remedy
for plaintiffs who appealed dismissals after
Lampf. See ante, at 243-244 (BREYER, J.,
concurring in judgment). The coverage of § 27A
is coextensive with the retroactive application of
the general rule announced in Lampf. If Congress
had enacted a statute providing that the Lampf
rule should apply to all cases filed after the
statute's effective date and that the pre-Lampf rule
should apply to all cases filed before that date,
JUSTICE BREYER could not reasonably
condemn the statute as special legislation. The
only difference between such a statute and § 27A
is that § 27A covered all cases pending on the
date of Lampf -- June 20, 1991 -- rather than on
the effective date of the statute -- December 19,
1991. In my opinion, § 27A has sufficient
generality to avoid the characteristics of a bill of
attainder.

[**1476] IV

The Court has drawn the wrong lesson from the
Framers' disapproval of colonial legislatures' appellate
review of judicial decisions. The Framers rejected that
practice, not out of a mechanistic solicitude for "final
judgments," but because they believed the impartial
application of rules of law, rather [*266] than the will of
the majority, must govern the disposition of individual
cases and controversies. Any legislative interference in
the adjudication of the merits of a particular case carries
the risk that political power will supplant evenhanded
justice, whether the interference occurs before or after the
entry of final judgment. Cf. United States v. Klein, 80
U.S. 128, 13 Wall. 128, 20 L. Ed. 519 (1872); Hayburn's
Case, 2 U.S. 409, 2 Dall. 409, 1 L. Ed. 436 (1792).
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Section 27A(b) neither commands the reinstatement of
any particular case nor directs any result on the merits.
Congress recently granted a special benefit to a single
litigant in a pending civil rights case, but the Court saw
no need even to grant certiorari to review that disturbing
legislative favor. 22 In an ironic counterpoint, the Court
today places a higher priority on protecting the Republic
from the restoration to a large class of litigants of the
opportunity to have [***373] Article III courts resolve
the merits of their claims.

22 See Atonio v. Wards Cove Packing Co., 513
U.S. 809, 130 L. Ed. 2d 16, 115 S. Ct. 57 (1994);
see also Landgraf, 511 U.S. at 258 ("The parties
agree that § 402(b) [of the Civil Rights Act of
1991] was intended to exempt a single disparate
impact lawsuit against the Wards Cove Packing
Company").

"We must remember that the machinery of
government would not work if it were not allowed a little
play in its joints." Bain Peanut Co. of Tex. v. Pinson, 282
U.S. 499, 501, 75 L. Ed. 482, 51 S. Ct. 228 (1931)
(Holmes, J.). The three branches must cooperate in order
to govern. We should regard favorably, rather than with
suspicious hostility, legislation that enables the judiciary
to overcome impediments to the performance of its
mission of administering justice impartially, even when,
as here, this Court has created the impediment. 23 Rigid
rules often make good law, but judgments in areas such
as the review of potential conflicts among the three
coequal branches of the [*267] Federal Government
partake of art as well as science. That is why we have so
often reiterated the insight of Justice Jackson:

"The actual art of governing under our
Constitution does not and cannot conform
to judicial definitions of the power of any
of its branches based on isolated clauses or
even single Articles torn from context.
While the Constitution diffuses power the
better to secure liberty, it also
contemplates that practice will integrate
the dispersed powers into a workable
government. It enjoins upon its branches
separateness but interdependence,
autonomy but reciprocity." Youngstown
Sheet & Tube Co. v. Sawyer, 343 U.S.
579, 635, 96 L. Ed. 1153, 72 S. Ct. 863
(1952) (concurring opinion).

23 Of course, neither the majority nor I would
alter its analysis had Congress, rather than the
Court, enacted the Lampf rule without any
exemption for pending cases, then later tried to
remedy such unfairness by enacting § 27A. Thus,
the Court's attribution of § 27A to "the
legislature's genuine conviction (supported by all
the law professors in the land) that [Lampf] was
wrong," ante, at 228, is quite beside the point.

We have the authority to hold that Congress has
usurped a judicial prerogative, but even if this case were
doubtful I would heed Justice Iredell's admonition in
Calder v. Bull, 3 Dall., at 399, that "the Court will never
resort to that authority, but in a clear and urgent case." An
appropriate regard for the interdependence of Congress
and the judiciary amply supports the conclusion that §
27A(b) reflects constructive legislative cooperation
[**1477] rather than a usurpation of judicial
prerogatives.

Accordingly, I respectfully dissent.
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OUTCOME: The court affirmed the decision.

CORE TERMS: inherent power, attorney's fees,
bad-faith, bad faith, sanctionable, sanctioning, inherent
authority, contempt, Federal Rules, American Rule,
sanctioned, breach of contract, diversity, shifting,
discovery, prelitigation, station, notice, state law, judicial
process, power to impose, sua sponte, certification,
disobedience, punitive, imposed sanctions, impose
sanctions, power to assess, imposing sanctions,
appropriate sanction

LexisNexis(R) Headnotes

Civil Procedure > Sanctions > Baseless Filings >
General Overview
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
Legal Ethics > Sanctions > General Overview
[HN1] Neither 28 U.S.C.S. § 1927 nor Fed. R. Civ. P. 11
limits a court's inherent authority to sanction bad-faith
conduct when the party's conduct is not within the reach
of the rule or the statute.

Civil Procedure > Pretrial Matters > General Overview
Civil Procedure > Remedies > Costs & Attorney Fees >
Attorney Expenses & Fees > Statutory Awards
Legal Ethics > Sanctions > General Overview
[HN2] A number of the Federal Rules of Civil Procedure
provide for the imposition of attorney's fees as a sanction.

In some instances, the assessment of fees is one of a
range of possible sanctions, while in others, the court
must award fees. In each case, the fees that may be
assessed are limited to those incurred as a result of the
rule violation. In the case of Fed. R. Civ. P. 11, however,
a violation could conceivably warrant an imposition of
fees covering the entire litigation, if, for example, a
complaint or answer was filed in violation of Rule 11.
The court generally may act sua sponte in imposing
sanctions under the rules.

Governments > Courts > Authority to Adjudicate
[HN3] Certain implied powers must necessarily result to
the courts of justice from the nature of their institution,
powers which cannot be dispensed with in a court,
because they are necessary to the exercise of all others.
For this reason, courts of justice are universally
acknowledged to be vested, by their very creation, with
power to impose silence, respect, and decorum, in their
presence, and submission to their lawful mandates. These
powers are governed not by rule or statute but by the
control necessarily vested in courts to manage their own
affairs so as to achieve the orderly and expeditious
disposition of cases.

Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
Governments > Courts > Authority to Adjudicate
[HN4] A federal court has the power to control admission
to its bar and to discipline attorneys who appear before it.
While this power ought to be exercised with great
caution, it is nevertheless incidental to all courts.

Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
Governments > Courts > Authority to Adjudicate
[HN5] The power to punish for contempts is inherent in
all courts. This power reaches both conduct before the
court and that beyond the court's confines, for the
underlying concern that gave rise to the contempt power
was not merely the disruption of court proceedings.
Rather, it was disobedience to the orders of the judiciary,
regardless of whether such disobedience interfered with
the conduct of trial.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
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Governments > Courts > Authority to Adjudicate
[HN6] The inherent power also allows a federal court to
vacate its own judgment upon proof that a fraud has been
perpetrated upon the court. This historic power of equity
to set aside fraudulently begotten judgments is necessary
to the integrity of the courts, for tampering with the
administration of justice in this manner involves far more
than an injury to a single litigant. It is a wrong against the
institutions set up to protect and safeguard the public.
Moreover, a court has the power to conduct an
independent investigation in order to determine whether
it has been the victim of fraud.

Governments > Courts > Authority to Adjudicate
Governments > Courts > Rule Application &
Interpretation
[HN7] Because of their very potency, inherent powers
must be exercised with restraint and discretion. A
primary aspect of that discretion is the ability to fashion
an appropriate sanction for conduct which abuses the
judicial process.

Civil Procedure > Remedies > Costs & Attorney Fees >
General Overview
[HN8] The common fund exception, derives not from a
court's power to control litigants, but from its historic
equity jurisdiction, and allows a court to award attorney
fees to a party whose litigation efforts directly benefit
others.

Civil Procedure > Remedies > Costs & Attorney Fees >
General Overview
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
[HN9] A court may assess attorney fees as a sanction for
the willful disobedience of a court order. Thus, a court's
discretion to determine the degree of punishment for
contempt permits the court to impose as part of the fine
attorney fees representing the entire cost of the litigation.

Civil Procedure > Remedies > Costs & Attorney Fees >
General Overview
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
[HN10] A court may assess attorney fees when a party
has acted in bad faith, vexatiously, wantonly, or for
oppressive reasons. In this regard, if a court finds that

fraud has been practiced upon it, or that the very temple
of justice has been defiled, it may assess attorney fees
against the responsible party as it may when a party
shows bad faith by delaying or disrupting the litigation or
by hampering enforcement of a court order. The
imposition of sanctions in this instance transcends a
court's equitable power concerning relations between the
parties and reaches a court's inherent power to police
itself, thus serving the dual purpose of vindicating
judicial authority without resort to the more drastic
sanctions available for contempt of court and making the
prevailing party whole for expenses caused by his
opponent's obstinacy.

Civil Procedure > Dismissals > Involuntary Dismissals
> Failures to Prosecute
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
[HN11] The inherent power of a court can be invoked
even if procedural rules exist which sanction the same
conduct.

Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
Governments > Courts > Authority to Adjudicate
Legal Ethics > Sanctions > General Overview
[HN12] There is nothing in other sanctioning
mechanisms or prior cases interpreting them that warrants
a conclusion that a federal court may not, as a matter of
law, resort to its inherent power to impose attorney fees
as a sanction for bad-faith conduct. This is plainly the
case where conduct at issue is not covered by other
sanctioning provisions. Neither is a federal court
forbidden to sanction bad-faith conduct by means of
inherent power simply because that conduct could be
sanctioned under the statute or the rules. A court must
exercise caution in invoking its inherent power, and it
must comply with the mandates of due process, both in
determining that the requisite bad faith exists and in
assessing fees. When there is bad-faith conduct in the
course of litigation that could be adequately sanctioned
under the rules, the court ordinarily should rely on the
rules rather than the inherent power. But if in the
informed discretion of the court, neither statute nor rules
are up to the task, the court may safely rely on its
inherent power.

Civil Procedure > Sanctions > Misconduct & Unethical
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Behavior > General Overview
[HN13] The imposition of sanctions under the bad-faith
exception depends not on which party wins the lawsuit,
but on how the parties conduct themselves during the
litigation.

Civil Procedure > Remedies > Costs & Attorney Fees >
Attorney Expenses & Fees > American Rule
Civil Procedure > Sanctions > Contempt > Civil
Contempt
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
[HN14] In the case of the bad-faith exception to the
American Rule, the underlying rationale of fee shifting is,
of course, punitive. The award of attorney's fees for bad
faith serves the same purpose as a remedial fine imposed
for civil contempt, because it vindicates the court's
authority over a recalcitrant litigant. That the award has a
compensatory effect does not in any event distinguish it
from a fine for civil contempt, which also compensates a
private party for the consequences of a contemnor's
disobedience.

Civil Procedure > Appeals > Standards of Review >
Abuse of Discretion
[HN15] The court reviews a court's imposition of
sanctions under its inherent power for abuse of discretion.

DECISION:

Federal District Court, in diversity case, held to have
properly invoked its inherent power in assessing
attorneys' fees as sanction for party's bad-faith conduct in
course of litigation.

SUMMARY:

The owner of a television station in Louisiana agreed
to sell the station's facilities and broadcast license to a
corporation, but he later refused to consummate the sale.
The corporation notified the owner's attorney of the
corporation's intention to file a diversity suit in the United
States District Court for the Western District of Louisiana
to seek specific performance of the agreement and a
temporary restraining order to prevent the alienation or
encumbrance of the properties at issue. On the day before
the suit was to be filed, the owner and his attorney
attempted to place the properties beyond the District
Court's reach by creating a trust, of which the trustee and

beneficiaries were the owner's family members, and
causing the properties to be conveyed to the trust. The
attorney withheld this information from the District
Court, which subsequently granted a preliminary
injunction against the owner and warned the owner and
the attorney that their conduct had been unethical.
However, the owner proceeded to defy the preliminary
injunction, file meritless motions and pleadings, and
engage in delaying actions. After the trial in the District
Court but before the entry of judgment, the owner--acting
in direct contravention of the District Court's orders to
maintain the status quo pending the outcome of the
litigation--attempted to gain the Federal Communications
Commission's permission to build a new transmission
tower and to relocate the transmission facilities to that
site. The owner withdrew the application after the
corporation sought contempt sanctions. The District
Court, finding that the transfer of the properties to the
trust was a simulated sale and that the deeds purporting to
convey the property were of no effect, entered judgment
in favor of the corporation (623 F Supp 1372). The
United States Court of Appeals for the Fifth Circuit,
affirming the District Court's judgment, found the
owner's appeal frivolous, imposed appellate sanctions,
and remanded the case to the District Court with orders to
fix the amount of appellate sanctions and to determine
whether further sanctions should be imposed for the
manner in which the litigation had been conducted (797
F2d 975). On remand, the District Court (1) determined
that further sanctions were appropriate; (2) declined to
impose sanctions under Rule 11 of the Federal Rules of
Civil Procedure--which provides for the imposition of
attorneys' fees as a sanction for the improper filing of
papers with a court--on the grounds that Rule 11 did not
reach the owner's out-of-court conduct, and that it would
have been impossible to assess sanctions at the time of
the owner's improper filing of papers because the falsity
of the pleadings was not yet apparent at that time; (3)
declined to impose sanctions under 28 USCS 1927--under
which an attorney who multiplies the proceedings in any
case unreasonably and vexatiously may be required to
satisfy personally the attorneys' fees reasonably incurred
because of such conduct--on the ground that the statute
did not apply to the owner himself and was not broad
enough to reach all the misconduct; (4) invoked the
District Court's own inherent power in imposing
sanctions; and (5) assessed the owner for the entire
amount of the corporation's litigation costs paid to its
attorneys (124 FRD 120). The Court of Appeals,
affirming, (1) held that the District Court had not abused
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its discretion in awarding the attorneys' fees to the
corporation, and (2) rejected the argument that a federal
court sitting in a diversity case must look to state law, not
the court's inherent power, to assess attorneys' fees as a
sanction for bad-faith conduct in litigation (894 F2d 696).

On certiorari, the United States Supreme Court
affirmed. In an opinion by White, J., joined by Marshall,
Blackmun, Stevens, and O'Connor, JJ., it was held that
(1) a federal court has inherent power to assess attorneys'
fees as a sanction for a party's bad-faith conduct in the
course of litigation; (2) this inherent power is not
displaced by the sanctioning scheme of 28 USCS 1927
and the various sanctioning provisions in the Federal
Rules of Civil Procedure; (3) under the circumstances
presented, the District Court did not abuse its discretion
in resorting to its inherent power without first invoking
the federal sanctioning provisions; (4) the District Court,
sitting in a diversity case, properly used its inherent
power, notwithstanding that the law of Louisiana
provided, as a general rule, that attorneys' fees were not
to be awarded to a successful litigant, given that (a)
Louisiana's general rule did not embody a substantive
policy, but rather focused on the award of attorneys' fees
due to a party's success on the underlying claim, (b) the
District Court, in assessing attorneys' fees against the
owner for fraud and bad-faith conduct, did not attempt to
sanction the owner for breach of contract, and thus the
fee-shifting was not a matter of substantive remedy, but
rather was a matter of vindicating judicial authority, and
(c) under such circumstances, the District Court's
inherent power could not be made subservient to any
state policy without transgressing the boundaries set out
in Erie R. Co. v Tompkins (1938) 304 US 64, 82 L Ed
1188, 58 S Ct 817, and subsequent United States
Supreme Court decisions with respect to the applicability
of state law in federal diversity cases; and (5) under the
circumstances, the District Court acted within its
discretion in assessing as a sanction the entire amount of
the corporation's attorneys' fees at the conclusion of the
litigation.

Scalia, J., dissenting, expressed the view that (1) a
Federal District Court's inherent power does not reach
conduct beyond the court's confines that does not
interfere with the conduct of the trial, (2) the District
Court appeared to have imposed sanctions for the owner's
breach of contract, and (3) the District Court had no
power to do so.

Kennedy, J., joined by Rehnquist, Ch. J., and Souter,
J., dissenting, expressed the view that (1) a federal court
must rely, where possible, on express federal sanctioning
provisions rather than on its inherent power to sanction
bad-faith misconduct, and (2) the District Court acted
improperly in (a) failing to rely on the federal sanctioning
provisions, and (b) allowing sanctions to be awarded for
the owner's prelitigation breach of contract.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

COSTS AND FEES §33

COURTS §538.12

STATUTES §136

inherent power to impose attorneys' fees -- effect of
federal statutes and court rules --

Headnote:[1A][1B][1C][1D][1E][1F]

The inherent power of federal courts to impose
attorneys' fees as a sanction for bad-faith conduct in the
course of litigation is not displaced by the sanctioning
scheme of 28 USCS 1927--under which an attorney who
multiplies the proceedings in any case unreasonably and
vexatiously may be required to satisfy personally the
attorneys' fees reasonably incurred because of such
conduct--and the various sanctioning provisions in the
Federal Rules of Civil Procedure, given that (1) the
inherent power is both broader and narrower than other
means of imposing sanctions, in that (a) whereas each of
the other mechanisms reaches only certain individuals or
conduct, the inherent power extends to a full range of
litigation abuses, and (b) while the narrow exceptions to
the American Rule effectively limit a court's inherent
power to impose attorneys' fees as a sanction to cases in
which a litigant has engaged in bad-faith conduct or
willful disobedience of a court's orders, many of the other
mechanisms permit a court to impose attorneys' fees as a
sanction for conduct which merely fails to meet a
reasonableness standard; and (2) Congress has not
repudiated the judicially fashioned exceptions to the
American Rule, in that (a) the amendments to 1927,
allowing an assessment of fees against an attorney, say
nothing about a court's power to assess fees against a
party, (b) the advisory committee notes on the 1983
amendments to Civil Procedure Rule 11--which Rule
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provides that a person who signs a pleading, motion, or
other paper in violation of the Rule may be ordered to
pay a reasonable attorney's fee--declare that Rule 11
builds upon and expands the equitable doctrine
permitting the court to award attorneys' fees to a litigant
whose opponent acts in bad faith in instituting or
conducting litigation, and (c) the advisory committee
notes to the 1983 amendments to other Civil Procedure
Rules reflect a similar intent to preserve the scope of the
inherent power.

[***LEdHN2]

COSTS AND FEES §33

inherent power to impose attorneys' fees --

Headnote:[2A][2B][2C]

A Federal District Court acts within its discretion in
resorting to the inherent power of federal courts, rather
than invoking federal rules and statutes containing
sanctioning provisions, to impose attorneys' fees as a
sanction for a party's bad-faith conduct, where the party
in question, a defendant in a diversity action for specific
performance of a contract, allegedly (1) attempted to
deprive the District Court of jurisdiction by acts of fraud,
nearly all of which were performed outside the confines
of the court, (2) filed false and frivolous pleadings, and
(3) attempted to exhaust the plaintiff by other tactics of
delay, oppression, harassment, and massive expense;
under such circumstances, the District Court is not
required to apply federal sanctioning provisions before
invoking inherent power--even though the District Court
could employ Rule 11 of the Federal Rules of Civil
Procedure to sanction the party for filing false and
frivolous pleadings, and some of the other conduct might
be reached through other Rules--given that (1) much of
the party's bad-faith conduct is beyond the reach of the
Rules, (2) the party's entire course of conduct throughout
the lawsuit evidences bad faith and an attempt to
perpetrate a fraud on the court, (3) the conduct
sanctionable under the Rules is intertwined within
conduct that only the inherent power can address, and (4)
in circumstances in which all of a litigant's conduct is
deemed sanctionable, requiring the court first to apply the
federal sanctioning provisions to discrete occurrences
before invoking inherent power to address remaining
instances of sanctionable conduct would serve only to
foster extensive and needless satellite litigation, a result
that is contrary to the aim of the Rules themselves; the

District Court's reliance on the inherent power under such
circumstances does not thwart the purposes of the other
sanctioning mechanisms--even though Civil Procedure
Rules 11 and 26(g) are cast in mandatory terms--since the
mandate of those provisions extends only to whether a
court must impose sanctions, not to which sanction the
court must impose. (Kennedy, J., Rehnquist, Ch. J., and
Souter, J., dissented from this holding.)

[***LEdHN3]

COURTS §549.5

application of state law -- assessment of attorneys'
fees -- bad-faith conduct --

Headnote:[3A][3B][3C][3D][3E]

A Federal District Court, sitting in a diversity case
involving breach of contract, may properly use its
inherent power to assess attorneys' fees as a sanction for
the defendant's fraud on the court and bad-faith conduct
during the litigation--notwithstanding that the law of the
forum state provides, as a general rule, that attorneys' fees
are not awarded to a successful litigant--where (1) the
state's general rule does not embody a substantive policy,
but rather focuses on the award of attorneys' fees due to a
party's success on the underlying claim, and (2) the
District Court, in assessing attorneys' fees for fraud and
bad-faith conduct, does not attempt to sanction the party
for breach of contract, and thus the fee-shifting is not a
matter of substantive remedy, but rather is a matter of
vindicating judicial authority; under such circumstances,
the District Court's inherent power cannot be made
subservient to any state policy without transgressing the
boundaries set out in Erie R. Co. v Tompkins (1938) 304
US 64, 82 L Ed 1188, 58 S Ct 817, and subsequent United
States Supreme Court decisions, given that neither of the
twin aims of the Erie rule--discouragement of forum
shopping and avoidance of inequitable administration of
the laws--is implicated by the District Court's assessment
of attorneys' fees as a sanction for bad-faith conduct.
(Scalia and Kennedy, JJ., Rehnquist, Ch. J., and Souter,
J., dissented in part from this holding.)

[***LEdHN4]

COSTS AND FEES §33

inherent power to impose attorneys' fees --

Headnote:[4A][4B][4C][4D][4E][4F]

Page 244



A Federal District Court acts within its discretion in
using its inherent power to assess, as a sanction for a
defendant's bad-faith conduct, the entire amount of the
plaintiff's attorneys' fees at the conclusion of the
litigation, where (1) the defendant has received repeated
timely warnings, both from the plaintiff and from the
court, that his conduct is sanctionable, and thus the
District Court's reliance on the inherent power does not
represent an end run around the notice requirements of
Rule 11 of the Federal Rules of Civil Procedure; (2) the
District Court concludes that full attorneys' fees are
warranted due to the frequency and severity of the
defendant's abuses of the judicial system and the resulting
need to insure that such abuses are not repeated; (3)
although the defendant asserts that the plaintiff failed to
mitigate its expenses by failing to seek summary
disposition of the case, the defendant himself made a
swift conclusion to the litigation by means of summary
judgment impossible by continuing to assert that material
factual disputes existed; (4) the defendant's conduct
before tribunals other than the District Court--including
the Federal Communications Commission, the United
States Court of Appeals, and the United States Supreme
Court--is within the scope of the District Court's
sanctioning power; and (5) the District Court has made
detailed factual findings, undisturbed on appeal,
concerning the defendant's personal responsibility for the
challenged conduct.

[***LEdHN5]

COURTS §18

inherent or implied powers --

Headnote:[5]

Certain implied powers must necessarily result to
courts of justice from the nature of their institution,
powers which cannot be dispensed with in a court
because they are necessary to the exercise of all others;
such powers are governed not by rule or statute, but by
the control necessarily vested in courts to manage their
own affairs so as to achieve the orderly and expeditious
disposition of cases; courts of justice are vested, by their
very creation, with power to impose silence, respect, and
decorum in their presence, and submission to their lawful
mandates.

[***LEdHN6]

ATTORNEYS §6

power of courts --

Headnote:[6]

Although a court's power to control admission to its
bar and to discipline attorneys who appear before it ought
to be exercised with great caution, such power is
incidental to all courts.

[***LEdHN7]

CONTEMPT §26

court's power to punish --

Headnote:[7]

The power to punish for contempt is inherent in all
courts; this power reaches both conduct before the court
and that beyond the court's confines, for the underlying
concern that gives rise to the contempt power is not
merely the disruption of court proceedings, but rather
disobedience to the orders of the judiciary, regardless of
whether such disobedience interferes with the conduct of
trial. (Scalia, J., dissented in part from this holding.)

[***LEdHN8]

COURTS §225.1

EQUITY §47

power to vacate fraudulent judgment --

Headnote:[8]

A federal court has the inherent power to vacate its
own judgment upon proof that a fraud has been
perpetrated upon the court; this historic power of equity
to set aside fraudulently begotten judgments is necessary
to the integrity of the courts; moreover, a federal court
has the power to conduct an independent investigation in
order to determine whether the court has been the victim
of fraud.

[***LEdHN9]

TRIAL §12.5

dealing with disruption --
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Headnote:[9]

A federal court has the inherent power to bar from
the courtroom a criminal defendant who disrupts a trial.

[***LEdHN10]

COURTS §230.5

forum non conveniens --

Headnote:[10]

A federal court has the inherent power to dismiss an
action on grounds of forum non conveniens.

[***LEdHN11]

DISMISSAL, DISCONTINUANCE, AND
NONSUIT §10

failure to prosecute --

Headnote:[11A][11B]

A federal court has the inherent power to act on its
own motion to dismiss a suit for failure to prosecute;
although such an outright dismissal of a lawsuit is a
particularly severe sanction, it is within the court's
discretion.

[***LEdHN12]

COURTS §225.1

federal -- inherent powers --

Headnote:[12]

Because of the very potency of the inherent powers
of federal courts, such powers must be exercised with
restraint and discretion; a primary aspect of that
discretion is the ability to fashion an appropriate sanction
for conduct which abuses the judicial process.

[***LEdHN13]

COSTS AND FEES §33

attorneys' fees award -- common fund exception --
sanction for disobedience or bad faith --

Headnote:[13A][13B]

In narrowly defined circumstances, federal courts
have inherent power to assess attorneys' fees against
counsel, even though the so-called "American Rule"
prohibits fee-shifting in most cases; the "common fund"
exception--which derives not from a court's power to
control litigants, but from its historic equity
jurisdiction--allows a federal court to award attorneys'
fees to a party whose litigation efforts directly benefit
others; a federal court may properly assess attorneys' fees
as a sanction for the willful disobedience of a court order;
a federal court's discretion to determine the degree of
punishment for contempt permits the court to impose as
part of the fine attorneys' fees representing the entire cost
of the litigation; in addition, a court may properly assess
attorneys' fees when a party has acted in bad faith,
vexatiously, wantonly, or for oppressive reasons; in this
regard, if a court finds that fraud has been practiced upon
it, the court may properly assess attorneys' fees against
the responsible party, as it may when a party shows bad
faith by delaying or disrupting the litigation or by
hampering enforcement of a court order; the imposition
of sanctions in this instance (1) transcends a court's
equitable power concerning relations between the parties
and reaches a court's inherent power to police itself, and
thus (2) serves the dual purpose of vindicating judicial
authority without resort to the more drastic sanctions
available for contempt of court and making the prevailing
party whole for expenses caused by the opponent's
obstinacy.

[***LEdHN14]

COSTS AND FEES §33

PLEADING §7

attorneys' fees sanction --

Headnote:[14]

Rule 11 of the Federal Rules of Civil
Procedure--which provides that a person who signs a
pleading, motion, or other paper in violation of the Rule
may be ordered to pay a reasonable attorney's
fee--imposes an objective standard of reasonable inquiry
which does not mandate a finding of bad faith; thus, a
federal court may properly impose attorneys' fees as a
sanction under Rule 11 for conduct that merely fails to
meet a reasonableness standard.

[***LEdHN15]
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COURTS §225.1

EVIDENCE §167

power -- assumption as to congressional intent --

Headnote:[15]

Although the exercise of the inherent power of lower
federal courts can be limited by statute and rule--for these
courts were created by act of Congress--the United States
Supreme Court does not lightly assume that Congress has
intended to depart from established principles such as the
scope of a court's inherent power.

[***LEdHN16]

COSTS AND FEES §33

inherent power to impose attorneys' fees -- effect of
federal statutes and court rules --

Headnote:[16]

A federal court must exercise caution in invoking its
inherent power to impose attorneys' fees as a sanction for
bad-faith conduct, and the court must comply with the
mandates of due process in determining that the requisite
bad faith exists and in assessing fees; when there is
bad-faith conduct in the course of litigation that could be
adequately sanctioned under the Federal Rules of Civil
Procedure, the court ordinarily should rely on the Rules
rather than the inherent power; if, however, in the
informed discretion of the court, neither the Rules nor 28
USCS 1927 are up to the task, the court may safely rely
on its inherent power.

[***LEdHN17]

COURTS §787

rules of decision -- Erie doctrine --

Headnote:[17]

The concerns of Erie R. Co. v Tompkins (1938) 304
US 64, 82 L Ed 1188, 58 S Ct 817--under which, in a
diversity of citizenship action, a Federal District Court is
required to apply the law of the state in which the court is
sitting--are at issue only when there is a conflict between
state and federal substantive law; the "outcome
determinative" test--under which, in diversity actions,
federal courts will apply state law whenever application

of federal law in its stead will alter the outcome of the
case--cannot be read without reference to the twin aims
of the Erie rule, which are (1) discouragement of forum
shopping, and (2) avoidance of inequitable administration
of the laws; the Erie rule guarantees a litigant that if he
takes his state-law cause of action to federal court and
abides by the rules of that court, the result in his case will
be the same as if he had brought it in state court, but the
Erie rule does not allow a litigant to waste a federal
court's time and resources with cantankerous conduct,
even in the unlikely event a state court would allow him
to do so.

[***LEdHN18]

DAMAGES §18

COSTS AND FEES §33

Louisiana rule --

Headnote:[18]

Under Louisiana law, there can be no punitive
damages for breach of contract, even when a party has
acted in bad faith in breaching the agreement; as a
general rule, attorneys' fees are not allowed a successful
litigant in Louisiana except where authorized by statute
or by contract.

[***LEdHN19]

COSTS AND FEES §33

inherent power to impose attorneys' fees --

Headnote:[19A][19B][19C][19D]

With respect to a breach-of-contract claim involving
an agreement to sell a television station, a Federal District
Court, sitting in a diversity case, acts within its discretion
in using its inherent power to assess attorneys' fees as a
sanction against the defendant in connection with the
plaintiff's claim for delay damages and with the closing
of the sale, where (1) the defendant's bad-faith conduct in
the course of the litigation caused the delay for which
damages are sought, and (2) the defendant's attempted
fraudulent transfer of the station's assets--prior to the
filing of the suit but after the defendant had been given
notice, pursuant to court rule, of the pending suit--created
a cloud on the title and thus greatly complicated the
closing of the sale; the assessment of attorneys' fees as a
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sanction for such misconduct is proper because the
sanctions are aimed at punishing not only the harm done
to the plaintiff, but also the harm done to the court itself.
(Scalia and Kennedy, JJ., Rehnquist, Ch. J., and Souter,
J., dissented from this holding.)

[***LEdHN20]

APPEAL §1367

imposition of sanctions --

Headnote:[20]

The United States Supreme Court reviews for abuse
of discretion a lower court's imposition of sanctions
under the lower court's inherent power.

[***LEdHN21]

COURTS §538.12

PLEADING §7

signature -- time for sanctions --

Headnote:[21]

Under Rule 11 of the Federal Rules of Civil
Procedure--which provides that an appropriate sanction
shall be imposed upon a person who signs a pleading,
motion, or other paper in violation of the Rule--sanctions
may properly be imposed years after a judgment on the
merits, because interrupting the proceedings on the merits
to conduct sanctions hearings may serve only to reward a
party seeking delay.

[***LEdHN22]

COURTS §18

sanctioning power -- out-of-court conduct --

Headnote:[22]

A party may properly be sanctioned by a court for
abuses of process occurring beyond the courtroom--such
as disobeying the court's orders--as long as the party
receives an appropriate hearing; thus, in a case before a
Federal District Court involving an alleged breach of
contract to sell a television station's facilities, a party's
attempt to gain the Federal Communications
Commission's permission to build a new transmission

tower--which attempt is in direct contravention of the
District Court's orders to maintain the status quo pending
the outcome of the litigation--is within the District
Court's sanctioning power. (Scalia, J., dissented in part
from this holding.)

SYLLABUS

Petitioner Chambers, the sole shareholder and
director of a company that operated a television station in
Louisiana, agreed to sell the station's facilities and
broadcast license to respondent NASCO, Inc. Chambers
soon changed his mind and, both before and after
NASCO filed this diversity action for specific
performance in the District Court, engaged in a series of
actions within and without that court and in proceedings
before the Federal Communications Commission, the
Court of Appeals, and this Court, which were designed to
frustrate the sale's consummation. On remand following
the Court of Appeals' affirmance of judgment on the
merits for NASCO, the District Court, on NASCO's
motion and following full briefing and a hearing,
imposed sanctions against Chambers in the form of
attorney's fees and expenses totaling almost $ 1 million,
representing the entire amount of NASCO's litigation
costs paid to its attorneys. The court noted that the
alleged sanctionable conduct was that Chambers had (1)
attempted to deprive the court of jurisdiction by acts of
fraud, nearly all of which were performed outside the
confines of the court, (2) filed false and frivolous
pleadings, and (3) "attempted, by other tactics of delay,
oppression, harassment and massive expense to reduce
[NASCO] to exhausted compliance." The court deemed
Federal Rule of Civil Procedure 11 -- which provides for
the imposition of attorney's fees as a sanction for the
improper filing of papers with a court -- insufficient to
support the sanction against Chambers, since the Rule
does not reach conduct in the foregoing first and third
categories, and since it would have been impossible to
assess sanctions at the time the papers in the second
category were filed because their falsity did not become
apparent until after the trial on the merits. The court
likewise declined to impose sanctions under 28 U. S. C. §
1927, both because the statute's authorization of an
attorney's fees sanction applies only to attorneys who
unreasonably and vexatiously multiply proceedings, and
therefore would not reach Chambers, and because the
statute was not broad enough to reach "acts which
degrade the judicial system." The court therefore relied
on its inherent power in imposing sanctions. In affirming,
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the Court of Appeals, inter alia, rejected Chambers'
argument that a federal court sitting in diversity must
look to state law, not the court's inherent power, to assess
attorney's fees as a sanction for bad-faith conduct in
litigation.

Held: The District Court properly invoked its
inherent power in assessing as a sanction for Chambers'
bad-faith conduct the attorney's fees and related expenses
paid by NASCO. Pp. 42-58.

(a) Federal courts have the inherent power to manage
their own proceedings and to control the conduct of those
who appear before them. In invoking the inherent power
to punish conduct which abuses the judicial process, a
court must exercise discretion in fashioning an
appropriate sanction, which may range from dismissal of
a lawsuit to an assessment of attorney's fees. Although
the "American Rule" prohibits the shifting of attorney's
fees in most cases, see Alyeska Pipeline Service Co. v.
Wilderness Society, 421 U.S. 240, 259, 44 L. Ed. 2d 141,
95 S. Ct. 1612, an exception allows federal courts to
exercise their inherent power to assess such fees as a
sanction when a party has acted in bad faith, vexatiously,
wantonly, or for oppressive reasons, id., at 258-259, 260,
as when the party practices a fraud upon the court,
Universal Oil Products Co. v. Root Refining Co., 328
U.S. 575, 580, 90 L. Ed. 1447, 66 S. Ct. 1176, or delays
or disrupts the litigation or hampers a court order's
enforcement, Hutto v. Finney, 437 U.S. 678, 689, n. 14.
Pp. 43-46, 57 L. Ed. 2d 522, 98 S. Ct. 2565.

(b) There is nothing in § 1927, Rule 11, or other
Federal Rules of Civil Procedure authorizing attorney's
fees as a sanction, or in this Court's decisions interpreting
those other sanctioning mechanisms, that warrants a
conclusion that, taken alone or together, the other
mechanisms displace courts' inherent power to impose
attorney's fees as a sanction for bad-faith conduct.
Although a court ordinarily should rely on such rules
when there is bad-faith conduct in the course of litigation
that could be adequately sanctioned under the rules, the
court may safely rely on its inherent power if, in its
informed discretion, neither the statutes nor the rules are
up to the task. The District Court did not abuse its
discretion in resorting to the inherent power in the
circumstances of this case. Although some of Chambers'
conduct might have been reached through the other
sanctioning mechanisms, all of that conduct was
sanctionable. Requiring the court to apply the other

mechanisms to discrete occurrences before invoking the
inherent power to address remaining instances of
sanctionable conduct would serve only to foster extensive
and needless satellite litigation, which is contrary to the
aim of the rules themselves. Nor did the court's reliance
on the inherent power thwart the mandatory terms of
Rules 11 and 26(g). Those Rules merely require that "an
appropriate sanction" be imposed, without specifying
which sanction is required. Bank of Nova Scotia v.
United States, 487 U.S. 250, 101 L. Ed. 2d 228, 108 S. Ct.
2369, distinguished. Pp. 46-51.

(c) There is no merit to Chambers' assertion that a
federal court sitting in diversity cannot use its inherent
power to assess attorney's fees as a sanction unless the
applicable state law recognizes the "bad-faith" exception
to the general American Rule against fee shifting.
Although footnote 31 in Alyeska tied a diversity court's
inherent power to award fees to the existence of a state
law giving a right thereto, that limitation applies only to
fee-shifting rules that embody a substantive policy, such
as a statute which permits a prevailing party in certain
classes of litigation to recover fees. Here the District
Court did not attempt to sanction Chambers for breach of
contract, but rather imposed sanctions for the fraud he
perpetrated on the court and the bad faith he displayed
toward both NASCO and the court throughout the
litigation. The inherent power to tax fees for such conduct
cannot be made subservient to any state policy without
transgressing the boundaries set out in Erie R. Co. v.
Tompkins, 304 U.S. 64, 82 L. Ed. 1188, 58 S. Ct. 817,
Guaranty Trust Co. v. York, 326 U.S. 99, 89 L. Ed. 2079,
65 S. Ct. 1464, and Hanna v. Plumer, 380 U.S. 460, 14 L.
Ed. 2d 8, 85 S. Ct. 1136, for fee shifting here is not a
matter of substantive remedy, but is a matter of
vindicating judicial authority. Thus, although Louisiana
law prohibits punitive damages for a bad-faith breach of
contract, this substantive state policy is not implicated.
Pp. 51-55.

(d) Based on the circumstances of this case, the
District Court acted within its discretion in assessing as a
sanction for Chambers' bad-faith conduct the entire
amount of NASCO's attorney's fees. Chambers'
arguments to the contrary are without merit. First,
although the sanction was not assessed until the
conclusion of the litigation, the court's reliance on its
inherent power did not represent an end run around Rule
11's notice requirements, since Chambers received
repeated timely warnings both from NASCO and the
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court that his conduct was sanctionable. Second, the fact
that the entire amount of fees was awarded does not mean
that the court failed to tailor the sanction to the particular
wrong, in light of the frequency and severity of
Chambers' abuses of the judicial system and the resulting
need to ensure that such abuses were not repeated. Third,
the court did not abuse its discretion by failing to require
NASCO to mitigate its expenses, since Chambers himself
made a swift conclusion to the litigation by means of
summary judgment impossible by continuing to assert
that material factual disputes existed. Fourth, the court
did not err in imposing sanctions for conduct before other
tribunals, since, as long as Chambers received an
appropriate hearing, he may be sanctioned for abuses of
process beyond the courtroom. Finally, the claim that the
award is not "personalized" as to Chambers'
responsibility for the challenged conduct is flatly
contradicted by the court's detailed factual findings
concerning Chambers' involvement in the sequence of
events at issue. Pp. 55-58.

COUNSEL: Mack E. Barham argued the cause for
petitioner. With him on the briefs were Robert E.
Arceneaux and Russell T. Tritico.

Joel I. Klein argued the cause for respondent. With him
on the brief were Christopher D. Cerf, David A. Bono,
Aubrey B. Harwell, Jr., Jon D. Ross, John B. Scofield,
and David L. Hoskins.

JUDGES: WHITE, J., delivered the opinion of the Court,
in which MARSHALL, BLACKMUN, STEVENS, and
O'CONNOR, JJ., joined. SCALIA, J., filed a dissenting
opinion, post, p. 58. KENNEDY, J., filed a dissenting
opinion, in which REHNQUIST, C. J., and SOUTER, J.,
joined, post, p. 60.

OPINION BY: WHITE

OPINION

[*35] [***39] [**2128] JUSTICE WHITE
delivered the opinion of the Court.

[***LEdHR1A] [1A] [***LEdHR2A] [2A]
[***LEdHR3A] [3A] [***LEdHR4A] [4A]This case
requires us to explore the scope of the inherent power of
a federal court to sanction a litigant for bad-faith conduct.
Specifically, we are asked to determine whether the
District Court, sitting in diversity, properly invoked its
inherent power in assessing as a sanction for a party's

bad-faith conduct attorney's fees and related expenses
paid by the party's opponent to its attorneys. We hold that
the District Court acted within its discretion, and we
therefore affirm the judgment of the Court of Appeals.

I

This case began as a simple action for specific
performance of a contract, but it did not remain so. 1

Petitioner G. Russell Chambers was the sole shareholder
and director of Calcasieu Television and Radio, Inc.
(CTR), which operated television station KPLC-TV in
Lake Charles, Louisiana. On August 9, 1983, Chambers,
acting both in his individual capacity and on behalf of
CTR, entered into a purchase agreement [*36] to sell the
station's facilities and broadcast license to respondent
NASCO, Inc., for a purchase price of $ 18 million. The
agreement was not recorded in the parishes in which the
two properties housing the station's facilities were
located. Consummation of the agreement was subject to
the approval of the Federal Communications Commission
(FCC); both parties were obligated to file the necessary
documents with the FCC no later than September 23,
1983. By late August, however, Chambers had changed
his mind and tried to talk NASCO out of consummating
the sale. NASCO refused. On September 23, Chambers,
through counsel, informed NASCO that he would not file
the necessary papers with the FCC.

1 The facts recited here are taken from the
findings of the District Court, which were not
disturbed by the Court of Appeals.

NASCO decided to take legal action. On Friday,
October 14, 1983, NASCO's counsel informed counsel
for Chambers and CTR that NASCO would file suit the
following Monday in the United States District Court for
the Western District of Louisiana, seeking specific
performance of the agreement, as well as a temporary
restraining order (TRO) to prevent the alienation or
encumbrance of the properties at issue. NASCO provided
this notice in accordance with Federal Rule of Civil
Procedure 65 and Rule 11 of the District Court's Local
Rules (now Rule 10), both of which are designed to give
a defendant in a TRO application notice of the hearing
and an opportunity to be heard.

The reaction of Chambers and his attorney, A. J.
Gray III, was later described by the District Court as
having "emasculated and frustrated the purposes of these
rules and the powers of [the District] Court by [***40]
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utilizing this notice to prevent NASCO's access to the
remedy of specific performance." NASCO, Inc. v.
Calcasieu Television & Radio, Inc., 623 F. Supp. 1372,
1383 (1985). On Sunday, October 16, 1983, the pair
acted to place the properties at issue beyond the reach of
the District Court by means of the Louisiana Public
Records Doctrine. Because the purchase agreement had
never been recorded, they determined that if the
properties [*37] were sold to a third party, and if the
deeds were recorded before the issuance of a TRO, the
District Court would lack jurisdiction over the properties.

To this end, Chambers and Gray created a trust, with
Chambers' sister as trustee and Chambers' three adult
children as beneficiaries. The pair then directed the
president of CTR, who later became Chambers' wife, to
execute warranty deeds conveying the two tracts at issue
to the trust for a recited consideration of $ 1.4 million
dollars. Early Monday morning, the deeds were recorded.
The trustee, as purchaser, had not signed the deeds; none
of the consideration had been [**2129] paid; and CTR
remained in possession of the properties. Later that
morning, NASCO's counsel appeared in the District
Court to file the complaint and seek the TRO. With
NASCO's counsel present, the District Judge telephoned
Gray. Despite the judge's queries concerning the
possibility that CTR was negotiating to sell the properties
to a third person, Gray made no mention of the
recordation of the deeds earlier that morning. NASCO,
Inc. v. Calcasieu Television & Radio, Inc., 124 F.R.D.
120, 126, n. 8 (1989). That afternoon, Chambers met with
his sister and had her sign the trust documents and a $ 1.4
million note to CTR. The next morning, Gray informed
the District Court by letter of the recordation of the deeds
the day before and admitted that he had intentionally
withheld the information from the court.

Within the next few days, Chambers' attorneys
prepared a leaseback agreement from the trustee to CTR,
so that CTR could remain in possession of the properties
and continue to operate the station. The following week,
the District Court granted a preliminary injunction
against Chambers and CTR and entered a second TRO to
prevent the trustee from alienating or encumbering the
properties. At that hearing, the District Judge warned that
Gray's and Chambers' conduct had been unethical.

[*38] Despite this early warning, Chambers, often
acting through his attorneys, continued to abuse the
judicial process. In November 1983, in defiance of the

preliminary injunction, he refused to allow NASCO to
inspect CTR's corporate records. The ensuing civil
contempt proceedings resulted in the assessment of a $
25,000 fine against Chambers personally. NASCO, Inc.
v. Calcasieu Television & Radio, Inc., 583 F. Supp. 115
(1984). Two subsequent appeals from the contempt order
were dismissed for lack of a final judgment. See NASCO,
Inc. v. Calcasieu Television & Radio, Inc., 623 F. Supp.
1372, 1383 (CA5, 1984); NASCO, Inc. v. Calcasieu
Television & Radio, Inc., 752 F.2d 157 (CA5 1985).

Undeterred, Chambers proceeded with "a series of
meritless motions and pleadings and delaying actions."
124 F.R.D. at 127. These actions triggered further
warnings from the [***41] court. At one point, acting
sua sponte, the District Judge called a status conference
to find out why bankers were being deposed. When
informed by Chambers' counsel that the purpose was to
learn whether NASCO could afford to pay for the station,
the court canceled the depositions consistent with its
authority under Federal Rule of Civil Procedure 26(g).

At the status conference nine days before the April
1985 trial date, 2 the District Judge again warned counsel
that further misconduct would not be tolerated. 3 Finally,
on the eve of trial, Chambers and CTR stipulated that the
purchase agreement was enforceable and that Chambers
had breached the agreement on September 23, 1983, by
failing to file the [*39] necessary papers with the FCC.
At trial, the only defense presented by Chambers was the
Public Records Doctrine.

2 The trial date itself reflected delaying tactics.
Trial had been set for February 1985, but in
January, Gray, on behalf of Chambers, filed a
motion to recuse the judge. The motion was
denied, as was the subsequent writ of mandamus
filed in the Court of Appeals.
3 To make his point clear, the District Judge
gave counsel copies of Judge Schwarzer's
then-recent article, Sanctions Under the New
Federal Rule 11 -- A Closer Look, 104 F.R.D.
1812 (1985).

In the interlude between the trial and the entry of
judgment during which the District Court prepared its
opinion, Chambers sought to render the purchase
agreement meaningless by seeking permission from the
FCC to build a new transmission tower for the station and
to relocate the transmission facilities to that site, which
was not covered by the agreement. Only after NASCO
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sought contempt sanctions did Chambers withdraw the
application.

[**2130] The District Court entered judgment on
the merits in NASCO's favor, finding that the transfer of
the properties to the trust was a simulated sale and that
the deeds purporting to convey the property were "null,
void, and of no effect." 623 F. Supp. at 1385. Chambers'
motions, filed in the District Court, the Court of Appeals,
and this Court, to stay the judgment pending appeal were
denied. Undeterred, Chambers convinced CTR officials
to file formal oppositions to NASCO's pending
application for FCC approval of the transfer of the
station's license, in contravention of both the District
Court's injunctive orders and its judgment on the merits.
NASCO then sought contempt sanctions for a third time,
and the oppositions were withdrawn.

When Chambers refused to prepare to close the sale,
NASCO again sought the court's help. A hearing was set
for July 16, 1986, to determine whether certain
equipment was to be included in the sale. At the
beginning of the hearing, the court informed Chambers'
new attorney, Edwin A. McCabe, 4 that further
sanctionable conduct would not be tolerated. When the
hearing was recessed for several days, Chambers, without
notice to the court or NASCO, removed from service at
the station all of the equipment at issue, forcing the
District Court to order that the equipment be returned to
service.

4 Gray had resigned as counsel for Chambers
and CTR several months previously.

[*40] Immediately following oral argument on
Chambers' appeal from the District Court's judgment on
the [***42] merits, the Court of Appeals, ruling from
the bench, found the appeal frivolous. The court imposed
appellate sanctions in the form of attorney's fees and
double costs, pursuant to Federal Rule of Appellate
Procedure 38, and remanded the case to the District
Court with orders to fix the amount of appellate sanctions
and to determine whether further sanctions should be
imposed for the manner in which the litigation had been
conducted. NASCO, Inc. v. Calcasieu Television &
Radio, Inc., 797 F.2d 975 (CA5 1986) (per curiam)
(unpublished order).

On remand, NASCO moved for sanctions, invoking
the District Court's inherent power, Fed. Rule Civ. Proc.
11, and 28 U. S. C. § 1927. After full briefing and a

hearing, see 124 F.R.D. at 141, n. 11, the District Court
determined that sanctions were appropriate "for the
manner in which this proceeding was conducted in the
district court from October 14, 1983, the time that
plaintiff gave notice of its intention to file suit to this
date." Id., at 123. At the end of an extensive opinion
recounting what it deemed to have been sanctionable
conduct during this period, the court imposed sanctions
against Chambers in the form of attorney's fees and
expenses totaling $ 996,644.65, which represented the
entire amount of NASCO's litigation costs paid to its
attorneys. 5 [*41] In so doing, the court rejected
Chambers' argument that he had merely followed the
advice of counsel, labeling him "the strategist," id., at
132, behind a scheme devised "first, to deprive this Court
of jurisdiction and, second, to devise a plan of
obstruction, delay, harassment, and expense sufficient to
reduce NASCO to a [**2131] condition of exhausted
compliance," id., at 136.

5 In calculating the award, the District Court
deducted the amounts previously awarded as
compensatory damages for contempt, as well as
the amount awarded as appellate sanctions. 124
F.R.D. at 133-134.

The court also sanctioned other individuals,
who are not parties to the action in this Court.
Chambers' sister, the trustee, was sanctioned by a
reprimand; attorney Gray was disbarred and
prohibited from seeking read-mission for three
years; attorney Richard A. Curry, who represented
the trustee, was suspended from practice before
the court for six months; and attorney McCabe
was suspended for five years. Id., at 144-146.
Although these sanctions did not affect the bank
accounts of these individuals, they were
nevertheless substantial sanctions and were as
proportionate to the conduct at issue as was the
monetary sanction imposed on Chambers. Indeed,
in the case of the disbarment of attorney Gray, the
court recognized that the penalty was among the
harshest possible sanctions and one which derived
from its authority to supervise those admitted to
practice before it. See id., at 140-141.

In imposing the sanctions, the District Court first
considered Federal Rule of Civil Procedure 11. It noted
that the alleged sanctionable conduct was that Chambers
and the other defendants had "(1) attempted to deprive
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this Court of jurisdiction by acts of fraud, nearly all of
which were performed outside the confines of this Court,
(2) filed false and frivolous pleadings, and (3) attempted,
by other tactics of delay, oppression, harassment and
massive expense to reduce plaintiff to exhausted
compliance." 124 F.R.D. at 138. The court recognized
that the conduct in the first and third categories could not
be reached by Rule 11, which governs only papers filed
with a court. As for the second category, the court
explained that the falsity of the pleadings at issue did not
become apparent until after the trial on the merits, so that
it would have been impossible [***43] to assess
sanctions at the time the papers were filed. Id., at
138-139. Consequently, the District Court deemed Rule
11 "insufficient" for its purposes. Id., at 139. The court
likewise declined to impose sanctions under § 1927, 6

both because the statute applies only to attorneys, and
therefore would not reach Chambers, and because the
statute was not broad enough to reach "acts [*42] which
degrade the judicial system," including "attempts to
deprive the Court of jurisdiction, fraud, misleading and
lying to the Court." Ibid. The court therefore relied on its
inherent power in imposing sanctions, stressing that "the
wielding of that inherent power is particularly appropriate
when the offending parties have practiced a fraud upon
the court." Ibid.

6 That statute provides:

"Any attorney . . . who so multiplies the
proceedings in any case unreasonably and
vexatiously may be required by the court to
satisfy personally the excess costs, expenses, and
attorneys' fees reasonably incurred because of
such conduct." 28 U. S. C. § 1927.

The Court of Appeals affirmed. NASCO, Inc. v.
Calcasieu Television & Radio, Inc., 894 F.2d 696 (CA5
1990). The court rejected Chambers' argument that a
federal court sitting in diversity must look to state law,
not the court's inherent power, to assess attorney's fees as
a sanction for bad-faith conduct in litigation. The court
further found that [HN1] neither 28 U. S. C. § 1927 nor
Federal Rule of Civil Procedure 11 limits a court's
inherent authority to sanction bad-faith conduct "when
the party's conduct is not within the reach of the rule or
the statute." 7 894 F.2d at 702-703. Although observing
that the inherent power "is not a broad reservoir of power,
ready at an imperial hand, but a limited source; an
implied power squeezed from the need to make the court

function," id., at 702, the court also concluded that the
District Court did not abuse its discretion in awarding to
NASCO the fees and litigation costs paid to its attorneys.
Because of the importance of these issues, we granted
certiorari, 498 U.S. 807 (1990).

7 The court remanded for a reconsideration of
the proper sanction for attorney McCabe. 894
F.2d at 708.

II

[***LEdHR1B] [1B] [***LEdHR2B]
[2B]Chambers maintains that 28 U. S. C. § 1927 and the
various sanctioning provisions in the Federal Rules of
Civil Procedure 8 reflect a legislative intent to displace
the [**2132] inherent [*43] power. At least, he argues
that they obviate or foreclose resort to the inherent power
in this case. We agree with the Court of Appeals that
neither proposition is persuasive.

8 [HN2] A number of the Rules provide for the
imposition of attorney's fees as a sanction. See
Fed. Rules Civ. Proc. 11 (certification
requirement for papers), 16(f) (pretrial
conferences), 26(g) (certification requirement for
discovery requests), 30(g) (oral depositions), 37
(sanctions for failure to cooperate with
discovery), 56(g) (affidavits accompanying
summary judgment motions). In some instances,
the assessment of fees is one of a range of
possible sanctions, see, e. g., Fed. Rule Civ. Proc.
11, while in others, the court must award fees,
see, e. g., Fed. Rule Civ. Proc. 16(f). In each case,
the fees that may be assessed are limited to those
incurred as a result of the Rule violation. In the
case of Rule 11, however, a violation could
conceivably warrant an imposition of fees
covering the entire litigation, if, for example, a
complaint or answer was filed in violation of the
Rule. The court generally may act sua sponte in
imposing sanctions under the Rules.

[***44] A

[***LEdHR5] [5]It has long been understood that
[HN3] "certain implied powers must necessarily result to
our Courts of justice from the nature of their institution,"
powers "which cannot be dispensed with in a Court,
because they are necessary to the exercise of all others."
United States v. Hudson, 11 U.S. 32, 7 Cranch 32, 34, 3
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L. Ed. 259 (1812); see also Roadway Express, Inc. v.
Piper, 447 U.S. 752, 764, 65 L. Ed. 2d 488, 100 S. Ct.
2455 (1980) (citing Hudson). For this reason, "Courts of
justice are universally acknowledged to be vested, by
their very creation, with power to impose silence, respect,
and decorum, in their presence, and submission to their
lawful mandates." Anderson v. Dunn, 19 U.S. 204, 6
Wheat. 204, 227, 5 L. Ed. 242 (1821); see also Ex parte
Robinson, 86 U.S. 505, 19 Wall. 505, 510, 22 L. Ed. 205
(1874). These powers are "governed not by rule or statute
but by the control necessarily vested in courts to manage
their own affairs so as to achieve the orderly and
expeditious disposition of cases." Link v. Wabash R. Co.,
370 U.S. 626, 630-631, 8 L. Ed. 2d 734, 82 S. Ct. 1386
(1962).

[***LEdHR6] [6]Prior cases have outlined the scope of
the inherent power of the federal courts. For example, the
Court has held that [HN4] a federal court has the power
to control admission to its bar and to discipline attorneys
who appear before it. See Ex parte Burr, 22 U.S. 529, 9
Wheat. 529, 531, 6 L. Ed. 152 (1824). While this power
"ought to be exercised with great caution," it is
nevertheless "incidental to all Courts." Ibid.

[*44] [***LEdHR7] [7]In addition, it is firmly
established that "[HN5] the power to punish for
contempts is inherent in all courts." Robinson, supra, at
510.This power reaches both conduct before the court
and that beyond the court's confines, for "the underlying
concern that gave rise to the contempt power was not . . .
merely the disruption of court proceedings. Rather, it was
disobedience to the orders of the Judiciary, regardless of
whether such disobedience interfered with the conduct of
trial." Young v. United States ex rel. Vuitton et Fils S. A.,
481 U.S. 787, 798, 107 S. Ct. 2124, 95 L. Ed. 2d 740
(1987) (citations omitted).

[***LEdHR8] [8]Of particular relevance here, [HN6]
the inherent power also allows a federal court to vacate
its own judgment upon proof that a fraud has been
perpetrated upon the court. See Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 88 L. Ed. 1250, 64 S.
Ct. 997 (1944); Universal Oil Products Co. v. Root
Refining Co., 328 U.S. 575, 580, 90 L. Ed. 1447, 66 S. Ct.
1176 (1946). This "historic power of equity to set aside
fraudulently begotten judgments," Hazel-Atlas, 322 U.S.
at 245, is necessary to the integrity of the courts, for

"tampering with the administration of justice in [this]
manner . . . involves far more than an injury to a single
litigant. It is a wrong against the institutions set up to
protect and safeguard the public." Id., at 246. Moreover,
a court has the power to conduct an independent
investigation in order to determine whether it has been
the victim of fraud. Universal Oil, supra, at 580.

[***LEdHR9] [9] [***LEdHR10] [10]
[***LEdHR11A] [11A]There are other facets to a
federal court's inherent power. The court may bar from
the courtroom a criminal defendant who disrupts a trial.
Illinois v. Allen, 397 U.S. 337, 25 L. Ed. 2d 353, 90 S. Ct.
1057 [***45] (1970). It may dismiss an action on
grounds of forum non conveniens, Gulf Oil Corp. v.
Gilbert, 330 U.S. 501, 507-508, 91 L. Ed. 1055, 67 S. Ct.
839 (1947); and it may act sua sponte to dismiss a suit for
failure to prosecute, Link, supra, at 630-631.

[***LEdHR11B] [11B] [***LEdHR12] [12]
[***LEdHR13A] [13A][HN7] Because of their very
potency, inherent powers must be exercised with restraint
and discretion. See Roadway Express, supra, at 764. A
primary aspect of that discretion is [**2133] the ability
to fashion an appropriate sanction for conduct [*45]
which abuses the judicial process. As we recognized in
Roadway Express, outright dismissal of a lawsuit, which
we had upheld in Link, is a particularly severe sanction,
yet is within the court's discretion. 447 U.S. at 765.
Consequently, the "less severe sanction" of an assessment
of attorney's fees is undoubtedly within a court's inherent
power as well. Ibid. See also Hutto v. Finney, 437 U.S.
678, 689, n. 14, 57 L. Ed. 2d 522, 98 S. Ct. 2565 (1978).

[***LEdHR13B] [13B]Indeed, "there are ample
grounds for recognizing . . . that in narrowly defined
circumstances federal courts have inherent power to
assess attorney's fees against counsel," Roadway Express,
supra, at 765, even though the so-called "American Rule"
prohibits fee shifting in most cases. See Alyeska Pipeline
Service Co. v. Wilderness Society, 421 U.S. 240, 259, 44
L. Ed. 2d 141, 95 S. Ct. 1612 (1975). As we explained in
Alyeska, these exceptions fall into three categories. 9 The
first, known as [HN8] the "common fund exception,"
derives not from a court's power to control litigants, but
from its historic equity jurisdiction, see Sprague v.
Ticonic National Bank, 307 U.S. 161, 164, 83 L. Ed.
1184, 59 S. Ct. 777 (1939), and allows a court to award
attorney's fees to a party whose litigation efforts directly
benefit others. Alyeska, 421 U.S. at 257-258. Second,

Page 254



[HN9] a court may assess attorney's fees as a sanction for
the "'willful disobedience of a court order.'" Id., at 258
(quoting Fleischmann Distilling Corp. v. Maier Brewing
Co., 386 U.S. 714, 718, 18 L. Ed. 2d 475, 87 S. Ct. 1404
(1967)). Thus, a court's discretion to determine "the
degree of punishment for contempt" permits the court to
impose as part of the fine attorney's fees representing the
entire cost of the litigation. Toledo Scale Co. v.
Computing Scale Co., 261 U.S. 399, 428, 67 L. Ed. 719,
43 S. Ct. 458 (1923).

9 See also Pennsylvania v. Delaware Valley
Citizens' Council for Clean Air, 478 U.S. 546,
561-562, 92 L. Ed. 2d 439, 106 S. Ct. 3088, and n.
6 (1986); Summit Valley Industries, Inc. v.
Carpenters, 456 U.S. 717, 721, 72 L. Ed. 2d 511,
102 S. Ct. 2112 (1982); F. D. Rich Co. v. United
States ex rel. Industrial Lumber Co., 417 U.S.
116, 129-130, 40 L. Ed. 2d 703, 94 S. Ct. 2157
(1974).

Third, and most relevant here, [HN10] a court may
assess attorney's fees when a party has "'acted in bad
faith, vexatiously, [*46] wantonly, or for oppressive
reasons. '" Alyeska, supra, at 258-259 (quoting F. D.
Rich Co. v. United States ex rel. Industrial Lumber Co.,
417 U.S. 116, 129, 40 L. Ed. 2d 703, 94 S. Ct. 2157
(1974)). See also Hall v. Cole, 412 U.S. 1, 5, 36 L. Ed. 2d
702, 93 S. Ct. 1943 (1973); Newman v. Piggie Park
Enterprises, Inc., 390 U.S. 400, 402, n. 4, 19 L. Ed. 2d
1263, 88 S. Ct. 964 [***46] (1968) (per curiam). In this
regard, if a court finds "that fraud has been practiced
upon it, or that the very temple of justice has been
defiled," it may assess attorney's fees against the
responsible party, Universal Oil, supra, at 580, as it may
when a party "shows bad faith by delaying or disrupting
the litigation or by hampering enforcement of a court
order," 10 Hutto, 437 U.S. at 689, n. 14. The imposition
of sanctions in this instance transcends a court's equitable
power concerning relations between the parties and
reaches a court's inherent power to police itself, thus
serving the dual purpose of "vindicating judicial authority
without resort to the more drastic sanctions available for
contempt of court and making the prevailing party whole
for expenses caused by his opponent's obstinacy." Ibid.

10 In this regard, the bad-faith exception
resembles the third prong of Rule 11's
certification requirement, which mandates that a
signer of a paper filed with the court warrant that

the paper "is not interposed for any improper
purpose, such as to harass or to cause unnecessary
delay or needless increase in the cost of
litigation."

[**2134] B

[***LEdHR1C] [1C] [***LEdHR14] [14]We
discern no basis for holding that the sanctioning scheme
of the statute and the rules displaces the inherent power to
impose sanctions for the bad-faith conduct described
above. These other mechanisms, taken alone or together,
are not substitutes for the inherent power, for that power
is both broader and narrower than other means of
imposing sanctions. First, whereas each of the other
mechanisms reaches only certain individuals or conduct,
the inherent power extends to a full range of litigation
abuses. At the very least, the inherent power must
continue to exist to fill in the interstices. Even JUSTICE
KENNEDY's dissent so [*47] concedes. See post, at 64.
Second, while the narrow exceptions to the American
Rule effectively limit a court's inherent power to impose
attorney's fees as a sanction to cases in which a litigant
has engaged in bad-faith conduct or willful disobedience
of a court's orders, many of the other mechanisms permit
a court to impose attorney's fees as a sanction for conduct
which merely fails to meet a reasonableness standard.
Rule 11, for example, imposes an objective standard of
reasonable inquiry which does not mandate a finding of
bad faith. 11 See Business Guides, Inc. v. Chromatic
Communications Enterprises, Inc., 498 U.S. 533,
548-549, 112 L. Ed. 2d 1140, 111 S. Ct. 922 (1991).

11 Indeed, Rule 11 was amended in 1983
precisely because the subjective bad-faith
standard was difficult to establish and courts were
therefore reluctant to invoke it as a means of
imposing sanctions. See Advisory Committee's
Notes on 1983 Amendment to Rule 11, 28 U. S.
C. App., pp. 575-576. Consequently, there is little
risk that courts will invoke their inherent power
"to chill the advocacy of litigants attempting to
vindicate all other important federal rights." See
post, at 68 (KENNEDY, J., dissenting). To the
extent that such a risk does exist, it is no less
present when a court invokes Rule 11. See Cooter
& Gell v. Hartmarx Corp., 496 U.S. 384, 393, 110
L. Ed. 2d 359, 110 S. Ct. 2447 (1990).
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[***LEdHR1D] [1D] [***LEdHR15] [15]It is true
that the exercise of the inherent power of lower federal
courts can be limited by statute and rule, for "these courts
were created by act of Congress." Robinson, 19 Wall. at
511.Nevertheless, "we do not lightly assume [***47]
that Congress has intended to depart from established
principles" such as the scope of a court's inherent power.
Weinberger v. Romero-Barcelo, 456 U.S. 305, 313, 72 L.
Ed. 2d 91, 102 S. Ct. 1798 (1982); see also Link, 370 U.S.
at 631-632. In Alyeska we determined that "Congress had
not repudiated the judicially fashioned exceptions" to the
American Rule, which were founded in the inherent
power of the courts. 421 U.S. at 260. Nothing since then
has changed that assessment, 12 and we have thus [*48]
reaffirmed the scope and the existence of the exceptions
since the most recent amendments to § 1927 and Rule 11,
the other sanctioning mechanisms invoked by NASCO
here. See Pennsylvania v. Delaware Valley Citizens'
Council for Clean Air, 478 U.S. 546, 561-562, 92 L. Ed.
2d 439, 106 S. Ct. 3088, and n. 6 (1986). As the Court of
Appeals recognized, 894 F.2d at 702, the amendment to §
1927 allowing an assessment of fees against an attorney
says nothing about a court's power to assess fees against a
party. Likewise, the Advisory Committee's Notes on the
1983 Amendment to Rule 11, 28 U. S. C. App., p. 575,
declare that the Rule "build[s] upon and expand[s] the
equitable doctrine permitting the court to award expenses,
including [**2135] attorney's fees, to a litigant whose
opponent acts in bad faith in instituting or conducting
litigation," citing as support this Court's decisions in
Roadway Express and Hall. 13 Thus, as the Court of
Appeals for the Ninth Circuit has recognized, Rule 11
"does not repeal or modify existing authority of federal
courts to deal with abuses . . . under the court's [*49]
inherent power." Zaldivar v. Los Angeles, 780 F.2d 823,
830 (1986).

12 Chambers also asserts that all inherent
powers are not created equal. Relying on Eash v.
Riggins Trucking Inc., 757 F.2d 557, 562-563
(CA3 1985) (en banc), he suggests that inherent
powers fall into three tiers: (1) irreducible powers
derived from Article III, which exist despite
contrary legislative direction; (2) essential powers
that arise from the nature of the court, which can
be legislatively regulated but not abrogated; and
(3) powers that are necessary only in the sense of
being useful, which exist absent legislation to the
contrary. Brief for Petitioner 17. Chambers
acknowledges that this Court has never so

classified the inherent powers, and we have no
need to do so now. Even assuming, arguendo, that
the power to shift fees falls into the bottom tier of
this alleged hierarchy of inherent powers,
Chambers' argument is unavailing, because we
find no legislative intent to limit the scope of this
power.

[***LEdHR1E] [1E]

13 The Advisory Committee's Notes on the 1983
Amendments to other Rules reflect a similar
intent to preserve the scope of the inherent power.
While the Notes to Rule 16, 28 U. S. C. App., p.
591, point out that the sanctioning provisions are
designed "to obviate dependence upon Rule 41(b)
or the court's inherent power," there is no
indication of an intent to displace the inherent
power, but rather simply to provide courts with an
additional tool by which to control the judicial
process. The Notes to Rule 26(g), 28 U. S. C.
App., p. 622, point out that the rule "makes
explicit the authority judges now have to impose
appropriate sanctions and requires them to use it.
This authority derives from Rule 37, 28 U. S. C. §
1927, and the court's inherent power." (Citations
omitted.)

The Court's prior cases have indicated that [HN11]
the inherent power of a court can be invoked even if
procedural rules exist which sanction the same conduct.
In Link, it was recognized that a federal district court has
the inherent power to dismiss a case sua sponte for failure
to prosecute, even though the language of [***48]
Federal Rule of Civil Procedure 41(b) appeared to
require a motion from a party:

"The authority of a court to dismiss sua
sponte for lack of prosecution has
generally been considered an 'inherent
power,' governed not by rule or statute but
by the control necessarily vested in courts
to manage their own affairs so as to
achieve the orderly and expeditious
disposition of cases. That it has long gone
unquestioned is apparent not only from the
many state court decisions sustaining such
dismissals, but even from language in this
Court's opinion in Redfield v. Ystalyfera
Iron Co., 110 U.S. 174, 176, 28 L. Ed.
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109, 3 S. Ct. 570. It also has the sanction
of wide usage among the District Courts.
It would require a much clearer expression
of purpose than Rule 41(b) provides for us
to assume that it was intended to abrogate
so well-acknowledged a proposition." 370
U.S. at 630-632 (footnotes omitted).

In Roadway Express, a party failed to comply with
discovery orders and a court order concerning the
schedule for filing briefs. 447 U.S. at 755. After
determining that § 1927, as it then existed, would not
allow for the assessment of attorney's fees, we remanded
the case for a consideration of sanctions under both
Federal Rule of Civil Procedure 37 and the court's
inherent power, while recognizing that invocation of the
inherent power would require a finding of bad faith. 14

Id., at 767.

14 The decision in Societe Internationale pour
Participations Industrielles et Commerciales, S.
A. v. Rogers, 357 U.S. 197, 2 L. Ed. 2d 1255, 78
S. Ct. 1087 (1958), is not to the contrary. There it
was held that the Court of Appeals had erred in
relying on the District Court's inherent power and
Rule 41(b), rather than Federal Rule of Civil
Procedure 37(b)(2)(iii), in dismissing a complaint
for a plaintiff's failure to comply with a discovery
order. Because Rule 37 dealt specifically with
discovery sanctions, id., at 207, there was "no
need" to resort to Rule 41(b), which pertains to
trials, or to the court's inherent power, ibid.
Moreover, because individual rules address
specific problems, in many instances it might be
improper to invoke one when another directly
applies. Cf. Zaldivar v. Los Angeles, 780 F.2d
823, 830 (CA9 1986).

[*50] [***LEdHR1F] [1F] [***LEdHR16]
[16][HN12] There is, therefore, nothing in the other
sanctioning mechanisms or prior cases interpreting them
that warrants a conclusion that a federal court may not, as
a matter of law, resort to its inherent power to impose
attorney's fees as a sanction for bad-faith conduct. This is
plainly the case where the conduct at issue is not covered
by one of the other sanctioning provisions. But neither is
a federal court forbidden to sanction bad-faith conduct by
means of the inherent power simply because that conduct

could also [**2136] be sanctioned under the statute or
the Rules. A court must, of course, exercise caution in
invoking its inherent power, and it must comply with the
mandates of due process, both in determining that the
requisite bad faith exists and in assessing fees, see
Roadway Express, supra, at 767. Furthermore, when
there is bad-faith conduct in the course of litigation that
could be adequately sanctioned under the Rules, the court
ordinarily should rely on the Rules rather than the
inherent power. But if in the informed discretion of the
court, neither the statute nor the Rules are up [***49] to
the task, the court may safely rely on its inherent power.

[***LEdHR2C] [2C]Like the Court of Appeals, we
find no abuse of discretion in resorting to the inherent
power in the circumstances of this case. It is true that the
District Court could have employed Rule 11 to sanction
Chambers for filing "false and frivolous pleadings," 124
F.R.D. at 138, and that some of the other conduct might
have been reached through other Rules. Much of the
bad-faith conduct by Chambers, however, was [*51]
beyond the reach of the Rules; his entire course of
conduct throughout the lawsuit evidenced bad faith and
an attempt to perpetrate a fraud on the court, and the
conduct sanctionable under the Rules was intertwined
within conduct that only the inherent power could
address. In circumstances such as these in which all of a
litigant's conduct is deemed sanctionable, requiring a
court first to apply Rules and statutes containing
sanctioning provisions to discrete occurrences before
invoking inherent power to address remaining instances
of sanctionable conduct would serve only to foster
extensive and needless satellite litigation, which is
contrary to the aim of the Rules themselves. See, e. g.,
Advisory Committee's Notes on 1983 Amendment to
Rule 11, 28 U. S. C. App., pp. 575-576.

We likewise do not find that the District Court's
reliance on the inherent power thwarted the purposes of
the other sanctioning mechanisms. Although JUSTICE
KENNEDY's dissent makes much of the fact that Rule 11
and Rule 26(g) "are cast in mandatory terms," post, at 66,
the mandate of these provisions extends only to whether a
court must impose sanctions, not to which sanction it
must impose. Indeed, the language of both Rules requires
only that a court impose "an appropriate sanction." Thus,
this case is distinguishable from Bank of Nova Scotia v.
United States, 487 U.S. 250, 101 L. Ed. 2d 228, 108 S. Ct.
2369 (1988), in which this Court held that a district court
could not rely on its supervisory power as a means of
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circumventing the clear mandate of a procedural rule.
Id., at 254-255.

III

[***LEdHR3B] [3B]Chambers asserts that even if
federal courts can use their inherent power to assess
attorney's fees as a sanction in some cases, they are not
free to do so when they sit in diversity, unless the
applicable state law recognizes the "bad-faith" exception
to the general rule against fee shifting. He relies on
footnote 31 in Alyeska, in which we stated with regard to
the exceptions to the American Rule that "[a] very
different situation [*52] is presented when a federal
court sits in a diversity case. 'In an ordinary diversity case
where the state law does not run counter to a valid federal
statute or rule of court, and usually it will not, state law
denying the right to attorney's fees or giving a right
thereto, which reflects a substantial policy of the state,
should be followed.' 6 J. Moore, Federal Practice
P54.77[2], pp. 1712-1713 (2d ed. 1974) (footnotes
omitted)." 421 U.S. at 259, n. 31.

We agree with NASCO that Chambers has
misinterpreted footnote 31. The limitation on a court's
inherent power described there applies [***50] only to
fee-shifting rules that embody a substantive policy, such
as a statute which permits a prevailing party in certain
classes of litigation to recover fees. That was precisely
the issue in Sioux County v. National Surety Co., 276
U.S. 238, 72 L. Ed. 547, 48 S. Ct. 239 (1928), the only
case cited in footnote [**2137] 31. There, a state statute
mandated that in actions to enforce an insurance policy,
the court was to award the plaintiff a reasonable
attorney's fee. See id., at 242, and n. 2. In enforcing the
statute, the Court treated the provision as part of a
statutory liability which created a substantive right. Id.,
at 241-242. Indeed, Alyeska itself concerned the
substantive nature of the public policy choices involved
in deciding whether vindication of the rights afforded by
a particular statute is important enough to warrant the
award of fees. See 421 U.S. at 260-263.

[***LEdHR3C] [3C] [***LEdHR17] [17]Only when
there is a conflict between state and federal substantive
law are the concerns of Erie R. Co. v. Tompkins, 304 U.S.
64, 82 L. Ed. 1188, 58 S. Ct. 817 (1938), at issue. As we
explained in Hanna v. Plumer, 380 U.S. 460, 14 L. Ed. 2d
8, 85 S. Ct. 1136 (1965), the "outcome determinative"
test of Erie and Guaranty Trust Co. v. York, 326 U.S. 99,

89 L. Ed. 2079, 65 S. Ct. 1464 (1945), "cannot be read
without reference to the twin aims of the Erie rule:
discouragement of forum-shopping and avoidance of
inequitable administration of the laws." 380 U.S. at 468.
Despite Chambers' protestations to the contrary, neither
of these twin aims is implicated by the assessment of
attorney's fees as a sanction for bad-faith conduct before
the [*53] court which involved disobedience of the
court's orders and the attempt to defraud the court itself.
In our recent decision in Business Guides, Inc. v.
Chromatic Communications Enterprises, Inc., 498 U.S. at
553, we stated, "Rule 11 sanctions do not constitute the
kind of fee shifting at issue in Alyeska [because they] are
not tied to the outcome of litigation; the relevant inquiry
is whether a specific filing was, if not successful, at least
well founded." Likewise, [HN13] the imposition of
sanctions under the bad-faith exception depends not on
which party wins the lawsuit, but on how the parties
conduct themselves during the litigation. Consequently,
there is no risk that the exception will lead to
forum-shopping. Nor is it inequitable to apply the
exception to citizens and noncitizens alike, when the
party, by controlling his or her conduct in litigation, has
the power to determine whether sanctions will be
assessed. As the Court of Appeals expressed it: "Erie
guarantees a litigant that if he takes his state law cause of
action to federal court, and abides by the rules of that
court, the result in his case will be the same as if he had
brought it in state court. It does not allow him to waste
the court's time and resources with cantankerous conduct,
even in the unlikely event a state court would allow him
to do so." 894 F.2d at 706.

As Chambers has recognized, see Brief for Petitioner
15, [HN14] in the case of the bad-faith exception to the
American Rule, "the underlying rationale of 'fee shifting'
is, of course, punitive." Hall, 412 U.S. at 4-5. Cf. Pavelic
& LeFlore v. Marvel Entertainment [***51] Group, 493
U.S. 120, 126, 107 L. Ed. 2d 438, 110 S. Ct. 456 (1989).
"The award of attorney's fees for bad faith serve[s] the
same purpose as a remedial fine imposed for civil
contempt," because "it vindicate[s] the District Court's
authority over a recalcitrant litigant." Hutto, 437 U.S. at
691. "That the award has a compensatory effect does not
in any event distinguish it from a fine for civil contempt,
which also compensates [*54] a private party for the
consequences of a contemnor's disobedience." 15 Id., at
691, n. 17.

15 Consequently, Chambers' reformulated
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argument in his reply brief that the primary
purpose of a fee shift under the bad-faith
exception "has always been compensatory," Reply
Brief for Petitioner 15-16, fails utterly.

[***LEdHR3D] [3D] [***LEdHR18] [18]Chambers
argues that because the primary purpose of the sanction is
punitive, assessing attorney's fees violates the State's
prohibition on punitive damages. Under Louisiana law,
there can be no punitive damages for breach of contract,
even when a [**2138] party has acted in bad faith in
breaching the agreement. Lancaster v. Petroleum Corp.
of Delaware, 491 So. 2d 768, 779 (La. App. 1986). Cf.
La. Civ. Code Ann., Art. 1995 (West 1987). Indeed, "as a
general rule attorney's fees are not allowed a successful
litigant in Louisiana except where authorized by statute
or by contract." Rutherford v. Impson, 366 So. 2d 944,
947 (La. App. 1978). It is clear, though, that this general
rule focuses on the award of attorney's fees because of a
party's success on the underlying claim. Thus, in Frank L.
Beier Radio, Inc. v. Black Gold Marine, Inc., 449 So. 2d
1014 (La. 1984), the state court considered the scope of a
statute which permitted an award of attorney's fees in a
suit seeking to collect on an open account. Id., at 1015.
This substantive state policy is not implicated here, where
sanctions were imposed for conduct during the litigation.

[***LEdHR3E] [3E] [***LEdHR19A] [19A]Here, the
District Court did not attempt to sanction petitioner for
breach of contract, 16 but rather imposed sanctions for the
fraud he perpetrated on the court and the bad faith he
displayed toward both his adversary and the court
throughout the course of the litigation. 17 See 124 F.R.D.
at 123, [*55] 143.We agree with the Court of Appeals
that "we do not see how the district court's inherent
power to [***52] tax fees for that conduct can be made
subservient to any state policy without transgressing the
boundaries set out in Erie, Guaranty Trust Co., and
Hanna," for "fee-shifting here is not a matter of
substantive remedy, but of vindicating judicial authority."
894 F.2d at 705.

16 We therefore express no opinion as to
whether the District Court would have had the
inherent power to sanction Chambers for conduct
relating to the underlying breach of contract, or
whether such sanctions might implicate the
concerns of Erie.

[***LEdHR19B] [19B]

17 Contrary to Chambers' assertion, the District
Court did not sanction him for failing to file the
requisite papers with the FCC in September 1983,
although the District Court did find that this
conduct was a deliberate violation of the
agreement and was done "in absolute bad faith,"
124 F.R.D. at 125. As the court noted, "the
allegedly sanctionable acts were committed in the
conduct and trial of the very proceeding in which
sanctions [were] sought," id., at 141, n. 11, and
thus the sanctions imposed "applied only to
sanctionable acts which occurred in connection
with the proceedings in the trial Court," id., at
143. Although the fraudulent transfer of assets
took place before the suit was filed, it occurred
after Chambers was given notice, pursuant to
court rule, of the pending suit. Consequently, the
sanctions imposed on Chambers were aimed at
punishing not only the harm done to NASCO, but
also the harm done to the court itself. Indeed, the
District Court made clear that it was policing
abuse of its own process when it imposed
sanctions "for the manner in which this
proceeding was conducted in the district court
from October 14, 1983, the time that plaintiff
gave notice of its intention to file suit." Id., at
123.

IV

[***LEdHR4B] [4B] [***LEdHR20] [20][HN15] We
review a court's imposition of sanctions under its inherent
power for abuse of discretion. Link, 370 U.S. at 633; see
also Cooter & Gell v. Hartmarx Corp., 496 U.S. 384,
399-405, 110 L. Ed. 2d 359, 110 S. Ct. 2447 (1990) (Rule
11). Based on the circumstances of this case, we find that
the District Court acted within its discretion in assessing
as a sanction for Chambers' bad-faith conduct the entire
amount of NASCO's attorney's fees.

[***LEdHR4C] [4C] [***LEdHR21] [21]Relying on
cases imposing sanctions under Rule 11, 18 Chambers
proffers five criteria for imposing attorney's fees as a
sanction under a court's inherent power, and argues that
the District Court acted improperly with regard to each of
[*56] them. First, he asserts that sanctions must be
timely in order to have the desired deterrent effect, and
that the post-judgment sanction imposed here fails to
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achieve that aim. As NASCO points out, however, we
have made clear that, even under Rule 11, sanctions may
be imposed years [**2139] after a judgment on the
merits. 19 Id., at 395-396. Interrupting the proceedings on
the merits to conduct sanctions hearings may serve only
to reward a party seeking delay. More importantly, while
the sanction was not assessed until the conclusion of the
litigation, Chambers received repeated timely warnings
both from NASCO and the court that his conduct was
sanctionable. Cf. Thomas v. Capital Security Services,
Inc., 836 F.2d 866, 879-881 (CA5 1988) (en banc).
Consequently, the District Court's reliance on the
inherent power did not represent an end run around the
notice requirements of Rule 11. The fact that Chambers
obstinately refused to be deterred does not render the
District Court's action an abuse of discretion.

18 See, e. g., In re Kunstler, 914 F.2d 505 (CA4
1990), cert. denied, 499 U.S. 969, 113 L. Ed. 2d
669, 111 S. Ct. 1607 (1991); White v. General
Motors Corp., 908 F.2d 675 (CA10 1990);
Thomas v. Capital Security Services, Inc., 836
F.2d 866 (CA5 1988) (en banc).
19 Cf. Advisory Committee Notes on 1983
Amendment to Rule 11, 28 U. S. C. App., p. 576
("The time when sanctions are to be imposed rests
in the discretion of the trial judge. However, it is
anticipated that in the case of pleadings the
sanctions issue under Rule 11 normally will be
determined at the end of the litigation, and in the
case of motions at the time when the motion is
decided or shortly thereafter").

[***LEdHR4D] [4D] [***LEdHR19C] [19C]Second,
Chambers claims that the fact that the entire amount of
fees was awarded means that the District Court failed to
tailor the sanction to the particular wrong. As NASCO
points out, however, the District Court concluded that full
attorney's fees were warranted due to the frequency and
severity of Chambers' abuses of the judicial system and
the resulting need to ensure that such abuses were not
repeated. 20 Indeed, [***53] the court found Chambers'
actions were [*57] "part of [a] sordid scheme of
deliberate misuse of the judicial process" designed "to
defeat NASCO's claim by harassment, repeated and
endless delay, mountainous expense and waste of
financial resources." 124 F.R.D. at 128. It was within the
court's discretion to vindicate itself and compensate

NASCO by requiring Chambers to pay for all attorney's
fees. Cf. Toledo Scale, 261 U.S. at 428.

[***LEdHR19D] [19D]

20 In particular, Chambers challenges the
assessment of attorney's fees in connection with
NASCO's claim for delay damages and with the
closing of the sale. As NASCO points out,
however, Chambers' bad-faith conduct in the
course of the litigation caused the delay for which
damages were sought and greatly complicated the
closing of the sale, through the cloud on the title
caused by the fraudulent transfer.

Third, Chambers maintains that the District Court
abused its discretion by failing to require NASCO to
mitigate its expenses. He asserts that had NASCO sought
summary disposition of the case, the litigation could have
been concluded much sooner. But, as NASCO notes,
Chambers himself made a swift conclusion to the
litigation by means of summary judgment impossible by
continuing to assert that material factual disputes existed.

[***LEdHR4E] [4E] [***LEdHR22] [22]Fourth,
Chambers challenges the District Court's imposition of
sanctions for conduct before other tribunals, including the
FCC, the Court of Appeals, and this Court, asserting that
a court may sanction only conduct occurring in its
presence. Our cases are to the contrary, however. As long
as a party receives an appropriate hearing, as did
Chambers, see 124 F.R.D. at 141, n. 11, the party may be
sanctioned for abuses of process occurring beyond the
courtroom, such as disobeying the court's orders. See
Young, 481 U.S. at 798; Toledo Scale, supra, at 426-428.
Here, for example, Chambers' attempt to gain the FCC's
permission to build a new transmission tower was in
direct contravention of the District Court's orders to
maintain the status quo pending the outcome of the
litigation and was therefore within the scope of the
District Court's sanctioning power.

[***LEdHR4F] [4F]Finally, Chambers claims the
award is not "personalized," because the District Court
failed to conduct any inquiry into whether he was
personally responsible for the challenged conduct. This
assertion is flatly contradicted by the District [*58]
Court's detailed factual findings concerning Chambers'
involvement in the sequence of events at issue. Indeed,
the court specifically held that "the extraordinary
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[**2140] amount of costs and expenses expended in this
proceeding were caused not by lack of diligence or any
delays in the trial of this matter by NASCO, NASCO's
counsel or the Court, but solely by the relentless, repeated
fraudulent and brazenly unethical efforts of Chambers"
and the others. 124 F.R.D. at 136. The Court of Appeals
saw no reason to disturb this finding. 894 F.2d at 706.
Neither do we.

For the foregoing reasons, the judgment of the Court
of Appeals for the Fifth Circuit is

Affirmed.

DISSENT BY: SCALIA; KENNEDY

DISSENT

JUSTICE SCALIA, dissenting.

I agree with the Court that Article III courts, as an
independent and coequal Branch of Government, derive
from the Constitution itself, [***54] once they have
been created and their jurisdiction established, the
authority to do what courts have traditionally done in
order to accomplish their assigned tasks. Some elements
of that inherent authority are so essential to "the judicial
Power," U.S. Const., Art. III, § 1, that they are
indefeasible, among which is a court's ability to enter
orders protecting the integrity of its proceedings.

"Certain implied powers must
necessarily result to our Courts of justice
from the nature of their institution. . . . To
fine for contempt -- imprison for
contumacy -- inforce the observance of
order, &c. are powers which cannot be
dispensed with in a Court, because they
are necessary to the exercise of all others:
and so far our Courts no doubt possess
powers not immediately derived from
statute . . . ." United States v. Hudson, 11
U.S. 32, 7 Cranch 32, 34, 3 L. Ed. 259
(1812).

I think some explanation might be useful regarding
the "bad-faith" limitation that the Court alludes to today,
see ante, at 47. Since necessity does not depend upon a
litigant's [*59] state of mind, the inherent sanctioning
power must extend to situations involving less than bad

faith. For example, a court has the power to dismiss when
counsel fails to appear for trial, even if this is a
consequence of negligence rather than bad faith.

"The authority of a court to dismiss sua
sponte for lack of prosecution has
generally been considered an 'inherent
power,' governed not by rule or statute but
by the control necessarily vested in courts
to manage their own affairs so as to
achieve the orderly and expeditious
disposition of cases." Link v. Wabash R.
Co., 370 U.S. 626, 630-631, 8 L. Ed. 2d
734, 82 S. Ct. 1386 (1962).

However, a "bad-faith" limitation upon the particular
sanction of attorney's fees derives from our jurisprudence
regarding the so-called American Rule, which provides
that the prevailing party must bear his own attorney's fees
and cannot have them assessed against the loser. See
Alyeska Pipeline Service Co. v. Wilderness Society, 421
U.S. 240, 247, 44 L. Ed. 2d 141, 95 S. Ct. 1612 (1975).
That rule, "deeply rooted in our history and in
congressional policy," id., at 271, prevents a court
(without statutory authorization) from engaging in what
might be termed substantive fee shifting, that is, fee
shifting as part of the merits award. It does not in
principle bar fee shifting as a sanction for procedural
abuse, see id., at 258-259. We have held, however -- in
my view as a means of preventing erosion or evasion of
the American Rule -- that even fee shifting as a sanction
can only be imposed for litigation conduct characterized
by bad faith. See Roadway Express, Inc. v. Piper, 447
U.S. 752, 766, 65 L. Ed. 2d 488, 100 S. Ct. 2455 (1980).
But that in no way means that all sanctions imposed
under the courts' inherent authority require a finding of
bad faith. They do not. See Redfield v. Ystalyfera Iron
Co., 110 U.S. 174, 176, 28 L. Ed. 109, 3 S. Ct. 570 (1884)
(dismissal appropriate for unexcused delay in
prosecution); cf. Link, supra.

Just as Congress may to some degree specify the
manner in which the inherent or [**2141]
constitutionally assigned powers of [*60] the President
will [***55] be exercised, so long as the effectiveness of
those powers is not impaired, cf. Myers v. United States,
272 U.S. 52, 128, 71 L. Ed. 160, 47 S. Ct. 21 (1926), so
also Congress may prescribe the means by which the
courts may protect the integrity of their proceedings. A
court must use the prescribed means unless for some
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reason they are inadequate. In the present case they
undoubtedly were. JUSTICE KENNEDY concedes that
some of the impairments of the District Court's
proceedings in the present case were not sanctionable
under the Federal Rules. I have no doubt of a court's
authority to go beyond the Rules in such circumstances.
And I agree with the Court that an overall sanction
resting at least in substantial portion upon the court's
inherent power need not be broken down into its
component parts, with the actions sustainable under the
Rules separately computed. I do not read the Rules at
issue here to require that, and it is unreasonable to import
such needless complication by implication.

I disagree, however, with the Court's statement that a
court's inherent power reaches conduct "beyond the
court's confines" that does not "'interfere with the conduct
of trial,'" ante, at 44 (quoting Young v. United States ex
rel. Vuitton et Fils S. A., 481 U.S. 787, 798, 107 S. Ct.
2124, 95 L. Ed. 2d 740 (1987)). See id., at 819-822
(SCALIA, J., concurring in judgment); Bank of Nova
Scotia v. United States, 487 U.S. 250, 264, 101 L. Ed. 2d
228, 108 S. Ct. 2369 (1988) (SCALIA, J., concurring). I
emphatically agree with JUSTICE KENNEDY, therefore,
that the District Court here had no power to impose any
sanctions for petitioner's flagrant, bad-faith breach of
contract; and I agree with him that it appears to have
done so. For that reason, I dissent.

JUSTICE KENNEDY, with whom THE CHIEF
JUSTICE and JUSTICE SOUTER join, dissenting.

Today's decision effects a vast expansion of the
power of federal courts, unauthorized by Rule or statute. I
have no doubt petitioner engaged in sanctionable conduct
that warrants severe corrective measures. But our outrage
at his [*61] conduct should not obscure the boundaries
of settled legal categories.

With all respect, I submit the Court commits two
fundamental errors. First, it permits the exercise of
inherent sanctioning powers without prior recourse to
controlling Rules and statutes, thereby arrogating to
federal courts Congress' power to regulate fees and costs.
Second, the Court upholds the wholesale shift of
respondent's attorney's fees to petitioner, even though the
District Court opinion reveals that petitioner was
sanctioned at least in part for his so-called bad-faith
breach of contract. The extension of inherent authority to
sanction a party's prelitigation conduct subverts the
American Rule and turns the Erie doctrine upside down

by punishing petitioner's primary conduct contrary to
Louisiana law. Because I believe the proper exercise of
inherent powers requires exhaustion of express
sanctioning provisions and much greater caution in their
application to redress pre-litigation conduct, I dissent.

I

The Court's first error lies in its [***56] failure to
require reliance, when possible, on the panoply of express
sanctioning provisions provided by Congress.

A

The American Rule prohibits federal courts from
awarding attorney's fees in the absence of a statute or
contract providing for a fee award. Alyeska Pipeline
Service Co. v. Wilderness Society, 421 U.S. 240, 258-259,
44 L. Ed. 2d 141, 95 S. Ct. 1612 (1975). The Rule
recognizes that Congress defines the procedural and
remedial powers of federal courts, Sibbach v. Wilson &
Co., 312 U.S. 1, 9-10, 85 L. Ed. 479, 61 S. Ct. 422
(1941); M'Intire v. Wood, 11 U.S. 504, 7 Cranch 504,
[**2142] 505-506, 3 L. Ed. 420 (1813), and controls the
costs, sanctions, and fines available there, Kaiser
Aluminum & Chemical Corp. v. Bonjorno, 494 U.S. 827,
835, 108 L. Ed. 2d 842, 110 S. Ct. 1570 (1990) ("The
allocation of the costs accruing from litigation is a matter
for the legislature, not the courts"); Alyeska Pipeline Co.,
supra, at 262 ("The circumstances [*62] under which
attorney's fees are to be awarded and the range of
discretion of the courts in making those awards are
matters for Congress to determine").

By direct action and delegation, Congress has
exercised this constitutional prerogative to provide
district courts with a comprehensive arsenal of Federal
Rules and statutes to protect themselves from abuse. A
district court can punish contempt of its authority,
including disobedience of its process, by fine or
imprisonment, 18 U. S. C. § 401; award costs, expenses,
and attorney's fees against attorneys who multiply
proceedings vexatiously, 28 U. S. C. § 1927; sanction a
party and/or the party's attorney for filing groundless
pleadings, motions, or other papers, Fed. Rule Civ. Proc.
11; sanction a party and/or his attorney for failure to
abide by a pretrial order, Fed. Rule Civ. Proc. 16(f);
sanction a party and/or his attorney for baseless discovery
requests or objections, Fed. Rule Civ. Proc. 26(g); award
expenses caused by a failure to attend a deposition or to
serve a subpoena on a party to be deposed, Fed. Rule Civ.
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Proc. 30(g); award expenses when a party fails to
respond to discovery requests or fails to participate in the
framing of a discovery plan, Fed. Rules Civ. Proc. 37(d)
and (g); dismiss an action or claim of a party that fails to
prosecute, to comply with the Federal Rules, or to obey
an order of the court, Fed. Rule Civ. Proc. 41(b); punish
any person who fails to obey a subpoena, Fed. Rule Civ.
Proc. 45(f); award expenses and/or contempt damages
when a party presents an affidavit in a summary
judgment motion in bad faith or for the purpose of delay,
Fed. Rule Civ. Proc. 56(g); and make rules governing
local practice that are not inconsistent with the Federal
Rules, Fed. Rule Civ. Proc. 81. See also 28 U. S. C. §
1912 (power to award just damages and costs on
affirmance); Fed. Rule App. Proc. 38 (power to award
damages and costs for frivolous appeal).

The Court holds nonetheless that a federal court may
ignore these provisions and exercise inherent power to
sanction bad-faith misconduct "even if procedural rules
exist which [*63] sanction the same conduct." Ante, at
49. The Court describes the relation between express
sanctioning provisions and inherent power to shift fees as
a sanction for [***57] bad-faith conduct in a number of
ways. At one point it states that where "neither the statute
nor the Rules are up to the task [i. e., cover all the
sanctionable conduct], the court may safely rely on its
inherent power." Ante, at 50. At another it says that courts
may place exclusive reliance on inherent authority
whenever "conduct sanctionable under the Rules was
intertwined within conduct that only the inherent power
could address." Ante, at 51. While the details of the
Court's rule remain obscure, its general approach is clear:
When express Rules and statutes provided by Congress
do not reach the entirety of a litigant's bad-faith conduct,
including conduct occurring before litigation
commenced, a district court may disregard the
requirements of otherwise applicable Rules and statutes
and instead exercise inherent power to impose sanctions.
The only limitation on this sanctioning authority appears
to be a finding at some point of "bad faith," a standard the
Court fails to define.

This explanation of the permitted sphere of inherent
powers to shift fees as a sanction for bad-faith litigation
conduct is as illegitimate as it is unprecedented. The
American Rule recognizes that the Legislature, not the
Judiciary, possesses constitutional responsibility for
defining sanctions and fees; the bad-faith exception to the
Rule allows courts to assess fees not provided for by

Congress "in narrowly defined circumstances." Roadway
[**2143] Express, Inc. v. Piper, 447 U.S. 752, 765, 65 L.
Ed. 2d 488, 100 S. Ct. 2455 (1980). By allowing courts to
ignore express Rules and statutes on point, however, the
Court treats inherent powers as the norm and textual
bases of authority as the exception. And although the
Court recognizes that Congress in theory may channel
inherent powers through passage of sanctioning Rules, it
relies on Weinberger v. Romero-Barcelo, 456 U.S. 305,
72 L. Ed. 2d 91, 102 S. Ct. 1798 (1982), a decision that
has nothing to do with [*64] inherent authority, to create
a powerful presumption against congressional control of
judicial sanctions. Ante, at 47.

The Court has the presumption backwards. Inherent
powers are the exception, not the rule, and their assertion
requires special justification in each case. Like all
applications of inherent power, the authority to sanction
bad-faith litigation practices can be exercised only when
necessary to preserve the authority of the court. See
Roadway Express, Inc. v. Piper, supra, at 764 (inherent
powers "are those which 'are necessary to the exercise of
all others'"); Young v. United States ex rel. Vuitton et Fils
S. A., 481 U.S. 787, 819-820, 107 S. Ct. 2124, 95 L. Ed.
2d 740 (1987) (SCALIA, J., concurring in judgment)
(inherent powers only those "necessary to permit the
courts to function").

The necessity limitation, which the Court brushes
aside almost without mention, ante, at 43, prescribes the
rule for the correct application of inherent powers.
Although this case does not require articulation of a
comprehensive definition of the term "necessary," at the
very least a court need not exercise inherent power if
Congress has provided a mechanism to achieve the same
end. Consistent with our unaltered admonition that
[***58] inherent powers must be exercised "with great
caution," Ex parte Burr, 22 U.S. 529, 9 Wheat. 529, 531,
6 L. Ed. 152 (1824), the necessity predicate limits the
exercise of inherent powers to those exceptional instances
in which congressionally authorized powers fail to
protect the processes of the court. Inherent powers can be
exercised only when necessary, and there is no necessity
if a Rule or statute provides a basis for sanctions. It
follows that a district court should rely on text-based
authority derived from Congress rather than inherent
power in every case where the text-based authority
applies.

Despite the Court's suggestion to the contrary, ante,
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at 48-49, our cases recognize that Rules and statutes limit
the exercise of inherent authority. In Societe
Internationale pour Participations Industrielles et
Commerciales, S. A. v. Rogers, [*65] 357 U.S. 197, 2 L.
Ed. 2d 1255, 78 S. Ct. 1087 (1958), we rejected the Court
of Appeals' reliance on inherent powers to uphold a
dismissal of a complaint for failure to comply with a
production order. Noting that "reliance upon . . . 'inherent
power' can only obscure analysis of the problem," we
held that "whether a court has power to dismiss a
complaint because of non-compliance with a production
order depends exclusively upon Rule 37." Id., at 207.
Similarly, in Bank of Nova Scotia v. United States, 487
U.S. 250, 254, 101 L. Ed. 2d 228, 108 S. Ct. 2369 (1988),
we held that a federal court could not invoke its inherent
supervisory power to circumvent the harmless-error
inquiry prescribed by Federal Rule of Criminal
Procedure 52(a). And Ex parte Robinson, 86 U.S. 505,
19 Wall. 505, 22 L. Ed. 205 (1874), the very case the
Court cites for the proposition that "'the power to punish
for contempts is inherent in all courts,'" ante, at 44, held
that Congress had defined and limited this inherent power
through enactment of the contempt statute. "The
enactment is a limitation upon the manner in which the
[contempt] power shall be exercised." 19 Wall. at 512.

The Court ignores these rulings and relies instead on
two decisions which "indicate that the inherent power of
a court can be invoked even if procedural rules exist
which sanction the same conduct." Ante, at 49. The
"indications" the Court discerns in these decisions do not
withstand scrutiny. In [**2144] Roadway Express, Inc.
v. Piper, supra, we held that the costs recoverable under a
prior version of 28 U. S. C. § 1927 for discovery abuse
did not include attorney's fees. In the remand instruction,
the Court mentioned that the District Court might
consider awarding attorney's fees under either Federal
Rule of Civil Procedure 37 or its inherent authority to
sanction bad-faith litigation practices. 447 U.S. at
767-768. The decision did not discuss the relation
between Rule 37 and the inherent power of federal courts,
and certainly did not suggest that federal courts could
rely on inherent powers to the exclusion of a Federal Rule
on point.

[*66] The Court also misreads Link v. Wabash R.
Co., 370 U.S. 626, 8 L. Ed. 2d 734, 82 S. Ct. 1386 (1962).
Link held that a Federal District Court possessed inherent
power to dismiss a case sua sponte for failure to
prosecute. The majority suggests that this holding

contravened a prior version [***59] of Federal Rule of
Civil Procedure 41(b), which the Court today states
"appeared to require a motion from a party," ante, at 49
(emphasis added). Contrary to the Court's
characterization, the holding in Link turned on a
determination that Rule 41(b) contained "permissive
language . . . which merely authorizes a motion by the
defendant," 370 U.S. at 630 (emphasis added). Link
reasoned that "neither the permissive language of the
Rule . . . nor its policy" meant that the Rule "abrogated"
the inherent power of federal courts to dismiss sua
sponte. The permissive language at issue in Link
distinguishes it from the present context, because some
sanctioning provisions, such as Rules 11 and 26(g), are
cast in mandatory terms.

In addition to dismissing some of our precedents and
misreading others, the Court ignores the commands of the
Federal Rules of Civil Procedure, which support the
conclusion that a court should rely on rules, and not
inherent powers, whenever possible. Like the Federal
Rules of Criminal Procedure, the Federal Rules of Civil
Procedure are "as binding as any statute duly enacted by
Congress, and federal courts have no more discretion to
disregard the Rule[s'] mandate than they do to disregard
constitutional or statutory provisions." Bank of Nova
Scotia v. United States, supra, at 255. See also Fed. Rule
Civ. Proc. 1 (Federal Rules "govern the procedure in the
United States district courts in all suits of a civil nature")
(emphasis added). Two of the most prominent
sanctioning provisions, Rules 11 and 26(g), mandate the
imposition of sanctions when litigants violate the Rules'
certification standards. See Fed. Rule Civ. Proc. 11 (court
"shall impose . . . an appropriate sanction" for violation
of certification standard); Fed. Rule Civ. Proc. 26(g)
(same); see also Business Guides, Inc. v. Chromatic
Communications Enterprises, [*67] Inc., 498 U.S. 533,
543 (1991) (Rule 11 "requires that sanctions be imposed
where a signature is present but fails to satisfy the
certification standard").

The Rules themselves thus reject the contention that
they may be discarded in a court's discretion. Disregard
of applicable Rules also circumvents the rulemaking
procedures in 28 U. S. C. § 2071 et seq., which Congress
designed to assure that procedural innovations like those
announced today "shall be introduced only after mature
consideration of informed opinion from all relevant
quarters, with all the opportunities for comprehensive and
integrated treatment which such consideration affords."
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Miner v. Atlass, 363 U.S. 641, 650, 4 L. Ed. 2d 1462, 80
S. Ct. 1300 (1960).

B

Upon a finding of bad faith, courts may now ignore
any and all textual limitations on sanctioning power. By
inviting district courts to rely on inherent authority as a
substitute for attention to the careful distinctions
contained in the Rules and statutes, today's decision will
render these sources of authority superfluous in many
instances. A number of pernicious practical effects will
follow.

[**2145] The Federal Rules establish explicit
[***60] standards for, and explicit checks against, the
exercise of judicial authority. Rule 11 provides a useful
illustration. It requires a district court to impose
reasonable sanctions, including attorney's fees, when a
party or attorney violates the certification standards that
attach to the signing of certain legal papers. A district
court must (rather than may) issue sanctions under Rule
11 when particular individuals (signers) file certain types
(groundless, unwarranted, vexatious) of documents
(pleadings, motions and papers). Rule 11's certification
requirements apply to all signers of documents, including
represented parties, see Business Guides, Inc. v.
Chromatic Communications Enterprises, Inc., supra, but
law firms are not responsible for the signatures of their
attorneys, see Pavelic & LeFlore v. Marvel
Entertainment Group, 493 U.S. 120, 125-127, 107 L. Ed.
2d 438, 110 S. Ct. 456 [*68] (1989), and the Rule does
not apply to papers filed in fora other than district courts,
see Cooter & Gell v. Hartmarx Corp., 496 U.S. 384,
405-409, 110 L. Ed. 2d 359, 110 S. Ct. 2447 (1990).
These definite standards give litigants notice of
proscribed conduct and make possible meaningful review
for misuse of discretion -- review which focuses on the
misapplication of legal standards. See id., at 402 (misuse
of discretion standard does "not preclude the appellate
court's correction of a district court's legal errors").

By contrast, courts apply inherent powers without
specific definitional or procedural limits. True, if a
district court wishes to shift attorney's fees as a sanction,
it must make a finding of bad faith to circumvent the
American Rule. But today's decision demonstrates how
little guidance or limitation the undefined bad-faith
predicate provides. The Court states without elaboration
that courts must "comply with the mandates of due
process . . . in determining that the requisite bad faith

exists," ante, at 50, but the Court's bad-faith standard, at
least without adequate definition, thwarts the first
requirement of due process, namely, that "all are entitled
to be informed as to what the State commands or
forbids." Lanzetta v. New Jersey, 306 U.S. 451, 453, 83
L. Ed. 888, 59 S. Ct. 618 (1939). This standardless
exercise of judicial power may appear innocuous in this
litigation between commercial actors. But the same
unchecked power also can be applied to chill the
advocacy of litigants attempting to vindicate all other
important federal rights.

In addition, the scope of sanctionable conduct under
the bad-faith rule appears unlimited. As the Court boasts,
"whereas each of the other mechanisms [in Rules and
statutes] reaches only certain individuals or conduct, the
inherent power extends to a full range of litigation
abuses." Ante, at 46. By allowing exclusive resort to
inherent authority whenever "conduct sanctionable under
the Rules was intertwined within conduct that only the
inherent power could address," ante, at 51, the Court
encourages all courts [*69] in the federal system to find
bad-faith misconduct in order to eliminate the need to
rely on specific textual provisions. This will ensure the
uncertain development of the meaning and scope of these
express sanctioning provisions by encouraging their
disuse, and will defeat, at [***61] least in the area of
sanctions, Congress' central goal in enacting the Federal
Rules -- "'uniformity in the federal courts.'" Hanna v.
Plumer, 380 U.S. 460, 472, 14 L. Ed. 2d 8, 85 S. Ct. 1136
(1965). Finally, as Part IV of the Court's opinion
demonstrates, the lack of any legal requirement other
than the talismanic recitation of the phrase "bad faith"
will foreclose meaningful review of sanctions based on
inherent authority. See Cooter & Gell v. Hartmarx Corp.,
supra, at 402.

Despite these deficiencies, the Court insists that
concern about collateral litigation requires courts to place
exclusive reliance on inherent authority in cases, like this
one, which involve conduct sanctionable under [**2146]
both express provisions and inherent authority:

"In circumstances such as these in which
all of a litigant's conduct is deemed
santionable, requiring a court first to apply
Rules and statutes containing sanctioning
provisions to discrete occurrences before
invoking inherent power to address
remaining instances of sanctionable
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conduct would serve only to foster
extensive and needless satellite litigation,
which is contrary to the aim of the Rules
themselves." Ante, at 51.

We are bound, however, by the Rules themselves, not
their "aim," and the Rules require that they be applied, in
accordance with their terms, to much of the conduct in
this case. We should not let policy concerns about the
litigation effects of following the Rules distort their clear
commands.

Nothing in the foregoing discussion suggests that the
fee-shifting and sanctioning provisions in the Federal
Rules and Title 28 eliminate the inherent power to
impose sanctions for certain conduct. Limitations on a
power do not constitute its abrogation. Cases can arise in
which a federal court must [*70] act to preserve its
authority in a manner not provided for by the Federal
Rules or Title 28. But as the number and scope of Rules
and statutes governing litigation misconduct increase, the
necessity to resort to inherent authority -- a predicate to
its proper application -- lessens. Indeed, it is difficult to
imagine a case in which a court can, as the District Court
did here, rely on inherent authority as the exclusive basis
for sanctions.

C

The District Court's own findings concerning abuse
of its processes demonstrate that the sanctionable conduct
in this case implicated a number of Rules and statutes
upon which it should have relied. Rule 11 is the principal
provision on point. The District Court found that
petitioner and his counsel filed a number of "frivolous
pleadings" (including "baseless, affirmative defenses and
counterclaims") that contained "deliberate untruths and
fabrications." NASCO, Inc. v. Calcasieu Television &
Radio, Inc., 124 F.R.D. 120, 127-128, 135 (WD La.
1989). Rule 11 sanctions extend to "the person who
signed [a paper], a represented party, or both." The court
thus had a nondefeasible duty to impose sanctions under
Rule 11.

The Court concedes that Rule 11 applied to some of
the conduct in this case, ante, [***62] at 50, and even
hints that the Rule might have sufficed as a basis for all
of the sanctions imposed, ante, at 42, n. 8. It fails to
explain, however, why the District Court had the
discretion to ignore Rule 11's mandatory language and
not impose sanctions under the Rule against Chambers.

Nor does the Court inform us why Chambers' attorneys
were not sanctioned under Rule 11. Although the District
Court referred to Chambers as the "strategist" for the
abusive conduct, it made plain that petitioner's attorneys
as well as petitioner were responsible for the tactics. For
example, the District Court stated:

"[Petitioner's] attorneys, without any
investigation whatsoever, filed [the
baseless charges and counterclaims].
[*71] We find . . . that these attorneys
knew, at the time that they were filed, that
they were false." 124 F.R.D. at 128.

The court further stressed that "Chambers, through his
attorneys, filed answers and counterclaims . . . which
both Chambers and his attorneys knew were false at the
time they were filed." Id., at 143. In light of Rule 11's
mandatory language, the District Court had a duty to
impose at least some sanctions under Rule 11 against
Chambers' attorneys.

The District Court should have relied as well upon
other sources of authority to impose sanctions. The court
found that Chambers and his attorneys requested
"absolutely needless depositions" as well as
"continuances of trial dates, extensions of deadlines and
deferments of scheduled discovery" that "were simply
part of the sordid scheme of deliberate misuse of the
judicial process . . . [**2147] to defeat NASCO's claim
by harassment, repeated and endless delay, mountainous
expense and waste of financial resources." Id., at 128.
The intentional pretrial delays could have been
sanctioned under Federal Rule of Civil Procedure 16(f),
which enables courts to impose sanctions, including
attorney's fees, when a party or attorney "fails to
participate in good faith" in certain pretrial proceedings;
the multiple discovery abuses should have been redressed
by "an appropriate sanction, . . . including a reasonable
attorney's fee," under Federal Rule of Civil Procedure
26(g). The District Court also could have sanctioned
Chambers and his attorneys for the various bad-faith
affidavits they presented in their summary judgment
motions, see 124 F.R.D. at 128, 135, under Federal Rule
of Civil Procedure 56(g), a Rule that permits the award of
expenses and attorney's fees and the additional sanction
of contempt. In addition, the District Court could have
relied to a much greater extent on 18 U. S. C. § 401 to
punish the "contempt of its authority" and "disobedience .
. . to its . . . process" that petitioner and his counsel
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displayed throughout the proceedings.

[*72] Finally, the District Court was too quick to
dismiss reliance on 28 U. S. C. § 1927, which allows it to
award costs and attorney's fees against an "attorney . . .
who . . . multiplies the proceedings in any case
unreasonably and vexatiously." The District Court
refused to apply the provision because it did not reach
petitioner's conduct as a nonattorney. 124 F.R.D. at
138-139. While the District Court has discretion not to
apply § 1927, it cannot disregard the statute in the face of
[***63] attorney misconduct covered by that provision
to rely instead on inherent powers which by definition
can be invoked only when necessary.

II

When a District Court imposes sanctions so immense
as here under a power so amorphous as inherent
authority, it must ensure that its order is confined to
conduct under its own authority and jurisdiction to
regulate. The District Court failed to discharge this
obligation, for it allowed sanctions to be awarded for
petitioner's prelitigation breach of contract. The majority,
perhaps wary of the District Court's authority to extend
its inherent power to sanction prelitigation conduct,
insists that "the District Court did not attempt to sanction
petitioner for breach of contract, but rather imposed
sanctions for the fraud he perpetrated on the court and the
bad faith he displayed toward both his adversary and the
court throughout the course of the litigation." Ante, at 54
(footnote omitted). Based on this premise, the Court
appears to disclaim that its holding reaches prelitigation
conduct. Ante, at 54, and nn. 16-17. This does not make
the opinion on this point correct, of course, for the
District Court's opinion, in my view, sanctioned
petitioner's prelitigation conduct in express terms.
Because I disagree with the Court's characterization of
the District Court opinion, and because I believe the
Court's casual analysis of inherent authority portends a
dangerous extension of that authority to prelitigation
conduct, I explain why inherent [*73] authority should
not be so extended and why the District Court's order
should be reversed.

The District Court's own candid and extensive
opinion reveals that the bad faith for which petitioner was
sanctioned extended beyond the litigation tactics and
comprised as well what the District Court considered to
be bad faith in refusing to perform the underlying
contract three weeks before the lawsuit began. The court

made explicit reference, for instance, to "this massive and
absolutely unnecessary lawsuit forced on NASCO by
Chambers' arbitrary and arrogant refusal to honor and
perform this perfectly legal and enforceable contract."
124 F.R.D. at 136. See also id., at 143 ("Chambers
arbitrarily and without legal cause refused to perform,
forcing NASCO to bring its suit for specific
performance"); ibid. ("Chambers, knowing that NASCO
had a good and valid contract, hired Gray to find a
defense and arbitrarily [**2148] refused to perform,
thereby forcing NASCO to bring its suit for specific
performance and injunctive relief"); id., at 125
(petitioner's "unjustified and arbitrary refusal to file" the
FCC application "was in absolute bad faith"). The
District Court makes the open and express concession
that it is sanctioning petitioner for his breach of contract:

"The balance of . . . fees and expenses
included in the sanctions, would not have
been incurred by NASCO if Chambers had
not defaulted and forced NASCO to bring
this suit. There is absolutely no reason
why Chambers should not reimburse in
full all attorney's fees and expenses that
NASCO, by Chambers' action, was forced
to pay." Id., at 143.

The trial court also explained that "the attorney's fees and
expenses [***64] charged to NASCO by its attorneys . .
. flowed from and were a direct result of this suit. We
shall include them in the attorney's fees sanctions." Id., at
142 (emphasis added).

[*74] Despite the Court's equivocation on the
subject, ante, at 54, n. 16, it is impermissible to allow a
District Court acting pursuant to its inherent authority to
sanction such prelitigation primary conduct. A court's
inherent authority extends only to remedy abuses of the
judicial process. By contrast, awarding damages for a
violation of a legal norm, here the binding obligation of a
legal contract, is a matter of substantive law, see Marek v.
Chesny, 473 U.S. 1, 35, 87 L. Ed. 2d 1, 105 S. Ct. 3012
(1985) ("right to attorney's fees is 'substantive' under any
reasonable definition of that term"); see also Alyeska, 421
U.S. at 260-261, and n. 33, which must be defined either
by Congress (in cases involving federal law) or by the
States (in diversity cases).

The American Rule recognizes these principles. It
bars a federal court from shifting fees as a matter of
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substantive policy, but its bad-faith exception permits fee
shifting as a sanction to the extent necessary to protect
the judicial process. The Rule protects each person's right
to go to federal court to define and to vindicate
substantive rights. "Since litigation is at best uncertain
one should not be penalized for merely defending or
prosecuting a lawsuit." Fleischmann Distilling Corp. v.
Maier Brewing Co., 386 U.S. 714, 718, 18 L. Ed. 2d 475,
87 S. Ct. 1404 (1967). When a federal court, through
invocation of its inherent powers, sanctions a party for
bad-faith prelitigation conduct, it goes well beyond the
exception to the American Rule and violates the Rule's
careful balance between open access to the federal court
system and penalties for the willful abuse of it.

By exercising inherent power to sanction
prelitigation conduct, the District Court exercised
authority where Congress gave it none. The circumstance
that this exercise of power occurred in a diversity case
compounds the error. When a federal court sits in
diversity jurisdiction, it lacks constitutional authority to
fashion rules of decision governing primary contractual
relations. See Erie R. Co. v. Tompkins, 304 U.S. 64, 78,
82 L. Ed. 1188, 58 S. Ct. 817 (1938); Hanna v. Plumer,
380 U.S. at 471-472. See generally Ely, The Irrepressible
Myth of Erie, [*75] 87 Harv. L. Rev. 693, 702-706
(1974). The Erie principle recognizes that "except in
matters governed by the Federal Constitution or by Acts
of Congress, the law to be applied in any [diversity] case
is the law of the State." 304 U.S. at 78. The inherent
power exercised here violates the fundamental tenet of
federalism announced in Erie by regulating primary
behavior that the Constitution leaves to the exclusive
province of States.

The full effect of the District Court's encroachment
on state prerogatives can be appreciated by recalling that
the rationale for the bad-faith exception is punishment.
Hall v. Cole, 412 U.S. 1, 5, 36 L. Ed. 2d 702, 93 S. Ct.
1943 (1973). To the extent that the District Court
imposed sanctions by reason of the so-called bad-faith
breach of contract, its decree is an award of punitive
damages [**2149] for the breach. Louisiana prohibits
punitive damages "unless expressly authorized by
statute," International [***65] Harvester Credit Corp.
v. Seale, 518 So. 2d 1039, 1041 (La. 1988); and no
Louisiana statute authorizes attorney's fees for breach of
contract as a part of damages in an ordinary case, Ogea v.
Loffland Brothers Co., 622 F.2d 186, 190 (CA5 1980);
Rutherford v. Impson, 366 So. 2d 944, 947 (La. App.

1978). One rationale for Louisiana's policy is its
determination that "an award of compensatory damages
will serve the same deterrent purpose as an award of
punitive damages." Ricard v. State, 390 So. 2d 882, 886
(La. 1980). If respondent had brought this suit in state
court it would not have recovered extra damages for
breach of contract by reason of the so-called willful
character of the breach. Respondent's decision to bring
this suit in federal rather than state court resulted in a
significant expansion of the substantive scope of its
remedy. This is the result prohibited by Erie and the
principles that flow from it.

As the Court notes, there are some passages in the
District Court opinion suggesting its sanctions were
confined to litigation conduct. See ante, at 55, n. 17.
("The sanctions imposed 'applied only to sanctionable
acts which occurred in [*76] connection with the
proceedings in the trial Court'"). But these passages in no
way contradict the other statements by the trial court
which make express reference to prelitigation conduct. At
most, these passages render the court's order ambiguous,
for the District Court appears to have adopted an
expansive definition of "acts which occurred in
connection with" the litigation. There is no question but
that some sanctionable acts did occur in court. The
problem is that the District Court opinion avoids any
clear delineation of the acts being sanctioned and the
power invoked to do so. This confusion in the premises
of the District Court's order highlights the mischief
caused by reliance on undefined inherent powers rather
than on Rules and statutes that proscribe particular
behavior. The ambiguity of the scope of the sanctionable
conduct cannot be resolved against petitioner alone, who,
despite the conceded bad-faith conduct of his attorneys,
has been slapped with all of respondent's not
inconsiderable attorney's fees. At the very least,
adherence to the rule of law requires the case to be
remanded to the District Court for clarification on the
scope of the sanctioned conduct.

III

My discussion should not be construed as approval
of the behavior of petitioner and his attorneys in this case.
Quite the opposite. Our Rules permit sanctions because
much of the conduct of the sort encountered here
degrades the profession and disserves justice. District
courts must not permit this abuse and must not hesitate to
give redress through the Rules and statutes prescribed. It
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may be that the District Court could have imposed the
full million dollar sanction against petitioner through
reliance on Federal Rules and statutes, as well as on a
proper exercise of its inherent authority. But we should
remand here because a federal court must decide cases
based on legitimate sources of power. I would reverse the
Court of Appeals with instructions to remand [*77] to
the District Court for a reassessment of sanctions
consistent with the principles here set forth. For these
reasons, I dissent.
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CASE SUMMARY:

PROCEDURAL POSTURE: Appellant corporation
requested the Court to withdraw its mandate affirming a
judgment of the United States District Court for the
Northern District of California enjoining the corporation
from engaging in certain practices found to violate the
Sherman Act, 15 U.S.C.S. § 3.

OVERVIEW: The corporation alleged misconduct by
appellee government's counsel and by a material witness
who was now prosecuting a treble-damages action
against the corporation. The Court held that appellate
leave was not necessary to reopen the case because the
appellate mandate only related to the record and issues
before the Court and not with possible later events. The
Court also held that the district court could have acted on
the corporation's motion under Fed. R. Civ. P. 60(b) to
reopen the action without flouting the mandate and was
in a better position to pass on the issues that the
corporation presented.

OUTCOME: The Court denied the corporation's motion
to recall the mandate.

CORE TERMS: movant, appellate-leave, appropriate
action, frivolous, finality

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Excusable Neglect & Mistakes > General Overview
Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
[HN1] When the appellate mandate relates to the record
and issues then before the court, and does not purport to
deal with possible later events, the district judge is not
flouting the mandate by acting on a Fed. R. Civ. P. 60(b)
motion, and may proceed without appellate leave.

SUMMARY:

A judgment of the United States District Court for
the Northern District of California in an antitrust action
was summarily affirmed in 1973 by the United States
Supreme Court (412 US 924, 37 L Ed 2d 152, 93 S Ct
2750). Seeking to have the judgment set aside because of

alleged misconduct by government counsel and by a
material witness, the losing party filed a motion in the
Supreme Court requesting that it recall its mandate and
grant leave to proceed in the District Court pursuant to
the provisions of Rule 60(b) of the Federal Rules of Civil
Procedure relating to relief from a judgment.

Denying the motion to recall its mandate, without
prejudice to the movant's right to proceed in the District
Court, the United States Supreme Court, in a per curiam
opinion expressing the unanimous view of the eight
participating members of the court, held that appellate
leave was not required before a Federal District Court
could reopen a case which had been reviewed on appeal
in order for the District Court to entertain a motion under
Rule 60(b).

White, J., did not participate.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

ERROR §1736

JUDGMENT §300

motion for relief from judgment -- effect of
affirmance of judgment --

Headnote:[1]

A Federal District Court may entertain a motion
under Rule 60(b) of the Federal Rules of Civil Procedure
for relief from the District Court's judgment, because of
the alleged misconduct of an adverse party's counsel and
of a material witness, without first obtaining leave from
the United States Supreme Court which had previously
summarily affirmed the District Court's judgment; thus,
the Supreme Court will deny a motion to recall its
mandate without prejudice to the movant's right to
proceed in the District Court.

[***LEdHN2]

ERROR §1750

JUDGMENT §300

motion for relief from judgment -- effect of appellate
review --
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Headnote:[2]

Appellate leave is not required before a Federal
District Court may reopen a case which has been
reviewed on appeal in order for the District Court to
entertain a motion under Rule 60(b) of the Federal Rules
of Civil Procedure for relief from the District Court's
judgment.

SYLLABUS

On motion to recall Supreme Court mandate
affirming a District Court judgment against movant, and
for leave to file a motion under Fed. Rule Civ. Proc.
60(b), the motion to recall is denied because the District
Court may take appropriate action on the Rule 60(b)
motion without leave of this Court.

OPINION

[*17] [***23] [**31] PER CURIAM.

[***LEdHR1] [1]Following an eight-day trial, the
United States District Court for the Northern District of
California enjoined movant from engaging in certain
practices found to violate § 3 of the Sherman Act, 26
Stat. 209, as amended, 15 U.S.C. § 3. 362 F. Supp. 1331
(1973). The judgment was summarily affirmed by this
Court. 412 U.S. 924. Movant now seeks to have the
judgment set aside on the basis of alleged misconduct by
Government counsel and by a material witness who is
now prosecuting a treble-damages action against movant.
Preliminarily to filing a motion in the District Court
pursuant to Fed. Rule Civ. Proc. 60(b), movant has filed a
motion in this Court requesting that we recall our
mandate 1 and grant leave to proceed in the District
Court. We hold that the District Court may entertain a
Rule 60(b) motion without leave by this Court. We
therefore deny the motion to recall our mandate, without
prejudice to Standard Oil's right to proceed in the District
Court.

1 It is technically incorrect to refer to our
"mandate" because a copy of the judgment was
issued in lieu of a mandate. See this Court's Rule
59(3). Nevertheless, to avoid confusion with the
District Court judgment, we will use the term
"mandate" throughout this opinion.

[*18] [***LEdHR2] [2]We recognize that in the
past both this Court and many Courts of Appeals have

required appellate leave before the District Court could
reopen a case which had been reviewed on appeal. 2 The
requirement derived [**32] from a belief that an
appellate court's mandate bars the trial court from later
disturbing the judgment entered in accordance with the
mandate. See In re Potts, 166 U.S. 263 (1897); Butcher
& Sherrerd v. Welsh, 206 F. 2d 259, 262 (CA3 1953),
cert. denied, 346 U.S. 925 (1954); Home Indemnity Co. of
New York v. O'Brien, 112 F. 2d 387, 388 (CA6 1940). It
has also been argued that the appellate-leave requirement
protects the finality of the judgment and allows the
appellate court to screen out frivolous Rule 60(b)
motions. Tribble v. Bruin, 279 F. 2d 424, 427-428 (CA4
1960); 7 J. Moore, Federal Practice [*] 60.30 [2], p. 429
n. 27 (1975).

2 This Court held that appellate leave was
required in In re Potts, 166 U.S. 263 (1897), and
spoke approvingly of the practice in Hazel-Atlas
Co. v. Hartford Co., 322 U.S. 238, 248 (1944).
The appellate-leave requirement has also been
approved by several Court of Appeals decisions,
in addition to those cited in the paragraph of the
text accompanying this footnote. See Wilson
Research Corp. v. Piolite Plastics Corp., 336 F.
2d 303, 305 (CA1 1964); Hartman v. Lauchli, 304
F. 2d 431, 432-433 (CA8 1962) (alternative
holding). On the other hand, the Tenth Circuit
has rejected the requirement, Kodekey
Electronics, Inc. v. Mechanex Corp., 500 F. 2d
110, 112-113 (1974); Wilkin v. Sunbeam Corp.,
405 F. 2d 165 (1968), and the Seventh Circuit has
recently indicated that it now "would probably not
go so far as to hold that appellate leave is
necessary whenever relief is sought under Rule
60(b)(5)," SEC v. Advance Growth Capital Corp.,
539 F. 2d 649, 650 (1976).

In our view, the arguments in favor of requiring
appellate leave are unpersuasive. Like the original
district court judgment, [HN1] the appellate mandate
relates to the record and issues then before the court, and
does not purport to deal with possible later events.
Hence, the district judge is not flouting the mandate by
acting on the motion. See 11 C. Wright & A. Miller,
Federal Practice and Procedure § 2873, pp. 269-270
(1973). Cf. SEC v. Advance Growth Capital [*19]
Corp., 539 F. 2d 649, 650 [***24] (CA7 1976).
Furthermore, the interest in finality is no more impaired
in this situation than in any Rule 60(b) proceeding.
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Finally, we have confidence in the ability of the district
courts to recognize frivolous Rule 60(b) motions. Indeed,
the trial court "is in a much better position to pass upon
the issues presented in a motion pursuant to Rule 60(b),"
Wilkin v. Sunbeam Corp., 405 F. 2d 165, 166 (CA10
1968). Accord, Wilson Research Corp. v. Piolite Plastics
Corp., 336 F. 2d 303, 305 (CA1 1964); 11 Wright &
Miller, supra, at 269.

The appellate-leave requirement adds to the delay
and expense of litigation and also burdens the
increasingly scarce time of the federal appellate courts.
We see no reason to continue the existence of this
"unnecessary and undesirable clog on the proceedings,"
S. C. Johnson & Son, Inc. v. Johnson, 175 F. 2d 176, 184
(CA2 1949) (Clark, J., dissenting). We therefore deny the
motion to recall because the District Court may take
appropriate action without this Court's leave.

MR. JUSTICE WHITE took no part in the
consideration or decision of this case.
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SUBSEQUENT HISTORY: Reargued March 20,
1972.

PRIOR HISTORY: CERTIORARI TO THE UNITED
STATES COURT OF CLAIMS.

DISPOSITION: 193 Ct. Cl. 335, 433 F.2d 1373,
reversed.

CASE SUMMARY:

PROCEDURAL POSTURE: Certiorari was granted to
the United States Court of Claims, which held that
respondent, the United States Department of Justice,
could challenge the finality of a contract decision made
by the Atomic Energy Commission (AEC) in favor of
petitioner, where the contract provided that the AEC's
decision was final and conclusive.

OVERVIEW: Petitioner contracted with the Atomic
Energy Commission (AEC) to build a testing facility.
Petitioner submitted claims to a contracting officer, to be
settled under the standard disputes clause contained in the
contract. The contracting officer approved some of the
claims, and petitioner sought review of the adverse
decisions with the AEC. The AEC ruled that petitioner
was entitled to reimbursement on its claims, but still
requested the opinion of the General Accounting Office
on whether a voucher could be issued to petitioner. The
Comptroller General concluded that a voucher could not
be granted, and the parties proceeded to court with the
United States Department of Justice representing the
AEC's interests. The lower court held that federal law
allowed both respondent government and petitioner
contractors an equal right to judicial review of the
administrative proceedings, and that the AEC's refusal to
abide by its earlier decision was an acceptable means of
obtaining it. On review, the Court reversed the lower
court's ruling and held that, pursuant to the disputes
clause in the parties' contract, the decision of the AEC
was final and conclusive absent fraud upon the
government.

OUTCOME: The Court reversed the holding of the
lower court. The Court ruled that, pursuant to the disputes
clause in the parties' contract, the decision of the
governing administrative body was final and conclusive
absent fraud upon the government.

CORE TERMS: contractor, judicial review, accounting,
contracting, comptroller, finality, fraudulent, bad faith,
Wunderlich Act, substantial evidence, grossly erroneous,
final and conclusive, capricious, favorable, concurring
opinion, legislative history, binding, question of law,
administrative decision, conclusive, settlement, question
of fact, aggrieved, overreaching, administrative agency,
scope of review, deletion, bids, officer's decision,
standard of review

LexisNexis(R) Headnotes

Administrative Law > Judicial Review > Reviewability >
Preclusion
[HN1] See 41 U.S.C.S. § 321.

Administrative Law > Judicial Review > Reviewability >
Preclusion
Public Contracts Law > Contract Provisions > General
Overview
[HN2] See 41 U.S.C.S. § 322.

Administrative Law > Judicial Review > Reviewability >
Standing
[HN3] See 31 U.S.C.S. § 82d.

Governments > Federal Government > Claims By &
Against
[HN4] A citizen has the right to expect fair dealing from
his government, and this entails treating the government
as a unit rather than as an amalgam of separate entities.

Administrative Law > Agency Adjudication > Decisions
> General Overview
Governments > Federal Government > Claims By &
Against
[HN5] Normally, where the responsibility for rendering a
decision is vested in a coordinate branch of Government,
the duty of the Department of Justice is to implement that
decision and not to repudiate it.

Administrative Law > Judicial Review > Reviewability >
Standing
Governments > Courts > Courts of Claims
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Public Contracts Law > Dispute Resolution >
Jurisdiction
[HN6] The power to appeal to the Court of Claims a
decision of the federal agency under a disputes clause in a
contract which the agency is authorized to make is not to
be found in the Wunderlich Act, 41 U.S.C.S. § 321, and
its underlying legislative history.

Public Contracts Law > Contract Interpretation >
General Overview
[HN7] Contracts with the United States -- like patents --
are matters concerning far more than the interest of the
adverse parties; they entail the public interest.

Contracts Law > Defenses > Fraud &
Misrepresentation > General Overview
Governments > Courts > Judges
Public Contracts Law > Dispute Resolution >
Jurisdiction
[HN8] Congress has made elaborate provisions for
dealing with fraudulent claims of contractors. Where the
Comptroller General is convinced that any settlement was
induced by fraud, he is directed to certify all the facts to
the Department of Justice, to the Administrator of
General Services, and to the contracting agency
concerned. 41 U.S.C.S. § 116(b). The Administrator of
General Services is also given broad powers of
investigation and he is directed to give the Department of
Justice any information received by him indicating any
fraudulent practices, for appropriate action. 41 U.S.C.S. §
118(d). Moreover, whenever any contracting agency or
the Administrator of General Services believes that any
settlement was induced by fraud, the facts shall be
reported to the Department of Justice. And the
Department of Justice is given broad powers to act. In
addition, Congress has imposed severe penalties on
contractors who commit fraudulent acts and it has given
the federal courts power to hear and determine such
cases. 41 U.S.C.S. § 119.

Governments > Federal Government > Claims By &
Against
Public Contracts Law > Voiding the Contract > Fraud
& Whistleblowing
[HN9] See 40 U.S.C.S. § 489(b).

Governments > Federal Government > Claims By &

Against
[HN10] See 28 U.S.C.S. § 2514.

Civil Procedure > Justiciability > Standing > General
Overview
Contracts Law > Defenses > Fraud &
Misrepresentation > General Overview
Public Contracts Law > Voiding the Contract > Fraud
& Whistleblowing
[HN11] The Department of Justice indubitably has
standing to appear or intervene at any time in any
appropriate court to restrain enforcement of contracts
with the United States based on fraud.

SUMMARY:

Acting under the standard disputes clause in its
contract with the Atomic Energy Commission, a
contractor submitted a series of claims to the contracting
officer. The contracting officer approved some of the
claims and disapproved others. The contractor sought
review by the AEC, which referred the appeal to a
hearing examiner. The examiner decided eight claims in
the contractor's favor. The contracting officer sought
review by the AEC, which reversed the examiner on one
claim, modified his decision on three claims, and
declined to review the other four claims--including the
examiner's decision that the amounts due the contractor
could not be retained to offset alleged claims against the
contractor by other contractors and agencies--which had
the effect of sustaining the examiner's decision on them.
Before the AEC's final ruling, but after it had declined to
review the retainage claim, the AEC's certifying officer
requested the General Accounting Office's opinion on
whether a voucher for the retainage claim could be
certified for payment. The Comptroller General replied in
the negative, the AEC refused to act contrary to the
Comptroller General's opinion, and the contractor sued in
the Court of Claims, which ruled against the contractor
(193 Ct Cl 335, 433 F2d 1373).

On certiorari, the United States Supreme Court
reversed. In an opinion by Douglas, J., expressing the
views of five members of the court, it was held that under
the disputes clause, the AEC's decision was binding on
the government, absent fraud or bad faith, and was not
subject to review by the Comptroller General or the Court
of Claims.

Blackmun, J., joined by Burger, Ch. J., Stewart and
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Powell, JJ., joined in the court's opinion and judgment
but added supportive comments in a concurring opinion.

Brennan, J., joined by White and Marshall, JJ.,
dissented on the grounds that review of a disputes
decision in a contractor's favor is not limited to fraud or
bad faith, but extends to all grounds stated in the
Wunderlich Act.

Rehnquist, J., did not participate.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

UNITED STATES §159

contracts -- disputes --

Headnote:[1]

Under the disputes clause of a contract with the
Atomic Energy Commission, making the AEC's decision
on a question of fact arising under the contract "final and
conclusive unless determined by a court of competent
jurisdiction to have been fraudulent, or capricious, or
arbitrary, or so grossly erroneous as necessarily to imply
bad faith, or not supported by substantial evidence," the
AEC's decision is binding on the government, absent
fraud or bad faith, and is not subject to another tier of
administrative review.

[***LEdHN2]

UNITED STATES §159

contracts -- disputes --

Headnote:[2]

The disputes clause included in government
contracts is intended, absent fraud or bad faith, to provide
a quick and efficient remedy and to avoid vexatious and
expensive and, to the contractor oftentimes, ruinous
litigation.

[***LEdHN3]

UNITED STATES §159

contracts -- disputes --

Headnote:[3A][3B]

A government contract entered into by a government
agency, and providing in a "disputes" clause that the
contracting officer's decision shall be final and binding in
any dispute concerning a factual question arising under
the contract, absent an appeal to the agency, and further
providing that the "disputes" clause does not preclude
consideration of law questions in connection with the
contracting officer's decisions, provides for no review of
settlements reached between the contractor and the
contracting officer, and satisfactory to the contractor,
whether the settlement involves a question of fact or a
question of law.

[***LEdHN4]

UNITED STATES §159

contracts -- disputes --

Headnote:[4]

Neither a government agency contract's disputes
clause, which makes the agency's decision "final and
conclusive" unless a court of competent jurisdiction
decides otherwise for enumerated reasons, nor the
Wunderlich Act (41 USCS 321,322), which provides that
no government contract shall contain a provision making
final a decision of a government representative or board
on a question of law, empowers any other administrative
agency to review or veto the contracting agency's
decision; moreover, no other act of Congress, except
where fraud or bad faith is involved, authorizes any other
branch of the executive department to submit the matter
to any court for determination.

[***LEdHN5]

UNITED STATES §159

contracts -- disputes --

Headnote:[5]

Absent fraud or overreaching, the Comptroller
General cannot review administrative disputes clause
decisions as "without legal authority."

[***LEdHN6]

UNITED STATES §159

contracts -- disputes --
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Headnote:[6]

The Attorney General's pervasive power to conduct
and supervise litigation in which the United States, an
agency or an officer thereof is a party does not confer on
the Justice Department a right to seek judicial review of a
decision of the Atomic Energy Commission in a contract
dispute in which the contract makes the AEC decision
"final and conclusive" except in enumerated
circumstances.

[***LEdHN7]

STATUTES §145.8

STATUTES §146

construction -- legislative history --

Headnote:[7A][7B]

In construing law, the United States Supreme Court
is extremely wary of testimony before committee
hearings and of debates on the floor of Congress save for
precise analyses of statutory phrases by the sponsors of
the proposed laws.

[***LEdHN8]

STATUTES §91

intent --

Headnote:[8A][8B]

A court, in construing legislation, does not inquire
what the legislature meant, but only what the statute
means.

[***LEdHN9]

UNITED STATES §159

Wunderlich Act -- purpose --

Headnote:[9]

The Wunderlich Act (41 USCS 321, 322), which
makes final an administrative decision of a government
contract dispute unless the decision is on a question of
law or is fraudulent or capricious or arbitrary or so
grossly erroneous as necessarily to imply bad faith, or is
not supported by substantial evidence, was designed to

overturn the decision in United States v Wunderlich, 342
US 98, 96 L Ed 113, 72 S Ct 154, which had closed the
courthouse doors to certain citizens aggrieved by
administrative action amounting to something less than
fraud.

[***LEdHN10]

JUDGMENT §291

JUDGMENT § 306

Headnote:[10]

Even where a government contractor has obtained a
judgment and the time for review of it has expired, fraud
on an administrative agency or on the court enforcing the
agency action is ground for setting aside the judgment.

[***LEdHN11]

EQUITY §47

JUDGMENT §284

JUDGMENT § 287

fraud -- relief --

Headnote:[11]

Where a judgment has been obtained by fraud, the
usual forms of relief are setting aside the judgment to
permit a new trial, altering the terms of the judgment, or
restraining the beneficiaries of the judgment from taking
any benefit whatever from it.

[***LEdHN12]

PATENTS §342

unclean hands --

Headnote:[12]

Patents obtained with unclean hands and contracts
based on such patents are tainted and unenforceable.

[***LEdHN13]

UNITED STATES §93

standing to sue --
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Headnote:[13]

Apart from the inherent power of courts to deal with
fraud, the Department of Justice has standing to appeal
and intervene at any time in any appropriate court to
restrain enforcement of contracts with the United States
based on fraud.

[***LEdHN14]

UNITED STATES §159

Wunderlich Act -- board --

Headnote:[14]

Whether the administrative agency deciding a
contract dispute is the Atomic Energy Commission or the
AEC's board of contract appeals is irrelevant as concerns
the Wunderlich Act (41 USCS 321, 322), which leaves
open for contest a claim that is fraudulent or capricious or
arbitrary or so grossly erroneous as necessarily to imply
bad faith, or is not supported by substantial evidence.

[***LEdHN15]

ADMINISTRATIVE LAW §7

ADMINISTRATIVE LAW §92

boards of contract appeals --

Headnote:[15]

Boards of contract appeals are not statutory creations
but are established by administrative regulations; their
decisions constitute administrative adjudication in its
purest sense.

SYLLABUS

In a contract disputes procedure, the Atomic Energy
Commission (AEC) approved claims of its contractor for
additional compensation. In response to an AEC
certifying officer's request for advice as to one item,
however, the General Accounting Office (GAO) ruled
that the claims could not be certified for payment. When
the AEC then refused to pay the compensation, the
contractor brought suit in the Court of Claims alleging
that the GAO had no authority to overturn the AEC
approval. The Government, through the Department of
Justice, defended on the ground that the AEC

determination was not final but was subject to judicial
review under the standards specified in § 321 of the
Wunderlich Act, "that . . . the same is fraudulent or
capricious or arbitrary or so grossly erroneous as
necessarily to imply bad faith, or is not supported by
substantial evidence." The Court of Claims held that "the
Government has the right to the same extent as the
contractor to seek judicial review of an unfavorable
administrative decision on a contract claim." Held:

1. The AEC, which for the purpose of this contract
was the United States, had exclusive administrative
authority under the disputes clause procedure to resolve
the dispute here at issue, and neither the contract between
the parties nor the Wunderlich Act permitted still further
administrative review by the GAO. Pp. 8-12.

2. The Wunderlich Act does not confer upon the
Department of Justice the right to appeal from a decision
of an administrative agency, nor is this a case involving a
contractor's fraud, concerning which the Department has
broad powers to act under several statutory provisions.
Pp. 12-19.

COUNSEL: Geoffrey Creyke, Jr., reargued the cause for
petitioner. With him on the briefs was John P. Wiese.

Irving Jaffe reargued the cause for the United States. On
the brief were Solicitor General Griswold, Assistant
Attorney General Gray, Samuel Huntington, and Walter
H. Fleischer.

Briefs of amici curiae urging reversal were filed by
Edward L. Wright, Beverly C. Moore, F. Trowbridge
vom Baur, Overton A. Currie, Marshall J. Doke, Jr.,
Gilbert A. Cuneo, George M. Coburn, Eldon H. Crowell,
and John A. McWhorter for the American Bar
Association, and by Harold C. Petrowitz, pro se.

JUDGES: Douglas, J., delivered the opinion of the
Court, in which Burger, C. J., and Stewart, Blackmun,
and Powell, JJ., joined. Blackmun, J., filed a concurring
opinion, in which Burger, C. J., and Stewart and Powell,
JJ., joined, post, p. 19. Brennan, J., filed a dissenting
opinion, in which White and Marshall, JJ., joined, post, p.
23. Rehnquist, J., took no part in the consideration or
decision of the case.

OPINION BY: DOUGLAS

OPINION
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[*2] [***662] [**1413] MR. JUSTICE
DOUGLAS delivered the opinion of the Court.

The question presented in this case is whether the
Department of Justice may challenge the finality of a
contract disputes decision made by the Atomic Energy
Commission (AEC) in favor of its contractor, where the
contract provides that the decision of AEC shall be "final
[*3] and conclusive." Section 1 of the Wunderlich Act
leaves open for contest a claim that "is fraudulent or
capricious or arbitrary or so grossly erroneous as
necessarily to imply bad faith, or is not supported by
substantial evidence." 1

1 The Wunderlich Act, 68 Stat. 81, provides:

[HN1] "No provision of any contract entered
into by the United States, relating to the finality or
conclusiveness of any decision of the head of any
department or agency or his duly authorized
representative or board in a dispute involving a
question arising under such contract, shall be
pleaded in any suit now filed or to be filed as
limiting judicial review of any such decision to
cases where fraud by such official or his said
representative or board is alleged: Provided,
however, That any such decision shall be final and
conclusive unless the same is fraudulent or
capricious or arbitrary or so grossly erroneous as
necessarily to imply bad faith, or is not supported
by substantial evidence." 41 U. S. C. § 321.

[HN2] "No Government contract shall
contain a provision making final on a question of
law the decision of any administrative official,
representative, or board." 41 U. S. C. § 322.

Moreover, 41 U. S. C. § 322, provides that "no
government contract shall contain a provision making
final on a question of law the decision of any
administrative official, representative, or board."

[**1414] The Department of Justice challenged the
settlement made by the AEC on two grounds, (1) that the
decision was "not supported by substantial evidence" and
(2) that it was "erroneous as a matter of law."

But the disputes clause in the contract 2 says that the
decision of the AEC is "final and conclusive," unless a
court determines that the award is vulnerable under §§ 1
and 2 of the Act. There is no federal statute which

submits disputes of this character to review by one or
more administrative agencies, where [***663] as here
there is no charge of fraud or bad faith. Nor is there a
statute which enables another federal agency to contest in
court the validity of the decision of the AEC, absent fraud
or bad faith.

2 The contract provided:

"6. Disputes

"(a) Except as otherwise provided in this
contract, any dispute concerning a question of fact
arising under this contract which is not disposed
of by agreement shall be decided by the
Contracting Officer, who shall reduce his decision
to writing and mail or otherwise furnish a copy
thereof to the Contractor. The decision of the
Contracting Officer shall be final and conclusive
unless, within 30 days from the date of receipt of
such copy, the Contractor mails or otherwise
furnishes to the Contracting Officer a written
appeal addressed to the Commission. The
decision of the Commission or its duly authorized
representative for the determination of such
appeals shall be final and conclusive unless
determined by a court of competent jurisdiction to
have been fraudulent, or capricious, or arbitrary,
or so grossly erroneous as necessarily to imply
bad faith, or not supported by substantial
evidence. In connection with any appeal
proceeding under this clause, the Contractor shall
be afforded an opportunity to be heard and to
offer evidence in support of its appeal. Pending
final decision of a dispute hereunder, the
Contractor shall proceed diligently with the
performance of the contract and in accordance
with the Contracting Officer's decision.

"(b) This 'Disputes' Clause does not preclude
consideration of law questions in connection with
decisions provided for in paragraph (a) above;
Provided, that nothing in this contract shall be
construed as making final the decision of any
administrative official, representative, or board on
a question of law."

[***LEdHR1] [1]In plain lay language the
question then is whether, absent fraud or bad faith, the
contractor can rely on the ruling of the federal agency
with which it made the contract or can be forced to go
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through still another tier of federal review. We hold that
absent fraud or bad faith the federal agency's settlement
under the disputes clause is binding on the Government;
that there is not another tier of administrative review; and
that, save for fraud or bad faith, the decision of AEC is
"final and conclusive," it being for these purposes the
Federal Government. We reverse the judgment of the
Court of Claims.

[*5] I

On August 4, 1961, petitioner contracted with the
AEC to build a testing facility at the National Reactor
Test Station in Idaho. The work was completed and
accepted by the AEC on June 29, 1962. Because of
various changes in contract specifications and difficulties
in meeting performance schedules, petitioner submitted a
series of claims to the contracting officer for resolution
under the standard disputes clause contained in the
contract, asking for equitable modifications of the
contract and additional compensation. On August 8 and
November 8, 1962, the contracting officer approved some
of the claims and disapproved others, and the petitioner
sought review of the adverse decisions with the AEC.

Since it did not then have a contract appeals board, 3

the Commission referred petitioner's appeal to a hearing
examiner, before whom an adversary hearing was held.
On June 26, 1963, the examiner decided in favor of eight
of petitioner's claims and remanded the dispute to the
contracting officer for negotiations to determine the exact
amount due petitioner. [**1415] 2 A. E. C. 631. The
contracting officer then sought review of this decision by
the Commission. See 10 CFR § 2.760 (Jan. 1, 1963).

3 The Atomic Energy Commission Board of
Contract Appeals was not established until 1964.
See 10 CFR § 3.1 et seq. (Jan. 1, 1971).

The Commission declined to review four of the
claims, 2 A. E. C. 738, which had the effect of sustaining
the examiner's decision on them. 10 CFR § 2.762 (a)
(Jan. 1, 1963). Included within this group was the
examiner's determination that amounts due petitioner
could not be retained to offset claims allegedly owed by
petitioner to other contractors and other agencies of
government. The [*6] Commission modified the
examiner's decision on three of the remaining claims and
reversed him on the last, which petitioner has since
abandoned. It "remanded to the contracting officer with
instructions to proceed to final settlement or decision in

accordance with the decision of the hearing examiner
dated June 26, 1963, as modified by [its] order of
November 14, 1963, and by [that] decision." 2 A. E. C.
850, 856.

On March 6, 1964, prior to the AEC's final ruling but
after it had upheld the examiner's decision on the
"retainage" claim, a certifying officer of the Commission
requested [***664] the opinion of the General
Accounting Office on whether a voucher for the retainage
claim could be certified for payment. Jurisdiction for the
Comptroller General's review was purportedly founded
upon 31 U. S. C. § 82d. 4 After some 33 months of what
amounted to a plenary review of the proceedings before
the examiner, the Comptroller General concluded that the
voucher could not be certified for payment. 46 Comp.
Gen. 441. On March 27, 1967, the AEC wrote petitioner,
saying, "The Atomic Energy Commission's view is that
S&E Contractors, Inc. has exhausted its administrative
recourse to the Commission. The Commission will take
no action, in connection with the claims, inconsistent
with the views expressed by the Comptroller General. . .
." The petitioner then brought this action in the Court of
Claims seeking a judgment of $ 1.95 million and an order
remanding the case for negotiations on the time extension
[*7] to which it claimed it was entitled under the AEC's
original decision.

4 Volume 55 Stat. 876, 31 U. S. C. § 82d
provides:

[HN3] "The liability of certifying officers or
employees shall be enforced in the same manner
and to the same extent as now provided by law
with respect to enforcement of the liability of
disbursing and other accountable officers; and
they shall have the right to apply for and obtain a
decision by the Comptroller General on any
question of law involved in a payment on any
vouchers presented to them for certification."

The defenses tendered raised no issue of any fraud
or bad faith of the contractor against the United States.

On cross-motions for summary judgment, a
commissioner of the Court of Claims ruled in favor of
petitioner, holding that the General Accounting Office
lacked authority to review the decision of the AEC and
that the AEC's refusal to follow its own decisions
favorable to petitioner was a breach of the disputes clause
of the contract. On review by the Court of Claims,
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however, that decision was reversed by a four-to-three
vote. While the majority acknowledged "that the
Comptroller General effectively stopped payment of the
claims," it did not pass upon the legality of that action.
193 Ct. Cl. 335, 340, 433 F.2d 1373, 1375. Reasoning,
instead, that the Wunderlich Act allowed both the
Department of Justice and contractors an equal right to
judicial review of administrative decisions and that the
AEC's refusal to abide by its earlier decision was a
permissible means of obtaining this review, it remanded
petitioner's claims "to the commissioner for his
consideration and report on the various claims under
Wunderlich Act standards." Id., at 351, 433 F.2d, at
1381.

The Commissioner did not base his opinion on any
issue of fraud or bad faith of the contractor against the
United States, nor did the Court of Claims. The case is
now here on a petition for writ of certiorari which we
granted. 402 U.S. 971.

[**1416] Petitioner argues that neither the text nor
the legislative history of the Wunderlich Act supports the
right of the United States to seek judicial review of an
administrative decision on a contractual dispute, that the
General Accounting Office was without statutory or
contractual authority to overturn the AEC's decision, and
that the [*8] AEC should not be allowed to abandon
after some 33 months its own decision that had been
made in petitioner's favor. In response, the Solicitor
General contends [***665] that the Wunderlich Act
does give the Department of Justice the right of judicial
review of contract decisions made by federal
administrative agencies and that the Department of
Justice is free to assert whatever defenses it desires in the
Court of Claims without regard to the earlier actions of
the federal contracting agency.

II

[***LEdHR2] [2] The disputes clause included in
Government contracts is intended, absent fraud or bad
faith, to provide a quick and efficient administrative
remedy and to avoid "vexatious and expensive and, to the
contractor oftentimes, ruinous litigation." Kihlberg v.
United States, 97 U.S. 398, 401 (1878). The contractor
has ceded his right to seek immediate judicial redress for
his grievances and has contractually bound himself to
"proceed diligently with the performance of the contract"
during the disputes process. The purpose of avoiding

"vexatious litigation" would not be served, however, by
substituting the action of officials acting in derogation of
the contract. 5

5 The American Bar Association, as amicus
curiae, notes "that the contractor's consent to
permit a specific representative of the
Government to decide disputes -- the Commission
-- should not be read as permitting any different
representative of the Government to 'veto'
decisions rendered by the Commission which are
in favor of the contractor."

The result in some cases might be sheer disaster. In
the present case nearly a decade has passed since
petitioner completed the performance of a contract under
which the only agency empowered to act determined that
it was entitled to payment. To postpone payment for
such a period is to sanction precisely the sort of
"vexatious litigation" which the disputes process was
designed to avoid.

[*9] [***LEdHR3A] [3A]Here, petitioner contracted
with the United States acting through the AEC and it was
exclusively with this Commission that the administrative
resolution of disputes rested. Disputes initially were to
be resolved between the contractor and the contracting
officer and, if a settlement satisfactory to the contractor
could be reached at that level, no review would lie. 6 See
United States v. Mason & Hanger Co., 260 U.S.
323;United States v. Corliss Steam-Engine Co., 91 U.S.
321.

[***LEdHR3B] [3B]

6 While the quoted language from paragraph 6
(a) of the contract concerns factual disputes and
while questions of law are dealt with in paragraph
6 (b) (see n. 2, supra), there is no reason to
believe that the two clauses should not be
considered in pari materia or that a different
avenue for review should apply to legal questions
than to those of fact. Indeed, paragraph 6 (b)
speaks of "consideration of law questions in
connection with decisions provided for in
paragraph (a)." (Emphasis added.) The difference
between the two clauses relates only to the
standard of reviewability and does not establish
separate avenues of review.
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[***LEdHR4] [4]

By the disputes clause 7 the decision of the AEC is
"final and conclusive" unless "a court of competent
jurisdiction" decides otherwise for the enumerated
reasons. Neither the Wunderlich Act nor the disputes
clause empowers any other administrative agency to have
a veto of the AEC's "final" decision or authority to review
it. Nor does any other Act of Congress, except where
fraud or bad faith is involved, give any other part of the
Executive Branch authority to submit the matter to any
court [**1417] for determination. In other words, we
cannot infer that by some legerdemain the disputes
[***666] clause submitted the dispute to further
administrative challenge or approval, 8 and did not mean
what it says when it made [*10] the AEC's decision
"final and conclusive." See United States v. Mason &
Hanger Co., supra, at 326. Kipps, The Right of the
Government to Have Judicial Review of a Board of
Contract Appeals Decision Made Under the Disputes
Clause, 2 Pub. Contract L. J. 286 (1969); Schultz,
Wunderlich Revisited: New Limits on Judicial Review of
Administrative Determination of Government Contract
Disputes, 29 Law & Contemp. Prob. 115, 132-133
(1964).

7 See n. 2, supra.
8 For certain types of fraud against the
Government, Congress has vested the General
Accounting Office with investigative powers. In
the case of kickbacks by Government contractors,
for example, "the General Accounting Office shall
have the power to inspect the plants and to audit
the books and records of any prime contractor or
subcontractor engaged in the performance of a
negotiated contract," 74 Stat. 741, 41 U. S. C. §
53, and criminal penalties are provided if a
violation is established. 41 U. S. C. § 54.

If the Comptroller General has the broad,
roving, investigatory powers that are asserted,
specific statutory grants of authority such as this
provision relating to kickbacks would be
superfluous.

[HN4] A citizen has the right to expect fair dealing
from his government, see Vitarelli v. Seaton, 359 U.S.
535, and this entails in the present context treating the
government as a unit rather than as an amalgam of
separate entities. Here, the AEC spoke for the United
States and its decision, absent fraud or bad faith, should

be honored. Cf. NLRB v. Nash-Finch Co., 404 U.S. 138.

Since the AEC withheld payment solely because of
the views of the Comptroller General and since he had
been given no authority to function as another tier of
administrative review, there was no valid reason for the
AEC not to settle with petitioner according to its earlier
decision. For that purpose the AEC was the United
States. Cf. Small Business Administration v. McClellan,
364 U.S. 446, 449.

[***LEdHR5] [5]The cases deny review by the
Comptroller General of administrative disputes clause
decisions as "without legal authority" absent fraud or
overreaching. E. g., McShain Co. v. United States, 83 Ct.
Cl. 405, 409 (1936). In [*11] James Graham Mfg. Co. v.
United States, 91 F.Supp. 715 (ND Cal. 1950), for
example, the contracting agency had determined that the
contractor was entitled to reimbursement for certain
expenditures under two cost-plus-fee contracts, but the
Comptroller General refused payment. While the court
noted the "extensive and broad" powers of the
Comptroller General, it held that, absent instances of
"fraud or overreaching," where the Comptroller General's
power was founded upon specific statutory provisions
such as 41 U. S. C. § 53, he had no "authority to
determine the propriety of contract payments" approved
by the contracting agency. 91 F.Supp., at 716.
Accordingly, summary judgment was entered by the
court, which said, "Since the Navy Department has
determined that plaintiff contractor is entitled to the
payment sought, this Court must adjudge accordingly."
Id., at 717.

Congress contemplated giving the General
Accounting Office such powers and, indeed, the Senate
twice passed -- in the form of the McCarran bill -- a
provision which would have allowed the Comptroller to
review disputes decisions to determine [***667] if they
were "fraudulent, grossly erroneous, so mistaken as
necessarily to imply bad faith, or not supported by
reliable, probative, and substantial evidence." S. 24, 83d
Cong., 1st Sess. (1953). "If enacted, it would [have]
invest[ed] the GAO with the power -- which it has never
had -- to upset an administrative decision which it
[found] 'grossly erroneous' or 'not supported by reliable,
probative, and substantial evidence.'" Schultz, Proposed
Changes in [**1418] Government Contract Disputes
Settlement: The Legislative Battle over the Wunderlich
Case, 67 Harv. L. Rev. 217, 243 (1953). The House of
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Representatives rejected this provision, however, and the
Wunderlich Act was ultimately passed in its present
form. We cannot, therefore, construe [*12] it to give the
Comptroller General powers which Congress has plainly
denied.

It is suggested, however, that the Comptroller
General's power is not one of review over the AEC
decision but is merely the power "to force the contractor
to bring suit and thus to obtain judicial review for the
Government." The disputes clause, however, sets forth
the administrative means for resolving contractual
disputes. Under the present contract the AEC is the final
administrative arbiter of such claims and nowhere is there
a provision for oversight by the Comptroller General.
The Comptroller General, however, conducted a
33-month de novo review of the AEC proceedings; he
blocked the payment to which the AEC determined
petitioner was entitled; and he placed upon petitioner the
burden of going to the Court of Claims to receive that
payment. That action by the Comptroller General was a
form of additional administrative oversight foreclosed by
the disputes clause.

III

A majority of the Court of Claims held "that the
Government has the right to the same extent as the
contractor to seek judicial review of an unfavorable
administrative decision on a contract claim." 193 Ct. Cl.,
at 346, 433 F.2d, at 1378. The Solicitor General adopts
this view and sees in the Attorney General's obligation to
conduct litigation on behalf of the United States, 28 U. S.
C. §§ 516, 519, the power to overturn decisions of
coordinate offices of the Executive Department.

[***LEdHR6] [6]The Attorney General has the duty to
"conduct . . . litigation in which the United States, an
agency, or officer thereof is a party," 28 U. S. C. § 516,
and to "supervise all [such] litigation," 28 U. S. C. § 519.
That power is pervasive but it does not appear how under
the Wunderlich Act it gives the Department of Justice the
right to appeal from a decision of the Atomic [*13]
Energy Commission. [HN5] Normally, where the
responsibility for rendering a decision is vested in a
coordinate branch of Government, the duty of the
Department of Justice is to implement that decision and
not to repudiate it. See 39 Op. Atty. Gen. 67, 68 (1937);
38 Op. Atty. Gen. 149, 150 (1934); 25 Op. Atty. Gen. 524,
529 (1905); 25 Op. Atty. Gen. 93, 96 (1903); 20 Op. Atty.

Gen. 711, 713 (1894); 20 Op. Atty. Gen. 270, 272 (1891);
17 Op. Atty. Gen. 332, 333 (1882). Indeed, this view of
the role of the Department of Justice may be traced back
to William Wirt, the first of our Attorneys General to
keep detailed records of his tenure in office. "Wirt it was
who first recorded the propositions that the Attorney
General [***668] does not decide questions of fact, that
the Attorney General does not sit as an arbitrator in
disputes between the government departments and private
individuals nor as a reviewing officer to hear appeals
from the decisions of public officers. . . ." H. Cummings
& C. McFarland, Federal Justice 84 (1937) (footnotes
omitted).

[***LEdHR7A] [7A] [***LEdHR8A] [8A]
[***LEdHR9] [9]

[HN6] The power to appeal to the Court of Claims a
decision of the federal agency under a disputes clause in a
contract which the agency is authorized to make is not to
be found in the Wunderlich Act and its underlying
legislative history. 9 That Act was designed to overturn
[**1419] our [*14] decision in United States v.
Wunderlich, 342 U.S. 98 (1951), which had closed the
courthouse doors to certain citizens aggrieved by
administrative action amounting to something less than
fraud. See S. Rep. No. 32, 83d Cong., 1st Sess.; H. R.
Rep. No. 1380, 83d Cong., 2d Sess. It should not be
construed to require a citizen to perform the Herculean
task of beheading the Hydra in order to obtain justice
from his Government.

[***LEdHR7B] [7B] [***LEdHR8B] [8B]

9 It has been said that the Act's legislative
history "has something for everyone." Kipps, The
Right of the Government to Have Judicial Review
of a Board of Contract Appeals Decision Made
Under the Disputes Clause, 2 Pub. Contract L. J.
286, 295 (1969). Suffice it to say we find the
Act's history at best ambiguous. In construing
laws we have been extremely wary of testimony
before committee hearings and of debates on the
floor of Congress save for precise analyses of
statutory phrases by the sponsors of the proposed
laws. See generally NLRB v. Fruit Packers, 377
U.S. 58, 66 (1964); Mastro Plastics Corp. v.
NLRB, 350 U.S. 270, 288 (1956); Schwegmann
Bros. v. Calvert Corp., 341 U.S. 384, 394-395
(1951); United States v. St. Paul, M. & M. R. Co.,
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247 U.S. 310, 318 (1918); Omaha & Council
Bluffs Street R. Co. v. ICC, 230 U.S. 324, 333
(1913); United States v. Trans-Missouri Freight
Assn., 166 U.S. 290, 318 (1897). The reason is the
caveat of Mr. Justice Holmes, "We do not inquire
what the legislature meant; we ask only what the
statute means." The Theory of Legal
Interpretation, 12 Harv. L. Rev. 417, 419.

We are reluctant to construe a statute enacted to free
citizens from a form of administrative tyranny so as to
subject them to additional bureaucratic oversight, where
there is no evidence of fraud or overreaching. In this
connection, it should be noted that committee reports
accompanying the Wunderlich Act indicate that judicial
review was provided so that contractors would not inflate
their bids to take into account the uncertainties of
administrative action. 10 This objective [***669] would
be ill served [*15] if Government contractors -- having
won a favorable decision before the agencies with whom
they contracted -- had also to run the gantlet of the
General Accounting Office and the Department of
Justice.

10 The House Report stated, "A continuation of
this situation [created by the Wunderlich decision]
will render the performance of Government work
less attractive to the responsible industries upon
whom the Government must rely for the
performance of such work, and will adversely
affect the free and competitive nature of such
work. It will discourage the more responsible
element of every industry from engaging in
Government work and will attract more
speculative elements whose bids will contain
contingent allowances intended to protect them
from unconscionable decisions of Government
officials rendered during the performance of their
contracts." H. R. Rep. No. 1380, 83d Cong., 2d
Sess., 4.

In a similar vein, the Senate Report on the
Senate version of the Wunderlich Act stated, "The
impact of this decision on the many business
firms who, in a condition of expanding production
with respect to the defense of the United States,
must deal with many of the Government
departments in Government construction and
defense materials, was one that could only cause
great expense to the United States in that the

contractors would be forced to puff up their bids
so as to be sure of sufficient funds to provide for
unforeseen contingencies." S. Rep. No. 32, 83d
Cong., 1st Sess., 2.

IV

[***LEdHR10] [10] [***LEdHR11] [11]
[***LEdHR12] [12]A contractor's fraud is of course a
wholly different genus than the case now before us. Even
where the contractor has obtained a judgment and the
time for review of it has expired, fraud on an
administrative agency or on the court enforcing the
agency action is ground for setting aside the judgment.
"Setting aside the judgment to permit a new trial, altering
the terms of the judgment, or restraining the beneficiaries
of the judgment from taking any benefit whatever from
it," Hazel-Atlas Co. v. Hartford Co., 322 U.S. 238, 245,
are the usual forms of relief which have been granted.
Patents obtained with unclean hands and contracts that
are based on those patents are similarly tainted and will
not be enforced. Precision Co. v. Automotive Co., 324
U.S. 806. [HN7] Contracts with the United States -- like
patents -- are matters concerning far more than the
interest of the adverse parties; they entail the public
interest:

"Where a suit in equity concerns the public interest
as well as the private interests of the litigants this doctrine
assumes even wider and [**1420] more significant
proportions. For if an equity court properly uses the
maxim to withhold its assistance in such a case it not only
prevents a wrongdoer from enjoying the fruits of his
transgression but averts an injury to the public." Id., at
815.

[*16] [HN8] Congress has made elaborate
provisions for dealing with fraudulent claims of
contractors. Where the Comptroller General is convinced
"that any settlement was induced by fraud," he is directed
to "certify . . . all the facts . . . to the Department of
Justice, to the Administrator of General Services, and to
the contracting agency concerned." 58 Stat. 664, as
amended, 41 U. S. C. § 116 (b). The Administrator of
General Services is also given broad powers of
investigation and he is directed to give the Department of
Justice "any information received by him indicating any
fraudulent practices, for appropriate action." 41 U. S. C. §
118 (d). Moreover, whenever "any contracting agency or
the Administrator of General Services believes that any
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settlement was induced by fraud," the facts shall be
reported to the Department of Justice. 41 U. S. C. § 118
(e). And the Department of Justice is given broad powers
to act. Ibid. In addition, Congress has imposed severe
penalties on contractors who commit fraudulent acts and
it has given the federal courts power to hear and
determine such cases. 41 U. S. C. § 119.

Broad, flexible civil remedies are also provided
against those who [HN9] "use or engage in . . . an
agreement, combination, or conspiracy to use or engage
in or to cause to be used or engaged in, any fraudulent
trick, scheme, or device, for the purpose of securing or
obtaining, or aiding to secure or obtain, for any person
any payment, property, or other benefits from the United
States or any Federal agency in connection with the
procurement, transfer, or disposition of property. . . ." 63
Stat. 392, 40 U. S. C. § 489 (b).

[***670] As to the Court of Claims, 28 U. S. C. §
2514 provides that: [HN10] "A claim against the United
States shall be forfeited to the United States by any
person who corruptly practices or attempts to practice any
fraud against the United States in the proof, statement,
establishment, or allowance thereof.

[*17] "In such cases the Court of Claims shall
specifically find such fraud or attempt and render
judgment of forfeiture." 11

11 Where the Department of Justice has
successfully asserted this defense of fraud, the
Court of Claims has disallowed contractors'
claims. See, e. g., Kamen Soap Products Co. v.
United States, 129 Ct. Cl. 619, 124 F.Supp. 608
(1954) (fraudulent preparation of evidence);
Morris Demolition Corp. v. United States, 99 Ct.
Cl. 336 (1943); Jerman v. United States, 96 Ct.
Cl. 540 (1942) (fraudulent invoices); Mervin
Contracting Corp. v. United States, 94 Ct. Cl. 81
(1941) (false payroll vouchers); Atlantic
Contracting Co. v. United States, 57 Ct. Cl. 185
(1922) (embezzlement).

[***LEdHR13] [13]These statutory provisions show
that, apart from the inherent power of courts to deal with
fraud, [HN11] the Department of Justice indubitably has
standing to appear or intervene at any time in any
appropriate court to restrain enforcement of contracts

with the United States based on fraud. See, e. g., United
States v. Hougham, 364 U.S. 310 (1960);Rex Trailer Co.
v. United States, 350 U.S. 148 (1956);United States v.
Dinerstein, 362 F.2d 852 (CA2 1966).

[***LEdHR14] [14]So far as the Wunderlich Act is
concerned, it is irrelevant whether the administrative
agency deciding this dispute is the AEC or the AEC's
board of contract appeals. It was common in the
beginning to give final authority over the resolution of
disputes under a Government contract to the designated
contracting officer, save for "fraud or such gross mistake
as would necessarily imply bad faith, or a failure to
exercise an honest judgment." Kihlberg v. United
[**1421] States, 97 U.S., at 402.Later came the present
boards of contract appeals.

[***LEdHR15] [15]Boards of contract appeals
within the respective agencies today are common. They
are not statutory creations but are established by
administrative regulations. S. Doc. No. 99, 89th Cong.,
2d Sess., Operation and Effectiveness of Government
Boards of Contract Appeals 20-21. Their decisions
"constitute administrative [*18] adjudication in its
purest sense." Id., at 21. As noted, 12 the AEC has had a
board of contract appeals since 1964. Boards of contract
appeals were in effect long before the Wunderlich Act
and that explains why the Act provides for review "of any
decision of the head of any department or agency or his
duly authorized representative or board." 41 U. S. C. §
321 (emphasis added).

12 See n. 3, supra. And see 29 Fed. Reg. 12829
et seq.

We held in United States v. Bianchi & Co., 373 U.S.
709, that even where the decision on review in the Court
of Claims is that of a board of contract appeals, the
review must be on the administrative record and that no
trial de novo may be held. That decision led to proposals
in Congress that, in effect, rulings of contract appeals
boards be denied finality. 13 S. Doc. No. 99, supra, at
[***671] 25-26 and n. 70. But Congress has not taken
that step. Some have urged that where a decision of a
board of contract appeals is involved, the United States
should have standing to appeal to the Court of Claims.
Id., at 159. But our leading authority on these problems,
Professor Harold C. Petrowitz, who wrote S. Doc. No.
99, supra, observed, "This has never been done, and the
procedure may appear anomalous in view of the
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relatively close relationship between boards and the
agencies they serve." Ibid. However serious the problem
may be and whatever its dimensions, it is obviously one
for the Congress to resolve, not for us to resolve within
the limits of the Wunderlich Act.

13 For other aspects of exhaustion of
administrative review of decisions from boards of
contract appeals, see United States v. Moorman,
338 U.S. 457; United States v. Grace & Sons, 384
U.S. 424; United States v. Utah Construction Co.,
384 U.S. 394.

This case does not involve the situation where an
administrative agency, upon timely petition for rehearing
or prompt sua sponte reconsideration, determines that its
earlier decision was wrong and, for that reason, refuses
[*19] to abide by it. The AEC has not, to this day,
repudiated the merits of its decisions in favor of
petitioner. Nor, to repeat, is this a case of a fraud of a
contractor against the United States. This is simply an
instance where a contractor successfully resolved its
disputes with the agency with which it had contracted and
to whom that power had been delegated. The fruits of
petitioner's labors were frustrated, however, by the
intermeddling of another agency without power to act
and, when petitioner sought enforcement of its rights in
court, still another agency of the Government entered and
sought to disavow the decision made here by the AEC.

If the General Accounting Office or the Department
of Justice is to be an ombudsman reviewing each and
every decision rendered by the coordinate branches of the
Government, that mandate should come from Congress,
not from this Court.

The judgment of the Court of Claims is

Reversed.

MR. JUSTICE REHNQUIST took no part in the
consideration or decision of this case.

CONCUR BY: BLACKMUN

CONCUR

[***671contd] [EDITOR'S NOTE: The page
numbers of this document may appear to be out of
sequence; however, this pagination accurately reflects
the pagination of the original published document.]

MR. JUSTICE BLACKMUN, with whom THE
CHIEF JUSTICE, MR. JUSTICE STEWART, and MR.
JUSTICE POWELL join, concurring.

[**1422] Because I agree that in this case, where
neither fraud nor bad faith is charged, the Wunderlich
Act, 41 U. S. C. §§ 321-322, does not operate to give the
United States the power to challenge a contract disputes
clause finding of fact in favor of the contractor by the
Government's own contracting agency, I join the Court's
opinion and its judgment. I venture some supportive
comments:

1. The contracting officer and the Atomic Energy
Commission acted here in an executive capacity for the
United [*20] States. See Small Business Administration
v. McClellan, 364 U.S. 446, 448-450 (1960). The
Commission is the party to the contract with the
contractor. Its exercise of executive judgment is
necessarily that of the United States. Yet the
Government, by its position here, would grant itself the
right to challenge its own executive determination
whenever the General Accounting Office, by
interposition, [***672] thinks this should be done. This,
for me, does not make good sense and, in the absence of
clear congressional authorization, I doubt that it would
make good law.

2. The disputes clause in Government contracts has
been employed for over four decades. The clause is one
drawn and prescribed by the United States. It is not one
drawn by the contractor or by any group of contractors
with whom the United States deals. And for years, with
the specified exceptions, that clause itself has been
regarded as conferring no right of judicial review on the
part of the Government.

3. By accepting the disputes clause in his contract,
the contractor bears the interim financial burden and
gives up the right of rescission and the right to sue for
damages. What he receives in return is the Government's
assurances of speedy settlement and of prompt payment,
not payment delayed for months or, as here, for years.

4. To compel a contractor to go through the
administrative process and to proceed and to perform
with less than his usual arsenal of defenses against
administrative arbitrariness or unfairness, and then to
have that determination submitted to judicial review at
the behest of still another agency of Government,
subjects the contractor to untoward delay in payment and
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to a financial hazard that may well prove to be ruinous.

5. The result would be a strange one if, as even the
GAO here concedes, a contracting officer's decision
favorable to a contractor possesses finality, United States
v. Corliss [*21] Steam-Engine Co., 91 U.S. 321 (1876);
United States v. Mason & Hanger Co., 260 U.S. 323
(1922), while a decision at the higher level of the agency
itself does not. When the officer and the contractor agree
to the disposition of a dispute, there is no occasion for the
issuance of a decision by the contracting officer, and the
Wunderlich Act, by its terms, does not apply. And if the
contractor accepts a decision of the contracting officer,
and does not appeal to the Commission, that decision, by
the specific provisions of the disputes clause, is final and
conclusive as to questions of fact. Under the
Government's position, however, the decision at the
agency head would enjoy no such preferred and
conclusive status. *

* Judge Collins, dissenting in the Court of
Claims, says it well:

"When a dispute arises between a contractor
and the Government, the 'disputes' clause sets out
clearly the procedure to be followed. First, the
parties may voluntarily settle the dispute. If they
do, that is the end of the matter. If no settlement
is reached, the disputed matters are decided by the
agency's contracting officer. If the contractor
does not appeal to the agency from the contracting
officer's decision within the prescribed time, that,
again, is the end of the matter. If, however, the
contractor does appeal to the agency, then,
according to the court, a decision rendered by the
agency or its board favorable to the contractor is
not the end of the matter; the agency is free at any
time to disavow or repudiate its own decision,
thereby forcing the contractor to sue. The
anomaly created by the court's decision is too
obvious to need elaboration. While an agency
will still be bound by the decisions of its
contracting officers, it will not be bound by
decisions made at the highest level." 193 Ct. Cl.
335, 379-380, 433 F.2d 1373, 1397-1398.
(Footnotes omitted.)

[**1423] 6. Lurking in the background of the
Court's decision is advantage to the Government resulting
from what strikes me as a possible breach of contract.
The contractor here, [***673] according to the

long-term understanding of the disputes clause, consented
to the disposition of disputes by the contracting officer
and by the AEC on appeal, and to the finality of decision
at those points. It did not [*22] consent to its review or
to the exercise of veto power by any other agency of
Government. When the United States then disavows the
Commission's decision -- a decision that, as the Court
notes, to this day has never been withdrawn or repudiated
by the AEC -- it seems to me that the Government
imposes something to which the contractor has not
agreed.

7. The legislative history, which the dissent finds so
clearly supportive of its conclusion, is not at all that clear
for me. I doubt if anyone who reads and absorbs the
Appendix to the dissent's opinion will find it clear and
indicative. I regard it, as does the Court and as did the
dissenters in the Court of Claims, as decidedly
ambiguous at best. Even the Court of Claims majority
struggled with the history and conceded that it did not
"explicitly" provide for Government-instituted judicial
review. 193 Ct. Cl. 335, 342, 433 F.2d 1373, 1376. This
is not surprising, for the Wunderlich Act was intended to
relieve contractors from the holding in United States v.
Wunderlich, 342 U.S. 98 (1951), where the Court
restricted contractor-instigated judicial review to the
situation of alleged and proved fraud. In Wunderlich the
Government sought to reinstate an Interior Secretary's
fact decision, favorable to the Government and adverse to
the contractor, which the Court of Claims had set aside as
"arbitrary," "capricious," and "grossly erroneous." The
Government there urged -- and prevailed over three
dissenting votes -- a narrow judicial review standard for
the contractor. Congress reacted, and the Wunderlich Act
overrode this restrictive measure of review and opened
the door to the contractor to the extent permitted by the
proviso clause of § 321.

I am not able to read into this legislative change a
corresponding nod in the direction of the Government.
The flat rejection by Congress of the proposed provision
for GAO review is significant. There would be no point
[*23] in that rejection if GAO has the power to defeat the
finality of the disputes decision anyway. And the
differing approaches taken on this appeal by the
Department of Justice and the GAO themselves indicate
the inconclusiveness of the legislative history.

8. The issue is not whether advantage is or is not to
be taken of the Government. Of course, the
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Government's rights are to be protected. That protection,
however, is afforded by the nature and workings of the
contract disputes system, by its emphasis on expeditious
performance and getting the job done, and by the
presence of the contracting officer and the agency, but
not of the GAO. This results in fulfillment of the contract
and, at the same time, gives the contractor the protection
he needs against fraud, capriciousness, arbitrariness, bad
faith, and absence of evidence. In the exercise of its
legislative judgment, Congress has determined that in this
area the Government needs no more.

I therefore join in reversing the judgment of the
Court of Claims and in giving this contractor the benefit
of the decision made by the Atomic [***674] Energy
Commission itself, the very agency that was the
contractor's opposite party to the contract.

DISSENT BY: BRENNAN

DISSENT

[***674contd] [EDITOR'S NOTE: The page
numbers of this document may appear to be out of
sequence; however, this pagination accurately reflects
the pagination of the original published document.]

MR. JUSTICE BRENNAN, with whom MR.
JUSTICE WHITE and MR. JUSTICE MARSHALL join,
dissenting.

This is a suit by petitioner against the United States
to recover on a contract between petitioner and the
Atomic [**1424] Energy Commission. The contract
included a "disputes clause," which provided that the
Commission would decide any factual disputes that arose
under the contract and that its decision would "be final
and conclusive unless determined by a court of competent
jurisdiction to have been fraudulent, or capricious, or
arbitrary, or so grossly erroneous as necessarily to imply
bad faith, or not supported by substantial evidence."
[*24] The disputes clause also provided that while it did
"not preclude consideration of law questions in
connection with [disputes] decisions," it was not to "be
construed as making final the [Commission's] decision . .
. on a question of law." Disputes arose during
performance of the contract, and the Commission decided
them in petitioner's favor. The General Accounting
Office, however, when rendering an advisory opinion
requested on behalf of the Commission as to one of the
disputed items, disagreed with the Commission's

decision, and for that reason the Commission refused to
pay. In petitioner's subsequent suit in the Court of
Claims, petitioner relied upon the Commission's decision
as a "final and conclusive" resolution of the disputes,
entitling petitioner to summary judgment. The
Department of Justice defended the suit on the grounds
that the Commission's decision was not supported by
substantial evidence and was erroneous on questions of
law. The issue before us is whether the Government,
through the Department of Justice, may assert those
defenses.

It may be helpful at the outset to put this case in
perspective by reviewing briefly the law developed over
the past century to regulate the enforcement of disputes
clauses in Government procurement contracts. Until
1954, with the passage of the Wunderlich Act, disputes
clauses provided that the decision of a designated
Government official upon a matter in dispute under the
contract would be final and binding upon both parties.
Although in terms the disputes clauses precluded judicial
review of disputes decisions, this Court beginning in
1878 consistently held that the finality of a disputes
decision could be challenged in court by either party on
the ground of fraud or bad faith by the deciding
Government official. Thus the "fraud" exception to the
finality of disputes decisions was not written into
disputes clauses but was judicially fashioned.

[*25] Under this system, then, a contractor
dissatisfied with an adverse disputes decision could
contest the finality of that decision only by proving in
court that it was fraudulent. The Government, of course,
bore an identical burden when it contested the finality of
a disputes decision in favor of the contractor. That
situation arose when GAO, congressional watchdog of
Government expenditures, refused to sanction payment to
a contractor of the amount found due under a disputes
decision in his favor and thereby forced him to bring suit.
GAO's [***675] view of the disputes decision, however,
was of no consequence in court; indeed, whether or not
the Government defended the contractor's suit was a
matter solely for the judgment of the Government's
lawyer, the Department of Justice. Once in court, the
contractor relied upon the finality of the disputes decision
and recovered on that basis unless the Government
proved that the decision was fraudulent.

Over the years, the Court of Claims gradually
broadened the fraud exception to the finality of disputes
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decisions. In 1951, however, this Court stopped the trend
by holding that a disputes decision, rendered pursuant to
a disputes clause purporting to make that decision final,
was conclusive upon both parties unless the challenger
proved in court that the deciding Government official was
guilty of "conscious wrongdoing, an intention to cheat or
be dishonest." United States v. Wunderlich, 342 U.S. 98,
100 (1951). Wunderlich's narrow definition of the fraud
exception alarmed the Government as well as contractors,
for, in practical effect, it meant that disputes decisions
were virtually invulnerable to challenge.

[**1425] The result of this concern was the
so-called Wunderlich Act, drafted by GAO and supported
by GAO, Government procurement agencies, and
contractors. The Act overruled Wunderlich by directing
that no disputes clause, purporting to make disputes
decisions final, "shall [*26] be pleaded in any suit . . . as
limiting judicial review of any [disputes] decision to
cases where fraud by [the Government] official . . . is
alleged." The Act did more than simply overrule
Wunderlich, however, for it also explicitly stated the
grounds upon which courts could set aside disputes
decisions: "any [disputes] decision shall be final and
conclusive unless the same is fraudulent or capricious or
arbitrary or so grossly erroneous as necessarily to imply
bad faith, or is not supported by substantial evidence."
Finally, the Act provided that "no Government contract
shall contain a provision making final on a question of
law the decision of any [Government] official. . . ."

The Wunderlich Act, then, rendered the old forms of
disputes clauses unserviceable, for no longer could the
parties bind themselves to the finality of a disputes
decision, judicially reviewable only if the challenger
proved that it was fraudulent. Consequently, the disputes
clause in the contract before us did not even attempt to
provide for the finality of the Commission's disputes
decisions, but instead expressly tracked the language of
the Act. Under this disputes clause and the Act, the party
dissatisfied with a disputes decision is no longer limited
to challenging the finality of that decision only on the
ground that it was "fraudulent," for the dissatisfied party
is now entitled also to prove in court that the decision
was "capricious," "arbitrary," "so grossly erroneous as
necessarily to imply bad faith," "not supported by
substantial evidence," or incorrect "on a question of law."
In this case, the Government relied upon the last two
grounds to challenge the finality of the Commission's
disputes decision in favor of petitioner. 1

1 The concurring opinion seems to read the
judicial-review provision out of the disputes
clause: "And if the contractor accepts a decision
of the contracting officer, and does not appeal to
the Commission, that decision, by the specific
provisions of the disputes clause, is final and
conclusive as to questions of fact. Under the
Government's position, however, the decision at
the agency head would enjoy no such preferred
and conclusive status." Ante, at 21 (emphasis
added). The Commission's disputes decision does
not have "conclusive status" under the disputes
clause, of course, because of a "specific
provision" of the clause. That provision directs
that the Commission's decision is "final and
conclusive unless" (emphasis added) a court
determines that it was "fraudulent," etc. It does
not direct that the Commission's decision is final
and conclusive unless the contractor appeals to
the courts. That is the language of the earlier
provision, referred to by the concurring opinion,
under which the contracting officer's decision is
final and conclusive unless the contractor appeals
to the Commission. If "the specific provisions of
the disputes clause" apply after the contracting
officer's decision, surely they also apply after the
Commission's decision.

[*27] As [***676] noted above, under
pre-Wunderlich Act disputes clauses, which purported to
make disputes decisions final, the Government, like the
contractor, could avail itself of the judicially created
fraud exception to the finality of disputes decisions. The
Government obtained judicial review when GAO refused
to sanction payment after a disputes decision in favor of
the contractor, thus forcing him to bring a suit in which
the Department of Justice represented the Government.
That was precisely the path followed in this case, for
GAO, in response to a request for an advisory opinion,
informed the Commission that payment would be
improper because the disputes decision did not meet the
standards of the Wunderlich Act, and, in petitioner's
subsequent suit, the Department of Justice represented the
Government. Had this case arisen under earlier forms of
disputes clauses, which purported to make disputes
decisions final, and before the Wunderlich Act, the
Government could have defended the suit only on the
judicially [**1426] created ground that the disputes
decision was fraudulent. Under the current clause and the
Act, [*28] however, the Government is not limited to
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that narrow ground. Like the contractor, the Government
may now also rely upon any or all of the other grounds
enumerated in the clause and the Act. The Commission's
disputes decision is not "final and conclusive," under the
clause and the Act, if the Court of Claims determines, as
the Government asserted here, that the decision was "not
supported by substantial evidence" or was incorrect "on a
question of law." 2

2 The Court's opening sentence appears to say
that we are dealing with a pre-Wunderlich Act
disputes clause that "provides that the decision of
AEC shall be 'final and conclusive.'" Ante, at 2.
The Court later recognizes the obvious: "By the
Disputes Clause the decision of AEC is 'final and
conclusive' unless 'a court of competent
jurisdiction' decides otherwise for the enumerated
reasons." Id., at 9.

Yet the Court today holds that the Government has
no right to defend petitioner's suit. Had the
Commission's disputes decision been adverse to
petitioner, of course, petitioner would have been free to
challenge its finality in court, under the disputes clause
and the Act, on the grounds that it was "not supported by
substantial evidence" and was incorrect "on a question of
law." The Court holds, however, that the Government
may not challenge the finality of the disputes decision in
favor of petitioner because the Government, under the
disputes clause and the Act, has no right to judicial
[***677] review of disputes decisions. 3 The Court
reaches this [*29] conclusion on the strength of its
assertions that GAO had no business exercising its
statutory authority and advising the Commission that the
disputes decision was erroneous, that the Department of
Justice had no business exercising its statutory authority
and appearing in the Court of Claims to defend
petitioner's suit, and that the Government is always
entitled to relief if the contractor perpetrates a fraud.
Noticeably absent from the Court's opinion is any
justification for interpreting the disputes clause and the
Act to apply only when a disputes decision is adverse to
the contractor. Somehow the Court construes a contract
and a statute that bar finality for all disputes decisions to
require finality for disputes decisions in favor of
contractors.

3 It was suggested at oral argument that the
procurement agency might pay the contractor in
accordance with a disputes decision in his favor

and that subsequently, prompted by GAO's
post-audit, the Department of Justice might sue
the contractor to recoup the payment on the
ground that the agency's decision was improper
under the disputes clause and the Wunderlich Act.
The Court's holding today, of course, prohibits the
Government from obtaining judicial review of
disputes decisions by that method. Indeed, that
would be an a fortiori case, for the agency not
only would have decided in favor of the
contractor, but also would have paid him in
accordance with its decision. If a disputes
decision is final when the agency refuses to
implement it by payment, certainly it is final
when the agency pays.

Today's decision is demonstrably wrong. The Court
holds that Congress enacted the Wunderlich Act for the
benefit of contractors, to arm them with grounds in
addition to fraud to challenge in court the finality of
disputes decisions unfavorable to them. Yet, without an
iota of support in the language of the Act, which
expressly governs "any" disputes decision in "any suit,"
or in the Act's legislative history, which confirms that the
expanded grounds of judicial review were to be available
to both the Government and contractors, the Court holds
that the Government, unlike contractors, may not rely
upon the Act to challenge in court the finality of disputes
decisions. Indeed, the Court goes further, for, as noted,
the disputes clause before us did not purport to make the
Commission's disputes decisions final. The Court thus
holds that the Act denies the Government the privilege of
entering into a contract that affords it as well as the
contractor [**1427] the right to judicial review of
disputes decisions. Hence, while the [*30] Act ensures
that contractors are entitled to judicial review even when
the disputes clause provides for finality, the Act also,
according to the Court, ensures that the Government is
denied judicial review even when the disputes clause
does not provide for finality. Today's decision produces
the absurd result that when the Government agreed to a
disputes clause with no provision for judicial review, it
could nevertheless challenge the finality of a disputes
decision at least for fraud, but now that the Government
has agreed to a disputes clause specifying five grounds of
judicial review, including fraud, it is entitled, holds the
Court, to none at all. 4 The Government's position
[***678] is thus worse than it was before the Act, for it
is deprived of even the limited review for fraud to which
it was entitled under Wunderlich. Finally, the Act flatly
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prohibits disputes clauses that make disputes decisions
final on questions of law. The clause before us,
following the Act, expressly provided [*31] that the
Commission's disputes decisions could not be final on
questions of law. Yet, in the face of the Act and the
disputes clause, the Court holds that the Commission's
decision is final on questions of law.

4 The Court's constant repetition of the phrase
"fraud or bad faith" might suggest to the casual
reader that the Court is holding that the
Government may challenge the finality of
disputes decisions on those grounds. That,
however, is not true, for fraud and bad faith are
two of the grounds specified in the disputes clause
and the Wunderlich Act: a disputes decision may
be set aside if it is "fraudulent" or if it is "so
grossly erroneous as necessarily to imply bad
faith." In contrast to the disputes clause and the
Act, the Court is not referring to disputes
decisions resulting from the fraud or bad faith of
the disputes decisionmaker. Rather the Court is
referring to fraud or bad faith on the part of the
contractor, as the Court's statement of facts
makes clear: "The defenses tendered raised no
issue of any fraud or bad faith of the contractor
against the United States." Ante, at 7. "The
Commissioner did not base his opinion on any
issue of fraud or bad faith of the contractor
against the United States, nor did the Court of
Claims." Ibid. See also id., at 9-10, n. 8 and Part
IV of the Court's opinion. The concurring opinion
also refers to "fraud" and "bad faith." Ante, at 19.
Again, however, the reference is not to fraud and
bad faith as used in the disputes clause and the
Act.

Analysis of the judicial history of disputes clauses,
both in this Court and in the Court of Claims, will
unfortunately unduly extend the length of this opinion.
But the devastation today's decision wreaks upon
Government procurement practices is sufficient
justification, and Congress should be alert to the urgent
need for immediate remedial legislation. Congress alone
can restore the former balance between Government and
contractor, for today's decision not only holds that the
Act's expanded scope of judicial review is available
solely for contractors, but also holds that the Act, in some
unspecified way, prohibits the contracting parties from
agreeing to a disputes clause that affords the Government

that same scope of review. Congress must therefore make
more explicit what is already explicit in the Wunderlich
Act, but this time in terms so plain that even this Court
will be unable to thwart the congressional will.

I

A

The contract in Kihlberg v. United States, 97 U.S.
398 (1878), as the Court construed it, provided that the
decision of a designated Government official would be
"conclusive." The official rendered a decision adverse to
the contractor, and the contractor brought suit. Because
there was "neither allegation nor proof of fraud or bad
faith" by the official, the Court held that his decision
could not "be subjected to the revisory power of the
courts without doing violence to the plain words of the
contract." Id., at 401. The Court then enunciated the
standard of judicial review that has been the [*32] basis
for the decision of every subsequent disputes [**1428]
clause case, both in this Court and in the Court of Claims:
"in the absence of fraud or such gross mistake as would
necessarily imply bad faith, or a failure to exercise an
honest judgment, his action in the premises is conclusive
upon the [contractor] as well as upon the government."
Id., at 402 (emphasis added).

The very first case in this Court, then, laid down the
rule that a decision [***679] rendered pursuant to a
disputes clause was equally binding upon both parties;
the contractor and the Government could impeach a
disputes decision that the contract purported to make
final, but only by proving that the decision was
fraudulent. Until today, this Court never departed from
the Kihlberg view that the same standard of judicial
review is available to both parties.

Sweeney v. United States, 109 U.S. 618 (1883),
reiterated the Kihlberg rule in another suit by a contractor
dissatisfied with a disputes decision rendered by a
Government official. Because "there was neither fraud,
nor such gross mistake as would necessarily imply bad
faith, nor any failure to exercise an honest judgment on
the part of the officer," the Court held, "on the authority
of Kihlberg v. United States," that the official's decision
was conclusive. Id., at 620.

The Court next decided three cases involving
contracts between private parties. In Martinsburg &
Potomac R. Co. v. March, 114 U.S. 549 (1885), a
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contractor agreed to do certain work for a railroad
company, and the contract provided that disputes would
be decided by a company official whose decision would
be "final and conclusive." Id., at 553. The official's
decision was in favor of the company, and the contractor
brought suit. The Court, stating that the "case is within
the principles announced in Kihlberg v. United States and
[*33] Sweeney v. United States," id., at 550 (here, and in
subsequent similar quotations, citations not repeated),
held that the official's decision was conclusive because
there was no proof that he "had been guilty of fraud, or
had made such gross mistake in his estimates as
necessarily implied bad faith, or had failed to exercise an
honest judgment in discharging the duty imposed upon
him," id., at 553.

The contract in Chicago, S. F. & C. R. Co. v. Price,
138 U.S. 185 (1891), was essentially the same as the
contract in March. In Price, however, the official's
disputes decision was in favor of the contractor. The
company refused to pay in accordance with the decision,
and the contractor brought suit. The Court first reviewed
March and stressed that March had applied "the
principles announced in Kihlberg v. United States and
Sweeney v. United States." Id., at 193. The Court then
pointed out that "the only difference between that case
[March] and the present one is that the alleged mistakes
of the engineer in the former were favorable to the
railroad company, while in this case they are favorable to
the contractors." Id., at 194. "That difference," said the
Court, "cannot affect the interpretation of the contract."
Ibid. Because there was no proof of "fraud upon the part
of the company's engineers, or such gross mistakes by
them as imply bad faith," the Court held that the disputes
decision was binding upon the company. Id., at 195.

Price thus established that the party whose employee
was delegated authority to make the disputes decision
could also challenge the finality of that decision,
although, like the contractor, only under the Kihlberg test
of fraud. The Court reaffirmed this application of the
Kihlberg rule in Sheffield & Birmingham Coal, [***680]
Iron & R. Co. v. Gordon, 151 U.S. 285 (1894), holding
that [*34] "in the absence of fraud or mistake" by the
company official, his decision in favor of the contractor
"was conclusive upon the company." Id., at 292.

[**1429] United States v. Gleason, 175 U.S. 588
(1900), involved a Government official's disputes
decision adverse to the contractor. The Court again

affirmed the rule of Kihlberg and the intervening cases

"that it is competent for parties to a contract, of the nature
of the present one, to make it a term of the contract that
the decision of an engineer, or other officer, of all or
specified matters of dispute that may arise during the
execution of the work shall be final and conclusive, and
that, in the absence of fraud or of mistake so gross as to
necessarily imply bad faith, such decision will not be
subjected to the revisory power of the courts.
Martinsburg & Potomac Railroad v. March; Chicago,
Santa Fe &c. Railroad v. Price." Id., at 602.

The Court also followed the Kihlberg rule in Ripley v.
United States, 223 U.S. 695, 701-702, 704 (1912), and
Merrill-Ruckgaber Co. v. United States, 241 U.S. 387
(1916).

In United States v. Mason & Hanger Co., 260 U.S.
323 (1922), the contractor was paid in accordance with a
disputes decision in his favor, but the Comptroller of the
Treasury disagreed with the decision and subsequently
deducted the amount paid from other sums due the
contractor. Id., at 325. The contractor brought suit,
relying upon the finality of the disputes decision. The
Court's holding was direct and simple:

"We have decided that the parties to the contract can
so provide and that the decision of the officer is
conclusive upon the parties. Kihlberg v. United States;
Martinsburg & Potomac R. R. Co. v. March; [*35]
United States v. Gleason; Ripley v. United States. This is
extending the rule between private parties to the
Government." Id., at 326.

Mason & Hanger, then, applied the Kihlberg rule
when the contractor in a Government contract relied upon
the disputes decision by a Government official and the
Government challenged it. Hence, both parties to a
Government contract, like both parties to a private
contract, as in Price and Gordon, were free to challenge
the finality of a disputes decision, although only upon the
limited grounds permissible under Kihlberg.

Mason & Hanger also held that "the Comptroller of
the Treasury has no power" over a disputes decision, 260
U.S., at 326, meaning that his disagreement with the
decision was irrelevant and had no effect in court, where
the parties' rights under the contract were determined.
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The Government, like the contractor, could prevail only
by proving that the disputes decision was fraudulent. The
Comptroller's authority was limited to his power to refuse
to sanction payment to the contractor, thereby forcing the
contractor to bring suit for a judicial determination of his
right to payment in accordance with the disputes decision
in his favor. 5

5 The Court's citation of Mason & Hanger, ante,
at 10, is, to say the least, perplexing.

In [***681] sum, the rule first announced in
Kihlberg in 1878 had, with Mason & Hanger in 1922,
been held to apply to any disputes decision, whether in a
Government or in a private contract, and to apply no
matter which party relied upon the finality of the
decision. If the Government (or, in a private contract, the
party whose official decided the dispute) relied upon the
finality of the decision, the contractor had to prove that it
was fraudulent. Kihlberg; Sweeney; March; Gleason . If
[*36] the contractor relied upon the finality of the
decision, the Government (or, in a private contract, the
party whose official decided the dispute) had to prove
that it was fraudulent. Price; Gordon; Mason & Hanger.
6

6 Goltra v. Weeks, 271 U.S. 536 (1926), which
involved a contractor's challenge to the finality of
a disputes decision by a Government official, also
demonstrates that the rule was the same no matter
which party challenged the decision. The Court
there held that the official's decision was binding
"unless there is an absence of good faith in the
exercise of the judgment." Id., at 548.
Significantly, the Court cited as authority, not
only Kihlberg, Sweeney, March, and Gleason, all
cases in which the contractor challenged and the
Government (in March, the party whose official
decided the dispute) relied upon the disputes
decision, but also Mason & Hanger, in which the
Government challenged the finality of a disputes
decision upon which the contractor relied.

[**1430] In United States v. Moorman, 338 U.S.
457 (1950), the Court once again gave extended
consideration to the proper judicial interpretation of
disputes clauses. The Court pointed out that "contractual
provisions such as these have long been used by the
Government. No congressional enactment condemns
their creation or enforcement." Id., at 460. The Court then
reviewed Kihlberg, Sweeney, and March, and said that

"the holdings of the foregoing cases have never been
departed from by this Court. They stand for the principle
that parties competent to make contracts are also
competent to make such agreements." Id., at 461. The
Court added that "if parties competent to decide for
themselves are to be deprived of the privilege of making
such anticipatory provisions for settlement of disputes,
this deprivation should come from the legislative branch
of government." Id., at 462.

Finally, came United States v. Wunderlich, 342 U.S.
98 (1951). The contract contained the usual disputes
clause providing that the disputes decision was "final and
conclusive." Id., at 99. After noting that the [*37] same
disputes clause had been upheld in Moorman, the Court
stated:

"Contracts, both governmental and private, have been
before this Court in several cases in which provisions
equivalent to [this disputes clause] have been approved
and enforced 'in the absence of fraud or such gross
mistake as would necessarily imply bad faith, or a failure
to exercise an honest judgment. . . .' Kihlberg v. United
States; Sweeney v. United States; Martinsburg & P. R.
Co. v. March; Chicago, S. F. & C. R. Co. v. Price." Id.,
at 99-100.

We thus have an unbroken line of cases in this Court,
from 1878 to 1951, applying a simple, straightforward
rule of judicial review. A contractual disputes clause
making final a decision by an agent of one [***682] of
the parties was given full effect in court, subject to the
judicially created exception that allowed relief to the
party challenging the decision if he was able to prove that
it was fraudulent. This rule applied whether the contract
was Government or private and no matter which party
challenged the finality of the decision. In short, a
disputes clause was equally binding upon both parties.

B

Most disputes clause cases, of course, have been
decided not by this Court but by the Court of Claims.
That court followed the Kihlberg rule when a contractor
challenged a disputes decision against him, see, e. g.,
Kennedy v. United States, 24 Ct. Cl. 122 (1889); P. H.
McLaughlin & Co. v. United States, 37 Ct. Cl. 150
(1902); Pacific Hardware Co. v. United States, 49 Ct. Cl.
327 (1914); Brinck v. United States, 53 Ct. Cl. 170
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(1918); Southern Shipyard Corp. v. United States, 76 Ct.
Cl. 468 (1932), as well as when the Government
challenged a disputes decision in the contractor's favor.

[*38] In Pacific Hardware, supra, the contract
provided that a Government official would deduct
specified amounts from the contract price if the
contractor delayed in performing the contract.
Deductions were made, and the contractor [**1431]
brought suit. The court applied the Kihlberg rule and
upheld the deductions. 49 Ct. Cl., at 336. The contract
also provided that the official could waive deductions
under certain circumstances. The contractor argued that
this power violated public policy and therefore vitiated
the contract. The court rejected the argument, but added
that the power to decide in favor of the contractor by
waiving deductions, like the power to decide against the
contractor by making deductions, was subject to the
Kihlberg rule:

"Of course, if there were fraud or such gross error as
implies bad faith or a failure to exercise an honest
judgment in deciding that the deductions be not made, the
Government would not be bound and the contractor
would remain liable." Id., at 337.

In Yale & Towne Mfg. Co. v. United States, 58 Ct.
Cl. 633 (1923), the disputes decision was in favor of the
contractor, but the Government refused to pay because
the Comptroller of the Treasury disagreed with the
decision. The contractor argued "that the contract
reposed in the contracting officer . . . the right to
determine whether or not and the extent to which the
contractor was entitled to extension of time, and that the
finding of that officer was conclusive upon the parties in
the absence of fraud or mistakes so gross as to imply bad
faith." Id., at 637.

The court, noting "that a long line of decisions not
only by this court but by the Supreme Court requires the
sustaining of the [contractor's] contention," stated:

"Provisions in Government contracts reposing in
some designated official the right to determine certain
[*39] questions and making his determination thereof
conclusive are of frequent occurrence. Such provisions
are inserted largely for the protection of the Government,
and the cases in which such a determination by the
designated official has been upheld by the courts have

been largely cases in which the rule has been invoked in
favor of the United [***683] States and against the
[contractor], but the rule is none the less effective if
perchance it occasionally may operate the other way."
Id., at 638 (emphasis added).

In Penn Bridge Co. v. United States, 59 Ct. Cl. 892
(1924), the disputes decision was in favor of the
contractor, but the Comptroller General disagreed with
the decision and deducted the amount from other sums
due the contractor. The Court, referring to the
Comptroller's attempt to "substitute his judgment for that
of the contracting officer and thereby eliminate from the
case the finding of the contracting officer when the rights
of the parties are in this court for adjudication," id., at
898, stated that "action by the comptroller could [not] in
any way conclude this court in the determination of the
rights of the parties under the contract," id., at 896. The
court then applied the Kihlberg rule. Id., at 897.

Penn Bridge, then, aside from reaffirming that the
same rule of judicial review applied whether the
Government or the contractor challenged the finality of a
disputes decision, also demonstrates that GAO's view of
the correctness of a disputes decision was of no effect in
court. GAO's only power -- the power of the purse -- was
to force the contractor to bring suit and thus to obtain
judicial review for the Government. But once the case
reached court, review was the same for both parties.

GAO's opinion of a disputes decision was irrelevant
in court even when GAO favored the contractor. In [*40]
Eaton, Brown & Simpson, Inc. v. United States, 62 Ct.
Cl. 668 (1926), the disputes decision was in favor of the
Government, but the Comptroller General disagreed and
paid the contractor. In the contractor's suit to recover on
other claims, the court held that the disputes decision
controlled and deducted the amount GAO had paid from
other sums due the contractor. "The action of the
comptroller is not conclusive upon this court in
determining [**1432] the rights of the parties. See Penn
Bridge Co. v. United States." Id., at 685.

In Carroll v. United States, 76 Ct. Cl. 103 (1932), the
Comptroller General disagreed with a disputes decision
in favor of the contractor and assessed damages in a sum
greater than the amount due under the contract. The
contractor brought suit, and the Government argued that
it was entitled to the excess. The court replied:

"The issue is not a new or novel one insofar as
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judicial precedents are concerned. At least beginning
with the case of Kihlberg v. United States to the present
time, the Supreme Court has uniformly held that in
Government contracts containing provisions similar to
the one in suit, the parties are competent to bind
themselves to the conclusiveness and finality of the
action and findings of the department with which the
contract is made, and that such action is not open to the
supervisory power of the courts unless overturned by
proof of fraud or such gross error as to warrant the
implication of fraud." Id., at 124-125.

In Albina Marine Iron Works v. United States, 79 Ct.
Cl. 714 (1934), the disputes decision was in the
contractor's favor, but the Comptroller General disagreed
and assessed damages. The court held that the disputes
decision

"was a final disposition of the matter. Neither [*41]
fraud nor bad faith is alleged or proven. The court cannot
go [***684] behind the decision of the contracting
officer where the contract makes him the final arbiter of
the facts of the case unless there has been fraud or such
gross error which, in effect, would imply bad faith. The
cases in this court and the Supreme Court so holding are
numerous." Id., at 720.

After repeating that it could not review the disputes
decision "without the establishment of fraud or such
gross error which would imply bad faith," the court
concluded:

"It is seldom that a case arises like the instant case, where
the contractor is upholding the decision of the contracting
officer and the Government is attempting to overthrow
the decision of the officer appointed and designated by it
to contract and carry out the terms of the undertaking.
Unless proven to the contrary, full faith and credit should
be accorded an officer of the Government in arriving at a
decision which requires fair and impartial action on his
part." Id., at 721.

In McShain Co. v. United States, 83 Ct. Cl. 405
(1936), the designated Government official decided that
the contractor's delay in completing the contract was
unavoidable. The Comptroller General later decided that
part of the delay was the contractor's fault and deducted
damages from the amount due under the contract. The
contractor brought suit, relying upon the finality of the

disputes decision. The court said:

"Neither fraud nor bad faith is alleged or proven. This
court and the Supreme Court by numerous decisions have
held there is no going behind the decision of the
contracting officer when the contract provides that 'his
finding of facts therein shall be final and conclusive on
the parties thereto.' The action of the Comptroller General
was without [*42] legal authority. Kihlberg v. United
States; United States v. Gleason." Id., at 409. 7

7 The Court cites McShain Co. for the
proposition that "the cases deny review" by GAO
"absent fraud or overreaching." Ante, at 10. Since
McShain Co. is simply another example of the
application of the Kihlberg rule against the
Government, I am at a loss to understand the
Court's statement. As the excerpt I have quoted in
the text demonstrates, McShain Co. did not "deny
review" by GAO; rather, like the other cases, it
held that GAO's view of the merits of the disputes
decision was irrelevant in court and that the
Government could upset the finality of that
decision only by proving in court that it was
fraudulent.

[**1433] In B-W Construction Co. v. United States,
97 Ct. Cl. 92 (1942), the Comptroller General deducted
damages for delay after a disputes decision in the
contractor's favor. The court held that because of the
disputes clause "it is . . . the action of the head of the
department that is before us for review. On the question
now before us that action is binding on us unless we find
that it was arbitrary or grossly erroneous. In no event are
we bound under this contract by the action of the
Comptroller General." Id., at 123.

In Mitchell Canneries v. United States, 111 Ct. Cl.
228, 77 F.Supp. 498 (1948), the Comptroller General
disagreed with a disputes decision in favor of the
contractor and set off that amount against other sums due
the contractor on other contracts. The court applied "the
established principle of law that the findings of fact of a
contracting officer are binding upon both the Government
and the contractor if there is no fraud, gross error or
arbitrariness by the contracting officer amounting to bad
[***685] faith." Id., at 247, 77 F.Supp., at 502.

These Court of Claims cases are further cogent
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authority that the Government was, until today, entitled
to exactly the same judicial review as contractors. A
disputes clause providing for a final decision by a
Government [*43] official was equally binding upon
both parties. GAO's opinion of that decision was
irrelevant in court. GAO's only power was to refuse to
sanction payment under a disputes decision favorable to a
contractor and thereby compel the contractor to bring
suit. Once in court, the standard of review applicable to
contractor challenges likewise controlled the
Government's challenge.

The district courts reached the identical result. In
James Graham Mfg. Co. v. United States, 91 F.Supp. 715
(ND Cal. 1950), the Comptroller General refused to
accept a disputes decision in favor of the contractor.
Although the agency adhered to the merits of its decision,
it refused to pay because of the Comptroller's contrary
view. The court said:

"Another officer of the United States government,
the Comptroller General, who has general control of the
government's purse strings, has refused to sanction
payment of the account which the Navy Department has
approved. The question . . . is: Has he power to
determine that payment shall not be made?

"The powers of the Comptroller General are
extensive and broad. But he does not, absent fraud or
overreaching, have authority to determine the propriety of
contract payments when the contracts themselves vest the
final power of determination in the contracting executive
department. United States v. Mason & Hanger Co.;
United States v. Moorman." Id., at 716. 8

8 The Court states, ante, at 11, that the District
Court in James Graham, by referring to "fraud or
overreaching," referred to instances "where the
Comptroller General's power was founded upon
specific statutory provisions such as 41 U. S. C. §
53," a statute relating to "kickbacks by
Government contractors," id., at 9 n. 8. In fact,
however, the District Court not only did not refer
to that statute, it did not refer to any statute, nor
even intimate that a statute might be relevant.
What the District Court did was use the phrase
"fraud or overreaching" as shorthand for the
Kihlberg rule, the judicially created fraud
exception to the finality of disputes decisions.
That usage is readily apparent from a glance at the
District Court's citations: Mason & Hanger and

Moorman from this Court, and Penn Bridge,
Carroll, and McShain Co. from the Court of
Claims.

The Court also says, id., at 11, that in James
Graham "summary judgment was entered by the
court, which said, 'Since the Navy Department has
determined that plaintiff contractor is entitled to
the payment sought, this Court must adjudge
accordingly.'" The Court omits to quote the
immediately preceding sentence in the James
Graham opinion: "And the Navy Department's
decision that these particular dues and
contributions are reimbursable is not arbitrary or
unconscionable." 91 F.Supp., at 717 (emphasis
added). Thus, again, the District Court was
referring to the disputes decision, and not, as the
Court today would have it, to "fraud or
overreaching" by the contractor.

[*44] [**1434] In Consolidated Vultee Aircraft
Corp. v. United States, 97 F.Supp. 948 (Del. 1951), the
contractor received an adverse disputes decision from the
contracting officer but won reversal on appeal to the
agency. GAO disagreed with the agency's decision and
refused to pay, forcing the contractor to bring suit. The
court held for the contractor on the authority of Mason &
Hanger, Penn Bridge, and James Graham. Id., at 951.

[***686] C

The law was thus crystal clear. The district courts,
the Court of Claims, and this Court consistently applied
the rule, originally announced almost a century ago in
Kihlberg, that contractual clauses providing for the
finality of disputes decisions rendered by an employee of
one of the parties were enforceable in court, with the
judicially created exception for fraudulent decisions. No
court, nor even any contractor, ever questioned that GAO
could obtain judicial review for the Government simply
by refusing to approve payment on a disputes [*45]
decision favorable to a contractor. It was accepted by all
that the Government and the contractor both were entitled
to judicial review. 9 The problem that gave rise to the
Wunderlich Act was not who was entitled to judicial
review nor how judicial review was to be attained. The
problem was the scope of judicial review.

9 The concurring opinion asserts that "the
contractor here, according to the long-term
understanding of the disputes clause, consented to
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the disposition of disputes by the contracting
officer and by the AEC on appeal, and to the
finality of decision at those points." Ante, at 21. If
the concurring opinion is speaking of
pre-Wunderlich Act disputes clauses, the
authorities I have cited establish the utter
inaccuracy of the assertion. Indeed, the
concurring opinion also asserts that "for years,
with the specified exceptions, [the disputes] clause
itself has been regarded as conferring no right of
judicial review on the part of the Government."
Id., at 20 (emphasis added). The italicized words
can only refer to the judicially created exception
for fraudulent decisions. The concurring opinion
gives no indication that, in either of the assertions,
it is referring to the current disputes clause.

As the Court noted in United States v. Bianchi &
Co., 373 U.S. 709, 713 (1963), under the Kihlberg rule a
court's function "in matters governed by 'disputes' clauses
was in effect to give an extremely limited review of the
administrative decision"; the Court of Claims, however,
had "somewhat expanded" the scope of judicial review
"over the years." See, e. g., Needles v. United States, 101
Ct. Cl. 535, 601-607 (1944). It was this expansion of the
scope of judicial review that Wunderlich addressed.

Certiorari was granted in Wunderlich "to clarify the
rule of this Court which created an exception to the
conclusiveness of such administrative decision[s]." 342
U.S., at 99. The Court gave a restrictive interpretation to
this exception.

"Despite the fact that other words such as
'negligence,' 'incompetence,' 'capriciousness,' and
'arbitrary' [*46] have been used in the course of the
opinions, this Court has consistently upheld the finality of
the department head's decision unless it was founded on
fraud, alleged and proved. So fraud is in essence the
exception. By fraud we mean conscious wrongdoing, an
intention to cheat or be dishonest. The decision of the
department head, absent fraudulent conduct, must stand
under the plain meaning of the contract." Id., at 100.

Within a month after Wunderlich was decided, its
restrictive scope of judicial review was applied against
the Government. In Leeds & Northrup Co. v. United
States, 101 F.Supp. 999 (ED Pa. 1951), the contractor,
after a favorable disputes decision, was reimbursed for
certain costs. Several years later, GAO reviewed
[***687] that decision, disagreed with it, [**1435] and

set off the amount already paid from sums due the
contractor on another contract. The contractor was
therefore compelled to bring suit. The court first pointed
out that GAO's power

"is subject to the rights of parties to a contract, including
the Government, to provide for some designated person
or persons, even if in the employ of one of the parties, to
make a final determination of any question which may
arise between them. This principle has been
unequivocally declared by the courts, including the
Supreme Court of the United States, in many cases." Id.,
at 1002.

After quoting extensively from James Graham, the court
stated the rule of judicial review as follows:

"The Bureau's determinations of questions of fact
under [the disputes clause] are final and conclusive in the
absence of fraud. United States v. Wunderlich. For a
court to set aside such determinations under [the disputes
clause], fraud, meaning conscious wrongdoing or an
intention to cheat or be [*47] dishonest, must be alleged
and proved. United States v. Wunderlich." Id., at 1003.

See also Sunroc Refrigeration Co. v. United States, 104
F.Supp. 131 (ED Pa. 1952), which, following Leeds &
Northrup, also applied the Wunderlich scope of review
against the Government.

II

The Wunderlich opinion concluded, "If the standard
of fraud that we adhere to is too limited, that is a matter
for Congress." 342 U.S., at 100. Almost immediately
after the decision was issued, congressional legislation
was sought to expand the scope of judicial review limited
by Wunderlich to "fraud" in a narrow sense. I have
attached an Appendix detailing the legislative history and
shall only summarize that history here.

Although several bills were introduced in the 82d
Congress, congressional attention focused upon S. 2487.
In its original form, S. 2487 provided:

"that no provision of any [Government] contract . . .
relating to the finality or conclusiveness of any decision
of the Government [official], in a dispute involving a
question of fact arising under such contract, shall be
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construed to limit judicial review of any such decision
only to cases in which fraud by such Government
[official] is alleged."

Wunderlich, of course, construed the standard
disputes clause, which purported to make disputes
decisions final, to limit judicial review to instances of
fraudulent decisions. S. 2487, then, was simply an
acceptance of the invitation extended in Wunderlich
itself. S. 2487, however, did not specify what the scope
of judicial review would be, but merely directed that
judicial review could not be limited to fraud. Moreover,
there was no indication in the language of S. 2487 that it
was overruling [*48] Wunderlich only as to disputes
decisions unfavorable to contractors. It obviously applied
to the judicial review of "any such decision." (Emphasis
added.)

The Comptroller General's initial report of GAO's
views on S. 2487 made that abundantly clear. The report
criticized Wunderlich as contrary to the interests of both
the Government and contractors. Indeed, as a
representative of the Government, the Comptroller
General stressed Wunderlich's undesirable impact upon
the Government's [***688] interest, for administrative
"officials can make just as arbitrary determinations in
favor of contractors, at the expense of the taxpayers." 10

And, as the Assistant Comptroller General put it in his
testimony at the Senate hearings, Wunderlich "means that
the decision of the administrative officials nearly always
will be final because of the extreme difficulty of proving
fraud." 11 [**1436] Because the restricted scope of
judicial review prescribed in Wunderlich applied to the
Government no less than to contractors, GAO had good
reason for its concern. 12

10 Hearings on S. 2487 before a Subcommittee
of the Senate Committee on the Judiciary, 82d
Cong., 2d Sess., 6.
11 Id., at 8.
12 It is misleading to assert, as does the Court,
that Wunderlich "closed the courthouse doors to
certain citizens." Ante, at 14 (emphasis added).
Similarly, the concurring opinion asserts that
Wunderlich "restricted contractor-instigated
judicial review" and that the Government
"prevailed" in Wunderlich with "a narrow judicial
review standard for the contractor." Ante, at 22
(emphasis added). The concurring opinion's
assertions are the more surprising in view of its

apparent recognition that the Government was
subject to the same standard of judicial review as
contractors. See n. 9, supra.

GAO then offered a substitute bill that it believed
would protect the Government's interests. The bill
provided that a disputes clause decision

"shall not be treated as binding if the General
Accounting Office or a court finds that the action of [the
Government official] is fraudulent, arbitrary, [*49]
capricious, grossly erroneous, or that it is not supported
by substantial evidence."

GAO's substitute bill thus differed from S. 2487 in
two respects. First, rather than merely reversing
Wunderlich, it explicitly defined the expanded scope of
review by specifying five grounds upon which a disputes
decision could be set aside. Clearly this expanded review
was to operate for both contractors and the Government,
just as the "fraud" standard of review always had. It
would be absurd to suppose that GAO defined the
expanded scope of review only for contractors.

Second, GAO's substitute bill authorized GAO
review in addition to judicial review. More precisely, it
empowered GAO as well as the courts to set aside any
disputes decision, whether favorable to the contractor or
favorable to the Government. That was a significant
expansion of S. 2487. GAO never previously was
empowered to upset a disputes decision. Rather, GAO
authority was always limited to refusing to sanction
payment on a decision favorable to a contractor, thereby
forcing him into court. At that point, of course, GAO's
view of the merits of the disputes decision was irrelevant.
Consequently, GAO's substitute bill, if enacted, would
have increased GAO's power enormously, for it
effectively authorized GAO to oust the courts of all
jurisdiction to review disputes decisions that GAO
considered unacceptable. Not surprisingly, this part of
GAO's proposal became highly controversial.

Extended hearings on S. 2487 were held in the
Senate. Although most of the witnesses and statements
concerned themselves solely with urging expanded
judicial review for contractors, without adverting to such
review for the Government, there were notable
exceptions. The Associated General Contractors took the
position that judicial review [***689] must be available
to both parties, as did [*50] several attorneys who
specialized in the representation of contractors. 13
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Opponents of that view proposed bills that would have
expressly limited the right of judicial review to
contractors. 14 The Comptroller General subsequently
submitted another report objecting to these bills because
their adoption would deprive the Government of the
defense of administrative finality while permitting
contractors "to utilize such defense should the accounting
officers of the Government attempt to question the
validity of a payment." 15 It is significant that no
[**1437] one ever suggested during the Senate hearings
that the expanded scope of review provided in S. 2487
and GAO's substitute bill was to be available only for
contractors and not also for the Government.

13 Hearings on S. 2487, supra, n. 10, at 29-32,
68, 83-84, 107, 114.
14 Id., at 59, 107. Moreover, H. R. 6301, also
introduced in the 82d Congress, provided for
judicial review only in those instances "in which
the contractor shall seek to set aside a decision on
a disputed question between the United States and
such contractor, made by an officer, board, or
other representative of the United States . . . ."
Neither House supported this bill.
15 Hearings on S. 2487, supra, n. 10, at 119.

An amended S. 2487 was reported out of Committee
following the hearings. 16 It provided that no disputes
clause

"shall be pleaded as limiting judicial review of any
[disputes] decision to cases in which fraud by [the
Government] official . . . is alleged."

Thus, amended S. 2487, like the bill in its original
form, contained an explicit reversal of the Wunderlich
standard of judicial review. Like the original bill,
moreover, amended S. 2487 gave not the slightest
indication that it was a command solely to the
Government not to "plead" the disputes clause as limiting
the contractor's right to judicial review. Amended S. 2487
plainly directed [*51] that no disputes clause could be
pleaded to limit judicial review of any disputes decisions.
Neither party, under amended S. 2487, could rely upon a
disputes clause to limit the other party's right to judicial
review to instances of fraudulent disputes decisions.

16 See S. Rep. No. 1670, 82d Cong., 2d Sess.

Amended S. 2487, however, went beyond the
original bill by incorporating GAO's substitute bill:

"And any such provision shall be void with respect
to any such decision which the General Accounting
Office or a court, having jurisdiction, finds fraudulent,
grossly erroneous, so mistaken as necessarily to imply
bad faith, or not supported by reliable, probative, and
substantial evidence."

Thus, amended S. 2487 reversed Wunderlich,
adopted GAO's definition of the expanded scope of
review, and authorized GAO as well as the courts to
apply that expanded review and set aside any disputes
decisions.

The Committee Report on amended S. 2487
expressly noted "that to the same extent [the Wunderlich]
decision would operate to the disadvantage of an
aggrieved contractor, it would also operate to the
disadvantage of the Government in those cases, as
sometimes happens, when the contracting officer makes a
decision detrimental to the Government interest in the
claim." 17 The reversal of Wunderlich, [***690] then,
was clearly seen as an expansion of judicial review that
would apply no matter which party, the Government or
the contractor, challenged the disputes decision.

17 Id., at 2.

The report then explained that the addition of GAO's
proposal meant that amended S. 2487 would

"have the effect of permitting review in the General
Accounting Office or a court with respect to any decision
of a contracting officer or a head of an agency which is
found to be fraudulent, grossly erroneous, [*52] so
mistaken as necessarily to imply bad faith, or not
supported by reliable, probative, and substantial
evidence. In other words, in those instances where a
contracting officer has made a mistaken decision, either
wittingly or unwittingly, it will not be necessary for the
aggrieved party to, in effect, charge him with being a
fraud or a cheat in order to affect [sic] collection of what
is rightfully due." 18

Thus, the expanded scope of review, explicitly
defined, would be available to both parties before either
GAO or a court. In short, amended S. 2487 empowered a
court to set aside a disputes decision at the behest of
either the Government or the contractor, and, likewise, it
empowered GAO to set aside a decision challenged by
either party. Although the report asserted that amended
S. 2487 was intended "simply to recognize the
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jurisdiction which the General [**1438] Accounting
Office already has," 19 in fact amended S. 2487 would
have given GAO the entirely new power to make a
binding review of disputes decisions. It would have
made GAO, as was later charged, into a second court of
claims.

18 Ibid.
19 Id., at 3.

Although the Senate passed amended S. 2487, the
82d Congress expired without House action. When it
was reintroduced in the Senate of the 83d Congress, 20

Senator McCarran, the bill's sponsor, observed that the
Wunderlich decision "cuts two ways" and, as an example,
cited a case I have already discussed, Leeds & Northrup
Co. v. United States, 101 F.Supp. 999 (ED Pa. 1951), in
which "the Comptroller General . . . attempted to recover
on behalf of the Government, because the mistake was
against the Government. The contractor interposed a
[*53] defense based on . . . the Wunderlich case. . . . The
result was a failure of recovery on behalf of the
Government." 21 Thus, Senator McCarran, like GAO,
recognized that the narrow review permissible under
Wunderlich bound both the Government and the
contractor, and, like GAO, he considered that reversal of
Wunderlich would also apply equally to both parties. A
month later during floor debate, Senator McCarran again
emphasized that while Wunderlich could "operate greatly
to the disadvantage of contractors," it could also "operate
to the disadvantage of the Government." 22 The Senate
then passed the bill, obviously with the understanding
that the expanded scope of judicial review provided
would be available to both the Government and
contractors.

20 Amended S. 2487 was reintroduced as S. 24,
but for ease of reference I will continue to refer to
it as amended S. 2487.
21 99 Cong. Rec. 4573.
22 99 Cong. Rec. 6170.

Amended [***691] S. 2487 was also introduced in
the House of the 83d Congress. 23 At the initial House
hearing in July 1953, several witnesses asserted that
enactment of the bill was essential to enable both the
Government and contractors to obtain effective judicial
review of disputes decisions. 24 Opposition then
developed to the provision empowering GAO to
invalidate such decisions. The objection was, quite
predictably, that "the effect of the provision is to set up

the General Accounting Office as a 'court of claims.' . . .
An agency of the legislative branch . . . should not be
used to perform functions intended for the judicial
branch." 25

23 Amended S. 2487 was introduced as H. R.
1839, but for ease of reference I will continue to
refer to it as amended S. 2487.
24 Hearings on H. R. 1839 et al. before
Subcommittee No. 1 of the House Committee on
the Judiciary, 83d Cong., 1st and 2d Sess., ser. 12,
at 3-20.
25 Id., at 26.

Understanding the precise nature of this objection is
important. No one suggested that amended S. 2487
[*54] did not grant the Government the same scope of
judicial review that it granted contractors. Obviously,
since amended S. 2487 authorized both GAO and the
courts to exercise the same review, and since the
objection was that GAO should not be able to set aside
disputes decisions favorable to contractors, it would have
been absurd to suggest that amended S. 2487 did not
likewise authorize the courts to set aside such decisions.
Nor did anyone question the ability of GAO to obtain
judicial review for the Government through its power to
refuse to approve payment on disputes decisions. All
agreed that the purpose of the proposed legislation was to
overturn the standard of review set by Wunderlich; the
narrow scope of judicial review permissible under that
case was to be done away with in favor of a broader,
specifically defined review. The purpose was to expand
judicial review, not to insert further administrative review
into the disputes process. Thus, the opposition [**1439]
urged, not unreasonably, that the avowed purpose of
overruling Wunderlich would not be served by expanding
GAO's power to transform it into another court. Hence,
deletion of GAO from amended S. 2487 would leave the
power of binding review exclusively with the courts.

The Comptroller General bowed to this opposition.
Stating (erroneously, I think) that GAO "has not asked
for authority which it did not have before the decision in
the Wunderlich case," he offered another substitute bill
deleting the objectionable provision. He asserted that
"this substitute language will accomplish what we have
been striving for all along and will place the General
Accounting Office in precisely the same situation it was
in before" Wunderlich. 26 This bill, in the form submitted
by GAO with one minor addition, was enacted as the
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Wunderlich Act.

26 Id., at 136.

[*55] Thus, the result of GAO's attempt to obtain
the power of binding review over disputes decisions was
failure. That power was left where it was before the Act,
solely with the courts. GAO simply retained the power it
had always had, the power to force the contractor into
court where the Government would get [***692]
judicial review of the disputes decision in his favor.

The hearings resumed in January 1954. In urging
passage of GAO's revised substitute bill, GAO's General
Counsel stated that, despite deletion of the provision for
binding GAO review, the bill would not only protect
contractors but would also protect the Government
"against decisions adverse to the interests of the United
States. Certainly the rights of contract[ors] and the
Government to review or appeal should be coextensive."
27 Similarly, the Associate General Counsel of the
General Services Administration asserted that GAO's
revised substitute bill was adequate to "insure an
opportunity to protect the Government against excessive
generosity," since GAO, under the bill, "could seek a
court review by a set-off or by applying to the
Department of Justice for recovery in a case where they
felt that the action of the contracting officer was grossly
erroneous as against the Government." 28

27 Id., at 39.
28 Id., at 59.

Many witnesses who opposed GAO's original
substitute bill, and thus opposed amended S. 2487, now
supported GAO's revised substitute bill because it made
clear that the power to set aside disputes decisions was
vested exclusively in the courts and not shared by the
courts with GAO. There was no suggestion from anyone
that deletion of GAO from amended S. 2487 also had the
effect of precluding the Government from obtaining
judicial review under the standards available to
contractors. Any [*56] such suggestion would have been
absurd, for, as noted above, amended S. 2487 granted the
courts and GAO exactly the same power. In fact, at one
point in the hearings, a witness objected that GAO's
revised substitute bill did "not say specifically that an
appeal can be taken by an aggrieved contractor." The
ensuing colloquy with Committee members made plain
that the language of the bill "necessarily include[d] both
parties." 29 Moreover, as in the case of the Senate

Committee, the House Committee was presented with a
proposed bill that would have expressly limited the right
of judicial review to contractors. 30 As with the Senate,
that suggestion was not adopted. Instead, the Committee
reported out the bill, submitted by GAO, that is now the
Wunderlich Act.

29 Id., at 110.
30 Id., at 89.

[**1440] The Act expanded the scope of judicial
review, and that was all it did. The Committee report
made that plain. "The committee foresees no possibility
of the proposed legislation creating any new rights that a
contractor may not have had prior to its enactment, with
the exception of the standards of review therein
prescribed." 31 Nor did the Act grant GAO new power,
for, as the report said, "there is no intention of setting up
the General Accounting Office as a 'court of claims.'" On
the other hand, the Act did not diminish GAO's existing
authority to hold up payment and force the contractor to
bring suit, as the report also stressed. "The elimination of
the specific mention of the General [***693]
Accounting Office from the provisions of the bill as
amended should not be construed as taking away any of
the jurisdiction of that Office." 32 Thus GAO authority
was left exactly where it was.

31 H. R. Rep. No. 1380, 83d Cong., 2d Sess., 6.
32 Id., at 7.

[*57] A point I have already made about deletion of
the reference to GAO bears repeating. Amended S. 2487,
by incorporating GAO's original substitute bill, granted
GAO precisely the same binding power of review that it
granted the courts. Contractors did not object to that
provision because it authorized GAO to set aside disputes
decisions unfavorable to contractors. They objected
because amended S. 2487 authorized GAO to set aside
disputes decisions favorable to contractors. That power,
opponents of amended S. 2487 urged, must be vested
solely in the courts. They prevailed, and the reference to
GAO was deleted. Deletion of the authority granted to
GAO obviously could have no effect whatever on the
identical authority granted to the courts. 33

33 The Court's only foray into the legislative
history is its assertion that "Congress
contemplated giving the General Accounting
Office such powers and, indeed, the Senate twice
passed -- in the form of the McCarran bill -- a
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provision which would have allowed the
Comptroller to review disputes decisions to
determine if they" satisfied the standards of the
Act. Ante, at 11. The Court therefore concludes
that the Act cannot be construed "to give the
Comptroller General powers which Congress has
plainly denied." Id., at 12. Similarly, the
concurring opinion asserts that "the flat rejection
by Congress of the proposed provision for GAO
review is significant. There would be no point in
that rejection if GAO has the power to defeat the
finality of the disputes decision anyway." Ante, at
22-23. Unfortunately, the Court and the
concurring opinion overlook that the proposed
provision was not simply "for GAO review." It
was for binding GAO review. Because it was not
enacted, GAO does not "have a veto of AEC's
'final' decision," ante, at 9 (opinion of the Court);
GAO does not have "power to defeat the finality
of the disputes decision," ante, at 23 (concurring
opinion). Both the Act and the disputes clause
specifically provide that only a court can set aside
a disputes decision. And that is precisely the
point the legislative history makes clear.

The Senate originally passed amended S. 2487 upon
the clear understanding that the expanded scope of
judicial review it contained would be available to both
the [*58] Government and contractors. When the House
bill came to the Senate after deletion of the GAO
provision, Senator McCarran, who had previously
stressed that Wunderlich hurt both the Government and
contractors, explained that while the House bill differed
from the bill passed by the Senate, since it deleted the
authority to GAO, it was "designed to accomplish the
same purpose." 34 That purpose, of course, was to
overturn Wunderlich and to provide the courts with
grounds of review in addition to fraud. The two bills
could not, of course, "accomplish the same purpose" if
the House bill authorized expanded judicial review only
for contractors, leaving the Government either with the
Wunderlich standard or with no review at all. After
Senator McCarran responded affirmatively to the
statement that the difference was only "a [**1441]
modification of the language in the Senate bill, and the
two bills agree in their effect," 35 the Senate passed the
House bill.

34 100 Cong. Rec. 5717.
35 100 Cong. Rec. 5718.

The text of the Act is its own witness to the
congressional purpose. It provides that no clause in
[***694] a Government contract purporting to make
final an administrative determination of a dispute arising
under the contract "shall be pleaded in any suit . . . as
limiting judicial review." The proviso then defines the
applicable scope of review.

It is impossible to read the plain words of this statute
as directing that judicial review is available only for
disputes decisions unfavorable to contractors. Indeed, the
language is so clear that there should be no need to search
through the legislative history for a contrary meaning. 36

That history, in any event, demonstrates that the Act
means exactly what it says.

36 The need arises in this case only because
petitioner argues that, despite the clear language
of the Act, the legislative history reveals that
Congress meant to reserve the right of judicial
review solely to contractors. It is thus somewhat
odd that the Court considers it worthwhile to
assert "that the Act's legislative history 'has
something for everyone'" and that the Court
"find[s] the Act's history at best ambiguous."
Ante, at 13 n. 9. The concurring opinion likewise
professes to find the legislative history "decidedly
ambiguous at best," ante, at 22, yet nevertheless
goes on to assert that Congress "intended to
relieve contractors" and "opened the door to the
contractor," ibid. (emphasis added). These
comments are all the more inexplicable because
neither the Court nor the concurring opinion
attempts even the most cursory analysis of the text
of the Act itself.

[*59] Two significant considerations buttress my
conclusion that the Court's construction of the Act is
patently and grievously erroneous.

First. The bill that became the Wunderlich Act was
a Government bill. As the Committee report said, the
Act, with a minor exception, "is exactly the same
legislation suggested by the Comptroller General." 37

GAO offered it as a substitute for the original S. 2487
because of Government concern that administrative
"officials can make just as arbitrary determinations in
favor of contractors, at the expense of the taxpayers." 38

The bill explicitly stated that the expanded scope of
review would add to "fraudulent" the grounds that the
disputes decision was "arbitrary," "capricious," "grossly
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erroneous," or "not supported by substantial evidence."
After GAO modified the bill to delete the provision
authorizing GAO review, in addition to court review, on
those grounds, Government procurement agencies joined
forces with GAO in strong support of passage. It is
absurd to suppose that the Government pressed for a bill
that granted contractors an expanded scope of judicial
review, inserted in the bill by the Government , yet
denied the Government judicial review on those same
grounds.

37 H. R. Rep. No. 1380, supra, n. 31, at 6.
38 See n. 10, supra.

Second. That absurdity is compounded by the
consequences that result from interpreting the Act to deny
[*60] the Government judicial review of disputes
decisions. Before Wunderlich, the Government could
challenge the finality of those decisions at least on the
ground of fraud. If the Act affords only contractors
judicial review and denies review to the Government, it
follows that the Government has been deprived even of
the right it had under Wunderlich to challenge
"fraudulent" disputes decisions. The principal
Government procurement agencies, now including the
Atomic Energy Commission, have created contract
appeals boards as the final level of agency review of
disputes [***695] decisions. Because the Act expressly
provides for judicial review of such "board" decisions,
interpreting it to deny the Government review means that
however "fraudulent, " however [**1442] "arbitrary,"
however "capricious," however "grossly erroneous,"
however clearly "not supported by substantial evidence"
the board's determination, the procurement agency and
the Government itself are helpless to redress the wrong.
In this case, that might mean the loss of more than one
million dollars to American taxpayers. But at stake are
countless millions. To say that Government wrote and
secured passage of a bill to work that result is
preposterous. 39

39 The concurring opinion asserts that "in the
exercise of its legislative judgment, Congress has
determined that in this area the Government,"
unlike contractors, does not need the Act's
protection "against fraud, capriciousness,
arbitrariness, bad faith, and absence of evidence."
Ante, at 23. As the concurring opinion never
refers to the language of the Act, and finds the
legislative history "not at all that clear,"

"decidedly ambiguous at best," id., at 22, and
"inconclusive," id., at 23, it is difficult to
understand the basis for this statement.

III

So far as I can penetrate the Court's opinion, its
primary premise is exposed by such sentences as these:
"The purpose of avoiding 'vexatious litigation' would
[*61] not be served, however, by substituting the action
of officials acting in derogation of the contract." Ante, at
8. 40 "Neither the Wunderlich Act nor the disputes clause
empowers any other administrative agency to have a veto
of AEC's 'final' decision or authority to review it." Id., at
9. "In other words, we cannot infer that by some
legerdemain the disputes clause submitted the dispute to
further administrative challenge or approval. . . ." Ibid.
"Here, the AEC spoke for the United States and its
decision, absent fraud or bad faith, should be honored."
Id., at 10. 41 "Since the AEC withheld payment solely
because of the views of the Comptroller General and
since he had been given no authority to function as
another tier of administrative review, there was no valid
reason for AEC not to settle with petitioner according to
its earlier decision." Ibid. 42 "That action by the [*62]
Comptroller [***696] General was a form of additional
administrative oversight foreclosed by the disputes
clause." Id., at 12. "[The Act] should not be construed to
require a citizen to perform the Herculean task of
beheading the Hydra in order to obtain justice from his
Government." Id., at 14. "We are reluctant to construe a
statute enacted to free citizens from a form of
administrative tyranny so as to subject them to additional
bureaucratic oversight, where there is no evidence of
[**1443] fraud or overreaching." Id., at 14. 43 "This
objective [preventing the inflating of bids] would be ill
served if Government contractors -- having won a
favorable decision before the agencies with whom they
contracted -- had also to run the gantlet of the General
Accounting Office and the Department of Justice." Id., at
14-15.

40 This statement, albeit obscurely, may mean
that the purpose of avoiding litigation would not
be served by subjecting a disputes decision in
favor of the contractor to judicial review, for that
would be litigation. Yet just as obviously the
purpose of avoiding litigation would not be served
by subjecting a disputes decision against the
contractor to judicial review.
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41 See n. 4, supra, n. 43, infra.
42 This is a difficult statement to understand.
Assume that the Commission had "no valid
reason" not to pay petitioner. Was the
Commission's nonpayment in violation of the
contract? Was it in violation of the Wunderlich
Act? The Court does not say. If nonpayment
violated neither the contract nor the Act, it seems
rather strange that this Court should order the
Commission to pay. The Court's statement
appears to be connected with its later statement
that "the AEC has not, to this day, repudiated the
merits of its decisions in favor of petitioner."
Ante, at 19. Again, however, the Court does not
say how or even whether the Commission's
"nonrepudiation" violated the contract or the Act.

In the same vein, the concurring opinion
asserts that there is "a possible breach of contract"
in this case: "When the United States then
disavows the Commission's decision -- a decision
which, as the Court notes, to this day has never
been withdrawn or repudiated by the AEC -- it
seems to me that the Government imposes
something to which the contractor has not
agreed." Ante, at 21, 22. The concurring opinion,
however, does not say how the Government's
"disavowal" violated the contract.
43 If this statement implies that a contractor is
"subject . . . to additional bureaucratic oversight,
where there is . . . evidence of fraud or
overreaching" (emphasis added), one might well
ask why that is so. Fraud is only one of the five
grounds of judicial review specified in the Act
and the disputes clause. Obviously either all or
none are available. See n. 4, supra.

The Court's bete noire, then, is primarily the General
Accounting Office, with a sideswipe at the Department of
Justice. We are left to infer, I gather, that Congress
shared the Court's distaste for the activities of those
agencies in these cases and enacted the Wunderlich Act,
not only to arm contractors with expanded grounds of
judicial review of disputes decisions favorable to the
Government, but also, by the device of denying judicial
review to the Government, to abolish the authority of
GAO to disapprove payments to contractors under
disputes decisions, thus forcing contractors to sue, and,
by that device, to relieve the Department of Justice of any
suits [*63] to defend on behalf of the United States.

There are three dispositive answers to the Court's
supposition.

First. The notion that Congress enacted the
Wunderlich Act to abolish the authority of GAO and the
Department of Justice is completely a figment of the
Court's own imagination. As the judicial history shows,
both agencies have exercised for decades powers
identical to those exercised in this case, with no prior
complaints that I can discover and with complete
congressional approval. I need only quote from the
Committee report that accompanied the bill that is now
the Wunderlich Act.

"The proposed legislation, as amended, will not add
to, narrow, restrict, or change in any way the present
jurisdiction of the General Accounting Office either in
the course of a settlement or upon audit, and the language
used is not intended either to change the jurisdiction of
the General Accounting Office or to grant any new
jurisdiction, but simply to recognize the jurisdiction
which the General Accounting Office already has.

"The elimination of the specific mention of the
General Accounting Office from the provisions of the bill
as amended should not be construed as taking away any
of the jurisdiction of that Office. It is intended that the
General Accounting Office, as was its practice, in
reviewing a contract and change orders for the purpose
of payment, shall apply the [***697] standards of
review that are granted to the courts under this bill. At
the same time there is no intention of setting up the
General Accounting Office as a 'court of claims.' Nor
should the elimination of the specific mention of the
General Accounting Office in the bill be construed as
limiting its review to the fraudulent intent standard
prescribed by the Wunderlich decision.

[*64] "The specific intent of this legislation, insofar
as it affects the General Accounting Office, is explicitly
stated in the letter . . . from the Comptroller General
himself. . . ."

The report then quoted from the Comptroller
General's letter, in which he said that GAO "has not
asked for authority which it did not have before the
decision in the Wunderlich case," and in which he quoted
from the Senate Committee's report on amended S. 2487:

"It is not intended to narrow or restrict or change in
any way the present jurisdiction of the General
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Accounting Office, either in the course [**1444] of a
settlement or upon audit; [it] is not intended either to
change the jurisdiction of the General Accounting Office
or to grant any new jurisdiction, but simply to recognize
the jurisdiction which the General Accounting Office
already has." 44

44 H. R. Rep. No. 1380, supra, n. 31, at 6-7
(emphasis added). This detailed refutation that
GAO authority was being curtailed was necessary
to allay the fears expressed by the attorney who
argued Wunderlich for the contractor. He testified
during the House hearings that deletion of GAO
from amended S. 2487, passed by the Senate,
might be misconstrued as depriving GAO of its
prior authority to refuse to sanction payment and
thereby "throw the matter into court." See
Appendix, infra, at 78-80. Today's decision
fulfills his prophecy.

Second. The case law detailed earlier in this opinion,
including Eaton, Brown & Simpson, Inc. v. United States,
62 Ct. Cl. 668 (1926), in which GAO disagreed with a
disputes decision in favor of the Government and paid the
contractor, establishes without question that GAO has no
power to overturn a disputes decision. The limit of its
authority is to refuse to sanction payment to the
contractor and thus force him to bring suit. The judicial
precedents in this Court, the Court of Claims, and the
district [*65] courts are explicit that only a court can
determine the merits of the dispute within the grounds of
review specified by the Wunderlich Act. It is therefore
completely irrelevant that "the AEC withheld payment
solely because of the views of the Comptroller General."
Ante, at 10. Indeed, the Court exposes the fallacy of its
own position when it states that "the disputes clause in
the contract says that the decision of the AEC is 'final and
conclusive,' unless a court determines that the award is
vulnerable under §§ 1 and 2 of the Act." Id., at 3-4
(emphasis added). See also id., at 9: "By the disputes
clause the decision of AEC is 'final and conclusive' unless
'a court of competent jurisdiction' decides otherwise for
the enumerated reasons." (Emphasis added.)

Third. Similarly, the Court states, in response to the
Government's nonexistent contention that the Department
of Justice has "the power to overturn decisions of
coordinate offices of the Executive Department," id., at
12, "That power [of the Department of Justice to defend
suits against the United States] is pervasive [***698]

but it does not appear how under the Wunderlich Act it
gives the Department of Justice the right to appeal from a
decision of the Atomic Energy Commission," id., at
12-13 (emphasis added). See also id., at 13: "The power
to appeal to the Court of Claims a decision of the federal
agency under a disputes clause in a contract which the
agency is authorized to make is not to be found in the
Wunderlich Act and its underlying legislative history."
(Emphasis added.) No one suggests that the Department
of Justice has a "right to appeal." It is involved in this
case only because GAO's refusal to sanction payment
forced petitioner to sue the United States, thus creating a
lawsuit that the Department of Justice, as the
Government's lawyer, had a duty to defend. It would be
strange if the Department had a duty to confess judgment.

In support of its construction of the Act, the Court
[*66] makes a statement, which I have already quoted,
that invites a further comment:

"Judicial review was provided so that contractors
would not inflate their bids to take into account the
uncertainties of administrative action. This objective
would be ill served if Government contractors -- having
won a favorable decision before the agencies with whom
they contracted -- had also to run the gantlet of the
General Accounting Office and the Department of
Justice." Id., at 14-15.

Contractor witnesses at the committee hearings
asserted that contractors would have to inflate their bids
if they could attack a disputes decision only on the
ground that it was fraudulent. As the [**1445] Court
says, the Act resolved this problem by expanding the
scope of judicial review, so that contractors can attack a
disputes decision on grounds in addition to fraud. That
was the protection Congress gave contractors so that they
would not have to inflate their bids.

After recognizing this, the Court says that because
contractors got expanded judicial review to prevent the
necessity of inflating bids, they also got the benefit of not
having decisions in their favor subject to judicial review
at all, since otherwise the objective of preventing inflated
bids "would be ill-served." It would be difficult to
imagine a more obvious non sequitur. The Court could
as easily say that "this objective would be ill served" if
the contractors ever lost a disputes decision.

I might add that the Court does not say that the
"objective would be ill served" if favorable contractor
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decisions were subject to judicial review; it says that the
"objective would be ill served" if contractors "had also to
run the gantlet of the General Accounting Office and the
Department of Justice." Yet what the Court means, of
course, is judicial review, for neither GAO nor [*67] the
Department of Justice can take a favorable decision away
from a contractor. Only a court can do that.

The Court is forced to go to extreme lengths to assert
that the Government still may have relief for fraud. That
is because the Court concedes, as it must, that its
construction of the Act denying the Government judicial
review forecloses review of disputes decisions that are
"fraudulent," just as it forecloses judicial review of
decisions that are "arbitrary," "capricious," "grossly
erroneous," or "not [***699] supported by substantial
evidence." The Court's attempted escape is to suggest that
the Government may have relief for fraud under the
statutes in which "Congress has made elaborate
provisions for dealing with fraudulent claims of
contractors." Id., at 16. Apart from the absence of any
explanation, why, if statutory remedies were always
available, this Court found it necessary to fashion, for
Government and contractor alike, a judicial exception to
the finality of disputes decisions, the point is frivolous. 45

Obviously the fraud statutes the Court mentions have no
application whatever to the fraud we are discussing in
this case.

45 The Court asserts that "if the Comptroller
General has the broad, roving, investigatory
powers that are asserted, specific statutory grants
of authority such as this provision [41 U. S. C. §
53] relating to kickbacks would be superfluous."
Ante, at 10 n. 8. The GAO authority asserted
here, however, is simply the authority to refuse to
sanction payment under a disputes decision on the
ground that the decision does not satisfy the
standards of the Wunderlich Act. The Act, of
course, has nothing whatever to do with illegal
activities of contractors. It concerns only the
finality of administrative disputes decisions.
Enforcement of the Act obviously would not
make the statutory prohibition of kickbacks
"superfluous."

The "fraud" that is an issue in a disputes clause case
is not contractor fraud. Not one case construing a
disputes clause, from 1878 to the present day, ever
mentions "fraud" by the contractor. Nor has anyone ever

suggested [*68] that the Government needs judicial
review of disputes decisions to guard against fraud by the
contractor. The "fraud" that is involved is a fraudulent
decision. The disputes clause and the Act itself provide
judicial review to determine whether the "decision . . . is
fraudulent." (Emphasis added.) When a disputes decision
is challenged, the only questions concern that decision:
was it "fraudulent"? was it "capricious"? was it
"arbitrary"? was it "grossly erroneous"? was it "not
supported by substantial evidence"? 46 The Court is
absolutely [**1446] right that "[a] contractor's fraud is
of course a wholly different genus than the case now
before us." Id., at 15.

46 Even my Brother DOUGLAS once
recognized this:

"We should allow the Court of Claims, the
agency close to these disputes, to reverse an
official whose conduct is plainly out of bounds
whether he is fraudulent, perverse, captious,
incompetent, or just palpably wrong." United
States v. Wunderlich, supra, at 102 (dissenting
opinion) (emphasis added).

IV

The time-tested standards of statutory construction
require interpretation of the statutory wording to effect
the congressional purpose as revealed by legislative
history. The Court totally discards those standards in
construing the Wunderlich Act. Instead, the Court
purports to discover a nonexistent hostility of Congress
toward the "intermeddling," id., at 19, of GAO and the
Department of Justice in the disputes process and for that
reason a congressional purpose to prevent the subjection
of "citizens . . . to additional bureaucratic oversight," id.,
at 14. The virtually century-long judicial history that
forms the background of the Act, its explicit language,
and its clear legislative history completely refute the
proposition. I dissent and would affirm the judgment of
the Court of Claims.

[*69] [***700] APPENDIX TO OPINION OF
BRENNAN, J., DISSENTING

Within two months after the decision in United
States v. Wunderlich, 342 U.S. 98 (1951), six bills to
expand the scope of judicial review of agency disputes
decisions were introduced. S. 2432 (Sen. Chavez); S.
2487 (Sen. McCarran); H. R. 6214 (Rep. Celler); H. R.
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6301 (Rep. Springer); H. R. 6338 (Rep. Wilson); H. R.
6404 (Rep. Walter). Hearings were held in the Senate on
S. 2487. Hearings on S. 2487 before a Subcommittee of
the Senate Committee on the Judiciary, 82d Cong., 2d
Sess. (1952). S. 2487 provided:

"That no provision of any contract entered into by
the United States, relating to the finality or
conclusiveness of any decision of the Government
contracting officer, or of the head of the department or
agency of the United States concerned or his
representative, in a dispute involving a question of fact
arising under such contract, shall be construed to limit
judicial review of any such decision only to cases in
which fraud by such Government contracting officer or
such head of department or agency or his representative
is alleged." Id., at 1.

The Comptroller General's report to the Judiciary
Committee, setting forth GAO's views on S. 2487, stated
that GAO felt that the result of the Wunderlich decision
was "undesirable both as to the contractor's interests and
the interests of the Government." Id., at 5-6. The
Comptroller General stressed the latter interest.

"I am as deeply concerned, however, that the rule
allows the contracting officials uncontrolled discretion
over the Government's contractual affairs as well and
places them in a position to make as arbitrary and
reckless use of their power against the [*70] interests of
the Government as against the interests of the contractor.
In other words, deciding officials can make just as
arbitrary determinations in favor of contractors, at the
expense of the taxpayers." Id., at 6.

The report concluded that GAO considered S. 2487

"inadequate and . . . objectionable because no
provision is made therein for a review of decisions of
administrative officers by the General Accounting Office.
Without a provision to that effect the General Accounting
Office in performing its statutory functions would be
precluded from questioning the propriety or legality of
payments made to a contractor as the result of an
arbitrary or grossly erroneous decision on the part of the
contracting officer." Id., at 7.

[**1447] The report recommended a substitute bill,
which provided that

"Any stipulation in a Government contract to the

effect that disputed questions shall be finally determined
by an administrative official, representative or board shall
not be treated as binding if the General Accounting
Office or a court finds that the action of such officer,
representative or board is fraudulent, arbitrary,
capricious, grossly erroneous, or that it is not supported
by substantial evidence." Ibid.

Frank L. Yates, the Assistant Comptroller General,
expanded on the report in his testimony before the
Subcommittee. He asserted that prior to Wunderlich
disputes clause decisions on questions of fact arising
under Government contracts [***701] "were not
disturbed by the General Accounting Office or the courts
unless the action of the administrative officer was
fraudulent, arbitrary, capricious, grossly erroneous, or
without foundation in fact." [*71] Wunderlich, Mr.
Yates said, "means that the decision of the administrative
officials nearly always will be final because of the
extreme difficulty of proving fraud." Id., at 8. And, he
continued, "the rule works both ways," for "[a] deciding
administrative official can make decisions adverse to the
Government as well as to contractors, in which event an
improper decision results in a burden, an improper
burden, to the taxpayers of the country." Id., at 9. Thus,
he said, "it appears that the executive contracting
agencies without specific legislation authorizing them to
do so, may, by agreement with the contractor, circumvent
the operations of courts and the General Accounting
Office to the serious detriment of both private business
and the Government." Id., at 9-10. Mr. Yates explained
that GAO's substitute bill would restore "to the courts and
to the General Accounting Office . . . their normal and
proper jurisdiction," for:

"It would permit [administrative officers] to make
determinations on questions of fact which would have
final effect if the decisions were not found by the General
Accounting Office or the courts to be fraudulent,
arbitrary, capricious, et cetera. Such a law not only
would protect a contractor from fraudulent, arbitrary or
capricious action by giving him, in addition to resort to
the courts, a further administrative remedy before the
General Accounting Office . . . but it would also provide
a protection, through the General Accounting Office,
against decisions adverse to the interests of the United
States. Certainly the rights of contractors and the
Government to review or appeal should be coextensive. "
Id., at 11.

Page 306



The managing director of the Associated General
Contractors, H. E. Foreman, testified that the construction
industry had for many years attempted without success to
secure changes in the standard disputes clause. The
[*72] industry's latest proposed disputes clause, which
Mr. Foreman read at the hearing, provided "that nothing
in this contract . . . shall void the right of either party to
this contract carrying the dispute before a court of
competent jurisdiction." Id., at 24. The association's
general counsel, John C. Hayes, stated that its position
was "that any decision made by a contracting officer or
head of a department, agency, or bureau, should be
subject to judicial review, in order to guarantee that such
decision is reasonable, made with due regard to the rights
of both the contracting parties, and supported by the
evidence upon which such decision was based." Id., at 29.
In amplifying on this position, Mr. Hayes testified that
only "by permitting judicial review of the contracting
officer's decision . . . can the rights of both the
contracting parties be protected." Although he then
referred to the need for legislation that would authorize
the courts to "enter judgment against the United States on
any claim in which the contractor shall seek a review" of
a disputes decision, he immediately added that the
legislation should provide "that any provision in any
[**1448] contract with the United States abridging the
right of the parties to court review shall be null and void."
Id., at 30. [***702] Finally, in commenting on GAO's
proposed substitute bill, Mr. Hayes said that the
association "would welcome further administrative
review," but that contractors also "should be permitted
our judicial review, whether it be the government or
whether it be the contractor, it doesn't make any
difference. It has to cut both ways . . . ." Id., at 31.
Replying to a specific question, Mr. Hayes denied that
judicial review "was a one-way street in favor of the
contractor," repeating that "it cuts both ways." He
concluded that the association wished "to take the
position of being absolutely fair in urging legislation that
will protect the rights of both Government and
contractor." Id., at 32.

[*73] There was much discussion of GAO's
substitute bill and GAO's role in the review of agency
disputes decisions. A former counsel to the Comptroller
General, O. R. McGuire, testified that GAO's review
should be limited to questions of law and that GAO
should "accept the facts, unless, of course, there is fraud,
or just gross mistake." Id., at 41. John W. Gaskins, who
was on the brief for Wunderlich in the Supreme Court,

proposed a revision of GAO's substitute bill specifically
granting both GAO and the courts "jurisdiction to set
aside any [administrative] decision" that did not comport
with the standards set out in GAO's bill. Id., at 68.
Gardiner Johnson, an attorney who specialized in the
representation of contractors, testified that, as he
understood GAO's position, GAO "simply wanted
practically the same right that the contractors are
requesting, to take an appeal from what they consider to
be an unfair and unreasonable decision." Id., at 84. As so
understood, he said, "our people have no basic quarrel
with that. We are against all forms of unfair,
unreasonable decisions either against the Government
and the taxpayer or against the contractor." Id., at 83.

Most of the witnesses and most of the submitted
statements, however, were concerned only with
protecting contractors. E. g., id., at 2-3, 62, 70-75, 85-87,
119-136. A few witnesses went even further. Robert E.
Kline, Jr., an attorney representing the National
Association of River and Harbors Contractors, proposed
amendments to S. 2487 designed "to assure full
restoration to Government contractors of their inherent
right to judicial review of unjust decisions by
Government contracting officers and department heads."
Id., at 58. These amendments specifically limited the
legislation to contractors' suits in which a court would
"enter judgment against the United States." Id., at 59.
Alan Johnstone, an attorney representing a contractor,
initially suggested that the legislation [*74] "should
provide . . . simply that all administrative determinations
in the performance of a contract with the United States
shall be subject to review by the Comptroller General and
by the courts, according to law, the provisions of any
such contract to the contrary notwithstanding." Id., at
61-62. Mr. Johnstone returned to testify later and,
although expressing a preference for a "bill mak[ing]
justiciable any grievance which either of the parties to the
contract would have," submitted two proposed bills on
behalf of himself, Mr. McGuire, and Mr. Gaskins, both of
whom had already testified, and Harry D. Ruddiman,
who subsequently testified at the House hearings. These
proposals made judicial review available only to
contractors, one providing [***703] that "the United
States shall not employ as a defense the finality of"
agency decisions, the other that "the United States shall
not avail itself of the defense of the finality of such
decision[s]." Id., at 107.

In contrast, the Associated General Contractors,
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adhering to the position its representatives had taken at
the hearings, submitted a resolution adopted at its annual
convention stating that any disputes decision "should be
subject to judicial review, in order to guarantee that such
decision is reasonable, made with due regard to the rights
of both the contracting parties, and supported by
[**1449] the evidence upon which such decision was
based," and urging legislation that would provide "that
any provision in any contract with the United States
abridging the rights of the parties thereto to court review
shall be null and void." Id., at 114.

After the hearings concluded, the Comptroller
General sent the Committee a copy of his report to the
Chairman of the House Judiciary Committee dealing with
the House bills. Id., at 116-119. This report reiterated
many of the comments made in the Comptroller General's
earlier report to the Senate Committee. The report [*75]
also objected to the two proposed bills, submitted by Mr.
Johnstone, limiting judicial review to contractors on the
ground that "the Government would be precluded from
employing the finality of the administrative decision as a
defense to a suit, [while] the contractors would be free to
utilize such defense should the accounting officers of the
Government attempt to question the validity of a payment
made to a contractor." The report, as did the prior one,
recommended adoption of GAO's substitute bill. Id., at
119.

S. 2487 was reported out in amended form,
incorporating the substance of GAO's proposal. As
amended, S. 2487 provided

"That no provision of any contract entered into by
the United States, relating to the finality or
conclusiveness, in a dispute involving a question arising
under such contract, of any decision of an administrative
official, representative, or board, shall be pleaded as
limiting judicial review of any such decision to cases in
which fraud by such official, representative, or board is
alleged; and any such provision shall be void with respect
to any such decision which the General Accounting
Office or a court, having jurisdiction, finds fraudulent,
grossly erroneous, so mistaken as necessarily to imply
bad faith, or not supported by reliable, probative, and
substantial evidence. . . ." S. Rep. No. 1670, 82d Cong.,
2d Sess., 1 (1952).

The Committee report stated that "the purpose of the
proposed legislation is to overcome the inequitable effect,
under a recent Supreme Court decision, of language in

Government contracts which makes the decision of the
contracting officer or the head of the agency final with
respect to questions of fact." Ibid. The report pointed out
"that to the same extent [the Wunderlich] decision [*76]
would operate to the disadvantage of an aggrieved
contractor, it would also operate to the disadvantage of
the Government in those cases, as sometimes happens,
when the contracting officer makes a decision detrimental
to the Government interest in the claim." Id., at 2. The
report further explained that:

[***704] "S. 2487 will have the effect of
permitting review in the General Accounting Office or a
court with respect to any decision of a contracting officer
or a head of an agency which is found to be fraudulent,
grossly erroneous, so mistaken as necessarily to imply
bad faith, or not supported by reliable, probative, and
substantial evidence. In other words, in those instances
where a contracting officer has made a mistaken decision,
either wittingly or unwittingly, it will not be necessary
for the aggrieved party to, in effect, charge him with
being a fraud or a cheat in order to affect [sic] collection
of what is rightfully due." Ibid.

Finally, the report stressed that amended S. 2487 was
"not intended to narrow or restrict or change in any way
the present jurisdiction of the General Accounting Office
. . . but simply to recognize the jurisdiction which the
General Accounting Office already has." Id., at 2-3.

Although the Senate, without debate, passed
amended S. 2487, 98 Cong. Rec. 7783-7784; id., at 9059,
the House did not act upon it during the 82d Congress. It
was reintroduced in the Senate of the 83d Congress as S.
24. The Committee [**1450] report was, with formal
changes, identical to the report on amended S. 2487. S.
Rep. No. 32, 83d Cong., 1st Sess. (1953). Senator
McCarran, the bill's sponsor, explained on the floor that
the effect of the Wunderlich decision was to require "that
the aggrieved party allege and prove that some
Government employee deliberately cheated, or intended
to defraud [*77] him, in order to get a court review of
the question." 99 Cong. Rec. 4572. He also noted that:

"Senators who have looked into this matter know
that this decision of the Supreme Court cuts two ways. It
can hurt the Government badly, as well as doing an
injustice to contractors. In a recent case . . . the
Comptroller General . . . attempted to recover on behalf
of the Government, because the mistake was against the
Government. The contractor interposed a defense based
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on . . . the Wunderlich case. . . . The result was a failure
of recovery on behalf of the Government.

"It was because of this case . . . that the Comptroller
General . . . testified before the Judiciary Committee in
behalf of this bill." Id., at 4573.

Later the same day, however, Senator McCarran
stated that the Air Force "objected to the fact that the bill
gave the Comptroller General the same right that was
given to a contractor to question a decision of a
contracting officer." Id., at 4598. He also stated that "the
Comptroller General feels that in order to protect the
interests of the Government, it is necessary that he shall
have as much right to question the decision of a
contracting officer . . . as may be given to the private
party to the contract." Id., at 4599. When S. 24 reached
the floor a month later, Senator McCarran again
emphasized that while the Wunderlich decision could
"operate greatly to the disadvantage of contractors," it
could also "operate to the disadvantage of the
Government." Id., at 6170. The Senate then passed the
bill. Id., at 6201.

Representative Reed introduced amended S. 2487 in
the House as H. R. 1839, and hearings were held on it
and two related bills, H. R. 3634 (Rep. Celler) and H. R.
6946 [***705] (Rep. Willis). Hearings on H. R. 1839 et
al. before Subcommittee No. 1 of the House Committee
on [*78] the Judiciary, 83d Cong., 1st and 2d Sess., ser.
12 (1953, 1954).

At the initial hearing in July 1953, all witnesses
supported the bill. Elwyn L. Simmons, a contractor,
asserted that, because of "incompetent or negligent or
capricious agency representative[s]," the Wunderlich
decision could "work as readily against the Government's
interests as against that of the contractor" and that "only
your immediate legislative action through enactment of
H. R. 1839 or S. 24 can now protect both the Government
and the contractor from this . . . unprecedented situation."
Id., at 4. Referring to the Senate debates on S. 24, Mr.
Simmons noted

"that there was some objection by contractors doing
business with the Air Force to the inclusion of the GAO
under the provisions of this bill. I do not know what
basis these Air Force contractors have for their objection,
but we as general contractors are used to the GAO in our
business and their auditing staff and forms no basis for
our objection." Id., at 5.

George P. Leonard, an officer of the Wunderlich
Contracting Co., testified that because of Wunderlich
"neither the Government through the GAO, nor the
contractors through the courts, have any right to appeal
from contracting officers' decisions even though they
may be grossly erroneous." Id., at 7. He added that he
saw "no reason why anybody should object to either the
General Accounting Office or the courts passing on these
decisions of the contracting officers." Id., at 8.

Harry D. Ruddiman, who argued for Wunderlich
before the Supreme Court, submitted a prepared
statement asserting that unless H. R. 1839 was enacted, "
[**1451] not only the contractor but also the
Government, will be unable to obtain effective judicial
review of contracting officers' decisions." In his view, H.
R. 1839 "would restore to [*79] the courts an effective
review of determinations made by contracting officers."
Id., at 12. Although, in light of the Senate reports on
amended S. 2487 and S. 24, Mr. Ruddiman discounted
"fears . . . that the reference to the General Accounting
Office in S. 24 would give it powers with respect to the
review of payments under Government contracts beyond
those which it already possesses," he suggested in his
statement that "any doubt on the matter . . . can very
easily be removed by striking out the words 'the General
Accounting Office or'" in H. R. 1839. Id., at 13. In his
testimony, however, Mr. Ruddiman expressed
reservations about removing GAO from the bill.

"Lastly, I would like to deal with an objection which
has been raised to including the General Accounting
Office in the provisions of this bill. I don't know just
exactly what the basis of the objection is, but in my
opinion, any fears along that line are groundless. As I see
it, the General Accounting Office, as a matter of practice,
in reviewing contracts and change orders for purposes of
payment, is always going to apply the standards of review
that are granted to the courts. That has been their practice
before the Wunderlich decision. They figured if there
was good reason to doubt the finality of the decision, the
matter ought to be referred to the [***706] courts. I
think that is all that would be done by the language of
this bill.

"At one time I thought there would probably be no
objection to striking out the reference to the General
Accounting Office as mentioned in S. 24 or H. R. 1839. I
felt that even if you had no reference, the General
Accounting Office would still exercise that same
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jurisdiction. However, in view of the fact that the Senate
has already passed a bill which has included a reference
to the General Accounting [*80] Office, I think it would
be dangerous now to eliminate the General Accounting
Office from the provisions of this bill. It might be
misconstrued as taking away this jurisdiction from the
General Accounting Office." Id., at 16.

Representative Graham, a committee member,
replied that it was "needless to refer to" GAO anyway.
Ibid. Mr. Ruddiman, however, adhered to his view in a
letter to the Subcommittee the following day.

"I feel that if the bill, as passed by the Senate, had
contained no reference to the General Accounting Office,
and the House of Representatives had passed such a bill
without amendment, the General Accounting Office as a
practical matter would, in reviewing payments under
Government contracts and change orders, employ these
same standards of review that are granted by the bill to
the courts. Thus, if the General Accounting Office was
confronted with an administrative decision which it
thought would be set aside by the courts, it would refuse
to make payment and throw the matter into court.
However, since the Senate, in passing S. 24, has
expressly included the General Accounting Office in the
bill, some doubt as to the General Accounting Office
jurisdiction might arise if the House of Representatives
should then strike out all reference to the General
Accounting Office. There would then be the possibility
that this action would be construed as limiting review by
the General Accounting Office to the ineffective ground
of fraudulent intent prescribed by the Wunderlich
decision. It is therefore my suggestion that the bill be
passed without change in the language employed by the
Senate." Id., at 17.

Alan Johnstone, the final witness of the day, likewise
[*81] urged that GAO be left in H. R. 1839. Id., at 18.
He said that "this bill would throw wide the [**1452]
portals of the courts of justice to anyone, including the
Government, which has a grievance," and, referring, as
had Senator McCarran, to Leeds & Northrup Co. v.
United States, 101 F.Supp. 999 (ED Pa. 1951), in which
a contractor successfully asserted a Wunderlich defense,
he said "that what is sauce for the goose is sauce for the
gander." Id., at 19.

Opposition to H. R. 1839 was also becoming
apparent. Among the letters sent to the Committee, id., at

22-30, all calling for legislation to protect the rights of
contractors, was one urging deletion of the reference to
GAO because "the effect of the provision is to set up the
General Accounting Office as a 'court of claims.' . . . An
agency of the legislative branch . . . should not be used to
perform functions intended for the judicial branch." Id., at
26.

Shortly before the hearings resumed in January 1954,
the Comptroller General wrote the Chairman of the
Committee about H. R. 1839. [***707] He noted that
"there was considerable opposition to the bill from some
quarters . . . on the basis . . . that the General Accounting
Office should not be given express authority by statute to
review and overrule the determinations of administrative
officials." Id., at 135. He responded that GAO "has not
asked for authority which it did not have before the
decision in the Wunderlich case," and he referred to the
statement in the Senate reports that the bill would not
affect GAO's jurisdiction. Nevertheless, he then
presented a substitute bill, to which he said there would
be little or no opposition by industry groups and
administrative agencies. He stated that "this substitute
language will accomplish what we have been striving for
all along and will place the General Accounting Office in
[*82] precisely the same situation it was in before"
Wunderlich. Id., at 136. GAO's proposed bill provided:

"That no provision of any contract entered into by
the United States, relating to the finality or
conclusiveness of any decision of the head of any
department or agency or his duly authorized
representative or board in a dispute involving a question
arising under such contract, shall be pleaded as limiting
judicial review of any such decision to cases where fraud
by such official or his said representative or board is
alleged: Provided, however, that any such decision shall
be final and conclusive unless the same is fraudulent or
capricious or arbitrary or so grossly erroneous as
necessarily to imply bad faith, or is not supported by
substantial evidence. . . ." Ibid.

With the addition of the words "in any suit now filed
or to be filed," added to deal with retroactivity problems,
see, e. g., id., at 48, 82, GAO's bill eventually was
enacted as the Wunderlich Act.

In commenting upon GAO's bill, E. L. Fisher, GAO's
general counsel, reiterated much of the testimony of the
Assistant Comptroller General, Mr. Yates, at the Senate
hearing. Mr. Fisher, as had Mr. Yates, stressed that the
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Wunderlich "rule works both ways. A deciding
administrative official can make decisions adverse to the
Government as well as to contractors." Id., at 38. Mr.
Fisher, in language virtually identical to that earlier used
by Mr. Yates, urged passage of either H. R. 1839 or
GAO's proposed substitute because they

"would permit [administrative officers] to make
determinations on questions of fact which would have
final effect if the decisions were not found by the General
Accounting Office or the courts to be fraudulent,
arbitrary, capricious, and so forth. Such a law not only
would protect a contractor from fraudulent, [*83]
arbitrary or capricious action by giving him, in addition
to resort to the courts, a further administrative remedy
before the General Accounting Office, and would also
provide a protection, through the General Accounting
Office, against decisions adverse to the interests of
[**1453] the United States. Certainly the rights of
contract[ors] and the Government to review or appeal
should be coextensive." Id., at 39.

The associate general counsel of the General
Services Administration, J. H. Macomber, Jr., similarly
emphasized the need to protect the Government's
interests, stating "that there should be some provision in
the legislation, if not an explicit provision at least by
appropriate wording with respect to the [***708]
judicial review portion, that will insure an opportunity to
protect the Government against excessive generosity,
against decisions of the contracting officer adverse to the
Government." Id., at 59. Mr. Macomber suggested that

"there might be some doubt under the wording of H.
R. 6946 . . . where specific reference is made to a finding
by the court[,] as to whether the General Accounting
Office could seek a court review by a setoff or by
applying to the Department of Justice for recovery in a
case where they felt that the action of the contracting
officer was grossly erroneous as against the Government.
I think that the language suggested by the Comptroller
General's revision gets away from that difficulty." Ibid.

Mr. Simmons, a contractor who had supported H. R.
1839 at the initial hearing, appeared again to support
GAO's substitute bill on the ground that it "was prepared
to meet objections of certain industries against giving the
General Accounting Office express statutory authority to
review administrative decisions under the disputes [*84]
clause, and is designed to give the General Accounting
Office no more authority in this connection than it had

before the Wunderlich decision." Id., at 76.

Many other witnesses supported GAO's substitute
bill on essentially the same grounds. E. g., id., at 52-56,
77-88, 91-95, 101-104, 123-124. Louis F. Dahling,
associate counsel for the Automobile Manufacturers
Association, asserted that H. R. 1839 would "make the
General Accounting Office another Court of Claims" and
thus deprive contractors of their day in court.

"Now, it does not appear from the language in that
bill that there would be any appeal from a decision of the
General Accounting Office, and that office will in all
probability make the first review of any disputes clause
decision. If that agency should decide that the decision
was not supported by substantial evidence, it would
appear that the contractor would have no redress.
Furthermore, the General Accounting Office is a part of
the legislative department of the Government. . . . If this
agency is made another Court of Claims, in a sense it
becomes a judge and jury and a prosecutor." Id., at 97.

Mr. Dahling therefore supported GAO's bill because
it did "not grant judicial power to the General Accounting
Office." Id., at 98. Charles Maechling, Jr., a
representative of the Radio-Electronics-Television
Manufacturers Association, echoed this view.

"Under S. 24, however, the scope and powers of the
General Accounting Office are vastly enlarged, and this
agency of the Government, which has heretofore
exercised principally investigatory and audit functions,
becomes clothed with powers of a judicial nature. S. 24
appears to set up the General Accounting Office as a third
administrative tier of review in Government contract
disputes." Id., at 105.

[*85] Similarly, the American Merchant Marine
Institute submitted a statement objecting to H. R. 1839

"in so far as it establishes the General Accounting
Office as a sort of intermediate or 'floating' court and
vests it with express statutory authority to set aside [an
administrative] decision merely because its
administrative officers in their opinion consider the
decision not to be supported by substantial evidence. On
the other hand, we fully agree that a decision of a
contracting [***709] [**1454] officer or, upon appeal,
of the head of the contracting agency, should be subject
to judicial review and reversal by the courts. . . . This
judicial function, however, should not be shared with or
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otherwise vested in the General Accounting Office. . . .
The literal effect of S. 24 appears to be that once the
General Accounting Office may have found the decision
to be not supported by substantial evidence, it may not
thereafter be pleaded in court either by the contracting
party or the Government as limiting the scope of judicial
review to that provided for by the disputes clause." Id., at
122.

Opposition to H. R. 1839, then, was premised on the
fear that its reference to GAO might deprive contractors
of any recourse to the courts. That judicial review was
the contractors' sole concern is also clear from the
position taken by the Associated General Contractors, id.,
at 61-75, which supported H. R. 1839 on the ground that
it would restore to contractors "the fundamental right of
judicial review of disputes arising under Government
contracts." Id., at 62.

That deletion of the reference to GAO was not
understood as denying judicial review to the Government
becomes evident from an examination of Representative
Willis' testimony about his bill, H. R. 6946, which was
identical to H. R. 1839 except that it omitted the words
"the General Accounting Office or." Id., at 31. He
testified [*86] that the "Wunderlich decision could react
and has reacted unfavorably to the Government where the
Government felt it was the aggrieved party." Id., at 32.
The following colloquy then occurred:

"Mr. HYDE. The only question that occurred to me
was that you mentioned there might be a time when the
Government was the aggrieved party. With the present
procedure, the Government is not likely to be the
aggrieved party?

"Mr. WILLIS. It could be. It could very well be,
because here you are dealing with fraud, and the court
says that in order to have relief one must be guilty of
fraud. Now, a contracting officer who hands down a
decision against the Government can very adversely
affect the Government itself, and the Government some
of these days might find a decision very much against
itself. The decision works both ways, in that there is no
appeal either way from the holding of the contracting
officer unless a showing of fraud is made, and the
Government itself might be caught some of these days
under this Wunderlich decision. I know of one case
when the court so ruled.

. . . .

"Mr. HYDE. If the contracting officer makes a
finding, under what circumstances would the
Government be the one to take an appeal or want to take
an appeal? Who would be the one in the Government to
say, 'We are going to take an appeal'?

"Mr. WILLIS. I imagine the General Accounting
Office would be interested, and the Department of Justice
and the Department of Defense. Suppose a dispute arises
. . . and then on matters of fact the contracting officer
holds one way. Then neither side has recourse unless
there is a showing that the [*87] contracting officer was
dishonest, was guilty of fraud, or intended to cheat
someone." Id., at 33-34.

[***710] This testimony is significant also in light
of the later testimony of Franklin M. Schultz, a former
law professor who had written about the problems created
by the Wunderlich decision. Mr. Schultz expressed
concern that GAO's substitute bill did "not say
specifically that an appeal can be taken by an aggrieved
contractor." A committee member then asked whether the
language of GAO's bill did "not necessarily include both
parties." Id., at 110. The following colloquy ensued:

"Mr. SCHULTZ. Yes, and that is exactly my point. .
. . Several [**1455] years from now, if the Comptroller
General decides . . . that a contracting officer's decision is
not supported by substantial evidence, he could refuse
payment, and in a court action he could say that this bill
means that it is a two-way street, not only may the
contractor upset the contracting officer for not having
substantial evidence behind the decision, but in the case
where the contracting officer makes a decision favorable
to the contractor the GAO has similar upsetting power. . .
.

. . . .

"Mr. WILLIS. This judicial review referred to in
that passage there referring to a review by GAO, when
GAO has been left out deliberately as compared to S. 24?

"Mr. SCHULTZ. Well, that is persuasive, sir, but
you do have the testimony of Mr. Fisher, sponsoring
[GAO's] bill . . . saying that the rights of contractors and
the Government to appeal should be coextensive. . . ." Id.,
at 110-111.

Mr. Schultz went on to say, what was implicit in the
above colloquy, that his objection was not to judicial
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[*88] review for the Government, which he recognized
would be available, but to judicial review for either the
Government or contractors on the basis of the
"substantial evidence" test. He indicated that his "own
preference would be for the language of [GAO's] bill
without the phrase 'substantial evidence,'" id., at 113, and
in a subsequent letter to the Subcommittee he again
suggested that neither the Government nor contractors
should be permitted to rely upon that standard to upset an
administrative decision, id., at 118-119.

The Subcommittee was presented with, but took no
action upon, a bill proposed by the American Bar
Association that would have expressly limited the right of
judicial review to contractors. Id., at 89. Instead, the
Committee reported out the bill that is now the
Wunderlich Act. H. R. Rep. No. 1380, 83d Cong., 2d
Sess. (1954). The report stated:

"The purpose of the proposed legislation . . . is to
overcome the effect of the Supreme Court decision . . .
under which the decisions of Government officers
rendered pursuant to the standard disputes clauses in
Government contracts are held to be final absent fraud on
the part of such Government officers.

". . . The proposed legislation also prescribes fair and
uniform standards for the judicial review of such
administrative decisions in the light of the reasonable
requirements of the various Government departments and
agencies, of the General Accounting Office and of
Government contractors." Id., at 1-2.

The report also discussed the effect of the legislation
on GAO, in much the same terms as had the prior Senate
reports.

"The proposed legislation, as amended, will not add
to, narrow, restrict, [***711] or change in any way the
present [*89] jurisdiction of the General Accounting
Office either in the course of a settlement or upon audit,
and the language used is not intended either to change the
jurisdiction of the General Accounting Office or to grant
any new jurisdiction, but simply to recognize the
jurisdiction which the General Accounting Office already
has.

"The elimination of the specific mention of the
General Accounting Office from the provisions of the bill
as amended should not be construed as taking away any
of the jurisdiction of that Office. It is intended that the

General Accounting Office, as was its practice, in
reviewing a contract and change orders for the purpose of
payment, shall apply the standards of review that are
granted to the courts under this bill. At the same time
there is no intention of setting up the General Accounting
Office as a 'court of claims.' Nor should the elimination
of the specific mention of the General Accounting Office
in the bill be construed [**1456] as limiting its review
to the fraudulent intent standard prescribed by the
Wunderlich decision." Id., at 6-7.

Representative Graham stated on the floor of the
House that the Comptroller General had approved the
bill, and the House passed it without debate. 100 Cong.
Rec. 5510. When the bill came to the Senate, Senator
McCarran explained that

"The purpose of the proposed legislation is to
overcome the inequitable effect, under the decision of the
Supreme Court in the Wunderlich case, of language in
Government contracts which makes the decision of the
contracting officer or the head of the agency final, with
respect to questions of fact. To put it another way, the
objective of this bill is to preserve the right of review by
the courts in cases [*90] involving action by a
contracting officer which is arbitrary, capricious,
fraudulent, or so grossly erroneous as necessarily to
imply bad faith.

"The language of the House bill, while quite
different from the language approved in the Senate, is
designed to accomplish the same purpose. It is my
understanding the Department of Justice takes the view
that the House language will accomplish the same
purpose as the Senate language. It is my further
understanding that the Comptroller General of the United
States has expressed complete satisfaction with the House
language, and has declared that in his opinion it will
accomplish the purposes sought to be served by the
Senate language." Id., at 5717.

After Senator McCarran further assured the Senate
that GAO was "satisfied with the language in the House
bill" and that "otherwise [he] would not care to go along,"
ibid., a final colloquy occurred:

"Mr. THYE. As I understand, the bill was passed by
the Senate, and a similar bill was passed by the House.
The only question involved is a modification of the
language in the Senate bill, and the two bills agree in
their effect, so to speak?

Page 313



"Mr. McCARRAN. That is correct.

"Mr. THYE. There is nothing else of a legislative
nature involved. Is that correct?

"Mr. MCCARRAN. That is correct." Id., at 5718.

The Senate then passed the bill. Ibid.
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CASE SUMMARY:

PROCEDURAL POSTURE: Petitioner alleged patent
infringer sought certiorari review of a judgment of the
United States Court of Appeals for the Seventh Circuit,
which affirmed a district court judgment dismissing an
infringement complaint filed by respondent patent holder
and dismissing the alleged infringer's counterclaim
alleging fraudulent procurement of a patent pursuant to §
2 of the Sherman Act, 15 U.S.C.S. § 2.
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OVERVIEW: The holder filed a suit for infringement of
a patent on a diffuser used in aeration equipment for
sewage treatment systems. The alleged infringer filed a
counterclaim for a declaratory judgment that the patent
was invalid. Upon the patent's expiration, the holder filed
a motion to dismiss its suit, which was granted by the
trial court, but the alleged infringer amended its
counterclaim to charge that the holder had illegally
monopolized commerce by fraudulently and in bad faith
obtaining and maintaining its patent. The dismissal was
affirmed on appeal. On certiorari, the United States
Supreme Court held that the enforcement of a patent
procured by fraud on the Patent Office could be violative
of § 2 of the Sherman Act provided that the other
elements necessary to a § 2 case were present. In such
event, the treble damage provisions of § 4 of the Clayton
Act, 15 U.S.C.S. § 15, would be available to an injured
party. The Court noted that permitting recovery of treble
damages for the fraudulent procurement of a patent
coupled with violations of § 2 of the Sherman Act was
warranted under long-recognized procedures allowing
injured parties to attack the misuse of patent rights.

OUTCOME: The Court reversed the appellate judgment
and remanded the case for further proceedings.

CORE TERMS: patent, Sherman Act, counterclaim,
procurement, fraudulent, Clayton Act, antitrust laws,
infringement, monopoly, treble damages,
monopolization, procured, injured party, monopolize,
practiced, commerce, patentee, patent rights, declaratory
judgment, relevant market, per se, counterclaimed,
treble-damage, antitrust, annulment, vexatious, invention,
annul, bad faith, damage suffered

LexisNexis(R) Headnotes

Antitrust & Trade Law > Sherman Act > General
Overview
[HN1] See 15 U.S.C.S. § 2.

Antitrust & Trade Law > Clayton Act > General
Overview
[HN2] See 15 U.S.C.S. § 15.

Civil Procedure > Pleading & Practice > Pleadings >

Counterclaims > General Overview
Patent Law > Inequitable Conduct > Anticompetitive
Conduct
Patent Law > Infringement Actions > General Overview
[HN3] The enforcement of a patent procured by fraud on
the Patent Office may be violative of § 2 of the Sherman
Act, 15 U.S.C.S. § 2, provided the other elements
necessary to a § 2 case are present. In such event the
treble damage provisions of § 4 of the Clayton Act, 15
U.S.C.S. § 15, would be available to an injured party.

Patent Law > Infringement Actions > Defenses > Patent
Invalidity > Grounds
Patent Law > Remedies > Collateral Assessments >
Increased Damages
Patent Law > Remedies > Declaratory Relief
[HN4] A person sued for infringement may challenge the
validity of the patent on various grounds, including
fraudulent procurement. In fact, one need not await the
filing of a threatened suit by the patentee; the validity of
the patent may be tested under the Declaratory Judgment
Act, 28 U.S.C.S. § 2201. At the same time, an injured
party may attack the misuse of patent rights. To permit
recovery of treble damages for the fraudulent
procurement of the patent coupled with violations of 15
U.S.C.S. § 2 accords with these long-recognized
procedures.

Antitrust & Trade Law > Market Definition > Relevant
Market
Antitrust & Trade Law > Monopolization > Attempts to
Monopolize > Sherman Act
Patent Law > Inequitable Conduct > General Overview
[HN5] To establish monopolization or attempt to
monopolize a part of trade or commerce under § 2 of the
Sherman Act, 15 U.S.C.S. § 2, it is necessary to appraise
the exclusionary power of an illegal patent claim in terms
of the relevant market for the product involved.

SUMMARY:

The defendant in a patent infringement suit filed a
counterclaim charging that the plaintiff, in violation of 2
of the Sherman Act, had illegally monopolized interstate
and foreign commerce by fraudulently and in bad faith
obtaining and maintaining its patent well knowing that it
had no basis for a patent; and the defendant sought
recovery of treble damages under 4 of the Clayton Act on
the ground that the existence of the plaintiff's patent had

Page 315



deprived the defendant of business that it would
otherwise have enjoyed. The District Court for the
Northern District of Illinois, in addition to granting the
plaintiff's motion to dismiss its complaint with prejudice
because the patent had expired, also dismissed the
defendant's counterclaim. The Court of Appeals for the
Seventh Circuit affirmed, holding that the defendant's
counterclaim failed to state a claim upon which relief
could be granted. (335 F2d 315.)

On certiorari, the United States Supreme Court
reversed and remanded the case. In an opinion by Clark,
J., expressing the unanimous view of the Court, it was
held that even though the United States is the only party
who has statutory authority to bring suit for cancellation
or annulment of a patent, the enforcement of a
fraudulently procured patent may be violative of 2 of the
Sherman Act and may give rise to an action by a private
party for treble damages under 4 of the Clayton Act if the
other elements of a 2 violation are present; and the case
was remanded with instructions that the defendant be
given the opportunity to make its 2 claims more specific,
to prove the alleged fraud, and to establish the necessary
elements of the asserted 2 violation, including the
relevant market for the patented product.

Harlan, J., concurring in a separate opinion, joined
the Court's opinion.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

MONOPOLIES §55

patents -- fraudulent procurement -- damages --

Headnote:[1]

The enforcement of a patent procured by fraud on the
Patent Office is violative of 2 of the Sherman Act ( 15
USC 2), involving monopolization and attempted
monopolization, and constitutes a basis for an injured
party's action for treble damages under 4 of the Clayton
Act ( 15 USC 15), if the other elements of a 2 violation
are present.

[***LEdHN2]

PLEADING §104

motion to dismiss --

Headnote:[2]

On a motion to dismiss, the factual allegations of a
pleading setting forth a counterclaim are taken as true.

[***LEdHN3]

PATENTS §361

MONOPOLIES §55

fraudulently procured patent -- antitrust violation --

Headnote:[3]

In a patent infringement suit, a counterclaim which
does not directly seek the annulment of the patent, but
which alleges an antitrust violation committed by means
of enforcement of a fraudulently procured patent, is not
barred by the rule that only the United States, and not a
private party, may sue to cancel or annul a patent.

[***LEdHN4]

PATENTS §346

defenses -- fraud --

Headnote:[4]

A person sued for patent infringement may challenge
the validity of the patent on the ground of fraudulent
procurement.

[***LEdHN5]

JUDGMENT §4

PATENTS §359

validity of patent --

Headnote:[5]

The validity of a patent may be tested under the
Federal Declaratory Judgment Act ( 28 USC 2201).

[***LEdHN6]

PATENTS §240

misuse --

Headnote:[6]
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An injured party may attack the misuse of patent
rights.

[***LEdHN7]

MONOPOLIES §55

fraudulent procurement of patent --

Headnote:[7A][7B]

Proof that a person obtained a patent by knowingly
and wilfully misrepresenting facts to the Patent Office is
sufficient to strip the person, or an assignee who
maintains and enforces the patent with knowledge of its
infirmity, of exemption from the antitrust laws.

[***LEdHN8]

MONOPOLIES §55

fraudulently procured patent -- defense of good faith
--

Headnote:[8]

Good faith, including so-called "technical fraud"
consisting of an honest mistake as to the effect of prior
installation upon patentability, is a complete defense
against a claim alleging that the antitrust laws have been
violated by means of enforcement of a fraudulently
procured patent.

[***LEdHN9]

MONOPOLIES §55

fraudulently procured patent -- relevant market --

Headnote:[9]

To establish that the enforcement of a fraudulently
procured patent constitutes monopolization or attempted
monopolization in violation of 2 of the Sherman Act ( 15
USC 2), it is necessary to define the relevant market for
the patented product and to appraise the exclusionary
power of the illegal patent claim in terms of the relevant
market.

[***LEdHN10]

MONOPOLIES §55

fraudulently procured patent -- per se illegality --

Headnote:[10]

The area of per se illegality being carefully limited
under 2 of the Sherman Act ( 15 USC 2), involving
monopolization and attempted monopolization, an issue
as to whether 2 has been violated by enforcement of a
fraudulently procured patent is premature and will not be
decided where there have been bare pleadings and no
examination of market effect and economic
consequences.

[***LEdHN11]

ERROR §1694

remand for amendment of counterclaim --

Headnote:[11]

Even though the defendant in a patent infringement
suit has not fully or clearly articulated his treble-damage
counterclaim alleging that the plaintiff has enforced a
fraudulently procured patent in violation of 2 of the
Sherman Act ( 15 USC 2), involving monopolization and
attempted monopolization, the case will be remanded to
afford the defendant an opportunity to make his
counterclaim more specific, where the trial court
dismissed the counterclaim on the erroneous ground that
the United States alone could raise the issue of fraudulent
procurement of a patent, and not because the defendant
had failed to allege sufficient facts to establish a cause of
action under the antitrust laws.

SYLLABUS

Petitioner, in answer to respondent's suit for patent
infringement, denied the infringement and
counterclaimed for a declaratory judgment holding the
patent invalid. After discovery proceedings, respondent
moved to dismiss its complaint because the patent had
expired. Petitioner then amended its counterclaim to
charge that respondent had illegally monopolized
commerce by having fraudulently and in bad faith
obtained and maintained the patent in violation of the
antitrust laws, and sought treble damages. The District
Court dismissed the complaint and the counterclaim and
the Court of Appeals affirmed. Held: The enforcement of
a patent procured by fraud on the Patent Office may
violate § 2 of the Sherman Act, provided all other
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elements to establish a § 2 monopolization charge are
proved, in which event the treble-damage provisions of §
4 of the Clayton Act would be available to the injured
party. Pp. 175-178.

(a) Petitioner is not barred by the rule that only the
United States may sue to cancel a patent since by its
counterclaim under the Clayton Act it does not directly
seek the patent's annulment. Pp. 175-176.

(b) In these circumstances rights under the antitrust
laws outweigh the protection of patentees from vexatious
suits. P. 176.

(c) The recovery of treble damages for the fraudulent
procurement of a patent coupled with violations of § 2 of
the Sherman Act accords with long-recognized
procedures whereby an injured party may attack the
misuse of patent rights. Pp. 176-177.

(d) Proof of intentional fraud in obtaining the patent
would deprive respondent of its exemption from the
antitrust laws, while its good faith would furnish a
complete defense. P. 177.

(e) The case is remanded to the trial court to allow
petitioner to clarify and offer proof on the alleged
violations of § 2. P. 178.

COUNSEL: Charles J. Merriam argued the cause for
petitioner. With him on the briefs were Edward A.
Haight and Louis Robertson.

Sheldon O. Collen argued the cause for respondent. With
him on the brief were R. Howard Goldsmith, Charles W.
Ryan and Lloyd C. Hartman.

Daniel M. Friedman argued the cause for the United
States, as amicus curiae, urging reversal. On the brief
were Assistant Attorney General Orrick and Robert B.
Hummel.

JUDGES: Warren, Black, Douglas, Clark, Harlan,
Brennan, Stewart, White, Fortas

OPINION BY: CLARK

OPINION

[*173] [***249] [**348] MR. JUSTICE CLARK
delivered the opinion of the Court.

The question before us is whether the maintenance
and enforcement of a patent obtained by fraud on the
Patent Office may be the basis of an action under § 2 of
the Sherman Act, 1 and therefore subject to a treble
damage claim by an injured party under § 4 of the
Clayton Act. 2 The respondent, Food Machinery &
Chemical Corp. (hereafter Food Machinery), filed this
suit for infringement of its patent No. 2,328,655 covering
knee-action swing diffusers used in aeration equipment
for sewage treatment systems. 3 Petitioner, Walker
Process Equipment, [*174] Inc. (hereafter Walker),
denied the infringement and counterclaimed for a
declaratory judgment that the patent was invalid. After
discovery, Food Machinery moved to dismiss its
complaint with prejudice because the patent had expired.
Walker then amended its counterclaim to charge that
Food Machinery had "illegally monopolized interstate
and foreign commerce by fraudulently [**349] and in
bad faith obtaining and maintaining . . . its patent . . . well
knowing that it had no basis for . . . a patent." It alleged
fraud on the basis that Food Machinery had sworn before
the Patent Office that it neither knew nor believed that its
invention had been in public use in the United States for
more than one year prior to filing its patent application
when, in fact, Food Machinery was a party to prior use
within such time. The counterclaim further asserted that
the existence of the patent had deprived Walker of
business that it would have otherwise enjoyed. Walker
prayed that Food Machinery's conduct be declared a
violation of the antitrust laws and sought recovery of
treble damages.

1 26 Stat. 209, 15 U. S. C. § 2 (1964 ed.):

[HN1] "Every person who shall monopolize,
or attempt to monopolize, or combine or conspire
with any other person or persons, to monopolize
any part of the trade or commerce among the
several States, or with foreign nations, shall be
deemed guilty of a misdemeanor . . . ."
2 38 Stat. 731, 15 U. S. C. § 15 (1964 ed.):

[HN2] "Any person who shall be injured in
his business or property by reason of anything
forbidden in the antitrust laws may sue therefor in
any district court of the United States in the
district in which the defendant resides or is found
or has an agent, without respect to the amount in
controversy, and shall recover threefold the
damages by him sustained, and the cost of suit,
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including a reasonable attorney's fee."
3 The patent in question was issued in the name
of the inventor, Lannert. But he had previously
assigned the patent rights to his employer,
Chicago Pump Company, a division of Food
Machinery.

[***LEdHR1] [1]The District Court granted Food
Machinery's motion and dismissed its infringement
complaint along with Walker's amended counterclaim,
without leave to amend and with prejudice. The Court of
Appeals for the Seventh Circuit affirmed, 335 F.2d 315.
We granted certiorari, 379 U.S. 957.We have concluded
that [HN3] the enforcement of a patent procured by fraud
on the Patent Office may be violative of § 2 of the
[***250] Sherman Act provided the other elements
necessary to a § 2 case are present. In such event the
treble damage provisions of § 4 of the Clayton Act would
be available to an injured party.

I.

[***LEdHR2] [2]As the case reaches us, the allegations
of the counterclaim, as to the fraud practiced upon the
Government by Food Machinery as well as the resulting
damage suffered [*175] by Walker, are taken as true. 4

We, therefore, move immediately to a consideration of
the legal issues presented.

4 See, e. g., United States v. New Wrinkle, Inc.,
342 U.S. 371, 376 (1952).

Both Walker and the United States, which appears as
amicus curiae, argue that if Food Machinery obtained its
patent by fraud and thereafter used the patent to exclude
Walker from the market through "threats of suit" and
prosecution of this infringement suit, such proof would
establish a prima facie violation of § 2 of the Sherman
Act. On the other hand, Food Machinery says that a
patent monopoly and a Sherman Act monopolization
cannot be equated; the removal of the protection of a
patent grant because of fraudulent procurement does not
automatically result in a § 2 offense. Both lower courts
seem to have concluded that proof of fraudulent
procurement may be used to bar recovery for
infringement, Precision Instrument Mfg. Co. v.
Automotive Maintenance Machinery Co., 324 U.S. 806
(1945), but not to establish invalidity. As the Court of
Appeals expressed the proposition, "only the government

may 'annul or set aside' a patent," citing Mowry v.
Whitney, 14 Wall. 434 (1872). It went on to state that no
case had "decided, or hinted that fraud on the Patent
Office may be turned to use in an original affirmative
action, instead of as an equitable defense. . . . Since
Walker admits that its anti-trust theory depends on its
ability to prove fraud on the Patent Office, it follows that
. . . Walker's second amended counterclaim failed to state
a claim upon which relief could be granted." 335 F.2d, at
316.

II.

[***LEdHR3] [3]We have concluded, first, that
Walker's action is not barred by the rule that only the
United States may sue to cancel or annul a patent. It is
true that there is no [*176] statutory authority for a
private annulment suit and the invocation of the equitable
powers of the court might often subject a patentee "to
innumerable vexatious suits to set aside his patent."
Mowry, supra, at 441. [**350] But neither reason applies
here. Walker counterclaimed under the Clayton Act, not
the patent laws. While one of its elements is the
fraudulent procurement of a patent, the action does not
directly seek the patent's annulment. The gist of Walker's
claim is that since Food Machinery obtained its patent by
fraud it cannot enjoy the limited exception to the
prohibitions of § 2 of the Sherman Act, but must answer
under that section and § 4 of the Clayton Act in treble
damages to those injured by any monopolistic action
taken under the fraudulent patent claim. Nor can the
interest in protecting patentees from "innumerable
vexatious suits" be used to frustrate the assertion of rights
conferred by the antitrust laws. It must be remembered
that we deal only with a special class of patents, i. e.,
those procured by intentional fraud.

[***LEdHR4] [4] [***LEdHR5] [5] [***LEdHR6]
[6]Under the decisions of this [***251] Court [HN4] a
person sued for infringement may challenge the validity
of the patent on various grounds, including fraudulent
procurement. E. g., Precision Instrument Mfg. Co. v.
Automotive Maintenance Machinery Co., 324 U.S. 806
(1945); Hazel-Atlas Co. v. Hartford-Empire Co., 322
U.S. 238 (1944); Keystone Driller Co. v. General
Excavator Co., 290 U.S. 240 (1933). In fact, one need not
await the filing of a threatened suit by the patentee; the
validity of the patent may be tested under the Declaratory
Judgment Act, 28 U. S. C. § 2201 (1964 ed.). See
Kerotest Mfg. Co. v. C-O Two Fire Equipment Co., 342
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U.S. 180, 185 (1952). At the same time, we have
recognized that an injured party may attack the misuse of
patent rights. See, e. g., Mercoid Corp. v. Mid-Continent
Investment Co., 320 U.S. 661 (1944). To permit recovery
of treble damages for the fraudulent procurement of the
patent [*177] coupled with violations of § 2 accords
with these long-recognized procedures. It would also
promote the purposes so well expressed in Precision
Instrument, supra, at 816:

"A patent by its very nature is affected with a public
interest. . . . [It] is an exception to the general rule
against monopolies and to the right to access to a free and
open market. The far-reaching social and economic
consequences of a patent, therefore, give the public a
paramount interest in seeing that patent monopolies
spring from backgrounds free from fraud or other
inequitable conduct and that such monopolies are kept
within their legitimate scope."

III.

[***LEdHR7A] [7A] [***LEdHR8] [8] Walker's
counterclaim alleged that Food Machinery obtained the
patent by knowingly and willfully misrepresenting facts
to the Patent Office. Proof of this assertion would be
sufficient to strip Food Machinery of its exemption from
the antitrust laws. 5 By the same token, Food Machinery's
good faith would furnish a complete defense. This
includes an honest mistake as to the effect of prior
installation upon patentability -- so-called "technical
fraud."

[***LEdHR7B] [7B]

5 This conclusion applies with equal force to an
assignee who maintains and enforces the patent
with knowledge of the patent's infirmity.

[***LEdHR9] [9][HN5] To establish
monopolization or attempt to monopolize a part of trade
or commerce under § 2 of the Sherman Act, it would then
be necessary to appraise the exclusionary power of the
illegal patent claim in terms of the relevant market for the
product involved. Without a definition of that market
there is no way to measure Food Machinery's ability to
lessen or destroy competition. It may be that the device
-- knee-action swing diffusers -- used [*178] in sewage
treatment systems does not comprise a relevant market.
There may be effective substitutes [**351] for the
device which do not infringe the patent. This is a matter

of proof, as is the amount of damages suffered by
Walker.

[***LEdHR10] [10]As respondent points out, Walker
has not clearly articulated its claim. It appears to be
based on a concept of per se illegality under § 2 of the
Sherman Act. But in these circumstances, the issue is
premature. As the Court summarized in White Motor Co.
v. United States, 372 U.S. 253 [***252] (1963), the
area of per se illegality is carefully limited. We are
reluctant to extend it on the bare pleadings and absent
examination of market effect and economic
consequences.

[***LEdHR11] [11]However, even though the per
se claim fails at this stage of litigation, we believe that the
case should be remanded for Walker to clarify the
asserted violations of § 2 and to offer proof thereon. The
trial court dismissed its suit not because Walker failed to
allege the relevant market, the dominance of the patented
device therein, and the injurious consequences to Walker
of the patent's enforcement, but rather on the ground that
the United States alone may "annul or set aside" a patent
for fraud in procurement. The trial court has not analyzed
any economic data. Indeed, no such proof has yet been
offered because of the disposition below. In view of
these considerations, as well as the novelty of the claim
asserted and the paucity of guidelines available in the
decided cases, this deficiency cannot be deemed crucial.
Fairness requires that on remand Walker have the
opportunity to make its § 2 claims more specific, to prove
the alleged fraud, and to establish the necessary elements
of the asserted § 2 violation.

Reversed and remanded.

CONCUR BY: HARLAN

CONCUR

[*179] MR. JUSTICE HARLAN, concurring.

I join the Court's opinion. I deem it appropriate,
however, to add a few comments to what my Brother
CLARK has written because the issue decided is one of
first impression and to allay possible misapprehension as
to the possible reach of this decision.

We hold today that a treble-damage action for
monopolization which, but for the existence of a patent,
would be violative of § 2 of the Sherman Act may be
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maintained under § 4 of the Clayton Act if two conditions
are satisfied: (1) the relevant patent is shown to have been
procured by knowing and willful fraud practiced by the
defendant on the Patent Office or, if the defendant was
not the original patent applicant, he had been enforcing
the patent with knowledge of the fraudulent manner in
which it was obtained; and (2) all the elements otherwise
necessary to establish a § 2 monopolization charge are
proved. Conversely, such a private cause of action would
not be made out if the plaintiff: (1) showed no more than
invalidity of the patent arising, for example, from a
judicial finding of "obviousness," or from other factors
sometimes compendiously referred to as "technical
fraud"; or (2) showed fraudulent procurement, but no
knowledge thereof by the defendant; or (3) failed to
prove the elements of a § 2 charge even though he has
established actual fraud in the procurement of the patent
and the defendant's knowledge of that fraud.

It is well also to recognize the rationale underlying
this decision, aimed of course at achieving a suitable
accommodation in this area between the differing policies
of the patent and antitrust laws. To hold, as we do, that
private suits may be instituted under § 4 of the Clayton
Act to recover damages for Sherman Act monopolization
knowingly practiced under the guise of a patent [*180]

procured by deliberate fraud, cannot well be thought to
impinge upon the policy of the patent laws to encourage
[***253] inventions and their disclosure. Hence, as to
this class of improper patent monopolies, antitrust
remedies should be allowed room for full play. On the
other hand, to hold, as we do not, that private antitrust
suits might also [**352] reach monopolies practiced
under patents that for one reason or another may turn out
to be voidable under one or more of the numerous
technicalities attending the issuance of a patent, might
well chill the disclosure of inventions through the
obtaining of a patent because of fear of the vexations or
punitive consequences of treble-damage suits. Hence,
this private antitrust remedy should not be deemed
available to reach § 2 monopolies carried on under a
nonfraudulently procured patent.

These contrasting factors at once serve to justify our
present holding and to mark the limits of its application.

REFERENCES
Annotation References:

Actions for threefold damages under antitrust act. 53 L ed
826.

LEXSEE 1955 U.S. LEXIS 1508

Caution
As of: Feb 04, 2008

COMMISSIONER OF INTERNAL REVENUE v. GLENSHAW GLASS CO.

No. 199

SUPREME COURT OF THE UNITED STATES

348 U.S. 426; 75 S. Ct. 473; 99 L. Ed. 483; 1955 U.S. LEXIS 1508; 55-1 U.S. Tax Cas.
(CCH) P9308; 47 A.F.T.R. (P-H) 162; 1955-1 C.B. 207

February 28, 1955, Argued
March 28, 1955, Decided

PRIOR HISTORY: CERTIORARI TO THE UNITED STATES COURT OF APPEALS FOR THE
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THIRD CIRCUIT. *

* Together with Commissioner of Internal
Revenue v. William Goldman Theatres, Inc.,
which was a separate case decided by the Court of
Appeals in the same opinion.

DISPOSITION: 211 F.2d 928, reversed.

CASE SUMMARY:

PROCEDURAL POSTURE: Petitioner Commissioner
of Internal Revenue sought review of a judgment of
United States Court of Appeals for the Third Circuit,
which affirmed a tax court judgment holding that
respondent taxpayers were not required to report their
awards of punitive damages as income under 26 U.S.C.S.
§ 22(a).

OVERVIEW: The taxpayers received punitive damages
from judgments in their favor, but they did not report the
damages as gross income. The tax court and the appellate
court concluded that they did not have to report the
damages as income under § 22(a). On certiorari, the
Court held that recovery of punitive damages was taxable
income under § 22, which determined what was taxable
gross income and which was given a broad and liberal
construction. The intention of Congress was to tax all
gains of income except those specifically exempted. In
reversing the judgment, the Court held that it was
anomalous to conclude that recovery of actual damages
was taxable, but not the additional amount extracted as
punishment for the same conduct that caused the injury.
Punitive damages were not gifts, could not be considered
a restoration of capital for taxation purposes, and did not
fit under any exemption provision of the Internal
Revenue Code.

OUTCOME: The Court reversed the appellate court's
judgment.

CORE TERMS: gross income, punitive damages,
income derived, punitive, glass, exemplary damages,
treble damages, nontaxable, simplified, settlement,
antitrust, extracted, exemption, Revenue Act, antitrust
laws, mere fact, unlawful conduct, taxable income,
different result, legislative history, personal injury, taxing
power, treble-damage, all-inclusive, re-enactment,
manufactures, classified, correspond, wrongdoers,

recipients

LexisNexis(R) Headnotes

Tax Law > Federal Income Tax Computation >
Compensation & Welfare Benefits > General Overview
Tax Law > Federal Income Tax Computation > Gross
Income (IRC sec. 61)
Tax Law > Federal Taxpayer Groups > Individuals >
Credits (IRC secs. 21-26, 30-33, 42, 48, 53)
[HN1] See 26 U.S.C.S. § 22.

Tax Law > Federal Income Tax Computation > Gross
Income (IRC sec. 61)
Tax Law > Federal Taxpayer Groups > Individuals >
Credits (IRC secs. 21-26, 30-33, 42, 48, 53)
[HN2] The United States Supreme Court has frequently
stated that the language in 26 U.S.C.S. § 22 has been used
by Congress to exert in this field the full measure of its
taxing power.

Governments > Legislation > Interpretation
Tax Law > Federal Income Tax Computation > Gross
Income (IRC sec. 61)
Tax Law > Federal Taxpayer Groups > Individuals >
Credits (IRC secs. 21-26, 30-33, 42, 48, 53)
[HN3] The United States Supreme Court has given a
liberal construction to the broad phraseology of 26
U.S.C.S. § 22 in recognition of the intention of Congress
to tax all gains except those specifically exempted. The
court cannot but ascribe content to the catchall provision
of 26 U.S.C.S. § 22 (a), "gains or profits and income
derived from any source whatever." The importance of
that phrase has been too frequently recognized since its
first appearance in the Revenue Act of 1913 to say now
that it adds nothing to the meaning of gross income.

Civil Procedure > Remedies > Damages > Punitive
Damages
Tax Law > Federal Income Tax Computation > Gross
Income (IRC sec. 61)
Torts > Damages > Punitive Damages > General
Overview
[HN4] Certainly punitive damages cannot reasonably be
classified as gifts, nor do they come under any other
exemption provision in the Internal Revenue Code. The
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United States Supreme Court would do violence to the
plain meaning of the statute and restrict a clear legislative
attempt to bring the taxing power to bear upon all receipts
constitutionally taxable were the Court to say that
payments in the form of punitive damages are not gross
income.

Civil Procedure > Remedies > Damages > Punitive
Damages
Tax Law > Federal Income Tax Computation > Gross
Income (IRC sec. 61)
Torts > Damages > Punitive Damages > General
Overview
[HN5] Damages for personal injury are by definition
compensatory only. Punitive damages, on the other hand,
cannot be considered a restoration of capital for taxation
purposes.

SUMMARY:

The question whether amounts received by taxpayers
as exemplary damages for fraud and as the punitive
two-thirds of a treble damages antitrust recovery
constituted gross income within the definition of that
term contained in 22(a) of the Internal Revenue Code of
1939 was answered in the affirmative by seven members
of the Supreme Court in an opinion by Warren, Ch. J.
The view taken by the majority was that the statutory
definition of gross income as including, inter alia, gains
and profits and income derived from any source whatever
was plain in meaning and clearly expressed the legislative
intent to tax payments of the kind in question.

Douglas, J., dissented without opinion.

Harlan, J., did not participate.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

TAXES §68

punitive damages. --

Headnote:[1]

There is no constitutional barrier to the imposition of
a tax on punitive damages.

[***LEdHN2]

INCOME TAXES §19

gross income -- definition. --

Headnote:[2]

It was in order to exert the full measure of the taxing
power that Congress, in enacting 22(a) of the Internal
Revenue Code of 1939, defined gross income in sweeping
terms to include, inter alia, "gains or profits and income
derived from any source whatsoever."

[***LEdHN3]

INCOME TAXES §19

gross income -- windfall. --

Headnote:[3]

The fact that income may be in the nature of a
"windfall" does not take it out of the definition of gross
income in 22(a) of the Internal Revenue Code of 1939.

[***LEdHN4]

INCOME TAXES §19

gross income -- extent. --

Headnote:[4]

In enacting 22(a) of the Internal Revenue Code of
1939, defining gross income for federal income tax
purposes, Congress applied no limitations as to the source
of taxable receipts nor restrictive labels as to their nature,
and the statute's broad phraseology is liberally construed
by the Supreme Court in recognition of the congressional
intention to tax all gains except those specifically
exempted.

[***LEdHN5]

INCOME TAXES §19

gross income -- meaning. --

Headnote:[5]

That there is content to the provision of 22(a) of the
Internal Revenue Code of 1939 which includes in its
definition of gross income for federal income tax
purposes "gains or profits and income derived from any
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source whatever," and that such provision adds
something to the meaning of "gross income," is indicated
by the frequent recognition of the importance of that
phrase in the decisions of the Supreme Court.

[***LEdHN6]

INCOME TAXES §19

gross income -- source of income. --

Headnote:[6]

That the Supreme Court has, in distinguishing
income from capital for the purpose of determining the
taxability of stock dividends, characterized income as the
gain derived from capital, labor, or both combined, does
not require that the same definition be applied in respect
to all gross income questions arising in connection with
22(a) of the Internal Revenue Code of 1939.

[***LEdHN7]

INCOME TAXES §35

gross income -- punitive damages. --

Headnote:[7]

Both money received as exemplary damages for
fraud and money representing the punitive two-thirds of a
treble damage anti-trust recovery must be reported as
gross income for federal income tax purposes, such
amounts falling within the definition of gross income
contained in 22(a) of the Internal Revenue Code of 1939;
under the statute, both a recovery of actual damages, and
a recovery of the additional amount extracted as
punishment for the conduct which caused the injury,
constitute gross income.

[***LEdHN8]

INCOME TAXES §35

gross income -- punitive damages -- re-enactment. --

Headnote:[8]

Congress' re-enactment, without change, of the
provision of the Internal Revenue Code defining gross
income subject to federal income taxation, after the
Board of Tax Appeals had ruled that punitive damages
were not so taxable, is insufficient to show congressional

satisfaction with that holding, especially where there is
no indication that Congress had the Board of Tax
Appeals' ruling before it, and where it appears that the
Commissioner of Internal Revenue did not acquiesce in
that ruling and consistently thereafter maintained that
such receipts were taxable.

[***LEdHN9]

INCOME TAXES §35

gross income -- punitive damages. --

Headnote:[9]

Amounts received as punitive damages for injury to
property are subject to federal income tax,
notwithstanding that personal injury recoveries are
nontaxable; damages for personal injuries are by
definition compensatory and roughly correspond to a
return of capital, but punitive damages cannot be
considered a restoration of capital for tax purposes.

[***LEdHN10]

STATUTES §145.4

construction -- legislative history -- income tax. --

Headnote:[10]

That money received by a taxpayer as punitive
damages does not fall outside the scope of 22(a) of the
Internal Revenue Code of 1939 defining gross income for
federal income tax purposes, is indicated by the
reiteration in the legislative history of the Internal
Revenue Code of 1954 of the proposition that the term
"gross income" is all-inclusive.

[***LEdHN11]

INCOME TAXES §34

gross income -- punitive damages. --

Headnote:[11]

Amounts received by a taxpayer as punitive damages
are not classifiable, for federal purposes, as gifts, nor do
they fall within any other exemption provided for in the
Internal Revenue Code of 1939.

SYLLABUS
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Money received as exemplary damages for fraud or
as the punitive two-thirds portion of a treble-damage
antitrust recovery must be reported by a taxpayer as
"gross income" under § 22 (a) of the Internal Revenue
Code of 1939. Pp. 427-433.

(a) In determining what constitutes "gross income"
as defined in § 22 (a), effect must be given to the catchall
language "gains or profits and income derived from any
source whatever." Pp. 429-430.

(b) Eisner v. Macomber, 252 U.S. 189, distinguished.
Pp. 430-431.

(c) The mere fact that such payments are extracted
from the wrongdoers as punishment for unlawful conduct
cannot detract from their character as taxable income to
the recipients. P. 431.

(d) A different result is not required by the fact that §
22 (a) was re-enacted without change after the Board of
Tax Appeals had held punitive damages nontaxable in
Highland Farms Corp., 42 B.T.A. 1314. Pp. 431-432.

(e) The legislative history of the Internal Revenue
Code of 1954 does not require a different result. The
definition of gross income was simplified, but no effect
upon its present broad scope was intended. P. 432.

(f) Punitive damages cannot be classified as gifts, nor
do they come under any other exemption in the Code. P.
432.

COUNSEL: Solicitor General Sobeloff argued the cause
for petitioner. With him on the brief were Assistant
Attorney General Holland, Charles F. Barber, Ellis N.
Slack and Melva M. Graney.

Max Swiren argued the cause for the Glenshaw Glass
Company, respondent. With him on the brief were
Sidney B. Gambill and Joseph D. Block.

Samuel H. Levy argued the cause for William Goldman
Theatres, Inc., respondent. With him on the brief was
Bernard Wolfman.

JUDGES: Warren, Black, Reed, Frankfurter, Douglas,
Burton, Clark, Minton, Harlan

OPINION BY: WARREN

OPINION

[*427] [**474] [***488] MR. CHIEF JUSTICE
WARREN delivered the opinion of the Court.

This litigation involves two cases with independent
factual backgrounds yet presenting the identical issue.
The two cases were consolidated for argument before the
Court of Appeals for the Third Circuit and were heard en
banc. The common question is whether money received
as exemplary damages for fraud or as the punitive
two-thirds portion of a treble-damage antitrust recovery
[**475] must be reported by a taxpayer as gross income
under § 22 (a) of the Internal Revenue Code of 1939. 1 In
a single opinion, 211 F.2d 928, the Court of Appeals
affirmed the Tax Court's separate rulings in favor of the
taxpayers. 18 T. C. 860; 19 T. C. 637. Because of the
frequent recurrence of the question and differing
interpretations by the lower courts of this Court's
decisions bearing upon the problem, we granted the
Commissioner of Internal Revenue's ensuing petition for
certiorari. 348 U.S. 813.

1 53 Stat. 9, 53 Stat. 574, 26 U. S. C. § 22 (a).

The facts of the cases were largely stipulated and are
not in dispute. So far as pertinent they are as follows:

Commissioner v. Glenshaw Glass Co. -- The
Glenshaw Glass Company, a Pennsylvania corporation,
manufactures glass bottles and containers. It was
engaged in protracted litigation with the Hartford-Empire
Company, which manufactures machinery of a character
used by Glenshaw. Among the claims advanced by
Glenshaw [*428] were demands for exemplary damages
for fraud 2 and treble damages for injury to its business
by reason of Hartford's violation of the federal antitrust
laws. 3 In December, 1947, the parties concluded a
settlement of all pending litigation, by which Hartford
paid Glenshaw approximately $ 800,000. Through a
method of allocation which was approved by the Tax
Court, 18 T. C. 860, 870-872, and which is no longer in
issue, it was ultimately determined that, of the total
settlement, $ 324,529.94 represented payment of punitive
damages for fraud and antitrust violations. Glenshaw did
not report this portion of the settlement as income for the
tax year involved. The Commissioner determined a
deficiency claiming as taxable the entire sum less only
deductible legal fees. As previously noted, the Tax Court
and the Court of Appeals upheld the taxpayer.

2 For the bases of Glenshaw's claim for damages
from fraud, see Shawkee Manufacturing Co. v.
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Hartford-Empire Co., 322 U.S. 271; Hazel-Atlas
Glass Co. v. Hartford-Empire Co., 322 U.S. 238.
3 See Hartford-Empire Co. v. United States, 323
U.S. 386, 324 U.S. 570.

Commissioner v. William Goldman Theatres, Inc. --
William Goldman Theatres, Inc., a Delaware corporation
operating motion picture houses in Pennsylvania, sued
Loew's, Inc., alleging a violation of the federal antitrust
laws and seeking treble damages. After a holding that a
violation had occurred, William Goldman Theatres, Inc.
v. Loew's, Inc., 150 F.2d 738, the case was remanded to
the trial court for a determination of damages. It was
found that Goldman [***489] had suffered a loss of
profits equal to $ 125,000 and was entitled to treble
damages in the sum of $ 375,000. William Goldman
Theatres, Inc. v. Loew's, Inc., 69 F.Supp. 103, aff'd, 164
F.2d 1021, cert. denied, 334 U.S. 811. Goldman reported
only $ 125,000 of the recovery as gross income and
claimed that the $ 250,000 [*429] balance constituted
punitive damages and as such was not taxable. The Tax
Court agreed, 19 T. C. 637, and the Court of Appeals,
hearing this with the Glenshaw case, affirmed. 211 F.2d
928.

[***LEdHR1] [1]It is conceded by the respondents that
there is no constitutional barrier to the imposition of a tax
on punitive damages. Our question is one of statutory
construction: are these payments comprehended by § 22
(a)?

The sweeping scope of the controverted statute is
readily apparent:

"SEC. 22. GROSS INCOME.

[HN1] "(a) GENERAL
DEFINITION. -- 'Gross income' includes
gains, profits, and [**476] income
derived from salaries, wages, or
compensation for personal service . . . of
whatever kind and in whatever form paid,
or from professions, vocations, trades,
businesses, commerce, or sales, or
dealings in property, whether real or
personal, growing out of the ownership or
use of or interest in such property; also
from interest, rent, dividends, securities, or
the transaction of any business carried on
for gain or profit, or gains or profits and

income derived from any source whatever.
. . ." (Emphasis added.) 4

4 See note 1, supra.

[***LEdHR2] [2] [***LEdHR3] [3]
[***LEdHR4] [4] [***LEdHR5] [5][HN2] This Court
has frequently stated that this language was used by
Congress to exert in this field "the full measure of its
taxing power." Helvering v. Clifford, 309 U.S. 331, 334;
Helvering v. Midland Mutual Life Ins. Co., 300 U.S. 216,
223; Douglas v. Willcuts, 296 U.S. 1, 9; Irwin v. Gavit,
268 U.S. 161, 166. Respondents contend that punitive
damages, characterized as "windfalls" flowing from the
culpable conduct of third parties, are not within the scope
of the section. But Congress applied no limitations as to
the source of taxable receipts, nor restrictive [*430]
labels as to their nature. And [HN3] the Court has given
a liberal construction to this broad phraseology in
recognition of the intention of Congress to tax all gains
except those specifically exempted. Commissioner v.
Jacobson, 336 U.S. 28, 49; Helvering v. Stockholms
Enskilda Bank, 293 U.S. 84, 87-91. Thus, the fortuitous
gain accruing to a lessor by reason of the forfeiture of a
lessee's improvements on the rented property was taxed
in Helvering v. Bruun, 309 U.S. 461. Cf. Robertson v.
United States, 343 U.S. 711; Rutkin v. United States, 343
U.S. 130; United States v. Kirby Lumber Co., 284 U.S. 1.
Such decisions demonstrate that we cannot but ascribe
content to the catchall provision of § 22 (a), "gains or
profits and income derived from any source whatever."
The importance of that phrase has been too frequently
recognized since its first appearance in the Revenue Act
of 1913 5 to say now that it adds nothing to the meaning
of "gross income."

5 38 Stat. 114, 167.

[***LEdHR6] [6]Nor can we accept respondents'
contention that a narrower reading of § 22 (a) is required
by the Court's characterization of income in Eisner
[***490] v. Macomber, 252 U.S. 189, 207, as "the gain
derived from capital, from labor, or from both
combined." 6 The Court was there endeavoring to
determine whether the distribution of a corporate stock
dividend constituted a realized gain to the shareholder, or
changed "only the form, not the essence," of [*431] his
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capital investment. Id., at 210. It was held that the
taxpayer had "received nothing out of the company's
assets for his separate use and benefit." Id., at 211.The
distribution, therefore, was held not a taxable event. In
that context -- distinguishing gain from capital -- [**477]
the definition served a useful purpose. But it was not
meant to provide a touchstone to all future gross income
questions. Helvering v. Bruun, supra, at 468-469; United
States v. Kirby Lumber Co., supra, at 3.

6 The phrase was derived from Stratton's
Independence, Ltd. v. Howbert, 231 U.S. 399,
415, and Doyle v. Mitchell Bros. Co., 247 U.S.
179, 185, two cases construing the Revenue Act
of 1909, 36 Stat. 11, 112. Both taxpayers were
"wasting asset" corporations, one being engaged
in mining, the other in lumbering operations. The
definition was applied by the Court to
demonstrate a distinction between a return on
capital and "a mere conversion of capital assets."
Doyle v. Mitchell Bros. Co., supra, at 184. The
question raised by the instant case is clearly
distinguishable.

[***LEdHR7] [7]Here we have instances of
undeniable accessions to wealth, clearly realized, and
over which the taxpayers have complete dominion. The
mere fact that the payments were extracted from the
wrongdoers as punishment for unlawful conduct cannot
detract from their character as taxable income to the
recipients. Respondents concede, as they must, that the
recoveries are taxable to the extent that they compensate
for damages actually incurred. It would be an anomaly
that could not be justified in the absence of clear
congressional intent to say that a recovery for actual
damages is taxable but not the additional amount
extracted as punishment for the same conduct which
caused the injury. And we find no such evidence of
intent to exempt these payments.

[***LEdHR8] [8] [***LEdHR10] [10]
[***LEdHR11] [11]It is urged that re-enactment of § 22
(a) without change since the Board of Tax Appeals held
punitive damages nontaxable inHighland Farms Corp.,
42 B. T. A. 1314, indicates congressional satisfaction with
that holding. Re-enactment -- particularly without the
slightest affirmative indication that Congress ever had the
Highland Farms decision before it -- is an unreliable
indicium at best. Helvering v. Wilshire Oil Co., 308 U.S.
90, 100-101; Koshland v. Helvering, 298 U.S. 441, 447.

Moreover, the Commissioner promptly published his
nonacquiescence in this portion of the Highland Farms
holding 7 and has, [*432] before and since, consistently
maintained the position that these receipts are taxable. 8 It
therefore cannot be said with certitude that Congress
intended to carve an exception out of § 22 (a)'s pervasive
coverage. Nor does the 1954 Code's 9 legislative history,
with its reiteration of the proposition [***491] that
statutory gross income is "all-inclusive," 10 give support
to respondents' position. The definition of gross income
has been simplified, but no effect upon its present broad
scope was intended. 11 [HN4] Certainly punitive damages
cannot reasonably be classified as gifts, cf.
Commissioner v. Jacobson, 336 U.S. 28, 47-52, nor do
they come under any other exemption provision in the
Code. We would do violence to the plain meaning of the
statute and restrict a clear legislative attempt to [*433]
bring the [**478] taxing power to bear upon all receipts
constitutionally taxable were we to say that the payments
in question here are not gross income. See Helvering v.
Midland Mutual Life Ins. Co., supra, at 223.

7 1941-1 Cum. Bull. 16.

[9]

8 The long history of departmental rulings
holding personal injury recoveries nontaxable on
the theory that they roughly correspond to a return
of capital cannot support exemption of punitive
damages following injury to property. See 2
Cum. Bull. 71; I-1 Cum. Bull. 92, 93; VII-2 Cum.
Bull. 123; 1954-1 Cum. Bull. 179, 180. [HN5]
Damages for personal injury are by definition
compensatory only. Punitive damages, on the
other hand, cannot be considered a restoration of
capital for taxation purposes.
9 68A Stat. 3 et seq. Section 61 (a) of the
Internal Revenue Code of 1954, 68A Stat. 17, is
the successor to § 22 (a) of the 1939 Code.
10 H. R. Rep. No. 1337, 83d Cong., 2d Sess.
A18; S. Rep. No. 1622, 83d Cong., 2d Sess. 168.
11 In discussing § 61 (a) of the 1954 Code, the
House Report states:

"This section corresponds to section 22 (a) of
the 1939 Code. While the language in existing
section 22 (a) has been simplified, the
all-inclusive nature of statutory gross income has
not been affected thereby. Section 61 (a) is as
broad in scope as section 22 (a).
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"Section 61 (a) provides that gross income
includes 'all income from whatever source
derived.' This definition is based upon the 16th
Amendment and the word 'income' is used in its
constitutional sense." H. R. Rep. No. 1337, supra,
note 10, at A18.

A virtually identical statement appears in S.

Rep. No. 1622, supra, note 10, at 168.

Reversed.

MR. JUSTICE DOUGLAS dissents.

MR. JUSTICE HARLAN took no part in the
consideration or decision of this case.

LEXSEE 1952 U.S. LEXIS 2639

Caution
As of: Feb 04, 2008

FEDERAL TRADE COMMISSION v. MINNEAPOLIS-HONEYWELL
REGULATOR CO.

No. 11

SUPREME COURT OF THE UNITED STATES

344 U.S. 206; 73 S. Ct. 245; 97 L. Ed. 245; 1952 U.S. LEXIS 2639; 1952 Trade Cas.
(CCH) P67,384

October 15-16, 1952, Argued
December 22, 1952, Decided

PRIOR HISTORY: CERTIORARI TO THE
UNITED STATES COURT OF APPEALS FOR THE
SEVENTH CIRCUIT.

The Court of Appeals entered a judgment reversing
one of three parts of a cease and desist order of the
Federal Trade Commission. 191 F.2d 786. Later it
entered another judgment reversing that part and
decreeing enforcement of the other two parts of the order.
On petition of the Federal Trade Commission, this Court
granted certiorari to review the judgment reversing part
of its order, and requested counsel to discuss the
"timeliness of the application for the writ." 342 U.S. 940.
Writ dismissed, p. 213.

DISPOSITION: Writ of certiorari to review 191 F.2d
786 dismissed.

CASE SUMMARY:

PROCEDURAL POSTURE: Petitioner sought review
of a decision of the United States Court of Appeals for
the Seventh Circuit, which reversed that part of
petitioner's cease and desist order charging respondent
with violating §2(a) of the Clayton Act, 15 U.S.C.S. §
13(a).

OVERVIEW: Petitioner government commission issued
a three-part cease and desist order against respondent
corporation. While respondent did not challenge the
entire order respondent did challenge that part of the
order charging respondent with violating § 2(a) of the
Clayton Act, 15 U.S.C.S. § 13(a). The lower court
entered an order reversing that part of the cease and desist
order challenged by respondent. Petitioner filed a
memorandum several weeks after entry of the order
requesting that the lower court enter a decree affirming
and enforcing those parts of the cease and desist order
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that had not been challenged. Petitioner filed a petition
for certiorari three months after the lower court entered
its final decree in response to petitioner's memorandum.
Because petitioner failed to file its petition for certiorari
within 90 days of the lower court's judgment, the Court
held that petitioner's motion was untimely. The court held
that, where the lower court's final decree did not modify
the legal rights or obligations of its earlier order, the
period to file an appeal began with that original judgment
and not with the later final decree.

OUTCOME: Petitioner's writ of certiorari was dismissed
where the time for filing an appeal began to run with the
lower court's entry of judgment and was not tolled by
immaterial changes brought about with the lower court's
reentry of the same judgment.

CORE TERMS: decree, final decree, piecemeal,
finality, cross-petition, desist, reversing, cease, anew,
contest, begin to run, untimely, enlarged,
Robinson-Patman Act, petitioned, matters of substance,
labeled, began to run, expiration, alteration, timeliness,
tentative, disposed, customers, discount, speaking,
fragments, Clayton Act, entry of judgment, prescribed
period

LexisNexis(R) Headnotes

Civil Procedure > Judgments > General Overview
Civil Procedure > Appeals > Appellate Jurisdiction >
State Court Review
Civil Procedure > Appeals > Reviewability > Time
Limitations
[HN1] The mere fact that a judgment previously entered
was reentered or revised in an immaterial way does not
toll the time within which review must be sought. Only
when the lower court changes matters of substance or
resolves a genuine ambiguity in a judgment previously
rendered should the period within which an appeal must
be taken or a petition for certiorari filed begin to run
anew. The test is a practical one.

Civil Procedure > Jurisdiction > Jurisdictional Sources
> Statutory Sources
Civil Procedure > Appeals > Reviewability > Time
Limitations
Governments > Legislation > Statutes of Limitations >

Tolling
[HN2] Litigation must at some definite point be brought
to an end. It is a principle reflected in the statutes that
limit the court's appellate jurisdiction to those cases
where review is sought within a prescribed period. Those
statutes are not to be applied so as to permit a tolling of
their time limitations because some event occurred in the
lower court after judgment was rendered which is of no
import to the matters to be dealt with on review.

SUMMARY:

The Federal Trade Commission issued a cease and
desist order against respondent for violations of 5 of the
Federal Trade Commission Act (part I of the order), 3 of
the Clayton Act (part II), and 2(a) of the Clayton Act as
amended by the Robinson-Patman Act (part III). In
proceedings instituted by respondent in the Court of
Appeals for review of the Commission's order, in which
the Commission sought enforcement thereof, respondent
abandoned its attack on all parts of the order except Part
III. This part was reversed by the Court of Appeals. Long
after expiration of the time for filing a petition for
rehearing, the Commission filed a memorandum with that
court for affirmance and enforcement of parts I and II of
its order. The court issued a "Final Decree" in accordance
with this request, repeating the previous reversal of part
III. The Commission petitioned the Supreme Court for
certiorari, filing the petition more than ninety days from
the date of the original Court of Appeals judgment, but
less than ninety days from the date of the entry of its
"Final Decree."

In an opinion by Vinson, Ch. J., speaking for seven
members of the Supreme Court, the writ of certiorari was
dismissed as not timely. The decision was based on the
grounds that the time for filing certiorari ran from the
first judgment of the Court of Appeals, and not from the
second, which related only to matters adjudicated by the
first; and that the time for filing certiorari was not
enlarged by the Commission's memorandum, which was
neither a petition for rehearing nor a motion to amend the
first judgment.

Black, J., with the concurrence of Douglas, J.,
dissented on the ground that the time for filing certiorari
ran from the second judgment, captioned as the final one.
Black, J., also relied upon substantive errors of the court
below in reversing part III of the Commission's decree.

LAWYERS' EDITION HEADNOTES:
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[***LEdHN1]

MOTIONS §2.1

form of motion for rehearing -- for amendment of
judgment. --

Headnote:[1]

A memorandum to the Court of Appeals requesting
that court to enter a decree enforcing the uncontested
parts of a Federal Trade Commission order, which had
not been referred to in a previous judgment of the court
reversing the contested part of the order, does not amount
to a petition for rehearing or a motion to amend the
previous judgment, where the memorandum is not so
labeled and in no manner purports to seek such relief.

[***LEdHN2]

APPEAL AND ERROR §874.5

enlargement of time for certiorari. --

Headnote:[2]

The time for filing a petition for certiorari cannot be
enlarged by the filing of a memorandum which prompts
the court below to take some action which has no effect
on the merits of the decision sought to be reviewed.

[***LEdHN3]

APPEAL AND ERROR §887

enlargement of time for review -- power of Court of
Appeals. --

Headnote:[3]

While the Court of Appeals may have the power to
supersede its judgment with a new one, the time within
which a losing party must seek review cannot be enlarged
just because the lower court in its discretion thinks it
should be enlarged.

[***LEdHN4]

APPEAL AND ERROR §882(2)

time for seeking review -- amendment of judgment.
--

Headnote:[4]

The time within which review of a judgment of a
lower court must be sought begins to run anew when that
court changes matters of substance, or resolves a genuine
ambiguity, in a judgment previously entered, but not
when such a judgment has been re-entered or revised in
an immaterial way.

[***LEdHN5]

APPEAL AND ERROR §882(2)

time for review where judgment has been amended
-- test. --

Headnote:[5]

In determining whether a lower court's changes in a
previous judgment are such as to enlarge the time within
which the losing party must seek review, the test is
whether the lower court, in its second order, has disturbed
or revised legal rights and obligations which, by its prior
judgment, had been plainly and properly settled with
finality.

[***LEdHN6]

APPEAL AND ERROR §882(2)

time for filing certiorari -- amendment of original
judgment. --

Headnote:[6]

The time for filing a petition for certiorari from a
judgment of the Court of Appeals reversing the contested
part of an order of the Federal Trade Commission runs
from the date of entry of such judgment, and not from the
date of entry of a subsequent judgment in which the
court, in addition to enforcing the uncontested parts of the
Commission's order, repeated the reversal of the
contested part, where the second judgment reiterated,
without change, everything decided by the first judgment.

[***LEdHN7]

APPEAL AND ERROR §882(2)

time for petition for certiorari -- effect of court's
caption of decree as "final." --

Headnote:[7]
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In determining whether the period within which
review by certiorari may be sought begins to run from
either of two successive judgments entered in the same
litigation, the fact that the court captioned its second
judgment "Final Decree" is of no effect, if, in fact, the
original judgment was for all purposes final.

[***LEdHN8]

APPEAL AND ERROR §887

statutes providing time limits for invoking appellate
jurisdiction of Supreme Court -- events subsequent to
judgment below. --

Headnote:[8]

Statutes providing time limitations for invoking the
appellate jurisdiction of the United States Supreme Court
are not to be applied so as to permit a tolling of such
limitations because some event occurred in the lower
court after judgment was rendered which is of no import
to the matters to be dealt with on review.Points from
Separate Opinion

[***LEdHN9]

ADMINISTRATIVE LAW §315

RESTRAINTS OF TRADE AND MONOPOLIES
§92

impropriety of judicial dismissal of complaint of
Federal Trade Commission. --

Headnote:[9]

A decree of the Court of Appeals ordering the
Federal Trade Commission to dismiss a complaint against
a corporation for violation of 2(a) of the Clayton Act, as
amended by the Robinson-Patman Act, by selling
merchandise to different customers at different prices,
amounts to an invasion of an area which Congress has
made the exclusive concern of the Federal Trade
Commission. [Per Black, J.]

[***LEdHN10]

RESTRAINTS OF TRADE AND MONOPOLIES
§89

order of Federal Trade Commission enjoining price
discrimination -- sufficiency of evidence. --

Headnote:[10]

An order of the Federal Trade Commission enjoining
a corporation from violating 2(a) of the Clayton Act, as
amended by the Robinson-Patman Act (15 USC 13(a)),
by selling merchandise to different customers at different
prices, is supported by sufficient evidence where it is
shown that some customers were given substantially
bigger discounts on purchases than those given their
competitors, and the Commission found that these
variations were not justified by any differences of costs
of manufacture, sale, or delivery. [Per Black, J.]

[***LEdHN11]

APPEAL AND ERROR §22

reviewability of judgment -- finality. --

Headnote:[11]

The United States Supreme Court should utilize
judicial ingenuity to grant litigants acting bona fide the
review provided by Congress in the public interest, where
the right to review is questioned only on the technical
ground of the "finality" of the judgment below. [Per
Black, J.]

SYLLABUS

The Court of Appeals entered a judgment reversing
the first of three parts of a cease and desist order issued
by the Federal Trade Commission against respondent.
After expiration of the period allowed for a petition for
rehearing, the Commission filed a memorandum calling
attention to the Court's failure to decree enforcement of
Parts I and II; but it requested no alteration of the
judgment relative to Part III. Subsequently, the Court of
Appeals issued a "Final Decree" reversing Part III of the
order and decreeing enforcement of Parts I and II. More
than 90 days after entry of the first judgment, the
Commission petitioned this Court for certiorari to review
the judgment reversing Part III of its order. Held: The
90-day period allowed by 28 U. S. C. § 2101 (c) for filing
a petition for certiorari began to run on the date of the
first judgment, and the petition was not timely. Pp.
207-213.

(a) Only when the lower court changes matters of
substance, or resolves a genuine ambiguity, in a judgment
previously rendered should the period within which an
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appeal must be taken or a petition for certiorari filed
begin to run anew. Pp. 211-212.

(b) A different result is not required by the fact that
the Court of Appeals labeled its second order a "Final
Decree," whereas the word "Final" was missing from its
first judgment. Pp. 212-213.

(c) Statutes which limit the appellate jurisdiction of
this Court to cases in which review is sought within a
prescribed period are not to be applied so as to permit a
tolling of the time limitations because some event
occurred in the lower court after judgment was rendered
which is of no import on the matters to be dealt with on
review. P. 213.

COUNSEL: Acting Solicitor General Stern argued the
cause for petitioner. With him on the brief were Acting
Assistant Attorney General Clapp, Daniel M. Friedman,
W. T. Kelley and Robert B. Dawkins.

Albert R. Connelly argued the cause for respondent.
With him on the brief was Will Freeman.

JUDGES: Vinson, Black, Reed, Frankfurter, Douglas,
Jackson, Burton, Clark, Minton

OPINION BY: VINSON

OPINION

[*207] [**246] [***249] MR. CHIEF JUSTICE
VINSON delivered the opinion of the Court.

The initial question in this case is one of jurisdiction
-- whether the petition for certiorari was filed within
[***250] the period allowed by law. 1 We hold that it
was not.

1 28 U. S. C. § 2101 (c).

The cause grows out of a proceeding initiated by
petitioner, the Federal Trade [**247] Commission, in
1943. At that time, the Commission issued a three-count
complaint against respondent. Count I charged a
violation of § 5 of the Federal Trade Commission Act; 2

Count II charged a violation of § 3 of the Clayton Act; 3

Count III dealt with an alleged violation of § 2 (a) of the
Clayton Act as amended by the Robinson-Patman Act. 4

A protracted administrative proceeding followed. The
Commission finally determined against respondent on all

three counts, [*208] and it issued a cease and desist
order, in three parts, covering each of the three violations.

2 38 Stat. 719, 15 U. S. C. § 45.
3 38 Stat. 731, 15 U. S. C. § 14.
4 38 Stat. 730, as amended, 49 Stat. 1526, 15 U.
S. C. § 13 (a).

Respondent petitioned the Court of Appeals for the
Seventh Circuit to review and set aside this order. The
Commission sought enforcement of all parts of its order
in a cross-petition.

Respondent abandoned completely its attack on Parts
I and II of the order. In briefs and in oral argument,
respondent made it clear that the legality of Part III was
the only contested issue before the Court of Appeals.
Neither party briefed or argued any question arising out
of Parts I and II.

On July 5, 1951, the Court of Appeals announced its
decision. The opinion stated that since respondent did
not "challenge Parts I and II of the order based on the
first two counts of the complaint we shall make no further
reference to them." The court then went on to hold that
Part III of petitioner's order could not be sustained by
substantial evidence and should be reversed. 191 F.2d
786. On the same day, the court entered its judgment, the
pertinent portion reading as follows:

". . . it is ordered and adjudged by this Court that Part
III of the decision of the Federal Trade Commission
entered in this cause on January 14, 1948, be, and the
same is hereby, Reversed, and Count III of the complaint
upon which it is based be, and the same is hereby
Dismissed."

The Court of Appeals requires petitions for rehearing
to be filed "within 15 days after entry of judgment." The
Commission filed no such petition. On August 21, 1951,
long after the expiration of this 15-day period, and after a
certified copy of said judgment, in lieu of mandate, was
issued, the Commission filed a memorandum with the
court which reads in part as follows:

[*209] "On July 5, 1951 the Court entered its
opinion and judgment reversing Part III of the decision of
the Federal Trade Commission dated January 14, 1948
and dismissing Count III of the complaint upon which it
is based. No disposition has been made of the
Cross-Petition filed by the Commission for affirmance
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and enforcement of the entire decision. The Commission
takes the position that its Cross-Petition should be in part
sustained, i. e., to the extent that the Court should make
and enter herein a decree affirming Parts I and II of the
Commission's order to cease and desist and commanding
Minneapolis-Honeywell Regulator Company to obey the
same and comply therewith. . . .

. . . .

"11. In its briefs filed herein the petitioner
abandoned its attack upon Parts I and II of the order and
challenged only the validity of Part III of the order (see
page 1 of petitioner's brief dated March 15, 1951). Thus,
petitioner concedes the validity of Parts I and II of the
order and does not contest the prayer of the Commission's
Cross-Petition and brief with respect to the affirmance
and enforcement of Parts I and II of the order."

[***251] Clearly, by this memorandum the
Commission sought no alteration of the judgment
[**248] relative to Part III; in fact, it acknowledged the
entry of judgment reversing Part III on July 5, 1951. It
did not even claim it to be a petition for rehearing. It was
submitted that Parts I and II of the order were
uncontested, and "In conclusion . . . submitted that the
Court should make and enter . . . a decree affirming and
enforcing Parts I and II of the Commission's order to
cease and desist."

On September 18, 1951, the Court of Appeals issued
what it called its "Final Decree." Again the court [*210]
"ordered, adjudged and decreed" that Part III of the
Commission's order "is hereby reversed and Count III of
the complaint upon which it is based be and the same is
hereby dismissed." The court then went on to affirm Parts
I and II, and it entered a judgment providing for their
enforcement, after reciting again that there was no contest
over this phase of the order.

On December 14, 1951, the Commission filed its
petition for certiorari. Obviously, the petition was out of
time unless the ninety-day filing period began to run
anew from the second judgment entered on September
18, 1951. In our order granting certiorari, 342 U.S. 940,
we asked counsel to discuss the "timeliness of the
application for the writ."

Petitioner refers us to cases which have held that
when a court considers on its merits an untimely petition
for a rehearing, or an untimely motion to amend matters

of substance in a judgment, the time for appeal may begin
to run anew from the date on which the court disposed of
the untimely application. 5

5 Pfister v. Finance Corp., 317 U.S. 144, 149
(1942); Bowman v. Loperena, 311 U.S. 262, 266
(1940); Wayne United Gas Co. v. Owens-Illinois
Co., 300 U.S. 131, 137-138 (1937).

[***LEdHR1] [1]Petitioner apparently would
equate its memorandum of August 21, 1951, with an
untimely petition for a rehearing affecting Part III. But
certainly its language and every inference therein is to the
contrary. When petitioner filed its memorandum, the
time for seeking a rehearing had long since expired.

[***LEdHR2] [2]Moreover, the memorandum was
labeled neither as a petition for a rehearing nor as a
motion to amend the previous judgment, and in no
manner did it purport to seek such relief. On the
contrary, the Commission indicated that it was quite
content to let the Court of Appeals' decision of July 5
stand undisturbed. Since we cannot [*211] treat the
memorandum of August 21 as petitioner would have us
treat it, we cannot hold that the time for filing a petition
for certiorari was enlarged simply because this paper may
have prompted the court below to take some further
action which had no effect on the merits of the decision
that we are now asked to review in the petition for
certiorari.

Petitioner tells us that the application must be
deemed to be in time because "when a court actually
changes its judgment, the time to appeal or petition
begins to run anew irrespective of whether a petition for
rehearing has been filed." 6 We think petitioner's
interpretation of our decisions is too liberal.

6 Brief for petitioner, p. 43.

[***LEdHR3] [3] [***LEdHR4] [4] [***LEdHR5]
[5]While it may be true that the Court of Appeals had the
power to supersede the judgment of July 5 with a new
one, 7 it is also true, as that court itself has recognized,
that the time within which a losing party must seek
review cannot be enlarged just because the lower court in
its discretion thinks it should be enlarged. 8 [***252]
Thus, [HN1] the mere fact that a judgment previously
entered has been reentered or revised in an immaterial
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way does not toll the time within which review must be
sought. 9 Only [**249] when the lower court changes
matters of substance, 10 or resolves a genuine ambiguity,
11 in a judgment previously rendered should the period
within which an appeal must be taken or a petition for
certiorari filed begin to run [*212] anew. The test is a
practical one. The question is whether the lower court, in
its second order, has disturbed or revised legal rights and
obligations which, by its prior judgment, had been plainly
and properly settled with finality. 12

7 28 U. S. C. § 452; see Zimmern v. United
States, 298 U.S. 167 (1936).
8 See Fine v. Paramount Pictures, 181 F.2d 300,
304 (1950).
9 Department of Banking v. Pink, 317 U.S. 264
(1942); Toledo Scale Co. v. Computing Scale Co.,
261 U.S. 399 (1923); Credit Co., Ltd. v. Arkansas
Central R. Co., 128 U.S. 258 (1888).
10 See Zimmern v. United States, 298 U.S. 167,
169 (1936); compare Department of Banking v.
Pink, supra.
11 Compare Federal Power Commission v.
Idaho Power Co., 344 U.S. 17 (1952).
12 Compare Rubber Co. v. Goodyear, 6 Wall.
153 (1868) (appeal allowed from a second decree,
restating most provisions of the first because the
first decree, at the time of entry, was only
regarded by the parties and the court as tentative);
Memphis v. Brown, 94 U.S. 715 (1877) (appeal
allowed from second judgment on the ground that
the second made material changes in the first).
See United States v. Hark, 320 U.S. 531, 533-534
(1944); Hill v. Hawes, 320 U.S. 520, 523 (1944).

[***LEdHR6] [6]The judgment of September 18,
which petitioner now seeks to have us review, does not
meet this test. It reiterated, without change, everything
which had been decided on July 5. Since the one
controversy between the parties related only to the
matters which had been adjudicated on July 5, we cannot
ascribe any significance, as far as timeliness is concerned,
to the later judgment. 13

13 The suggestion is made that the September 18
judgment injected a new controversy into the
litigation -- the question of whether the Court of
Appeals had the power to affirm and enforce the
Commission's order after it had cross-petitioned
for such relief. Cf. Federal Trade Commission v.

Ruberoid Co., 343 U.S. 470 (1952). But if the
respondent had sought to contest that issue, it
could have done so from the start, by raising
objections to enforcement of all parts of the
Commission's cross-petition. Instead, respondent
refused to contest these parts of the Commission's
order. Having done so, it removed the question
involved in the Ruberoid case from this case.

[***LEdHR7] [7]Petitioner puts great emphasis on
the fact that the judgment of September 18 was labeled a
"Final Decree" by the Court of Appeals, whereas the
word "Final" was missing from the judgment entered on
July 5. But we think the question of whether the time for
petitioning for certiorari was to be enlarged cannot turn
on the adjective which the court below chose to use in the
caption of its second judgment. Indeed, the judgment of
July 5 [*213] was for all purposes final. It put to rest
the questions which the parties had litigated in the Court
of Appeals. It was neither "tentative, informal nor
incomplete." 14 Consequently, we cannot accept the
Commission's view that a decision against it on the time
question will constitute an invitation to other litigants to
seek piecemeal review in this Court in the future.

14 See Dickinson v. Petroleum Conversion
Corp., 338 U.S. 507, 514 (1950).

[***HR8] Thus, while we do not mean to encourage
applications for piecemeal review by today's decision, we
do mean to encourage applicants to this Court to take
heed of another principle -- the principle that [HN2]
litigation [***253] must at some definite point be
brought to an end. 15 It is a principle reflected in the
statutes which limit our appellate jurisdiction to those
cases where review is sought within a prescribed period.
Those statutes are not to be applied so as to permit a
tolling of their time limitations because some event
occurred in the lower court after judgment was rendered
which [**250] is of no import to the matters to be dealt
with on review.

15 See Matton Steamboat Co. v. Murphy, 319
U.S. 412, 415 (1943).

Accordingly, the writ of certiorari is

Dismissed.
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DISSENT BY: BLACK; DOUGLAS

DISSENT

MR. JUSTICE BLACK, dissenting.

[***LEdHR9] [9]The end result of what the Court
does today is to leave standing a Court of Appeals decree
which I think is so clearly wrong that it could well be
reversed without argument. The decree set aside an order
of the Federal Trade Commission directing
Minneapolis-Honeywell to stop violating § 2 (a) of the
Robinson-Patman Act by selling oil burner controls to
some customers cheaper than to others. The Court of
Appeals not only set aside the Commission's order as
permitted under some circumstances. It went much
further and ordered the Commission [*214] to dismiss
Count III of the complaint against
Minneapolis-Honeywell. In doing so the Court of
Appeals invaded an area which Congress has made the
exclusive concern of the Federal Trade Commission. See
Federal Trade Commission v. Morton Salt Co., 334 U.S.
37, 55; Federal Power Commission v. Idaho Power Co.,
344 U.S. 17, 20; Federal Communications Commission v.
Pottsville Broadcasting Co., 309 U.S. 134, 145-146.

[***LEdHR10] [10]Moreover, the Court of
Appeals held that there was no evidence at all to
substantiate the Commission finding that a quantity
discount pricing system of Minneapolis-Honeywell
resulted in price discriminations that violated § 2 (a) of
the Robinson-Patman Act. But there was evidence before
the Commission that some customers of
Minneapolis-Honeywell were given substantially bigger
discounts on purchases than those given their
competitors. And the Commission found that these
variations were not justified by any differences in costs of
manufacture, sale or delivery. We have emphasized that
such a showing amply supports a Commission cease and
desist order. Federal Trade Commission v. Morton Salt
Co., 334 U.S. 37, 47. The Court of Appeals here failed to
follow our holding in the Morton Salt case. For this
reason also it should be reversed.

I think the following facts show that the petition for
certiorari here was filed in time. The Court of Appeals
was petitioned by Minneapolis-Honeywell to review and
set aside a Trade Commission order in its entirety. Later
Minneapolis-Honeywell apparently conceded validity of
part of the order and the court's first decree of July 5,
1951, failed to pass on all the provisions of the

Commission's order. 1 The Commission [***254] had
ninety days to ask [*215] that we review that partial
order if it was a "final" one. Within that ninety days, on
August 21, 1951, the Commission asked the Court of
Appeals to pass on the remainder of the order. In
response a new and expanded decree of the Court of
Appeals came down September 18, 1951, marked "Final
Decree." December 14, 1951, within ninety days after
rendition of this "Final Decree," the Commission filed
here its petition for certiorari which the Court now
dismisses.

1 See, e. g., "Though the merits of the cause may
have been substantially decided, while any thing,
though merely formal, remains to be done, this
Court cannot pass upon the subject. If from any
intermediate stage in the proceedings an appeal
might be taken to the Supreme Court, the appeal
might be repeated to the great oppression of the
parties." Mr. Chief Justice Marshall speaking for
the Court in Life & Fire Ins. Co. of New York v.
Adams, 9 Pet. 573, 602 (1835). "We think that the
decree is not a final decree, and that this court has
no jurisdiction of the appeal. The decree is not
final, because it does not dispose of the entire
controversy between the parties." Keystone Iron
Co. v. Martin, 132 U.S. 91, 93 (1889). "It is the
settled practice of this court, and the same in the
King's Bench in England, that the writ will not lie
until the whole of the matters in controversy in
the suit below are disposed of. . . . The cause is
not to be sent up in fragments." Holcombe v.
McKusick, 20 How. 552, 554 (1858).

[**251] I think that no statute, precedent or reason
relied on by the Court requires dismissal of this cause.
Of course appealability of a judgment depends on its
being "final" in the legalistic sense. But there is no more
ambiguous word in all the legal lexicon. 2 The Court of
Appeals thought its second not its first decree was "final."
Counsel for the Commission evidently believed the
second judgment was the "final" one. I am confident
many lawyers would have thought the same under this
Court's former cases. So I would have viewed the second
judgment before today's holding. Former cases would
have [*216] pointed strongly to rejection of appeal from
the incomplete first decree as an attempted "piecemeal"
review. 3

2 "Probably no question of equity practice has
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been the subject of more frequent discussion in
this court than the finality of decrees. . . . The
cases, it must be conceded, are not altogether
harmonious." McGourkey v. Toledo & Ohio R.
Co., 146 U.S. 536, 544-545. Cf. Dickinson v.
Petroleum Conversion Corp., 338 U.S. 507, 511.
3 A multitude of cases would have supported
such a belief on the part of Commission counsel.
See, e. g., Note 1 and the following: "But
piecemeal appeals have never been encouraged."
Morgantown v. Royal Ins. Co., 337 U.S. 254, 258.
"Congress from the very beginning has, by
forbidding piecemeal disposition on appeal of
what for practical purposes is a single
controversy, set itself against enfeebling judicial
administration." Cobbledick v. United States, 309
U.S. 323, 325. "The foundation of this policy is
not in merely technical conceptions of 'finality.' It
is one against piecemeal litigation. 'The case is
not to be sent up in fragments. . . .' Luxton v.
North River Bridge Co., 147 U.S. 337, 341."
Catlin v. United States, 324 U.S. 229, 233-234.

The majority advances logical and rational grounds
for its conclusion that the first judgment rather than the
second one was "final." That the second judgment was
"final," legalistically speaking, is equally supportable by
logic, reason and precedent, if not more so. 4 But in
arguing over "finality" we should not ignore the fact that
Congress has declared that this type of proceeding should
be reviewable both in the Court of Appeals and here. We
frustrate that declaration when review [***255] is
denied a [*217] litigant because of his failure to guess
right when confronted in August 1951 with a puzzle, the
answer to which no one could know until today.

4 "Upon these facts we cannot doubt that the
entry of the 28th of November was intended as an
order settling the terms of the decree to be entered
thereafter; and that the entry made on the 5th of
December was regarded both by the court and the
counsel as the final decree in the cause.

"We do not question that the first entry had
all the essential elements of a final decree, and if
it had been followed by no other action of the

court, might very properly have been treated as
such. But we must be governed by the obvious
intent of the Circuit Court, apparent on the face of
the proceedings. We must hold, therefore, the
decree of the 5th of December to be the final
decree." Rubber Company v. Goodyear, 6 Wall.
153, 155-156 (1868). See also Federal Power
Commission v. Idaho Power Co., 344 U.S. 17,
20-21; Hill v. Hawes, 320 U.S. 520; United States
v. Hark, 320 U.S. 531; Zimmern v. United States,
298 U.S. 167; Memphis v. Brown, 94 U.S. 715.

[***LEdHR11] [11]In prior cases cited in the
Court's opinion this Court has found ways to grant review
to litigants bedeviled and confused by the judicially
created fog of "finality." 5 In those prior cases the Court
recognized the vagueness of the finality rule and refused
to throw out of court litigants who had acted bona fide. It
is unfortunate that the Court today fails to utilize this
same kind of judicial ingenuity to afford this litigant the
review Congress saw fit to provide in the public interest.

5 See cases cited in Note 4.

The proceedings against Minneapolis-Honeywell
began before the Commission nine years ago. Sixteen
hundred pages of [**252] evidence were put on the
record. It all goes to nought apparently because
Commission counsel lacked sufficient clairvoyance to
anticipate that this Court would hold that the July
judgment rather than the one in September was final.
Rules of practice and procedure should be used to
promote the ends of justice, not to defeat them. 6

6 Hormel v. Helvering, 312 U.S. 552, 557. See
also Maty v. Grasselli Chemical Co., 303 U.S.
197, 200-201. Cf. Hazel-Atlas Co. v.
Hartford-Empire Co., 322 U.S. 238.

MR. JUSTICE DOUGLAS, dissenting.

While I do not believe the merits of the case are as
clear as MR. JUSTICE BLACK indicates, I join in the
parts of his opinion which deal with the question whether
the petition for certiorari was timely under 28 U. S. C. §
2101 (c).

LEXSEE 1949 U.S. LEXIS 2977
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338 U.S. 318; 70 S. Ct. 123; 94 L. Ed. 123; 1949 U.S. LEXIS 2977; 83 U.S.P.Q. (BNA)
330

October 18-19, 1949, Argued
November 21, 1949, Decided

PRIOR HISTORY: CERTIORARI TO THE
UNITED STATES COURT OF APPEALS FOR THE
DISTRICT OF COLUMBIA CIRCUIT.

The District Court affirmed an order of the
Commissioner of Patents barring an attorney from
practice before the Patent Office. 69 F.Supp. 788. The
Court of Appeals reversed. 84 U. S. App. D. C. 264, 173
F.2d 405. This Court granted certiorari. 337 U.S. 914.
Judgment of the Court of Appeals reversed and that of the
District Court affirmed, p. 320.

DISPOSITION: 84 U. S. App. D. C. 264, 173 F.2d
405, reversed; 69 F.Supp. 788, affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: The commissioner of
patents requested certiorari from an order of the United
States Court of Appeals for the District of Columbia
Circuit, which reversed the district court and held that
respondent attorney was not barred, under 35 U.S.C.S. §
11, from practicing before the United States Patent
Office. The commissioner found respondent guilty of
gross misconduct.

OVERVIEW: Respondent attorney was barred from
practicing before the United States Patent Office, under
35 U.S.C.S. § 11, because the commissioner of patents
had conducted a fair hearing and the evidence sufficiently
established that respondent had committed gross
misconduct. The appellate court had reversed the district

court's affirmance of the bar because the appellate court
drew a distinction between substantial evidence and
substantial probative evidence. The appellate court
measured the standards by the substantial probative
evidence. The court agreed with the district court and
affirmed the bar against respondent. The court held that
whatever measure was applicable, the evidence was
sufficient to meet both standards. Further, the
commissioner was the party responsible for maintaining
public protection against practitioners who betrayed their
trust.

OUTCOME: The United States Supreme Court reversed
the order of the appellate court and held that the
commissioner of patents had conducted a fair hearing and
established by sufficient evidence that respondent
attorney was guilty of gross misconduct. The court
affirmed the bar against respondent from practicing
before the United States Patent Office.

CORE TERMS: patent, disbarment, notice, gross
misconduct, substantial evidence, probative evidence,
trade journal, reluctant witness, authorship, purported,
reluctant, adjectives, custom, amply supported, evidence
to support, suppress evidence, disinterested, unfairness,
instituted, automatic, machinery, disbarred, barring,
participated, preparation, profession, deception, deceived,
decisive, assured

SUMMARY:
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The facts and holdings of the Court are adequately
summarized in Headnotes 2 and 3.

Jackson and Frankfurter, JJ., dissented.

Douglas, J., did not participate.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

ATTORNEYS, §2

practicing before United States Patent Office --
duties. --

Headnote:[1]

By reason of the nature of an application for patent,
the relationship of attorneys to the Patent Office requires
the highest degree of candor and good faith, since in its
relation to applicants, the Office must rely upon their
integrity and deal with them in a spirit of trust and
confidence, and it is the Commissioner, not the courts,
that Congress made primarily responsible for protecting
the public from the evil consequences that might result if
practitioners should betray their high trust.

[***LEdHN2]

ATTORNEYS, §8

grounds of disbarment -- sufficiency of findings of
Commissioner of Patents. --

Headnote:[2]

An order of the Commissioner of Patents, disbarring
an attorney on the ground of gross misconduct, is
supported by findings that the attorney, in support of a
client's patent application filed nineteen years before
commencement of the disbarment proceedings, presented
to the Patent Office an article published in a trade journal
and naming as author an apparently disinterested labor
leader, in the preparation of which the attorney had
participated, and that he concealed from the Patent Office
the fact that the article was prepared, and its publication
under the labor leader's name was procured, by and on
behalf of his client; and this is so even though the
statements made in the article were true.

[***LEdHN3]

ATTORNEYS, §11

disbarment -- fairness of procedure. --

Headnote:[3]

A hearing before the Commissioner of Patents in
proceedings to disbar an attorney from practice before the
United States Patent Office on the ground that, in support
of a client's pending patent application, the attorney
presented to the Patent Office an article published in a
trade journal and naming as author an apparently
disinterested labor leader, in the preparation of which the
attorney had participated, and that he concealed from the
Patent Office this fact and the relation of his client to the
article, is not unfair merely because there was admitted in
evidence at the hearing a decision of the United States
Supreme Court finding, in a suit against the client in
which the attorney was not a party, that a fraud was
perpetrated on the Patent Office, and testimony showing
that, after the patent had been allowed, the client had paid
the labor leader a substantial sum of money.

SYLLABUS

Acting under R. S. § 487, 35 U. S. C. § 11, the
Commissioner of Patents found, after hearings, that an
attorney had been guilty of gross misconduct and entered
an order barring him from practice before the Patent
Office. Held: The findings were amply supported by the
evidence, charges of unfairness in the hearings were
wholly without support, and the order is sustained. Pp.
318-320.

COUNSEL: Robert L. Stern argued the cause for
petitioner. With him on the brief were Solicitor General
Perlman, Assistant Attorney General Morison, Paul A.
Sweeney, Melvin Richter and Roy C. Hackley.

William E. Leahy argued the cause for respondent. With
him on the brief were William J. Hughes, Jr. and James
F. Reilly.

JUDGES: Vinson, Black, Reed, Frankfurter, Jackson,
Burton, Clark, Minton, McGrath; Douglas took no part in
the consideration or decision of this case.

OPINION BY: PER CURIAM

OPINION
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[**124] [*318] [***125] Acting under the
provisions of § 487 of the Revised Statutes (35 U. S. C. §
11), the Commissioner of Patents found after hearings
that petitioner, an attorney, had been guilty of gross
misconduct, and entered an order [*319] barring him
from practice before the United States Patent Office.
Pursuant to authority granted by the same provisions, the
District Court reviewed the Commissioner's order.
Concluding that the hearings had been fairly conducted
after due notice of charges and that there was substantial
evidence to support the findings and action of the
Commissioner, the District Court affirmed the order. 69
F.Supp. 788. The Court of Appeals reversed, 84 U. S.
App. D. C. 264, 173 F.2d 405. A majority of that court
thought the notice of charges inadequate and the
proceedings before the Commission unfair. It also held
that the District Court had too narrowly restricted its
scope of review in holding that substantial evidence was
sufficient to support the findings. It apparently drew a
distinction between the phrases "substantial evidence"
and "substantial probative evidence." Measuring the
findings by the latter phrase, it held that the
Commissioner's findings were not supported by
"substantial probative [***126] evidence." Judge
Edgerton, dissenting, thought the hearings had been fairly
conducted and "the result just." He agreed with the
District Court that "substantial evidence" would have
been sufficient but went on to say that he thought the
"proof conclusive."

[***LEdHR1] [1]The statute under which the
Commissioner acted represents congressional policy in an
important field. It relates to the character and conduct of
"persons, agents, or attorneys" who participate in
proceedings to obtain patents. We agree with the
following statement made by the Patent Office
Committee on Enrollment and Disbarment that
considered this case: "By reason of the nature of an
application for patent, the relationship of attorneys to the
Patent Office requires the highest degree of candor and
good faith. In its relation to applicants, the Office . . .
must rely upon their integrity and deal with them in a
spirit of trust and confidence . . . ." It was the
Commissioner, not the courts, that Congress [*320]
made primarily responsible for protecting the public from
the evil consequences that might result if practitioners
should betray their high trust. Having serious doubts as
to whether the Court of Appeals acted properly here in
nullifying the Commissioner's order, we granted
certiorari.

[***LEdHR2] [2] [***LEdHR3] [3]After an
examination of the record we are satisfied that the
findings were amply supported whether the measure be
"substantial evidence" or "substantial probative
evidence." The charge of unfairness in the hearings is, we
think, wholly without support.

Since the narration of evidence and discussion of the
proceedings sufficiently appear in the District Court's
opinion, reiteration here can serve no good purpose either
for the parties or for the law.

The judgment of the Court of Appeals is reversed
and that of the District Court affirmed.

It is so ordered.

MR. JUSTICE DOUGLAS took no part in the
consideration or decision of this case.

DISSENT BY: JACKSON

DISSENT

MR. JUSTICE JACKSON, whom MR. JUSTICE
FRANKFURTER joins, dissenting.

I agree that the privilege of practicing before the
Patent Office is one that may and should be withdrawn
for professional misconduct. In defense of his privilege it
also is true that the lawyer may not demand that
conclusiveness of proof or invoke all of the protections
assured to an accused by the criminal process. But while
society may expect that his judges will show him no
favor because he has lived respectably for eighty years
and devoted fifty-nine of them to practice of his
profession without blemish, an accused lawyer may
expect that he will not be condemned [**125] out of a
capricious self-righteousness or denied the essentials of a
fair hearing.

[*321] The court below thought Dorsey had not
been fairly judged and indignantly reversed his
disbarment. Dorsey v. Kingsland, 84 U. S. App. D. C.
264, 173 F.2d 405. All questions of fact seem to have
been resolved against Dorsey by his departmental triers,
and I shall not here review all of those issues, even if on
some of them Dorsey would seem entitled to prevail.
Accepting the findings against him at their full face
value, I think the disbarment order was properly set aside.

Back in 1926 the Hartford-Empire Co. conceived
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and executed a scheme to prepare and publish, over the
signature of an apparently disinterested labor leader, an
article to be published and then used in support of the
company's pending patent application. Such a
dissertation, entitled, "Introduction of Automatic Glass
Working Machinery; How Received by Organized
Labor," was prepared. It purported to be authored by one
Clarke, president of [***127] a glassworkers' union. It
was published in a trade journal and then presented to the
Patent Office as recognition by a "reluctant witness" of
the success of the device under consideration. Several
years later, involved in litigation testing the validity of its
patent, Hartford-Empire took steps to suppress evidence
of the real authorship of the Clarke essay. It made a gift
of $ 8,000 to Clarke, who had told investigators
employed by Hartford-Empire's adversary that he had
written the article and would so testify if called upon as a
witness. Ultimately, this Court reviewed the actions of
Hartford-Empire and held that the sum total of acts
attributable to it constituted a fraud on the Patent Office
and the federal courts. Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, reversing 137 F.2d
764. See also United States v. Hartford-Empire Co., 46
F.Supp. 541.

Dorsey was one of counsel for Hartford-Empire in
the 1926 patent application and, shortly following our
decision in Hazel-Atlas, supra, proceedings to suspend or
exclude [*322] him from further practice before the
Patent Office were commenced under 35 U. S. C. § 11.
Identical but separate proceedings were instituted against
three other members of the patent bar involved in the
transactions. All were disbarred. Only the Dorsey case is
here.

Dorsey was charged with gross misconduct in that,
as particularized in the notice which instituted the
proceeding, he ". . . participated in the preparation of [the
Clarke] article and/or the presentation thereof to the
United States Patent Office during the prosecution of said
patent application knowing that said article was not
written by said William P. Clarke, and with the purpose
of deceiving the Patent Office as to the authorship of said
article and influencing the action of the Patent Office on
said application . . . ."

A view of the facts least favorable to Dorsey
indicates that he inspected and criticized a few details of
an early draft of the Clarke article and that later, with
knowledge that it had been prepared by a

Hartford-Empire employee, he submitted it to the Patent
Office as being what on its face it purported to be. This
is the long and the short of the case against Dorsey. The
case against Hartford-Empire, however, included much in
which Dorsey is not shown to have had even a consenting
part. In two respects only are his actions urged to be
wrongdoing: first, in that he deceived the Patent Office as
to the real author, and, second (not charged in the notice
but advanced here), that Dorsey represented it as the
work of a "reluctant witness. "

While it is not decisive of the narrow issue of
deception pressed against Dorsey, it should be noted as
showing how narrow that issue really is, that it includes
no claim that any statement in the Clarke article is false
or misleading in any respect whatsoever. It stated facts
truthfully, facts which a patent lawyer was entitled to
bring to the attention of the Patent Office in any manner
permitted [*323] by its practice. [**126] One might
expect that the Patent Office would have required facts
on which it issued a patent to be proved by affidavits
whose truthfulness is encouraged, if not assured, by
sanctions against perjury; but it was content to accept
unsworn publications for its purposes. The worst that can
be said of Dorsey is that he took advantage of this loose
practice to use a trade journal article as evidence, without
disclosing that it was ghost-written for the ostensible
author.

Let us suppose the Patent Office had exacted more
lawyerly standards of proof and had required such
information to be laid before it in affidavit form. Clarke,
let us say, was prevailed upon to make a deposition.
Would it be deceit if the lawyer drafted every word of the
affidavit, [***128] though it purported to be Clarke's
testimony? I suppose that the practice is almost universal
that the lawyer ascertains to what facts the witness can
testify and puts them in presentable form and suitable
words, and that the witness adopts the document as his
testimony, with any correction necessary to convey his
story. Nothing on the face of the usual affidavit discloses
the fact that the composition is that of the attorney; on the
contrary, it generally recites that it is the witness who
"deposes and says . . . ." Is a different standard to be
applied to a trade journal article intended and accepted to
serve the same end?

I should suppose that, so far as the law is concerned,
one may as effectively father statements by adoption as
by conception and that sincerely subscribing to what
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another has written for him does not constitute legal
deceit or grounds for disbarment, impeachment or other
penalty. And in this case, not only is there no claim that
the Clarke article contained one false statement, but there
is no denial that, whoever was the scribe, Clarke believed
and knowingly adopted as his own every word of it.

[*324] I should not like to be second to anyone on
this Court in condemning the custom of putting up decoy
authors to impress the guileless, a custom which as the
court below cruelly pointed out flourishes even in official
circles in Washington. Nor do I contend that Dorsey's
special adaptation of the prevailing custom comports with
the highest candor. Ghost-writing has debased the
intellectual currency in circulation here and is a type of
counterfeiting which invites no defense. Perhaps this
Court renders a public service in treating phantom
authors and ghost-writers as legal frauds and disguised
authorship as a deception. But has any man before
Dorsey ever been disciplined or even reprimanded for it?
And will any be hereafter?

It is added, though as something of an afterthought,
that Dorsey in his brief to the Patent Office characterized
Clarke as a "reluctant witness." I had supposed that such
adjectives were in the nature of argument or, at most, of
conclusion rather than representation or warranty. The
arsenal of every advocate holds two bundles of adjectives
for witnesses -- such ones as "reluctant," "unbiased,"
"disinterested," and "honest" are reserved for his own;
others, such as "partisan," "eager," "interested, "
"hostile," and even "perjured," for those of his adversary.
I have the greatest difficulty believing that a mischoice
among these adjectives has deceived anyone fit to decide
facts, or that in any case other than this it would subject
the advocate to disbarment. But if wrong in this standard,
I should think the use of "reluctant" as applied to Clarke
was justified. I should not expect a union president to be
other than reluctant to point out the advantages of
automatic machinery which tends to throw his
membership out of employment. At least I hope we have
not come to the time when to urge this inference is even a
makeweight in disbarment proceedings.

[*325] If, however, a lawyer is to be called upon to
be the first example of condemnation for an offense so
tenuous, vague and novel, the least courts should require
is that the case against him be clearly proved. I shall give
but two of several reasons why I think that standard was
not met in this case.

[**127] First, the Patent Office committee,
convened to hear the charges against Dorsey, approached
its duty upon the premise that this Court's Hazel-Atlas
decision established not only Hartford-Empire's guilt but
also Dorsey's, unless he should clear his name. The
records from that case and from United States v.
Hartford-Empire Co., supra, not only were introduced
against Dorsey, who was neither a party nor of counsel in
either, but were the sole evidence to support the direct
case against him. The committee's recommendation
[***129] was apparently based upon its conclusion that
he failed in the imposed task of proving his innocence. I
think this was error of a serious kind.

It should be remembered that our conclusion in that
case was reached upon the total effect of many events
participated in by many persons whose acts were
attributable to Hartford-Empire as their principal. A
considerable part was not attributable to Dorsey. The
most important and prejudicial of these circumstances
which incriminate Hartford-Empire, but not Dorsey, is
involved in another error, which I think deprived the
accused of a fair trial.

I think that Dorsey suffered prejudice again from
receipt of evidence concerning Hartford-Empire's later
payment to Clarke and the reliance upon that fact to find
Dorsey guilty. This payment was not made as an
inducement to sign the article and was made long after
Dorsey's relationship to the case had ceased. The
Government frankly concedes that there is no evidence it
[*326] was made with the approval or even knowledge
of Dorsey. The District Court found, and the Court of
Appeals affirmed its finding, that "There is nothing in the
evidence that connects Dorsey with the payment of any
money to Clarke." We are bound by these concurrent
findings.

Nevertheless, evidence of this payment was received
against Dorsey and was thrown in the scales against him
in the decision. Referring to the payment of money to
Clarke, the Patent Office committee report on which
Dorsey was disbarred says:

"Nearly six years elapsed after the article
was filed in the Patent Office before other
events, relevant to the conduct of these
respondents with respect to it, occurred.
These subsequent events cast their light
backwardly on the activities of the parties
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during the time of preparation and filing of
the Clarke article, giving added
illumination with regard to the purposes,
understandings, and intentions of
respondents at that time." (Italics
supplied.)

Thus it is clear that Hartford-Empire's later
corruption in trying to suppress evidence, which we

properly considered as a factor in deciding its case, was
the decisive factor in finding Dorsey guilty, though he
admittedly had no part in it. Without this misapplication
of evidence, nothing in the record explains or excuses the
harsh judgment of disbarment. Even though courts lean
backward to avoid suspicion of partiality to men of our
own profession, they should not fear to protect a lawyer
against loss of his right to practice on such a record as
this.

LEXSEE 1948 U.S. LEXIS 2143

Caution
As of: Feb 04, 2008

BRIGGS, ADMINISTRATRIX, v. PENNSYLVANIA RAILROAD CO.

No. 530

SUPREME COURT OF THE UNITED STATES

334 U.S. 304; 68 S. Ct. 1039; 92 L. Ed. 1403; 1948 U.S. LEXIS 2143

March 30, 1948, Argued
May 24, 1948, Decided

PRIOR HISTORY: CERTIORARI TO THE
CIRCUIT COURT OF APPEALS FOR THE SECOND
CIRCUIT.

In a suit under the Federal Employers' Liability Act,
the jury returned a verdict for the plaintiff but the district
court dismissed the complaint for lack of jurisdiction.
The circuit court of appeals reversed, 153 F.2d 841, and
directed that judgment be entered on the verdict. The
district court entered judgment for the amount of the
verdict plus interest from the date thereof to the date of
judgment. The circuit court of appeals modified the
judgment to exclude the interest. 164 F.2d 21. This
Court granted certiorari. 333 U.S. 836. Affirmed, p. 307.

DISPOSITION: 164 F.2d 21, affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff administratrix
sought review of a judgment of the Circuit Court of
Appeals for the Second Circuit, which modified a
judgment of the district court to exclude the interest in an
action filed pursuant to the Federal Employers' Liability
Act against defendant railroad.

OVERVIEW: The administratrix filed suit against the
railroad after the death of her intestate, who was a federal
employee. The jury returned a verdict in the amount of $
42,000 for the administratrix, but the district court
dismissed the complaint for lack of jurisdiction. The
circuit court of appeals reversed the district court's
judgment and directed that judgment be entered on the
verdict. The circuit court of appeals, however, did not
provide for interest in its mandate. The district court
entered the judgment but added interest to the date of
judgment. The circuit court of appeals modified the
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judgment to exclude the interest. The district court denied
the railroad's motion to resettle so as to exclude the
interest. On certiorari, the Court stated that it had
consistently held that an inferior court had no power or
authority to deviate from the mandate issued by an
appellate court. Because the administratrix did not move
to amend the mandate and because no interest was
apparent on its face, the court concluded that the interest
was in excess of the terms of the mandate and was
wrongly included in the district court's judgment and
rightly stricken out by the circuit court of appeals.

OUTCOME: The Court affirmed the judgment of the
circuit court of appeals, which excluded interest on a
judgment in favor of the administratrix.

CORE TERMS: attach, allowance of interest, enter
judgment, special term, general term, begins to run,
silent, levied, matter of law, operation of law, civil
causes, judgments recovered, date of judgment, entry of
judgment, time of entering, went down, original
judgment, matter of right, discretionary, calculated,
interdict, recovered, inclusion, ascertain, inferior,
modified, grounded, deviate, expired, survive

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Law of the Case
Civil Procedure > Appeals > Remands
Governments > Courts > Authority to Adjudicate
[HN1] The United States Supreme Court has consistently
held that an inferior court has no power or authority to
deviate from the mandate issued by an appellate court.

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Law of the Case
Civil Procedure > Remedies > Judgment Interest >
General Overview
Governments > Courts > Authority to Adjudicate
[HN2] If a mandate of a circuit court of appeals makes no
provision for interest on a judgment, then the trial court
has no power to enter judgment for an amount different
than directed. If any enlargement of that amount were
possible, it could be done only by amendment of the
mandate. While power to act on its mandate after the
term expires survives to protect the integrity of the court's

own processes, it has not been held to survive for the
convenience of litigants.

SUMMARY:

Absence of a provision for the inclusion of interest in
a Circuit Court of Appeals direction, on reversing a
dismissal for want of jurisdiction, for the entry of
judgment on a verdict for plaintiff, was held by a bare
majority of the Supreme Court, in an opinion by Jackson,
J., to preclude the District Court in entering judgment
from adding to the verdict interest from the date thereof
to the date of judgment.

Rutledge, J., in whose opinion Black, Douglas and
Murphy, JJ., joined, dissented on the ground that a
direction for the addition of interest was rendered
unnecessary by the provision of 28 USC 811 that interest,
to be calculated "from the date of the judgment," "shall
be allowed on all judgments in civil causes, recovered in
a district court." The majority were said to have
erroneously based their conclusion on cases decided
under 28 USC 878 which provides that where a judgment
is affirmed the appellate court shall, at its discretion,
adjudge to the respondent in error just damages for his
delay. These decisions permit the inclusion in the
judgment of damages for delay only where awarded by
the appellate court.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

APPEAL, §1729

judgment directed on verdict -- allowance of
interest. --

Headnote:[1]

Failure of a mandate of a Circuit Court of Appeals
which, on reversing a judgment of a District Court
dismissing for lack of jurisdiction the complaint in an
action in which a jury had returned a verdict for plaintiff,
directed entry of judgment for plaintiff on the verdict, to
direct the addition of interest for the interval between
return of verdict and entry of judgment, precludes such
addition.

[***LEdHN2]

APPEAL, §1757
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subsequent proceedings below -- compliance with
mandate. --

Headnote:[2]

An inferior court has no power or authority to
deviate from the mandate issued by an appellate court.

[***LEdHN3]

APPEAL, §1735

mandate -- enforcement or alteration after term. --

Headnote:[3]

Power to act on a mandate after the term expires
survives to protect the integrity of the court's own
processes; but the mandate may not be amended after the
term in the interest of litigants.

SYLLABUS

1. In a civil suit in a federal district court, the jury
rendered a verdict for plaintiff; but the court dismissed
the complaint for lack of jurisdiction. The circuit court of
appeals reversed and directed that judgment be entered on
the verdict for plaintiff; but its mandate made no
provision for interest. Held: In entering judgment under
the mandate, the district court may not add interest from
the date of the verdict to the date of judgment. Pp.
305-307.

2. The rule that an inferior court has no power or
authority to deviate from a mandate issued by an
appellate court interdicts allowance of interest not
provided for in the mandate. P. 306.

COUNSEL: Sol Gelb submitted on brief for petitioner.

William J. O'Brien, Jr. argued the cause for respondent.
With him on the brief were Louis J. Carruthers, Hugh B.
Cox and Arthur R. Douglass.

JUDGES: Vinson, Black, Reed, Frankfurter, Douglas,
Murphy, Jackson, Rutledge, Burton

OPINION BY: JACKSON

OPINION

[*305] [**1039] [***1404] MR. JUSTICE

JACKSON delivered the opinion of the Court.

[***LEdHR1] [1]This case first presents the
question whether a plaintiff recovering under the Federal
Employers' Liability Act, 45 U. S. C. § 51, is entitled to
have interest on the verdict for the interval between its
return and the entry of judgment, where the Circuit Court
of Appeals' mandate which authorized the judgment
contains no direction to add interest and is never
amended to do so.

The jury returned a verdict of $ 42,500. The District
Court then granted a motion, as to which decision had
been reserved during the trial, to dismiss the complaint
for lack of jurisdiction, and the judgment entered was
therefore one of dismissal. However, the Circuit Court of
Appeals reversed, 153 F.2d 841, and directed that
judgment be entered on the verdict for plaintiff. When
the District [**1040] Court entered judgment, it added
to the verdict interest from the date thereof to the date of
judgment. The mandate of the Circuit Court of Appeals
had made no provision for interest. No motion to recall
and amend the mandate had been made and the term at
which it was handed down had expired. Motion to resettle
so as to exclude the interest [***1405] was denied by
the District Court. The Circuit Court of Appeals has
modified the judgment to exclude the interest in question
and to conform to its mandate, 164 F.2d 21, and the case
is here on certiorari, 333 U.S. 836.

[*306] [***LEdHR2] [2] [***LEdHR3] [3]In its
earliest days [HN1] this Court consistently held that an
inferior court has no power or authority to deviate from
the mandate issued by an appellate court. Himely v.
Rose, 5 Cranch 313; The Santa Maria, 10 Wheat. 431;
Boyce's Executors v. Grundy, 9 Pet. 275; Ex parte
Sibbald v. United States, 12 Pet. 488. The rule of these
cases has been uniformly followed in later days; see, for
example, In re Washington & Georgetown R. Co., 140
U.S. 91; Ex parte Union Steamboat Company, 178 U.S.
317; Kansas City Southern R. Co. v. Guardian Trust Co.,
281 U.S. 1. Chief Justice Marshall applied the rule to
interdict allowance of interest not provided for in the
mandate, Himely v. Rose, 5 Cranch 313; Mr. Justice
Story explained and affirmed the doctrine, The Santa
Maria, 10 Wheat. 431; Boyce's Executors v. Grundy, 9
Pet. 275. We do not see how it can be questioned at this
time. It is clear that the interest was in excess of the
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terms of the mandate and hence was wrongly included in
the District Court's judgment and rightly stricken out by
the Circuit Court of Appeals. [HN2] The latter court's
mandate made no provision for such interest and the trial
court had no power to enter judgment for an amount
different than directed. If any enlargement of that
amount were possible, it could be done only by
amendment of the mandate. But no move to do this was
made during the term at which it went down. While
power to act on its mandate after the term expires
survives to protect the integrity of the court's own
processes, Hazel-Atlas Glass Co. v. Hartford Co., 322
U.S. 238, it has not been held to survive for the
convenience of litigants. Fairmont Creamery Co. v.
Minnesota, 275 U.S. 70.

The plaintiff has at no time moved to amend the
mandate which is the basis of the judgment. That it made
no provision for interest was apparent on its face.
Plaintiff accepted its advantages and brings her case to
this Court, not on the proposition that amendment of the
[*307] mandate has been improperly refused, but on the
ground that the mandate should be disregarded. Such a
position cannot be sustained. Hence the question whether
interest might, on proper application, have been allowed,
is not reached. 1 In re Washington & Georgetown R. Co.,
140 U.S. 91. 2

1 Compare Louisiana & Arkansas R. Co. v.
Pratt, 142 F.2d 847, with Briggs v. Pennsylvania
R. Co., 164 F.2d 21.
2 "We do not consider the question as to whether
interest was allowable by law, or rule, or statute,
on the original judgment of the special term, or
whether it would have been proper for the special
term, in rendering the judgment, or otherwise, to
have allowed interest upon it, or whether it would
have been proper for the general term to do so;
but we render our decision solely upon the point
that, as neither the special term nor the general
term allowed interest on the judgment, and as this
court awarded no interest in its judgment of
affirmance, all that the general term could do,
after the mandate of this court went down, was to
enter a judgment carrying out the mandate
according to its terms, and simply affirming the
prior judgment of the general term, and directing
execution of the judgment of the special term . . .
with costs, and without interest . . . ." 140 U.S. 91
at 97.

Affirmed.

DISSENT BY: RUTLEDGE

DISSENT

[**1041] MR. JUSTICE RUTLEDGE, with whom
MR. JUSTICE BLACK, MR. JUSTICE DOUGLAS and
MR. JUSTICE MURPHY join, dissenting.

[***1406] We granted certiorari to resolve a
conflict between the decision of the Circuit Court of
Appeals, 164 F.2d 21, and one rendered by the like court
for the Fifth Circuit in Louisiana & Arkansas R. Co. v.
Pratt, 142 F.2d 847.

In each case the jury returned a verdict for the
plaintiff, but the trial court nevertheless gave judgment
for the defendant as a matter of law; 1 upon appeal that
[*308] judgment was reversed; and the cause was
remanded with directions to enter judgment on the
verdict. In both cases the appellate courts' mandates were
silent concerning interest, but the trial courts included in
the judgments interest from the date of the verdict, not
merely from the time when judgment was entered
following receipt of the appellate courts' mandates. 2 In
the Pratt case this action of the trial court was sustained
as conforming to the mandate; in this case the trial court's
like action was reversed as being in excess of and, to that
extent, contrary to the mandate.

1 In this case the complaint was dismissed on the
ground that the plaintiff administratrix lacked
capacity to bring the action; in the Pratt case the
trial court found the verdict inconsistent with
answers given to special interrogatories, and
therefore gave judgment for the defendant.
2 In the Pratt case the District Court allowed
interest not only from the date of the verdict but
also from the date of judicial demand. This was
modified on appeal to allow interest only from the
date of verdict. 142 F.2d 847.

The two cases thus present squarely conflicting
decisions on two questions: (1) whether the appellate
court's mandate includes the interest provided by 28 U. S.
C. § 811, 3 although the mandate makes no explicit
mention of interest; (2) whether, if so, the interest
allowed by the section properly runs from the date of the
verdict 4 [*309] or only from the time of entering
judgment after receipt of the appellate court's mandate.

Page 345



Both questions are necessarily involved on petitioner's
presentation and should now be decided.

3 The section is as follows: "Interest shall be
allowed on all judgments in civil causes,
recovered in a district court, and may be levied by
the marshal under process of execution issued
thereon, in all cases where, by the law of the State
in which such court is held, interest may be levied
under process of execution on judgments
recovered in the courts of such State; and it shall
be calculated from the date of the judgment, at
such rate as is allowed by law on judgments
recovered in the courts of such State." Rev. Stat. §
966, 28 U. S. C. § 811.
4 Although § 811 requires calculation of interest
"from the date of the judgment," the claim is that,
in circumstances like these, the words "the
judgment" should be taken to specify not the time
of entering judgment after appeal and issuance of
mandate following reversal, but the time when
judgment properly would have been entered but
for the delay caused by the defendant's resistance
to the plaintiff's rightful claim as established on
appeal. Cf. Fed. Rules Civ. Proc., Rule 58.
Petitioner fixes this time as the date of the verdict.
It is not necessary now to consider whether, if
petitioner's broad contention were accepted, the
proper date would be that of the verdict or that on
which the trial court concluded its consideration
of the case and entered the original judgment for
the defendant.

This Court, however, declines to answer the second
question, because it determines the first in respondent's
favor, accepting, erroneously I think, the decision of the
Circuit Court of Appeals in this phase of the case. 5 That
court construed its mandate as not including interest.
This was on the basis that the mandate was silent
[**1042] concerning interest, [***1407] mentioning
expressly only the principal sum awarded by the verdict.
In such a case the court said, "the District Court is
without power to enter judgment for a different sum." 6

Hence, it was held, the mandate was violated when
interest was added to that sum. 164 F.2d at 23. And even
upon the assumption that the mandate might have been
amended to include interest by timely application for that
purpose, this could not be done after expiration of the
term at which the judgment was rendered, as petitioner
sought to have done. 7 Ibid.

5 The Circuit Court of Appeals not only rested
upon its construction of its mandate and the view
that it could not be altered after the term, but also
decided the question concerning petitioner's right
to interest under § 811 adversely to his claim that
it begins to run prior to the date of the trial court's
entry of judgment after remand. To what extent
this ruling influenced the decision as to the
mandate's effect is not clear.
6 Citing In re Washington & Georgetown R. Co.,
140 U.S. 91; Thornton v. Carter, 109 F.2d 316.
See text infra at note 11.
7 In the Pratt case the term of court at which the
original mandate of the Circuit Court of Appeals
had been handed down had similarly expired.

[*310] It is this treatment of the court's mandate,
now accepted by this Court and forming the basis for its
disposition of the case without reaching the question
certiorari was granted to review, from which I dissent. It
confuses settled lines of distinction between different
statutes and of decisions relating to them. I think these
were correctly drawn and ought to be maintained. If that
were done, we would be forced to reach and decide the
question now avoided concerning the effect of § 811.

Ordinarily it is for the court issuing a mandate to
determine its scope and effect, and other courts are bound
by its determination. But this is not always so. If it were
true, for example, that the silence of a mandate or a
judgment regarding interest invariably precluded its
recovery, the Court's decision and that of the Circuit
Court of Appeals would be correct. But an explicit
provision for interest is not always necessary to its
inclusion, whether in a judgment or a mandate. In some
instances interest attaches as a matter of law, even though
the mandate or judgment is wholly silent regarding it. In
others explicit mention is necessary to its inclusion. Blair
v. Durham, 139 F.2d 260, and authorities cited.

Where the claim for interest rests upon statute,
whether the one or the other effect results depends upon
the terms and effect of the particular statute on which the
claim is founded. Because not all statutes are alike in this
respect, the terms and intent of each must be examined,
when put in question, to ascertain whether the interest
allowed attaches to the judgment or the mandate by
operation of law or only upon explicit judicial direction.
Usually this is resolved by determining whether the
interest allowed is to be given in the court's discretion or
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as a matter of right. Blair v. Durham, supra.

As the Blair opinion points out, ordinarily there is no
occasion to mention statutory interest expressly, since it
[*311] attaches as a legal incident from the statute
allowing it. 8 On the other hand, it has often been
declared that interest is not allowed on judgments
affirmed by this Court or the Circuit Courts of Appeals
unless so ordered expressly. 9 The Blair opinion,
however, further notes that all the cases so declaring are
founded upon another statute than the one involved here,
namely, 28 U. S. C. § 878. 10 And, it may be added, the
decisions relied upon by this Court and by the Circuit
Court of Appeals in this phase of the case presently
before us involved either § 878 or [***1408] the
allowance of other relief not based on § 811. 11

8 Massachusetts Benefit Assn. v. Miles, 137 U.S.
689.
9 See the cases cited in note 10.
10 139 F.2d 260, 261. The authorities cited were
In re Washington & Georgetown R. Co., 140 U.S.
91; Boyce's Executors v. Grundy, 9 Pet. 275; De
Witt v. United States, 298 F. 182; Green v.
Chicago, S. & C. R. Co., 49 F. 907; Hagerman v.
Moran, 75 F. 97.
11 None of the cases on which this Court bases
its decision involves § 811. They involve either §
878 ( Boyce's Executors v. Grundy, 9 Pet. 275; In
re Washington & Georgetown R. Co., 140 U.S.
91, which the majority emphasize by quotation);
the allowance of interest in the absence of statute
as, e. g., where goods are illegally seized and
detained ( Himely v. Rose, 5 Cranch 313; The
Santa Maria, 10 Wheat. 431); or the granting of
relief, other than interest, beyond that decreed in
the mandate ( Ex parte Sibbald v. United States,
12 Pet. 488; Ex parte The Union Steamboat
Company, 178 U.S. 317; Kansas City So. R. Co.
v. Guardian Trust Co., 281 U.S. 1).

Of the cases cited by the Circuit Court of
Appeals, see note 6, In re Washington &
Georgetown R. Co., supra, is a § 878 case, and
Thornton v. Carter, 109 F.2d 316, does not turn
on § 811.

Thus, none of the authorities relied on
governs the question presented here, viz., whether
under § 811 the mandate of the reviewing court
excluded interest and was violated by its addition.

It [**1043] becomes important therefore to
ascertain whether the two statutes, §§ 811 and 878, are
alike in their effects as requiring or not requiring explicit
mention of the interest provided for in order for it to be
included in a [*312] judgment or mandate. The two
sections are very different in their terms. Section 878
authorizes the federal appellate courts to award damages
for delay, 12 and in terms makes the award discretionary
with the reviewing court. Schell v. Cochran, 107 U.S.
625. It is in connection with such awards, as has been
stated, that the repeated decisions now applied to
petitioner's claim, grounded solely on § 811, have held
that interest is to be deemed denied unless explicitly
mentioned in the mandate. 13

12 The section is as follows: "Where, upon a
writ of error, judgment is affirmed in the Supreme
Court or a circuit court of appeals, the court shall
adjudge to the respondents in error just damages
for his delay, and single or double costs, at its
discretion." Rev. Stat. § 1010, 28 U. S. C. § 878.
13 See the authorities cited in note 10; see also
note 11.

On the other hand, § 811 is very different. Nothing
in its terms permits an implication that the award of
interest is to be made as a matter of judicial discretion.
The language is mandatory. 14 The section's obviously
discriminating use of words, emphasized by comparison
with that of § 878, gives the interest it encompasses as a
matter of right. United States v. Verdier, 164 U.S. 213.
This is so whether that interest begins to run as of one
date or another. Whatever interest the section allows
attaches as an incident flowing from the statute and is
dependent in no way upon judicial discretion or upon
judicial inadvertence in failing to mention it. This was
the effect of the decisions in the Pratt and Blair cases, as
well as United States v. Verdier, supra.

14 "Interest shall be allowed on all judgments in
civil causes, recovered in a district court, and may
be levied . . ."; "it shall be calculated . . . ."
(Emphasis added.) See note 3.

The Court's decision ignores these vital differences
in the statutes, their terms and effects. Consequently it
misapplies the decisions relating to § 878 and other
situations [*313] where the relief sought was
discretionary, to this claim arising only under § 811. The
same thing happened in the Circuit Court of Appeals.
However, the two sections differ so greatly in their terms,
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as bearing on whether the mandate's failure to mention
interest excluded it, that there can be no justification for
confusing or identifying them in this respect. The
decisions construing § 878 are neither controlling nor
pertinent to that problem when it arises under § 811.

Petitioner's only claim is under the latter section. He
seeks as of right interest given by § 811 and attaching to
the judgment entered in his favor regardless of the
mandate's [***1409] omission to mention interest. This
claim in my opinion is well grounded, to whatever extent
§ 811 allows interest. To that extent interest attaches and
was meant to attach by operation of law, and regardless
of the mandate's specificity, to the judgment rendered for
the plaintiff. The extent to which the section gives
interest is, of course, a distinct question, depending in
this case on whether the section contemplates that the
interest shall begin to run at one date or another.

Since the Court does not decide that question, I
reserve decision upon it. But [**1044] I dissent from
the refusal to decide it now. The question is of
considerable importance for the proper and uniform
administration of the statute; it is not entirely without

difficulty; 15 and the uncertainty [*314] as well as the
conflict of decision should be ended. There is no good
reason for permitting their indefinite continuance, to the
perplexity of courts and counsel, and to an assured if
unpredictable amount of injustice to litigants.

15 Cf. note 4. The matter is somewhat
complicated by the anomaly which would result
from a decision that, while § 878 provides for
allowance of interest as damages for delay when a
decision is affirmed, neither that section nor § 811
explicitly provides any such indemnity when a
judgment for the defendant is reversed with
directions to enter judgment for the plaintiff; and
by the considerations, obviously relevant on the
face of § 811, see note 3, relative to securing
uniformity in the allowance of interest as between
the federal courts and courts of the state in which
the federal court sits. Cf. Massachusetts Benefit
Assn. v. Miles, 137 U.S. 689; cf. also Erie R. Co.
v. Tompkins, 304 U.S. 64.
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2593 (f) denied the state courts jurisdiction to grant a
deficiency judgment on a purchase-money note secured
by a deed of trust on land in Virginia. 220 N. C. 18, 16 S.
E. 2d 411. The plaintiff in that suit then brought a new
suit on the same claim in a Federal District Court in
North Carolina on grounds of diversity of citizenship.
The District Court gave judgment for the plaintiff. The
Circuit Court of Appeals affirmed. 150 F.2d 679. This
Court granted certiorari. 326 U.S. 713. Reversed, p. 193.

DISPOSITION: 150 F.2d 679, reversed.

CASE SUMMARY:

PROCEDURAL POSTURE: Respondent sought
review of a decision of the Circuit Court of Appeals for
the Fourth Circuit that upheld a deficiency judgment for
petitioner that was litigated and rejected in state court.

OVERVIEW: Petitioner, a citizen of Virginia, sold land
in Virginia to respondent, a citizen of North Carolina.
Respondent executed a series of notes secured by a deed
of trust on the land. Respondent defaulted, and petitioner
accelerated the note and called upon the trustees to sell
the land. Petitioner filed suit in North Carolina state court
to collect the deficiency and ultimately was precluded
from recovering by the state supreme court under North
Carolina law. Petitioner then filed a deficiency action in
North Carolina federal court and obtained a deficiency
judgment, which was affirmed by the appellate court.
Respondent appealed. The U.S. Supreme Court reversed,
holding that for purposes of diversity jurisdiction, a
federal court was, in effect, another court of the state. The
essence of diversity jurisdiction was that a federal court
enforced state law and state policy.

OUTCOME: The deficiency judgment obtained in
federal court was reversed. The U.S. Supreme Court held
that the essence of diversity jurisdiction was that a federal
court enforced state law and state policy. For purposes of
diversity jurisdiction, a federal court was similar to
another court of the state.

CORE TERMS: res judicata, cause of action, deficiency
judgment, adjudicated, diversity, substantive law,
jurisdictional, federal question, state statute, substantive
issues, sitting, federal rights, estoppel, deed of trust,
federal district, diversity jurisdiction, diversity of
citizenship, full faith and credit, adjudicate, conclusive,

tribunal, remedial, adjective law, purchase price, federal
claim, substantive right, adverse decision, intermediate,
equitable, demurrer

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Res Judicata
[HN1] The prevailing rule as to res judicata is settled law
in North Carolina. An adjudication bars future litigation
between the same parties not only as to all issues actually
raised and decided but also as to those which could have
been raised.

Civil Procedure > Jurisdiction > Diversity Jurisdiction
> Citizenship > General Overview
[HN2] For purposes of diversity jurisdiction a federal
court is, in effect, only another court of the state.

Constitutional Law > Relations Among Governments >
Full Faith & Credit
Constitutional Law > Relations Among Governments >
Privileges & Immunities
Public Contracts Law > Contract Provisions > General
Overview
[HN3] The power of a state to determine the limits of the
jurisdiction of its courts and the character of the
controversies which shall be heard in them is subject to
the restrictions imposed by the Federal Constitution. The
Contract Clause, the Full Faith and Credit Clause, the
Privileges or Immunities Clause, all fetter the freedom of
a state to deny access to its courts howsoever much it
may regard such withdrawal of jurisdiction the adjective
law of the state, or the exercise of its right to regulate the
practice and procedure of its courts. A state cannot escape
its constitutional obligations by the simple device of
denying jurisdiction in such cases to courts otherwise
competent.

Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > Federal Questions > General Overview
[HN4] Whatever springs the state may set for those who
are endeavoring to assert rights that the state confers, the
assertion of federal rights, when plainly and reasonably
made, is not to be defeated under the name of local
practice.

Page 349



Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > Federal Questions > General Overview
Constitutional Law > The Judiciary > Jurisdiction >
General Overview
[HN5] Whether claims are based on a federal right or are
merely of local concern is itself a federal question on
which the Supreme Court, and not the Supreme Court of
North Carolina, has the last say.

Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > Federal Questions > General Overview
[HN6] When an asserted federal right is denied, the
sufficiency of the grounds of denial is for the Supreme
Court to decide.

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Res Judicata
[HN7] The "merits" of a claim are disposed of when it is
refused enforcement. If an asserted federal claim is
denied enforcement on a professed local ground, but a
so-called local ground which is subject to review here
because it is in fact the adjudication of a federal question,
then the "merits" of that claim were adjudicated in the
only sense that adjudication of the "merits" is relevant to
the principles of res judicata. A state court cannot
sterilize federal claims by putting on the adjudication a
local label.

Civil Procedure > Jurisdiction > Diversity Jurisdiction
> Citizenship > General Overview
Civil Procedure > Judgments > General Overview
[HN8] The essence of diversity jurisdiction is that a
federal court enforces state law and state policy.

Civil Procedure > Jurisdiction > Diversity Jurisdiction
> Citizenship > General Overview
Constitutional Law > The Judiciary > Jurisdiction >
Diversity
[HN9] Diversity jurisdiction must follow state law and
policy. A federal court in North Carolina, when invoked
on grounds of diversity of citizenship, cannot give that
which North Carolina has withheld. Availability of
diversity jurisdiction which was put into the Constitution
so as to prevent discrimination against outsiders is not to
effect discrimination against the great body of local
citizens.

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Res Judicata
[HN10] Litigation is needless if, by fair process, a
controversy has once gone through the courts to
conclusion. And it has gone through, if issues that were
or could have been dealt with in an earlier litigation are
raised anew between the same parties.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

JUDGMENT, §103

res judicata -- effect of dismissal of action as having
been brought in wrong court. --

Headnote:[1]

Dismissal of an action because it was brought in one
state court rather than another will not preclude the
bringing of a suit for the same cause of action in the
proper state court or in a Federal court.

[***LEdHN2]

COURTS, §785

duty of Federal court to decide as state courts would
have decided. --

Headnote:[2]

For purposes of diversity jurisdiction a Federal court
is, in effect, only another court of the state.

[***LEdHN3]

JUDGMENT, §388

conclusiveness -- state court's erroneous decision of
Federal question. --

Headnote:[3]

A state court's decision of a Federal question is,
though erroneous, a bar to subsequent litigation of such
question between the parties in a diversity case in a
Federal court.

[***LEdHN4]

JUDGMENT, §83
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conclusiveness -- extent. --

Headnote:[4]

For the purposes of res judicata, the significance of
what a court says it decides is controlled by the issues
which were open for decision.

[***LEdHN5]

CONFLICT OF LAWS, §5

CONSTITUTIONAL LAW, §289

JUDGMENTS, §360

STATES, §46

restriction on powers of states to regulate practice
and procedure. --

Headnote:[5]

The power of a state to determine the limits of the
jurisdiction of its courts and the character of the
controversies which shall be heard in them and to deny
access to its courts, in the exercise of its right to regulate
practice and procedure, is subject to the restrictions
imposed by the contract, full faith and credit, and
privileges or immunities clauses of the Federal
Constitution.

[***LEdHN6]

APPEAL, §451

jurisdiction of Supreme Court -- whether Federal
question is involved in state court as Federal question. --

Headnote:[6]

Whether a state statute which denies the right of a
mortgagee to a deficiency judgment deals merely with
matters of local procedure and so does not deny a Federal
right where the action is brought by a citizen of another
state for a deficiency on foreclosure of a mortgage on
property there situated, is a Federal question on which the
Supreme Court of the United States has the last say.

[***LEdHN7]

APPEAL, §219

proper mode of review -- right to take appeal. --

Headnote:[7]

One denied a Federal right by the highest court of a
state may obtain a review by the Supreme Court of the
United States not merely by the grace of the court on
certiorari but by appeal.

[***LEdHN8]

JUDGMENT, §388

res judicata -- effect of state court judgment in
Federal court. --

Headnote:[8]

A citizen of another state whose attempt to recover in
the courts of the state of the debtor's residence a
deficiency arising on a trustee's sale of mortgaged
property in such other state has been held by the state
courts to be precluded by a local statute denying the right
of a mortgagee to a deficiency judgment, and who has
failed to carry to the Supreme Court of the United States
the Federal question necessarily involved in the state
court's adjudication, is precluded by the state court's
judgment from suing for the deficiency in a Federal court
having diversity jurisdiction.

[***LEdHN9]

JUDGMENT, §100

res judicata -- effect of judgment declining to reach
ultimate issues. --

Headnote:[9]

It is not necessary to the operation of the doctrine of
res judicata that the court shall have passed on the
ultimate substantive issues. An adjudication declining to
reach them may bar a subsequent attempt to reach them
in another court.

[***LEdHN10]

JUDGMENT, §388

conclusiveness -- scope of decision. --

Headnote:[10]
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A state court's decision that a statute which provides
that a mortgagee shall not be entitled to a deficiency
judgment operates to preclude a mortgagee from suing
for a deficiency arising on a mortgage foreclosure in
another state cannot be regarded as construing the statute
as closing only the state courts, and therefore not the
Federal courts in the state where although the decision
speaks of the statute as limiting the jurisdiction of the
state courts the statute is expressive of a state policy
which is equally applicable to the Federal courts in
diversity cases.

[***LEdHN11]

COURTS, §785

duty of Federal courts to follow state law and policy.
--

Headnote:[11]

Diversity jurisdiction must follow state law and
policy.

[***LEdHN12]

COURTS, §792

duty of Federal court to follow state law -- matters
of Federal right. --

Headnote:[12]

Where resort is had to a Federal court not on grounds
of diversity of citizenship but because a Federal right is
claimed, the limitations which would preclude the
maintenance of an action in the state courts do not
control.

[***LEdHN13]

JUDGMENT, §83

res judicata -- issues which might have been raised.
--

Headnote:[13]

The doctrine of res judicata reflects the refusal of law
to tolerate needless litigation, and applies as well to
issues which could have been dealt with in an earlier
litigation as to those which were dealt with.

SYLLABUS

A citizen of Virginia sued a citizen of North
Carolina in a state court of North Carolina for a
deficiency judgment on notes for the purchase price of
land in Virginia secured by a deed of trust on the land.
The defendant demurred, relying on N. C. L., 1933, c. 36,
Michie's N. C. Code § 2593 (f), which provides that the
holder of such a note "shall not be entitled to a deficiency
judgment." The trial court overruled the demurrer and the
defendant appealed to the State Supreme Court. There
the plaintiff contended that the Federal Constitution
precluded the State from closing the doors of its courts to
him. Disclaiming any intention of passing on any
question of substantive law, the State Supreme Court held
that the state statute denied the state courts jurisdiction to
grant the relief sought. Accordingly, it reversed the trial
court and dismissed the suit. Without appealing to this
Court, the plaintiff brought a new suit in a Federal
District Court in North Carolina on the ground of
diversity of citizenship, seeking the same relief against
the same defendant on the same claim. Held: The
identical issue having been finally adjudicated in the state
courts and the cause of action being barred there, it may
not be relitigated in the federal courts. Pp. 186-193.

(a) The federal question as to the constitutionality of
the state statute having been clearly raised in the State
Supreme Court, it necessarily was adjudicated by that
Court, notwithstanding the Court's disclaimer of any
intention to pass on any question of "substantive law."
Pp. 187-188.

(b) The plaintiff could have appealed to this Court.
Since he elected not to do so, the decision of the State
Supreme Court became a final adjudication of that
question as to this cause of action. Pp. 188-190.

(c) Since the only issue in the state courts was
whether all courts of the State were closed to the
litigation and the State Supreme Court held that they
were, thereby denying enforcement of an asserted federal
claim, the "merits" of the controversy were adjudicated in
the only sense that adjudication of the "merits" is relevant
to the principles of res judicata. Pp. 190-191.

(d) The decision of the State Supreme Court closed
the door not only to the suit in the state courts but also to
a similar suit in a federal court in North Carolina based
on diversity of citizenship, since a federal court in such a
suit must follow state law and policy. Erie R. Co. v.
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Tompkins, 304 U.S. 64. Pp. 191-192.

COUNSEL: George Lyle Jones argued the cause for
petitioner. With him on the brief was George H. Ward.

R. Roy Rush argued the cause for respondent. With him
on the brief was John L. Walker.

JUDGES: Vinson, Black, Reed, Frankfurter, Douglas,
Murphy, Jackson, Rutledge, Burton

OPINION BY: FRANKFURTER

OPINION

[*184] [**658] [***834] MR. JUSTICE
FRANKFURTER delivered the opinion of the Court.

In 1940, Bullington, a citizen of Virginia, sold land
in Virginia to Angel, a citizen of North Carolina. Only
part of the purchase price was paid. For the balance,
Angel executed a series of notes secured by a deed of
trust on the land. Upon default on one of the notes,
Bullington, acting upon an acceleration clause in the
deed, caused all other notes to become due and called
upon the trustees [*185] to sell the land. The sale was
duly made in Virginia and the proceeds of the sale
applied to the payment of the notes. This controversy
concerns attempts to collect the deficiency.

Bullington began suit for the deficiency in the
Superior Court of Macon County, North Carolina. Angel
countered with a demurrer, the substance of which was
that a statute of North Carolina (c. 36, Public Laws 1933,
Michie's Code § 2593 (f)) precluded recovery of such a
deficiency judgment. This is the relevant portion of that
enactment:

"In all sales of real property by mortgagees and/or
trustees under powers of sale contained in any mortgage
or deed of [**659] trust hereafter executed, . . . the
mortgagee or trustee or holder of the notes secured by
such mortgage or deed of trust shall not be entitled to a
deficiency judgment on account of such mortgage, deed
of trust or obligation secured by the same: . . . ."

The Superior Court overruled the demurrer, and an
appeal to the Supreme Court of North Carolina followed.
Bullington supported his Superior Court judgment on the

ground that the United States Constitution precluded
North Carolina from shutting the doors of its courts to
him. The North Carolina Supreme Court, holding that
the North Carolina Act of 1933 barred Bullington's suit
against Angel, reversed the Superior Court and dismissed
the action. 220 N. C. 18, 16 S. E. 2d 411. Bullington did
not seek to review this judgment here. Instead, he sued
Angel for [***835] the deficiency in the United States
District Court for the Western District of North Carolina.
Angel pleaded in bar the judgment in the North Carolina
action. The District Court gave judgment for Bullington,
56 F.Supp. 372, and the Circuit Court of Appeals for the
Fourth Circuit affirmed. 150 F.2d 679. We granted
certiorari, 326 U.S. 713, because the failure [*186] to
dismiss this action, on the ground that the judgment in the
North Carolina court precluded the right thereafter to
recover on the same cause of action in the federal court,
presented an important question in the administration of
justice.

[***LEdHR1] [1]1. We start with the fact that [HN1]
the prevailing rule as to res judicata is settled law in
North Carolina. An adjudication bars future litigation
between the same parties not only as to all issues actually
raised and decided but also as to those which could have
been raised. Southern Distributing Co. v. Carraway, 196
N. C. 58, 60-61, 144 S. E. 535, 537; Moore v. Harkins,
179 N. C. 167, 101 S. E. 564. When the disposition of a
prior litigation is invoked as a bar to an action, the
identity of the causes of action in the two suits is usually
the bone of contention. On this score there can here be
no controversy. It is indisputable that the parties, the
nature of the claim and the desired relief were precisely
the same in the two actions successively brought by
Bullington against Angel, first in the Superior Court of
Macon County and then in the federal district court. For
all practical purposes, the complaint in the present action
was a carbon copy of the complaint in the State court
action. If the North Carolina action had been dismissed
because it was brought in one North Carolina court rather
than in another, of course no federal issue would have
been involved. See, e. g., Woods v. Nierstheimer, 328
U.S. 211. Had that been the case, a suit for the same
cause of action could have been initiated in a North
Carolina federal district court, just as another suit could
have been brought in the proper North Carolina State
court. But that is not the present situation. A quite
different situation is before us. Being somewhat unusual,
it calls for a critical consideration of the scope and
purpose of the doctrine of res judicata.
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[***LEdHR2] [2] [***LEdHR3] [3]2. The judgment of
the Supreme Court of North Carolina would clearly bar
this suit had it been brought anew [*187] in a state
court. [HN2] For purposes of diversity jurisdiction a
federal court is, "in effect, only another court of the
State." Guaranty Trust Co. v. York, 326 U.S. 99, 108; see
Traction Company v. Mining Company, 196 U.S. 239,
253;Ex parte Schollenberger, 96 U.S. 369, 377.Of course,
Bullington could not have succeeded in the District Court
for the Western District of North Carolina after an
adverse judgment in the State courts, had the decision in
this case involved no federal ground. That is equally true
where a federal question was decided in the State courts.
That the adjudication of federal questions by the North
Carolina Supreme Court may have been erroneous is
immaterial for purposes of res judicata. Baltimore S. S.
Co. v. Phillips, 274 U.S. 316, 325. A higher court was
[**660] available for an authoritative adjudication of the
federal questions involved. And so the question is
whether federal rights were necessarily involved and
adjudicated in the litigation in the State courts.

[***LEdHR4] [4]3. For purposes of res judicata,
the significance of what a court says it decides is
controlled by the issues that were open for decision.
What were the issues in the North Carolina [***836]
litigation? Bullington sought a deficiency judgment.
Angel, by demurrer, resisted on the ground that a North
Carolina statute precluded a deficiency judgment. The
North Carolina Supreme Court, reversing the trial court,
found the North Carolina statute a bar to such a suit. It
said that

"the limitation created by the statute is upon the
jurisdiction of the court in that it is declared that the
holder of notes given to secure the purchase price of real
property 'shall not be entitled to a deficiency judgment on
account' thereof. This closes the courts of this State to
one who seeks a deficiency judgment on a note given for
the purchase price of real property. The statute operates
upon the adjective law of the State, which pertains to the
practice and procedure, [*188] or legal machinery by
which the substantive law is made effective, and not upon
the substantive law itself. It is a limitation of the
jurisdiction of the courts of this State." 220 N. C. 18, 20,
16 S. E. 2d 411, 412.

[***LEdHR5] [5]But the allowable "limitation of the
jurisdiction of the courts" of North Carolina presents

more than a question of local law for determination by
the North Carolina Supreme Court. Speaking for a
unanimous Court, Mr. Justice Brandeis thus expressed
the subordination to the requirements of the Constitution
of the power of a State to withdraw jurisdiction from its
courts: "[HN3] The power of a State to determine the
limits of the jurisdiction of its courts and the character of
the controversies which shall be heard in them is, of
course, subject to the restrictions imposed by the Federal
Constitution. " McKnett v. St. Louis & S. F. Ry. Co., 292
U.S. 230, 233. The Contract Clause, the Full Faith and
Credit Clause, the Privileges or Immunities Clause, all
fetter the freedom of a State to deny access to its courts
howsoever much it may regard such withdrawal of
jurisdiction "the adjective law of the State," or the
exercise of its right to regulate "the practice and
procedure" of its courts. Broderick v. Rosner, 294 U.S.
629, 642. A State "cannot escape its constitutional
obligations by the simple device of denying jurisdiction
in such cases to courts otherwise competent." Kenney v.
Supreme Lodge, 252 U.S. 411, 415; and see White v.
Hart, 13 Wall. 646. This pervasive principle of our
federal law, constitutional and statutory, was thus put by
Mr. Justice Holmes: [HN4] "Whatever springes the State
may set for those who are endeavoring to assert rights
that the State confers, the assertion of federal rights,
when plainly and reasonably made, is not to be defeated
under the name of local practice." Davis v. Wechsler,
263 U.S. 22, 24.

[***LEdHR6] [6] [***LEdHR7] [7] [***LEdHR8]
[8]4. Here, claims based on the United States
Constitution were plainly and reasonably made in the
North Carolina [*189] suit. The North Carolina
Supreme Court met these claims. It met them by saying
that the North Carolina statute did not deal with
substantive matters but merely with matters regulating
local procedure. But [HN5] whether the claims are based
on a federal right or are merely of local concern is itself a
federal question on which this Court, and not the
Supreme Court of North Carolina, has the last say. That
Court could not put a federal claim aside, as though it
were not in litigation, by the talismanic word
"jurisdiction." [HN6] When an asserted federal right is
denied, the sufficiency of the grounds of denial is for this
Court to decide. Titus v. Wallick, 306 U.S. 282, 291.
Bullington could have come here, not merely by the grace
of this Court on certiorari, but on appeal, as did White in
[**661] White v. [***837] Hart, supra, to challenge,
successfully, the right of Georgia to limit the jurisdiction
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of the Georgia courts; as did the East New York Savings
Bank in the recent case of East New York Bank v. Hahn,
326 U.S. 230, to challenge, though unsuccessfully, the
limitation which New York placed upon the jurisdiction
of its courts. Cf. Kenney v. Supreme Lodge, 252 U.S.
411, 416. Since it was open for Bullington to come here
to seek reversal of the decision of the North Carolina
Supreme Court shutting him out of the North Carolina
courts and he chose not to do so, the decision of the
North Carolina Supreme Court concluded an adjudication
of a federal question even though it was not couched in
those terms. For purposes of litigating the issues in
controversy in the North Carolina action, the North
Carolina Supreme Court was an intermediate tribunal. If
a litigant chooses not to continue to assert his rights after
an intermediate tribunal has decided against him, he has
concluded his litigation as effectively as though he had
proceeded through the highest tribunal available to him.
An adjudication of an issue implies that a man had a
chance to win his case. The chance was necessarily
afforded by the North Carolina litigation. [*190] It was
in process of determination when the Supreme Court of
North Carolina decided it against him. He forewent his
right to have a higher court, this Court, enable him to win
his chance by holding that he was right and that the North
Carolina Supreme Court was wrong. He cannot begin all
over again in an action involving the same issues before
another forum in the same State.

[***LEdHR9] [9]5. It is suggested that the North
Carolina Supreme Court did not adjudicate the "merits"
of the controversy. It is a misconception of res judicata
to assume that the doctrine does not come into operation
if a court has not passed on the "merits" in the sense of
the ultimate substantive issues of a litigation. An
adjudication declining to reach such ultimate substantive
issues may bar a second attempt to reach them in another
court of the State. Such a situation is presented when the
first decision is based not on the ground that the
distribution of judicial power among the various courts of
the State requires the suit to be brought in another court
in the State, but on the inaccessibility of all the courts of
the State to such litigation. And that is the essence of the
present case. The only issue in controversy in the first
North Carolina litigation was whether or not all the courts
of North Carolina were closed to that litigation. The
merits of that issue were adjudicated. And that was the
issue raised in the second litigation in North Carolina --
that in the federal district court. The merits of this issue
having been adjudicated, they cannot be relitigated.

[HN7] The "merits" of a claim are disposed of when
it is refused enforcement. If an asserted federal claim is
denied enforcement on a professed local ground, but a
so-called local ground which is subject to review here
because it is in fact the adjudication of a federal question,
then the "merits" of that claim were adjudicated in the
only sense that adjudication of the "merits" is relevant to
the principles of res judicata. A State court cannot
[*191] sterilize federal claims by putting on the
adjudication a local label.

6. The merits of this controversy were adjudicated by
the North Carolina Supreme Court since that court, or this
Court on appeal, might have decided that the North
Carolina statute did not bar Bullington's first action. The
North Carolina statute might have been found
unconstitutional. Federal issues were thus involved
[***838] in the adjudication by the North Carolina
Supreme Court. Bullington knew that there were federal
issues in the State suit because he raised them. He was
then content to drop them and let the intermediate
adjudication stand. Now he wants an encore.

[***LEdHR10] [10] [***LEdHR11] [11]7. It is
suggested that the North Carolina Supreme Court
construed the North Carolina statute to close only the
North Carolina State courts but not [**662] the federal
court sitting in North Carolina. In the first place, the
North Carolina Supreme Court said no such thing. It
construed the statute expressive of State policy and spoke
only of the jurisdiction of the State courts because it was
concerned only with the State courts. Secondly, it is
most incongruous to attribute to the legislature and
judiciary of North Carolina the imposition of a restriction
against all its citizens from suing for a deficiency
judgment, while impliedly authorizing citizens of other
States to secure such deficiency judgments against North
Carolinians. Thirdly, a North Carolina statute, upheld by
the highest court of North Carolina, is of course
expressive of North Carolina policy. [HN8] The essence
of diversity jurisdiction is that a federal court enforces
State law and State policy. If North Carolina has
authoritatively announced that deficiency judgments
cannot be secured within its borders, it contradicts the
presuppositions of diversity jurisdiction for a federal
court in that State to give such a deficiency judgment.
North Carolina would hardly allow defeat of a State-wide
policy through occasional suits in a federal [*192] court.
What is more important, [HN9] diversity jurisdiction
must follow State law and policy. A federal court in
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North Carolina, when invoked on grounds of diversity of
citizenship, cannot give that which North Carolina has
withheld. Availability of diversity jurisdiction which was
put into the Constitution so as to prevent discrimination
against outsiders is not to effect discrimination against
the great body of local citizens.

[***LEdHR12] [12]Cases like Lupton's Sons Co. v.
Automobile Club, 225 U.S. 489, are obsolete insofar as
they are based on a view of diversity jurisdiction which
came to an end with Erie Railroad v. Tompkins, 304 U.S.
64.That decision drastically limited the power of federal
district courts to entertain suits in diversity cases that
could not be brought in the respective State courts or
were barred by defenses controlling in the State courts.
Compare Suydam v. Broadnax, 14 Pet. 67, 75. Of course,
where resort is had to a federal court not on grounds of
diversity of citizenship but because a federal right is
claimed, the limitations upon the courts of a State do not
control a federal court sitting in the State. Holmberg v.
Armbrecht, 327 U.S. 392.

[***LEdHR13] [13]8. After an adverse decision against
Bullington on a cause of action created by State law,
Bullington wants to start all over again in another North
Carolina court, albeit a federal court. The first litigation
raised and adjudicated federal issues every one of which
is again involved in the second suit. To allow such a
second suit is to say that a federal right in issue in a State
court evaporates because the State court calls it a State
right and the litigant accepts the decision. If tolerated,
our federal system would afford fine opportunities for
needlessly multiplying litigation in this way. The
doctrine of res judicata is a barrier against it. Litigation
is the means for vindicating rights, but it may also
involve unwarranted friction and waste. The doctrine of
res judicata reflects the refusal of law to tolerate [*193]
needless litigation. [***839] [HN10] Litigation is
needless if, by fair process, a controversy has once gone
through the courts to conclusion. Compare, e. g.,
Hazel-Atlas Co. v. Hartford Co., 322 U.S. 238, 244. And
it has gone through, if issues that were or could have been
dealt with in an earlier litigation are raised anew between
the same parties. Chicot County Dist. v. Bank, 308 U.S.
371.

Judgment reversed.

DISSENT BY: REED; RUTLEDGE

DISSENT

MR. JUSTICE REED, dissenting.

My understanding of the Court's decision is that the
doctrine of res judicata, that is a former adjudication,
defeats Bullington's claim against Angel. The opinion is
limited [**663] to that point. In my view the conclusion
reached by the Court is erroneous. To narrow the line of
my disagreement, I shall state the issues treated in the
opinion with which I agree. The causes of action and the
parties in the two suits are identical. Federal questions
were raised by Bullington's contention that the North
Carolina statute, sufficiently quoted at the beginning of
the Court's opinion, Michie's Code, 2593 (f), was
unconstitutional by federal tests because it barred the
North Carolina courts to Bullington's suit on his notes. It
is immaterial, for the purposes of determining the
availability of a plea of res judicata, whether the North
Carolina judgment was erroneous or not. I agree, further,
that, on the ground that a state cannot bar this cause of
action from its courts, Bullington could have had review
in this Court of the North Carolina judgment and that this
Court, if it did not conclude that the North Carolina
judgment rested on an adequate state ground, could have
finally settled that federal constitutional issue.

The reasoning of the Court leads to the announced
result because of these presuppositions with which I
differ: (I) "For purposes of res judicata, the significance
of what a court says it decides is controlled by the issues
that [*194] were open for decision." (II) "The 'merits' of
a claim are disposed of when it is refused enforcement."
(III) "Since it was open for Bullington to come here to
seek reversal of the decision of the North Carolina
Supreme Court shutting him out of the North Carolina
courts and he chose not to do so, the decision of the
North Carolina Supreme Court concluded an adjudication
of a federal question even though it was not couched in
those terms." (IV) "For purposes of diversity jurisdiction
a federal court is, 'in effect, only another court of the
State.'" "He cannot begin all over again in an action
involving the same issues before another forum in the
same State."

I. To say that for purposes of res judicata the
significance of what a court says it decides is controlled
by the issues, announces a rule which, so far as I know,
has no prior authority. To adopt such a rule is to declare
that a decision in a cause of action is final between the
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same parties although the court specifically reserves
certain questions not necessary for its decision. Res
judicata settles all questions which were raised or those
that might have been raised but it settles them in
accordance with the decision that is made. Of course,
when a decision is upon the merits, a matter discussed
later, the entire cause of action is adjudicated finally. But
this North Carolina adjudication was not upon the merits.
It was upon a question of judicial power. The pertinent
excerpts from the opinion appear below. 1 The fact that
other [*195] issues, [***840] going to the merits of the
cause of action, might have been decided seems
immaterial.

1 220 N. C. at 20-21, 16 S. E. 2d at 412: "The
statute operates upon the adjective law of the
State, which pertains to the practice and
procedure, or legal machinery by which the
substantive law is made effective, and not upon
the substantive law itself. It is a limitation of the
jurisdiction of the courts of this State.

"The Legislature, within constitutional
limitations, can fix and circumscribe the
jurisdiction of the courts of this State. The
Legislature has exercised its prerogative to so
limit the jurisdiction of the courts of this State that
holders of notes given for purchase price of real
estate are not entitled to a deficiency judgment
thereon in such courts. We cannot hold that this
action upon part of the legislative branch of our
government impinged the full faith and credit
clause of the Constitution of the United States or
the general doctrine that the validity of a contract
is determined by the law of the place where made,
the lex loci contractus as distinguished from the
lex fori. Both the constitutional provision urged
and the general doctrine invoked by the appellee
are substantive law and the statute involved, as
aforesaid, relates solely to the adjective law. No
denial of the full force and credit of the Virginia
contract is made, and no interpretation or
construction of the contract involved is attempted.
The court, being deprived of its jurisdiction, has
no power to render a judgment for the plaintiff in
the cause of action alleged. 'Jurisdiction is power
to declare the law, and when it ceases to exist, the
only function remaining to the court is that of
announcing the fact and dismissing the cause.
And this is not less clear upon authority than upon

principle.'"

The rule which I consider sound appears in the
Restatement of the Law, Judgments § 49, as follows:

"Where a valid and final personal judgment not on
the merits is rendered in favor of the defendant, the
plaintiff is not thereby [**664] precluded from
thereafter maintaining an action on the original cause of
action and the judgment is conclusive only as to what is
actually decided."

The way to know what was actually decided in this case
is to read the applicable portion of the opinion printed in
the preceding note. The result of the decision was to
leave the cause of action unaffected because when a state
denies a remedy, it leaves "unimpaired the plaintiff's
substantive right, so that he is free to enforce it
elsewhere." Bradford Electric Co. v. Clapper, 286 U.S.
145, 160; Dalton v. Webster, 82 N. C. 279.

[*196] II. It is now to be considered whether or not
this judgment of the state court was on the merits. That
court said it had no "power to render a judgment for the
plaintiff in the cause of action alleged." This Court now
says that such a decision is a disposition on the merits.
Evidently what is meant is that when a litigant, who has
raised a federal constitutional question, has his case
dismissed on the ground that the court "has no power to
render a judgment for the plaintiff in the cause of action
alleged," there is a judgment on the merits on the
constitutional question as well as upon the right to
recover in North Carolina on any other ground. If we
have power to declare that it "concluded an adjudication
of a federal question even though it was not couched in
those terms," I would reach the opposite conclusion based
upon what the North Carolina court did. In my view, the
North Carolina court merely decided that it had no power
to adjudicate the cause of action. Certainly the state court
had the power to interpret its own statute. Knights of
Pythias v. Meyer, 265 U.S. 30, 32; Chaplinsky v. New
Hampshire, 315 U.S. 568. The withdrawal of jurisdiction
surely does not make a judgment one upon the merits.
The state court cited Ex parte McCardle, 7 Wall. 506, to
emphasize what it meant. If there was a suit on this note
in a federal court on an allegation of diversity of
citizenship and the federal court dismissed the suit with
an opinion saying that the case was dismissed because of
lack of jurisdiction, e. g. proof of non-diversity of
citizenship, no state court would [***841] hold that
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there had been a decision upon the merits. Where there is
no jurisdiction of the subject of the action the judgment is
not upon the merits. Stoll v. Gottlieb, 305 U.S. 165,
171-172. Of course, if there is a judgment upon the
merits, that judgment would be binding on both federal
and state courts. Even if the North Carolina decision is
not upon the merits, it is conclusive on North Carolina
courts and upon federal courts in North Carolina, [*197]
if those federal courts are courts of the State of North
Carolina in the sense that they must follow state decisions
upon the power of state courts, under the rule of
Guaranty Trust Co. v. York, 326 U.S. 99. I do not think
that the Guaranty rule applies. See subdivision IV.

III. If the two preceding numbered divisions of this
opinion are sound, there was no occasion for Bullington
to seek a review of the first judgment in this Court. He
was in the position of the owner of a cause of action,
dismissed because prematurely brought or brought in the
wrong county. The judgment that the Supreme Court of
North Carolina ordered was "dismissed," not on the
merits, not with prejudice, and not judgment for the
defendant, but a simple dismissal. North Carolina might
have declared, by statute, that no cause of action would
be recognized in North Carolina for the recovery of a
deficiency on a mortgage indebtedness. Instead [**665]
of this, we are told, authoritatively, by the Supreme Court
of North Carolina that North Carolina has withdrawn the
jurisdiction of its courts from such a cause of action. This
produces quite a different situation.

IV. The pith of the problem, as I see it, is laid bare
by the foregoing differentiations. It consists of the
question whether the North Carolina decision establishes
a controlling rule of law upon the constitutionality of the
state statute as tested by the federal Constitution or
adjudicates that the statute merely withdraws jurisdiction
from state courts over a type of action. This Court
concludes that the state decision determined the
constitutionality of the statute and that its holding was
binding on all federal courts in North Carolina, as well as
state courts. This idea is comprehended in the Court's
opinion by the statements that the federal courts are
courts of the state in diversity cases and that a litigant
cannot stop with an intermediate court decision against
him and begin a new litigation on the same cause of
action.

[*198] The Court reaches the conclusion that res
judicata should apply by an application of Erie Railroad

v. Tompkins, 304 U.S. 64, and Guaranty Trust Co. v.
York, 326 U.S. 99. The teaching of those cases is
accepted by me. They lead to the conclusion that in
diversity cases, legal or equitable, and this proceeding is
a diversity case, the federal courts in a state apply the law
of that state in matters of substantive law. In matters of
procedure and jurisdiction, I take it, no one would
contend that the doctrine of Erie Railroad is applicable.
One may regret that the line of the Great Divide between
substance and procedure cannot be clearly marked so that
all may agree as to its location in any one case. But that
line exists. We have said that federal courts must follow
the law of the state as to burden of proof. Cities Service
Co. v. Dunlap, 308 U.S. 208; Palmer v. Hoffman, 318
U.S. 109, 117; as to conflict of laws, Griffin v. McCoach,
313 U.S. 498; Klaxon Co. v. Stentor Co., 313 U.S. 487,
and as to state statutes of limitation in [***842] equity
cases, Guaranty Trust Co. v. York, supra. The reason for
these conclusions is to gain the desirable end of a
symmetry of law within each state. The momentum of
the opinions, just cited, and of the desire for uniformity
should not cause us to disregard the rule that state law,
statutory or judicial, directed at remedies or powers of
courts, cannot affect the federal system. Each of the
cases just cited follows the declarations of state law by
state courts. In this case, this Court departs from the state
court's interpretation of the meaning of a state statute in
order to bring about the federal policy of uniformity. By
this, the Court departs from the sound rule that a state
court's interpretation of state statutes is binding on federal
courts. In reaching the conclusion which it does, this
Court decides that if a state court does not have power to
adjudicate a cause, neither does a federal court in that
state. It also departs from controlling precedents that
state enactments on jurisdiction, [*199] remedies and
procedures do not affect the jurisdiction, remedies or
procedures of federal courts. It is true that these antedate
the Erie case but that case did not change the state and
federal jurisdiction.

In Pusey & Jones Co. v. Hanssen, 261 U.S. 491, this
Court held that an authority given by Delaware to its
Chancellor to appoint a receiver for an insolvent
corporation on the application of any creditor did not give
additional power to the federal court to appoint a receiver
in a diversity case on the application of a simple creditor
although the federal courts had long exercised the right to
appoint receivers on the application of a secured creditor.
This Court said:

Page 358



" [**666] That a remedial right to proceed in a
federal court sitting in equity cannot be enlarged by a
state statute is likewise clear, Scott v. Neely, 140 U.S.
106; Cates v. Allen, 149 U.S. 451. Nor can it be so
narrowed, Mississippi Mills v. Cohn, 150 U.S. 202;
Guffey v. Smith, 237 U.S. 101, 114. The federal court may
therefore be obliged to deny an equitable remedy which
the plaintiff might have secured in a state court.
Hanssen's contention is that the statute does not enlarge
the equitable jurisdiction or remedies; and that it confers
upon creditors of a Delaware corporation, if the company
is insolvent, a substantive equitable right to have a
receiver appointed. If this were true, the right conferred
could be enforced in the federal courts, Scott v. Neely,
140 U.S. 106, 109; since the proceeding is in pleading
and practice conformable to those commonly entertained
by a court of equity. But it is not true that this statute
confers upon the creditor a substantive right."

See Henrietta Mills v. Rutherford County, 281 U.S. 121,
127-128; Kelleam v. Maryland Casualty Co., 312 U.S.
377, 382.

[*200] In Lupton's Sons Co. v. Automobile Club,
225 U.S. 489, this Court held that a contract which could
not be sued upon in the courts of New York because a
New York statute provided that no foreign corporation
could "maintain any action in this state" without a
certificate that it had complied with certain state
requirements to do business in the state, could
nevertheless be sued upon in the federal court. It was
said, p. 500:

"The State could not prescribe the qualifications of
suitors in the courts of the United States, and could not
deprive of their privileges those who were entitled under
the Constitution and laws of the United States to resort to
the Federal courts for the enforcement of a valid contract.
. . . The State in the statute [***843] before us made no
such attempt. The only penalty it imposed, to quote
again from the Mahar Case, was a disability to sue 'in the
courts of New York.'"

These cases make clear that in diversity litigation the
federal courts are not simply courts of the state. They are
so far as the enforcement of the substantive laws of the
state are concerned, but not when procedure or power to
act is involved. The Lupton case shows too, that, when a
state denies power to its courts to adjudicate a cause, that
denial does not affect the power of the federal courts to

decide the case. As I am of the opinion that the state
court merely denied its power to adjudge between these
parties and did not decide the merits of Bullington's cause
of action, the state court judgment cannot be res judicata
in the federal court.

If it is true that in passing upon the meaning of a
state statute, a federal court is not required to follow the
state court's characterization of its statute, as remedial or
substantive, this Court's present determination that the
statute is substantive for our purposes cannot change the
effect in this litigation of the state's decision to the
contrary. [*201] When the state court held that for its
purposes the statute was remedial, it was remedial in that
court. If remedial, the state judgment was not upon the
merits and could not be res judicata in any court as to the
right to recover on the cause of action.

If the plea of res judicata is not good and this Court
should decide that the state statute is substantive law, i.
e., a declaration of the policy of North Carolina against
claims on deficiencies after sales of incumbered property,
it would be necessary to determine the constitutionality of
the North Carolina statute that declares uncollectible in
North Carolina a claim on a contract that was good in
Virginia. In view of this Court's present decision, I
express no opinion upon this issue.

[**667] MR. JUSTICE JACKSON and MR.
JUSTICE RUTLEDGE join in this opinion.

MR. JUSTICE RUTLEDGE, dissenting.

This is a hard case making, I think, proverbially bad
law. On the surface what seems to be decided is simply a
question of res judicata. Actually the decision rests on
an "and/or" hodgepodge of res judicata and Erie
doctrines. 1 In my judgment the admixture not only is
unnecessary but distorts and misapplies both doctrines. If
res judicata properly applies and is adequate to dispose
of the cause, there is no occasion for the sidewise
introduction of Erie ideas. Likewise, if Erie
appropriately governs the case, the Court's elaborate and
altogether novel discussion of res judicata is superfluous.

1 Erie R. R. Co. v. Tompkins, 304 U.S. 64.

The Court has not decided this case on any basis of
full faith and credit. 2 Accordingly res judicata as
[***844] it is applied [*202] has neither constitutional
nor statutory status. For present purposes it is therefore
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purely a rule of judicial administration to be applied, like
all such rules, as considerations of justice and right
application of the policy require, not omitting due regard
for its appropriate limits.

2 The Court does not hold that the full faith and
credit clause, Const., Art. IV, § 1, binds the
federal courts to give the North Carolina
judgment the effect of precluding a further suit in
the federal courts on the substantive cause of
action. Two difficulties would arise. (1) If, as the
Court asserts, the federal court in diversity cases
were only "another North Carolina court," the full
faith and credit clause would have no application;
but, that it may, see Cooper v. Newell, 173 U.S.
555, 567: ". . . the courts of the United States are
tribunals of a different sovereignty, and exercise a
distinct and independent jurisdiction from that
exercised by the state courts, and this is true in
respect of the courts of the several States as
between each other. And the courts of the United
States are bound to give to the judgments of the
state courts the same faith and credit that the
courts of one State are bound to give to the
judgments of the courts of her sister States." See
also American Surety Co. v. Baldwin, 287 U.S.
156, where Mr. Justice Brandeis spoke of the full
faith and credit clause in connection with the
obligation of a federal court sitting in Idaho to
follow, as res judicata, a previous Idaho decision.
(2) The decision would contradict, not confirm, as
full faith and credit require, the basis for the North
Carolina court's judgment, namely, that the statute
does not outlaw substantive claims but only
deprives the state courts of power to entertain
them.

Res judicata is a generally sound but by no means
unlimited policy of judicial action. The doctrine is
grounded in the need for putting an end to litigation. 3 It
does this by precluding the parties from showing what is
or may be the truth. 4 The sound core of the policy is that
ordinarily one suit which determines or gives a full and
fair chance [*203] for determining causes of action and
issues 5 between litigants should be enough and when this
much has been given further opportunity should be
denied.

3 See Moschzisker, Res Judicata (1929) 38 Yale
L. J. 299, 300. In this respect, of course, res

judicata resembles both statutes of limitations and
the doctrine of laches in equity, as well as full
faith and credit when applicable to judgments.
4 Scott, Collateral Estoppel by Judgment (1942)
56 Harv. L. Rev. 1. So do statutes of limitations,
laches and full faith and credit re judgments,
when applicable.
5 Cf. note 9 infra and text.

Stated so simply, however, the doctrine would be as
much trap for the unwary as boon for the wise or lucky
litigant. Exceptions and qualifications are so numerous
as to make the field not only technical but treacherous,
this case being a nice illustration. Qualification may
itself lose sight of basic policy and become sheer
technicality. 6 But general rules are not qualified so
extensively as this one has [**668] been without reason.
There is good reason for much of what has been done in
this respect with res judicata.

6 A sign generally that something is radically
wrong with the rule or with it and the exceptions
together. Cf. Georgetown College v. Hughes, 76
U. S. App. D. C. 123, 130 F.2d 810.

The effect of the rule qualifies its scope. It is not
every case in which a litigant has had "one bite at the
cherry" that the law forbids another. In other words, it is
not every such case in which the policy of stopping
litigation outweighs that of showing the truth. This is so
not only where the first suit actually gives no real chance
to secure a substantial determination, 7 but also though
less generally of others in which the litigant has such a
chance and foregoes or misses it. 8 It is so too whether
the claimed [*204] estoppel by prior suit is "direct" or
"indirect," that is, on the same or a different cause of
action. 9

7 See Walden v. Bodley, 14 Pet. 156, 161;
Hughes v. United States, 4 Wall. 232, 237;
Restatement, Judgments (1942) § 49.
8 "Judgments of nonsuit, of non prosequitur, of
nolle prosequi, of discontinuance and of dismissal
generally, are exceptions to the general rule that
when the pleadings, the court, and the parties are
such as to permit of a trial on the merits, the
judgment will be considered as final and
conclusive of all matters which could have been
so tried." 2 Freeman, Judgments (5th ed.)
1579-1580. And "generally speaking, judgments
merely of dismissal, whether voluntary or
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involuntary, in actions at law are not on the merits
and do not operate as a bar or estoppel in
subsequent proceedings involving the same
matters." Id. at 1582. See Haldeman v. United
States, 91 U.S. 584; Jacobs v. Marks, 182 U.S.
583; Manhattan Life Ins. Co. v. Broughton, 109
U.S. 121; Restatement, Judgments (1942) §§ 53,
54.
9 Scott, op. cit. supra note 4, p. 2; Restatement,
Judgments (1942) 175-176. Usually "direct"
estoppel is said to preclude redetermination of
issues actually determined or which might have
been determined "on the merits." Ibid. But
"indirect" estoppel precludes relitigating only
issues actually decided. Cromwell v. County of
Sac, 94 U.S. 351, 352-353.

[***845] Upon the law as well as the policy, the
question has been one of balancing considerations of
justice and convenience between stopping litigation and
stopping the showing of the truth. 10 That balance has
never been so one-sided in favor of the former that the
matter is ended simply by showing that a party has had
some chance, however slight, in a previous litigation to
secure a favorable decision.

10 The process of course crystallizes in definite
rules for types of cases, but the important fact is
that these rules do not all come out the same way
for application of the rule of preclusion and that in
the process of crystallization the weighing of the
opposing considerations forms the rule for or
against that policy.

If this were the law every case where a party takes a
nonsuit or a dismissal expressly for the purpose of
starting over again would be a final and conclusive
determination against him. I know of no jurisdiction
where the law has been so harsh. Nor do I think it should
be in this one.

There are too many good reasons why persons
starting out in litigation should not be barred of their
rights by the fact alone that they withdraw in order to
start again, even though by going on to the end they
might pull through successfully against great odds.
Crucial witnesses may disappear or die and time be
required for finding them or others. Surprise in the
course of trial may occur justifying withdrawal without
fatal loss of rights. Even as in [*205] this case,
jurisdictional and other uncertainties may arise putting in

jeopardy or making comparatively or completely futile
further pursuit of the pending litigation when another suit
in the same or a different court might provide a more
certain and less expensive mode of disposing of the
controversy for all the parties.

These and other reasons have qualified flat
application of res judicata too long and too universally
for their qualifying effects to be thrown overboard now
simply because a withdrawing litigant might conceivably
have come out victorious had he gone on to the very
farthest end. 11 Such [**669] a criterion would turn res
judicata into a rigid rule requiring exhaustion of judicial
remedies, a notion heretofore wholly alien to the doctrine.
12

11 The Court clearly implies that Bullington
would not be foreclosed on res judicata by the
North Carolina decision if his route to this Court
for review had been by certiorari rather than by
appeal. But the ruling as made, in so far as it rests
on the failure to appeal, ignores the settled law
that for purposes of applying res judicata failure
to take appeal has no bearing once the judgment
becomes final. See note 19. It also defeats the
policy of res judicata; for a party, instead of being
allowed to accept the jurisdictional ruling, is
forced to appeal to the highest court in order to
save his rights no matter how meritless the appeal,
thus prolonging rather than shortening litigation.
12 See note 19.

This course, moreover, seems to be justified on the
basis that the grounds of an adjudication have nothing to
do with the adjudication or its effects, for purposes of
applying res judicata. That is true, apparently, for
applying res judicata to Bullington's failure to take his
appeal here in the North Carolina state court suit, so as to
cut off his right ever to secure a decision on the "'merits'
in the sense of the ultimate substantive issues of a
litigation." But it is not true, apparently, for application of
the doctrine to different jurisdictional rulings. For "an
adjudication declining to reach such ultimate substantive
issues may bar a second attempt to reach them in another
court of the [*206] State. Such a situation is presented
when the first decision is based not on the ground that the
distribution of judicial power among the various courts of
the State requires [***846] the suit to be brought in
another court in the State, but on the inaccessibility of all
the courts of the State to such litigation. And that is the
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essence of the present case." (Emphasis added.)

I can understand the distinction drawn. But I find
difficulty in understanding why res judicata turns for
application in this case to cut off determination of
substantive issues not at all upon the grounds of decision
but only on the fact of adverse decision; but, for
application to such issues when a jurisdictional question
is also involved, it turns not simply upon the
adjudication, but upon the grounds for the jurisdictional
determination. If res judicata is governed solely by the
adjudication without reference to what is adjudicated, that
is, merely by the fact of adverse decision, I should think
that rule would apply in all cases. If, on the contrary, the
grounds of adjudication are relevant and controlling for
the one class of questions, I should think they would be
for the other.

The fallacy lies in the novel and unprecedented idea
that the groundings of a court's decision have nothing to
do with whether res judicata applies, except when they
relate to one kind of jurisdictional determination rather
than another. Apart from the exception, the idea ignores
the vast body of law which has grown up on the basis that
the grounding of the decision is the criterion for applying
the doctrine. 13 And much of that case law has been that
if the "'merits' in the sense of the ultimate substantive
issues of a litigation" are not reached, their later
determination is not foreclosed. 14 This is true whether or
not the jurisdictional [*207] ruling is erroneous or valid
and whether or not if erroneous it might have been
corrected on appeal.

13 See Scott, op. cit., supra note 4; Restatement,
Judgments (1942) §§ 49, 50, 53, 54.
14 See authorities cited in note 7 supra.

That law I think is sound, and I think it is just as
sound when the jurisdictional decision goes off
erroneously on a federal ground or erroneously ignoring
one as when it rests on a valid basis. It is grounded in the
policy that unless a litigant gets a real bite at the apple of
discord he should not be foreclosed from another attempt.
Its basis is that in such a case it is better and more just not
to stop litigation than it is to stop the showing of the truth
and thereby bring about a forfeiture of valuable
substantive rights without giving at least one full and fair,
which means fairly certain, opportunity for securing
decision upon them.

Bullington has not had such an opportunity.

[**670] He has never received, and now never can
receive a decision on the substantive merits of his claim,
unless possibly he can catch and serve Angel in another
state and after prolonged further litigation succeed in
inducing this Court to hold the North Carolina bar and
res judicata not operative there. See Riley v. New York
Trust Co., 315 U.S. 343, 349: "By the Constitutional
provision for full faith and credit, the local doctrines of
res judicata, speaking generally, become a part of
national jurisprudence, and therefore federal questions
cognizable here."

Conceivably Bullington by coming here in the North
Carolina suit might have secured a decision that the
North Carolina statute and decision were invalid
constitutionally in excluding him from all the state's
courts and that the state must afford him a remedy on
proof of his substantive claim. But the very multiplicity
of the constitutional questions enumerated in the Court's
opinion which were or might have been pertinent made
that chance slim indeed. What is more important is that if
the judgment had been thus reversed and remanded, it
would have been [*208] wiped out and he then would
have been free to dismiss the suit [***847] and start
over again in the federal courts sitting in the state or in
the state courts. Bucher v. Cheshire R. R. Co., 125 U.S.
555, 578-579. 15

15 "If . . . a judgment has been vacated by the
trial court or reversed by an appellate court, it is
no longer conclusive between the parties, either as
a merger of the original cause of action or as a bar
to an action upon the original cause of action . . .
." Restatement, Judgments (1942) 163.

"Ordinarily, after a judgment has been
reversed on appeal and the cause remanded, the
case stands for trial de novo on the issues properly
joined. . . . With respect to the right of plaintiff to
take a voluntary nonsuit, it stands in the same
relative position which it occupied before the trial
in the first instance." Shell Petroleum Corp. v.
Shore, 80 F.2d 785, 786.

This is the general rule. 89 A. L. R. 109; 126
A. L. R. 305. It would seem to apply in North
Carolina. North Carolina follows both the
doctrine that the trial court, upon remand by an
appellate court, is to proceed as if there had been
no previous trial and the doctrine that judgments
not on the merits do not constitute an estoppel to
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subsequent actions. Hickory v. Railroad, 138 N.
C. 311, 318; Grimes v. Andrews, 170 N. C. 515;
cf. Gen. Stat. N. C. (1943) § 1-25, as interpreted
in Grimes v. Andrews, 170 N. C. at 522.

On the other hand, if the case had gone against him
here, then his right to start over in the federal court in
North Carolina would depend upon whether one of two
grounds were accepted for this Court's decision, namely,
on the one hand, that North Carolina had power to bar his
substantive claim and had done so in effect though not in
words, thus closing the doors of the federal court to it
under the Erie rule; on the other, that the state had power
to close its courts against his claim without adjudicating
its substantive validity, thus leaving him free to go to the
federal court under the Erie rule. Either result was a
conceivable one, depending on whether the Court should
conclude that a "right without a remedy" remains a right,
for this purpose, or becomes none at all. But the only
chance for Bullington's ultimate success, in the event of
adverse decision [*209] here, would have been for the
decision to have turned out on the latter ground.

That chance was hardly worth the gamble. For this
Court has declared in Guaranty Trust Co. v. York, 326
U.S. 99, 108-109, that a right without a remedy is no right
at all for purposes of enforcement by a diversity suit in a
federal court sitting in the state. 16 And the nature of the
North Carolina statute as construed by the state court
reaches exactly [**671] the result which the York case
says precludes resort to the federal court on the same
cause in a diversity suit. 17 Indeed this seems to be an
alternative basis for the present decision. 18 Bullington's
chance to get to the federal court on such a basis was
therefore practically nil.

16 The York case however did not purport to
apply or extend the rule to a cause of action
arising under and governed by the laws of another
state than that in which the federal court was
sitting. But cf. Klaxon Co. v. Stentor Elec. Mfg.
Co., 313 U.S. 487.
17 Except for the factor noted in note 16.
18 See text infra.

Should he now be barred because he did not take the
extremely remote chance of securing a favorable
decision, reversing the state court's judgment and forcing
the state to hear his case on the merits? Not, I think,
unless we can say he then would have been forced, if
successful, to continue the litigation in the state courts

and could not withdraw to start over in the North
Carolina federal court. This we could not say unless we
were to overrule the Bucher case, which Bullington had a
right to assume we would not do. Why he should be
barred from doing now, because he did not take his
almost hopeless appeal, what he [***848] would have
been at liberty to do if he had taken it successfully, I am
not able to understand. No sound policy of ending
litigation, conserving judicial time or litigants' rights or in
any other respect can possibly be served by [*210] such
a ruling. 19 Moreover, the very difficulties in his way for
securing a successful determination here, which would
give him some certain remedy either in the state or in the
federal courts, were sufficient reason, in my opinion, to
justify his foregoing that dubious procedure and starting
over again in the federal court.

19 "The application of the principle of res
judicata has not in any way been made to depend
upon whether the judgment in question is subject
to review in another tribunal. Except in so far as it
may affect the question of its finality, as in the
case of orders on motions, the fact that a judgment
may or may not be appealable should have no
bearing upon its effect as res judicata." 2
Freeman, Judgments (5th ed.) 1339.

Thus, there is no doctrine of exhaustion of
judicial remedies. If the judgment of a court goes
on jurisdictional grounds, the party may accept it
and, instead of appealing, may institute another
action where he will not be met by the
jurisdictional bar. Cf. Restatement, Judgments
(1942) 194-195; Cook, The Logical and Legal
Bases of the Conflict of Laws (1942) 133-135.

The real trouble here is not with the law of res
judicata, for that law has no valid application to these
facts. It is that the doctrine is used as an escape from
facing squarely the real question presented. This is
whether North Carolina's decision made the Erie doctrine
applicable. The Court's opinion does state expressly that
the effect of the North Carolina decision was to create a
policy of the state against the validity of all claims for
deficiency judgments, and comes almost but not quite to
saying this requires the case to go off on application of
the York rule.

That issue is inescapable here. The Erie rule did not
purport to change the law of federal jurisdiction in
diversity cases, taking it out of the hands of Congress and
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the federal courts and putting it within the states' power
to determine. It purported only to prescribe the rule
federal courts should follow in applying the substantive
law. If the North Carolina decision was exclusively a
jurisdictional [*211] one, it had no effect on the power
of the federal courts in that state to hear controversies
excluded by it from the state courts, and the decision
neither reached the merits of the controversy "in the sense
of the ultimate substantive issues of a litigation" nor
barred Bullington from going to the federal court. See
Lupton's Sons Co. v. Automobile Club, 225 U.S. 489. If
on the other hand the decision was in effect, although not
in words, a determination of the merits in that sense, it
both adjudicated Bullington's substantive rights and
barred him from maintaining the later suit successfully in
the federal court. That question is here and until it is
resolved he is deprived of any day in court except to go

from one to another without securing decision either on
the merits substantially or "on the merits" jurisdictionally.

From the Court's opinion I cannot say [**672]
whether the question has been resolved. Its discussion of
North Carolina's "policy" and its overruling of the
Lupton's Sons case, supra, would seem to indicate that it
is applying York, though without saying so frankly. But,
if so, why speak also of res judicata? The law should not
be made into such a merry-go-round. Bullington is
entitled to one full day in court on the substance of his
claim. This he has not had.

I hardly need add that I agree with the views
expressed by MR. JUSTICE REED.

MR. JUSTICE JACKSON joins in this opinion.
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PRIOR HISTORY: CERTIORARI TO THE
CIRCUIT COURT OF APPEALS FOR THE SEVENTH
CIRCUIT.

A District Court cancelled petitioner's certificate of
naturalization and revoked the order admitting him to
citizenship on the ground that they had been procured by
fraud. The Circuit Court of Appeals affirmed. 149 F.2d
519. This Court granted certiorari. 326 U.S. 714.
Affirmed, p. 674.

DISPOSITION: 149 F.2d 519, affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: Petitioner appealed a
judgment of the United States Court of Appeals for the
Seventh Circuit, affirming an order cancelling petitioner's
certificate of naturalization and revoking the order
admitting petitioner to citizenship on the ground that
petitioner obtained the certificate of naturalization by
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fraud.

OVERVIEW: Petitioner was a native of Germany who
had taken an oath of allegiance to the United States and
was admitted to citizenship. Subsequently, respondent
United States instituted proceedings under § 338(a) of the
Nationality Act of 1940, 8 U.S.C.S. § 738(a), to cancel
petitioner's certificate of naturalization on grounds that
the certificate had been procured by fraud. Specifically, it
was alleged that petitioner had falsely and fraudulently
swore allegiance. The order cancelling petitioner's
certificate and revoking the order admitting him to
citizenship was affirmed by the appellate court. The court
stated that the standard of proof for denaturalization was
strict and reexamined the facts to determine whether
respondent met the burden of proof by clear, unequivocal,
and convincing evidence. The consistent pattern of
petitioner's conduct before and after naturalization was
solid, convincing evidence that petitioner falsely
forswore allegiance to his native country. Congress had
the power to provide for denaturalization on the ground
of fraud. As fraud was a statutory ground for
denaturalization when petitioner took his oath, the
appellate court's decision was affirmed.

OUTCOME: The appellate court's judgment was
affirmed because there was solid evidence that petitioner,
before, during, and after the date of his naturalization,
engaged in consistent pattern of conduct which proved by
clear, unequivocal, and convincing evidence that he
falsely foreswore allegiance to the German Reich.

CORE TERMS: naturalization, citizenship, allegiance,
certificate, alien, denaturalization, naturalized citizen,
oath of allegiance, swastika, cancellation, falsely, decree,
ground of fraud, native-born, swore, flag, convincing
evidence, good faith, attachment, promotion, fidelity,
loyalty, solid, youth, foreign-born, reservation,
revocation, utterances, inferior, native

LexisNexis(R) Headnotes

Immigration Law > Loss of Citizenship > General
Overview
[HN1] See 8 U.S.C.S. § 738(a).

Civil Procedure > U.S. Supreme Court Review > State

Court Decisions
Evidence > Procedural Considerations > Burdens of
Proof > Clear & Convincing Proof
Immigration Law > Denaturalization > Grounds
[HN2] Fraud connotes perjury, falsification, concealment,
misrepresentation. When denaturalization is sought on
this as well as on other grounds, the standard of proof
required is strict. The Supreme Court does not accept
even concurrent findings of two lower courts as
conclusive. The court reexamines the facts to determine
whether the United States has carried its burden of
proving by clear, unequivocal, and convincing evidence,
which does not leave the issue in doubt, that the citizen
who is sought to be restored to the status of an alien
obtained his naturalization certificate illegally.

Immigration Law > Citizenship > Citizenship by Birth
Immigration Law > Loss of Citizenship > General
Overview
[HN3] Citizenship obtained through naturalization is not
a second-class citizenship. It is plain that citizenship
obtained through naturalization carries with it the
privilege of full participation in the affairs of society,
including the right to speak freely, to criticize officials
and administrators, and to promote changes in laws
including the very charter of government. Great tolerance
and caution are necessary lest good faith exercise of the
rights of citizenship be turned against the naturalized
citizen and be used to deprive him of the cherished status.
Ill-tempered expressions, extreme views, even the
promotion of ideas which run counter to American ideals,
are not to be given disloyal connotations in absence of
solid, convincing evidence that that is their significance.
Were the law otherwise, valuable rights would rest upon
a slender reed, and the security of the status of
naturalized citizens might depend in considerable degree
upon the political temper of majority thought and the
stresses of the times.

Immigration Law > Loss of Citizenship > General
Overview
[HN4] Denaturalization, like deportation, may result in
the loss of all that makes life worth living. Hence, where
the fate of a human being is at stake, the court must not
leave the presence of his evil purpose to conjecture.

Immigration Law > Loss of Citizenship > General
Overview
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[HN5] Intent is a subjective state, illusory and difficult to
establish in absence of voluntary confession. What may
appear objectively to be false may still fall short of
establishing an intentional misrepresentation which is
necessary in order to prove that the oath was perjurious.
Utterances made in years subsequent to the oath are not
readily to be charged against the state of mind existing
when oath was administered. Troubled times and
emotions of the hour may elicit expressions of sympathy
for old acquaintances and relatives across the waters. The
fundamental question is whether the new citizen still
takes his orders from, or owes allegiance to, a foreign
chancellery. Far more is required to establish that fact
than a showing that social and cultural ties remain. And
even political utterances, which might be some evidence
of a false oath if they clustered around the date of
naturalization, are more and more unreliable as evidence
of the perjurious falsity of the oath the further they are
removed from the date of naturalization.

Immigration Law > Denaturalization > Grounds
Immigration Law > Loss of Citizenship > General
Overview
Immigration Law > Naturalization > Administrative
Proceedings > Oath
[HN6] Congress has provided that fraud is a basis for
cancellation of certificates of naturalization in
proceedings instituted by the United States. Section 15 of
the Act of June 29, 1906, 34 Stat. 601. The legislative
history of that enactment shows that false swearing is one
of the evils included in the statutory grounds for
denaturalization. That power is granted to give added
protection against fraud committed on the naturalization
courts. Cancellation of a certificate on the grounds of
fraud includes cancellation for falsely swearing that the
applicant forswore allegiance to his native country.
Though the making of a false oath be called intrinsic
fraud, it is within the reach of the statute.

Immigration Law > Loss of Citizenship > General
Overview
[HN7] See § 15 of the Act of June 29, 1906, 34 Stat. 601.

Constitutional Law > Congressional Duties & Powers >
Naturalization
Constitutional Law > Congressional Duties & Powers >
Necessary & Proper Clause
Governments > Federal Government > U.S. Congress

[HN8] The Constitution grants Congress power to
establish a uniform rule of naturalization. U.S. Const. art.
I, § 8. The power of denaturalization comes from that
provision and the Necessary and Proper Clause in U.S.
Const. art. I, § 8.

Governments > Federal Government > U.S. Congress
Immigration Law > Citizenship > General Overview
International Law > Sovereign States & Individuals >
Citizenship
[HN9] A certificate obtained by fraud is clearly within
the reach of congressional power. An alien has no moral
nor constitutional right to retain the privileges of
citizenship if, by false evidence or the like, an imposition
has been practiced upon the court, without which the
certificate of citizenship could not and would not have
been issued. To hold otherwise would be an anomaly. It
would in effect mean that where a person through
concealment, misrepresentation or deceit perpetrated a
fraud on the naturalization court, the United States would
be remediless to correct the wrong. That would indeed
put a premium on the successful perpetration of frauds
against the nation. The Supreme Court cannot conclude
that Congress, which may withhold the right of
naturalization, is so powerless.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

EVIDENCE, §925

degree of proof -- fraud -- denaturalization. --

Headnote:[1]

When denaturalization is sought on the ground of
fraud, the standard of proof required is strict.

[***LEdHN2]

APPEAL, §1506

conclusiveness of concurrent findings --
denaturalization for fraud. --

Headnote:[2]

When denaturalization on the ground of fraud is
sought, the Supreme Court of the United States will not
accept even concurrent findings of two lower courts as
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conclusive.

[***LEdHN3]

APPEAL, §1469

review of facts -- denaturalization for fraud. --

Headnote:[3]

The Supreme Court of the United States, in
reviewing a case where denaturalization is sought on the
ground of fraud, will re-examine the facts to determine
whether the government has sustained its burden of
proving, by clear, unequivocal, and convincing evidence
not leaving the issue in doubt, that the naturalization
certificate was illegally obtained.

[***LEdHN4]

CITIZENSHIP, §3

rights of citizens -- naturalized citizens. --

Headnote:[4]

Citizenship obtained through naturalization is not a
second-class citizenship, but, with certain limited
exceptions, carries with it all of the rights and
prerogatives of citizenship obtained by birth in this
country, including the privilege of full participation in the
country's affairs, such as the right to speak freely, to
criticize officials and administrators, and to promote
changes in the laws, including the very charter of the
government.

[***LEdHN5]

EVIDENCE, §925

sufficiency -- denaturalization -- disloyalty. --

Headnote:[5]

Ill-tempered expressions, extreme views, and even
the promotion of ideas which run counter to our
American ideals, are not to be given disloyal
connotations, justifying a decree of denaturalization, in
the absence of valid, convincing evidence that that is their
significance.

[***LEdHN6]

ALIENS, §53

denaturalization -- fraud as question of intent. --

Headnote:[6]

Denaturalization for fraud is a question of intent, and
what may appear objectively to be false may still fall
short of establishing an intentional misrepresentation,
which is necessary in order to prove that the oath of
allegiance was perjurious.

[***LEdHN7]

EVIDENCE, §925

sufficiency -- naturalization -- false oath of
allegiance. --

Headnote:[7]

Utterances of a naturalized citizen made in years
subsequent to his taking of the oath of allegiance,
indicating sympathy with the country from which he
came, are not generally sufficient to show that his oath of
allegiance was perjurious, the fundamental question
being, not whether he still retained some social and
cultural ties with his native country, but whether he still
takes his orders from, or owes allegiance to, the foreign
chancellory.

[***LEdHN8]

EVIDENCE, §925

sufficiency -- cancelation of naturalization -- fraud
in taking oath. --

Headnote:[8]

Proof of a clear course of conduct designed to
promote the Nazi cause in America by one who was, not
just an underling in the cause, but a leader and
dominating figure engaged in a shrewd, calculating, and
vigilant promotion of a program for the systematic
agitation of Nazi views, is sufficient, where the activities
complained of occurred at or around the date of
naturalization as well as before and after that date, to
sustain an order canceling his certificate of naturalization
on the ground of fraud and falsity in taking the oath of
allegiance, where there was abundant evidence of
statements by him indicating his loyalty to the Hitler
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government, it was shown, inter alia, that he was active in
the German-American Bund and in two other affiliated
German organizations having the same general purposes,
in the activities of which he strongly supported the Hitler
government as against those having more moderate
views, and there was testimony, given by the secretary of
the leader of the Bund, that the defendant had
corresponded directly with Hitler and the German
leaders, and had said that the Bund was their grip on
American democracy and that his American citizenship
was a good thing to hide behind.

[***LEdHN9]

JUDGMENT, §139

res judicata -- naturalization -- falsity of oath. --

Headnote:[9]

A decree of naturalization is not res judicata on the
issue of fraud in taking the oath of allegiance, since, the
decree being entered before the oath is taken, the falsity
of the oath could not have been in issue at that time.

[***LEdHN10]

ALIENS, §53

naturalization -- cancelation of certificate -- fraud. --

Headnote:[10]

Falsity of an oath taken by an applicant for
naturalization foreswearing loyalty and allegiance to his
native country constitutes fraud within the statute (34 Stat
at L 601) making fraud a ground for cancelation of a
certificate of naturalization.

[***LEdHN11]

ALIENS, §53

naturalization -- cancelation -- power of Congress. --

Headnote:[11]

It is within the power of Congress to provide for the
cancelation of naturalization certificates on the ground of
fraud.

SYLLABUS

1. In a proceeding under § 338 of the Nationality
Act of 1940 to revoke an order admitting petitioner to
citizenship and to cancel his certificate of naturalization
on the ground of fraud in their procurement, there was
solid, convincing evidence that, before the date of his
naturalization, at that time, and subsequently, he was a
thoroughgoing Nazi and a faithful follower of Adolph
Hitler. Held. The conclusion is irresistible that, when
petitioner forswore allegiance to the German Reich, he
swore falsely; and the revocation of the decree of
naturalization is sustained. Pp. 660-669, 674.

2. The standard of proof required in such
proceedings is strict. Schneiderman v. United States, 320
U.S. 118; Baumgartner v. United States, 322 U.S. 665. P.
657.

3. In reviewing such a proceeding, this Court does
not accept even concurrent findings of the two lower
courts as conclusive, but reexamines the facts to
determine whether the United States has carried the
burden of proving its case by "clear, unequivocal, and
convincing" evidence, which does not leave "the issue in
doubt." Id. Pp. 657, 658.

4. Citizenship obtained through naturalization is not
a second-class citizenship. P. 658.

5. It carries with it the privileges of full participation
in the affairs of our society, including the right to speak
freely, to criticize officials and administrators, and to
promote changes in our laws, including the very Charter
of our Government. P. 658.

6. Great tolerance and caution are necessary lest
good faith exercise of the rights of citizenship be turned
against the naturalized citizen and used to deprive him of
the cherished status. P. 658.

7. Ill-tempered expressions, extreme views, even the
promotion of ideas which run counter to our American
ideals, are not to be given disloyal connotations in the
absence of solid, convincing evidence that that is their
significance. P. 658.

8. Utterances made in years subsequent to the oath of
allegiance are not readily to be charged against the state
of mind existing when the oath was administered. P. 659.

9. The fundamental question is whether the new
citizen still takes his orders from, or owes his allegiance
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to, a foreign chancellory. P. 659.

10. Membership in the German-American Bund is
not in itself sufficient to prove fraud which would
warrant revocation of a decree of naturalization. P. 669.

11. The issue of fraud in the oath of allegiance taken
by an alien upon admission to citizenship cannot become
res judicata in the order admitting him to citizenship;
since it was not in issue and neither was adjudicated nor
could have been adjudicated in the naturalization
proceedings. P. 671.

12. When an alien takes the oath of allegiance with
reservations or does not in good faith forswear loyalty
and allegiance to the old country, the decree of
naturalization is obtained by a fraud on the naturalization
court; and this is a proper ground for cancellation of the
naturalization. Pp. 671-673.

13. There can be no doubt of the power of Congress
to provide for the cancellation of certificates of
naturalization on the ground of fraud in their
procurement. Pp. 673, 674.

COUNSEL: Ode L. Rankin argued the cause and filed a
brief for petitioner.

Frederick Bernays Wiener argued the cause for the
United States. With him on the brief were Solicitor
General McGrath, Robert S. Erdahl and Beatrice
Rosenberg.

JUDGES: Black, Reed, Frankfurter, Douglas, Murphy,
Rutledge, Burton; Jackson took no part in consideration
or decision of this case.

OPINION BY: DOUGLAS

OPINION

[*656] [**1306] [***1502] MR. JUSTICE
DOUGLAS delivered the opinion of the Court.

Knauer is a native of Germany. He arrived in this
country in 1925 at the age of 30. He had served in the
German army during World War I and was decorated.
He had studied law and economics in Germany. He
settled in Milwaukee, Wisconsin, and conducted an
insurance business there. He filed his declaration of
intention to become a citizen in 1929 and his petition for

naturalization in 1936. He took his oath of allegiance and
was admitted to citizenship on April 13, 1937. In 1943
the United States instituted proceedings under § 338 (a)
of the Nationality Act of 1940, 54 Stat. 1137, 1158, 8 U.
S. C. § 738 (a), to cancel his certificate of naturalization 1

on the [***1503] ground that it had been secured by
fraud in that (1) he had falsely and fraudulently
represented in his petition that he was attached to the
principles of the Constitution and (2) he had taken a false
oath of allegiance. The District Court was satisfied
beyond a reasonable doubt that Knauer practiced fraud
when he obtained his certificate of naturalization. It
found that he had not been and is not attached to the
principles of the Constitution and that he took a false oath
of allegiance. It accordingly [*657] entered an order
cancelling his certificate and revoking the order admitting
him to citizenship. The Circuit Court of Appeals
affirmed. 149 F.2d 519. The case is here on a petition for
a writ of certiorari which we granted to examine that
ruling in light of our decisions in Schneiderman v. United
States, 320 U.S. 118, and Baumgartner v. United States,
322 U.S. 665.

1 [HN1] Sec. 338 (a) of the Nationality Act of
1940 provides:

"It shall be the duty of the United States
district attorneys for the respective districts, upon
affidavit showing good cause therefor, to institute
proceedings in any court specified in subsection
(a) of section 301 in the judicial district in which
the naturalized citizen may reside at the time of
bringing suit, for the purpose of revoking and
setting aside the order admitting such person to
citizenship and canceling the certificate of
naturalization on the ground of fraud or on the
ground that such order and certificate of
naturalization were illegally procured."

[***LEdHR1] [1] [***LEdHR2] [2] [***LEdHR3]
[3]I. In the oath of allegiance which Knauer took, he
swore that he would "absolutely and entirely renounce
and abjure all allegiance and fidelity to any foreign
prince, potentate, state, or sovereignty, and particularly to
the German Reich," that he would "support and defend
the Constitution and laws of the United States of America
against all enemies, foreign and domestic"; that he would
"bear true faith and allegiance to the same" and that he

Page 369



took "this obligation freely without any mental
reservation or purpose of evasion." 2 The first and crucial
issue in the case is whether Knauer swore falsely and
committed a fraud when he promised under oath to
forswear allegiance to the German Reich and to transfer
his allegiance to this nation. [HN2] Fraud connotes
perjury, falsification, concealment, misrepresentation.
When denaturalization is sought on this ( Baumgartner v.
United States, supra) as well as on other grounds (
Schneiderman v. United States, supra), the standard of
proof required is strict. We do not accept even
concurrent findings of two lower courts as conclusive.
Baumgartner v. United States, supra, pp. 670-671.
[**1307] We reexamine the facts to determine whether
the United States has carried its burden of proving by
"clear, unequivocal, and convincing" evidence, which
does not leave "the issue in doubt," that the citizen
[*658] who is sought to be restored to the status of an
alien obtained his naturalization certificate illegally.
Schneiderman v. United States, supra, p. 158.

2 Since 1795 an alien seeking admission to
citizenship in this country has been required to
swear that he renounced allegiance to all foreign
powers, including his native land. 1 Stat. 103,
414; 2 Stat. 153, 154; R. S. 2165; 34 Stat. 596,
598; 54 Stat. 1137, 1157.

[***LEdHR4] [4] [***LEdHR5] [5]That strict test is
necessary for several reasons. [HN3] Citizenship
obtained through naturalization is not a second-class
citizenship. It has been said that citizenship carries with it
all of the rights and prerogatives of citizenship obtained
by birth in this country "save that of eligibility to the
Presidency." Luria v. United States, 231 U.S. 9, 22.There
are other exceptions of a limited character. 3 But it is
plain that citizenship [***1504] obtained through
naturalization carries with it the privilege of full
participation in the affairs of our society, including the
right to speak freely, to criticize officials and
administrators, and to promote changes in our laws
including the very Charter of our Government. Great
tolerance and caution are necessary lest good faith
exercise of the rights of citizenship be turned against the
naturalized citizen and be used to deprive him of the
cherished status. Ill-tempered expressions, extreme
views, even the promotion of ideas which run counter to
our American ideals, are not to be given disloyal

connotations in absence of solid, convincing evidence
that that is their significance. Any other course would
run counter to our traditions and make denaturalization
proceedings the ready instrument for political
persecutions. As stated in Schneiderman v. United
States, supra, p. 159, "Were the law otherwise, valuable
rights would rest upon a slender reed, and the security of
the status of our naturalized citizens might depend in
[*659] considerable degree upon the political temper of
majority thought and the stresses of the times."

3 Thus a naturalized citizen must wait seven
years before he is eligible to sit in the House
(Article I, § 2) and nine years before he can enter
the Senate. Article I, § 3. Furthermore, a
naturalized citizen may lose his American
citizenship by residing abroad for stated periods.
§§ 404-406. Nationality Act of 1940, 54 Stat.
1137, 1170, 8 U. S. C. §§ 804-806. See Perkins
v. Elg, 307 U.S. 325, 329.

[***LEdHR6] [6] [***LEdHR7] [7]These are
extremely serious problems. They involve not only
fundamental principles of our political system designed
for the protection of minorities and majorities alike.
They also involve tremendously high stakes for the
individual. For [HN4] denaturalization, like deportation,
may result in the loss "of all that makes life worth living."
Ng Fung Ho v. White, 259 U.S. 276, 284. Hence, where
the fate of a human being is at stake, we must not leave
the presence of his evil purpose to conjecture. Cf.
Bridges v. Wixon, 326 U.S. 135, 149. Furthermore, we are
dealing in cases of this kind with questions of intent.
Here it is whether Knauer swore falsely on April 13,
1937. [HN5] Intent is a subjective state, illusory and
difficult to establish in absence of voluntary confession.
What may appear objectively to be false may still fall
short of establishing an intentional misrepresentation
which is necessary in order to prove that the oath was
perjurious. And as Baumgartner v. United States, supra,
indicates, utterances made in years subsequent to the oath
are not readily to be charged against the state of mind
existing when the oath was administered. 322 U.S. p.
675. Troubled times and the emotions of the hour may
elicit expressions of sympathy for old acquaintances and
relatives across the waters. "Forswearing past political
allegiance without reservation and full assumption of the
obligations of American citizenship are not at all
inconsistent with cultural feelings imbedded in childhood
and youth." Baumgartner v. United States, supra, p. 674.
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Human [**1308] ties are not easily broken. Old social
or cultural loyalties may still exist, though basic
allegiance is transferred here. The fundamental question
is whether the new citizen still takes his orders from, or
owes his allegiance to, a foreign chancellory. Far more is
required to establish that fact [*660] than a showing that
social and cultural ties remain. And even political
utterances, which might be some evidence of a false oath
if they clustered around the date of naturalization, are
more and more unreliable as evidence of the perjurious
falsity of the oath the further they are removed from the
date of naturalization.

[***LEdHR8] [8]We have read with care the
voluminous [***1505] record in this case. We have
considered the evidence which antedates Knauer's
naturalization (April 13, 1937), the evidence which
clusters around that date, and that which follows it. We
have considered Knauer's versions of the various
episodes and the versions advanced by the several
witnesses for the United States. We have considered the
testimony and other evidence offered by each in
corroboration or impeachment of the other's case. We
have considered the appraisal of the veracity of the
witnesses by the judge who saw and heard them and have
given it that "due regard" required by the Rules of Civil
Procedure. Rule 52 (a). We conclude with the District
Court and the Circuit Court of Appeals that there is solid,
convincing evidence that Knauer before the date of his
naturalization, at that time, and subsequently was a
thoroughgoing Nazi and a faithful follower of Adolph
Hitler. The conclusion is irresistible, therefore, that when
he forswore allegiance to the German Reich he swore
falsely. The character of the evidence, the veracity of the
witnesses against Knauer as determined by the District
Court, the corroboration of challenged evidence
presented by the Government, the consistent pattern of
Knauer's conduct before and after naturalization convince
us that the two lower courts were correct in their
conclusions. The standard of proof, not satisfied in either
the Schneiderman or Baumgartner cases, is therefore
plainly met here.

We will review briefly what we, as well as the two
lower courts, accept as the true version of the facts.

[*661] As early as 1931, Knauer told a newly
arrived immigrant who came from the same town in
Germany that in his opinion the aim of Hitler and the
Nazi party was good, that it would progress, and that it

was necessary to have the same party in this country
because of the Jews and the Communists. During the
same period, he told another friend repeatedly that he was
opposed to any republican form of government and that
Jewish capital was to blame for Germany's downfall. He
visited Germany for about six months in 1934 and while
there read Hitler's Mein Kampf. On his return he said
with pride that he had met Hitler, and that he had been
offered a post with the German government at 600 marks
per month, that Hitler was the savior of Germany, that
Hitler was solving the unemployment problem while this
country was suffering from Jewish capitalism, that the
Hitler youth organization was an excellent influence on
the children of Germany. On occasions in 1936 and 1937
he was explosive in his criticism of those who protested
against the practices and policies of Hitler.

The German Winter Relief Fund was an official
agency of the German government for which German
consulates solicited money in the United States. In the
winter of 1934-1935 Knauer was active in obtaining
contributions to the Fund and forwarded the money
collected to the German consulate in Chicago.

The German-American Bund had a branch in
Milwaukee. Its leader was George Froboese --
Midwestern gauleiter and later national leader. The Bund
taught and advocated the Nazi philosophy -- the
leadership principle, racial superiority of the Germans,
the principle of the totalitarian state, Pan-Germanism and
of Lebensraum (living space). It looked forward to the
day when the Nazi form of [**1309] government would
supplant our form of government. It emphasized that
allegiance and devotion to Hitler were superior to any
obligation to the United [*662] States. 4 Knauer denied
that he was [***1506] a member of the Bund. But the
District Court found to the contrary 5 on evidence which
is solid and convincing.

4 A number of denaturalization cases in the
District Court raised the question as to the nature
of the Bund. All of them were consolidated for
trial on that single issue, including Knauer's case.
At the conclusion of the consolidated trial on that
issue, Knauer's case was separately tried. But the
findings as to the nature of the Bund were made
on the basis of evidence in the consolidated trial.
The consolidation of the cases was challenged and
upheld in the Circuit Court of Appeals. 149 F.2d
p. 520. No such error is alleged here.
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These findings by the District Court as to the
nature of the Bund are likewise not challenged
here. For similar findings respecting the nature of
the Bund see United States v. Schuchhardt, 49
F.Supp. 567, 569; United States v. Ritzen, 50
F.Supp. 301, 302; United States v. Haas, 51
F.Supp. 910, 911; United States v. Wolter, 53
F.Supp. 417, 418-425; United States v. Sautter, 54
F.Supp. 22; United States v. Holtz, 54 F.Supp. 63,
66-70; United States v. Baecker, 55 F.Supp. 403,
404-408; United States v. Bregler, 55 F.Supp.
837, 839-840; United States v. Wilmovski, 56
F.Supp. 63, 64; United States v. Claassen, 56
F.Supp. 71, 72.
5 "I find as a fact that the defendant was a
member of the Milwaukee unit of the Bund; that
he was so considered by its officers and members;
that most of his interests and activities were in
behalf of the Bund; and that, though completely
aware of its aims and purposes, he deliberately
vigorously promoted the objects of the Bund."

Knauer participated in Bund meetings in 1936. In
the summer of 1936 he and his family had a tent at the
Bund camps. In the fall of 1936 he enrolled his young
daughter in the Youth Movement of the Bund -- a group
organized to instill the Nazi ideology in the minds of
children of German blood. They wore uniforms, used the
Nazi salute, and were taught songs of allegiance to Hitler.
Knauer attended meetings of this group.

The Federation of German-American Societies
represented numerous affiliated organizations consisting
of Americans of German descent and sought to
coordinate their work. It was the policy of the Bund to
infiltrate older German societies. This effort was made as
respects [*663] the Federation. Knauer assisted
Froboese and others between 1933 and 1936 in
endeavoring to have the swastika displayed at
celebrations of the Federation. In 1935 Knauer
reprimanded a delegate to the Federation for passing out
pamphlets opposing the Nazi government in Germany.
At a meeting of the Federation in 1935, Knauer moved to
have the Federation recognize the swastika as the flag of
the German Reich. The motion failed to carry. In 1936
the swastika flag was raised at a German Day celebration
without approval of the Federation. A commotion ensued
in which Bundists in uniform participated, as a result of
which the swastika flag was torn down. At the next
meeting of the Federation, Knauer proposed a vote

indicating approval of the showing of the swastika flag.
The motion failed and a vote of censure of the chairman
was passed. The chairman resigned. Thereupon
Froboese and others proposed the formation of the
German-American Citizens Alliance to compete with the
Federation. It was organized early in 1937. The
constitution and articles of incorporation of the Alliance
provided that all of its assets on dissolution were to
become the property of a German government agency for
the dissemination of propaganda in foreign countries --
the Deusches Auslands-Institut. The Alliance was a front
organization for the Bund. It was designed to bring into
its ranks persons who were sympathetic with the
objectives of the Bund but who did not wish to be known
as Bund members.

On February 22, 1937 -- less than two months before
Knauer took his oath of naturalization -- he was admitted
to membership in the Alliance and became a member of
its executive committee. His first [**1310] action as a
member was to volunteer the collection of newspaper
articles that attacked the Alliance, Germany, and
German-Americans. In 1937 and in [***1507] the
ensuing years, Knauer wrote many letters and telegrams
to those who criticized the Bund [*664] or the German
government. In 1938 Knauer was elected vice-president
of the Alliance and subsequently presided over most of
its meetings. He was the dominant figure in the Alliance.
In May 1937 the German consul presented to the Alliance
the swastika flag which had been torn down at the
Federation celebration the year before. Not long after his
naturalization Knauer urged that the Alliance sponsor a
solstice ceremony, a solemn rite at which a wooden
swastika is burned to symbolize the unity of German
people everywhere. In August 1937 the Alliance refused
to participate in an affair sponsored by a group which
would not fly the swastika flag. In May 1938 Knauer at a
meeting of the Alliance read a leaflet entitled "America,
the Garbage Can of the World." In 1939 he arranged for
public showings of films distributed by an official
German propaganda agency and depicting the glories of
Nazism. 6

6 In 1937 he said to one witness, an American of
German ancestry, "Now, isn't that wonderful what
Hitler did over there? Don't you like it? When the
American Government would take the same line,
then it goes in Germany like Hitler did, that will
be fine."
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Before and after his naturalization he
continuously preached the Nazi concept of racial
unity among those of German blood. In 1937 he
addressed members of the Alliance on the subject
of the German volk, saying "With the rise and fall
of the German nation, we rise and fall."

In 1940 he said in conversation with another
witness, in reply to the witness' remark that he
was an American citizen, "I am a
German-American." When told that there was no
hyphen in the word, he replied, "I lean toward and
favor the Germans." When asked if he would fight
for America if the Germans invaded this country,
he refused to answer, saying, "I am a
German-American."

In 1941 the Wisconsin Federation of
German-American Societies pledged itself to
uphold the Constitution of the United States, to
maintain the democratic form of government, and
to fight the totalitarian form of government and
everything it stood for. Knauer issued an appeal
to German-Americans, stating that that
declaration constituted open warfare against the
then German government and was a plan to create
discord among Germans and to induce those in
Germany to revolt against the German Reich.

There was an intimate cooperation between the
Alliance and the Bund. The Bund camp was used for
Alliance affairs and it was available to Alliance members.
The Alliance supported various Bund programs. It
supported the Youth Group of the Bund and the Bund's
solstice celebration. In 1939 the Youth Group of the
Bund held a benefit performance for the Alliance. In
1940 it admitted [*665] the Youth Group of the Bund at
the request of Froboese. Knauer consistently defended
the Bund when it was criticized, when it was denied the
use of a park or a hall, when its members were arrested or
charged with offenses. In spite of the fact that Knauer
knew the real aims and purposes of the Bund and was
aware of its connection and Froboese's connection with
the German government, he consistently came to its
defense. Thus when a Wisconsin judge freed disturbers
of a Bund meeting, he wrote the judge saying that the
judge's remarks against the Bund were a "slander of a
patriotic American organization." He subscribed to the
official Bund newspaper and to a propaganda magazine
issued and circulated by an agency of the German

government. He held shares in the holding company of
the Bund camp which was started in 1939. A photograph
taken at the dedication of the new Bund camp in 1939
shows Knauer among a group of prominent Bund leaders
with arm upraised in the Nazi salute. He owned a cottage
at the Bund camp. He used the Nazi salute at the
beginning and end of his speeches and at the Bund
meetings.

In May 1938 Knauer and Froboese formed the
American Protective [***1508] League with a secret list
of members. Knauer was elected a director. A
constitution and bylaws [*666] [**1311] were adopted
and copies mailed by Knauer and Froboese to Hitler.
One Buerk was a German agent operating in this country
and later indicted for failing to register as such. In 1939
the German consulate in Chicago supervised the
recruiting of skilled workers in that region for return to
Germany for work in German industries. The German
consul, Buerk, Froboese and Knauer conducted the
recruiting. Knauer participated actively in interviewing
candidates. At intervals farewell parties were given by
Knauer and Froboese to the returning workers and their
families.

Important evidence implicating Knauer in promoting
the cause of Hitler in this country was given by a Mrs.
Merton. She testified that, prompted solely by patriotic
motives, she entered the employ of Froboese in 1938 in
order to obtain evidence against the Bund and its
members. The truth of her testimony was vigorously
denied by Knauer. But the District Court believed her
version, as did the Circuit Court of Appeals. And we are
persuaded on a close reading of the record not only that
her testimony was strongly corroborated but also that
Knauer's attempts to discredit her testimony do not ring
true. 7

7 The people whom Mrs. Merton at the time of
her work for Froboese told of her mission
corroborated her. One of them on occasion took
her to the Froboese home and saw her enter. At
the time of the trial Froboese was dead. Mrs.
Froboese denied that Mrs. Merton had ever
worked for Froboese or that she had ever seen her.
The testimony of another witness, however,
related a conversation with Mrs. Froboese in
which she said that a Mrs. Merton had worked for
Froboese. Knauer persistently denied that he ever
saw or knew Mrs. Merton. But Mrs. Merton's
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husband and a neighbor identified Knauer as the
man who called on Mrs. Merton at her home one
day.

Her testimony may be summarized as follows: She
acted as secretary to Froboese in 1938. During the period
of her employ Froboese and Knauer worked closely
together [*667] on Bund matters. He helped Froboese
in the preparation of articles for the Bund newspaper, of
speeches, and of Bund correspondence. He helped
Froboese prepare resolutions to be offered at the 1938
Bund convention calling for a white-gentile-ruled
America. When Froboese left the city to attend the
convention, he told her to contact Knauer for advice
concerning Bund matters. Letters signed by Froboese
and Knauer jointly were sent to Hitler and other Nazi
officials. One contained a list of 700 German nationals.
One was the constitution and by-laws of the American
Protective League which we have already mentioned.
One to Hess said they had to lay low for awhile, that
there was an investigation on. A birthday greeting to
Hitler from Froboese and Knauer closed with the phrase,
"In blind obedience we follow you." Knauer told her
never to reveal that the Alliance and the Bund were
linked together. One day she asked Knauer what the
Bund was. His reply was that the Bund "was the
Fuehrer's grip on American democracy." She reminded
Knauer that he was an American citizen. He replied,
"That is a good thing to hide behind."

We have given merely the highlights of the evidence.
Much corroborative detail could be added. But what we
have related presents the gist of the case against Knauer.
If isolated parts of the evidence against Knauer were
separately considered, they might well carry different
inferences. His alertness to rise to the defense of
Germans or of Americans of German descent could well
reflect, if standing as isolated instances, attempts to
protect a minority against what he deemed oppressive
practices. Social and cultural ties might be complete and
adequate explanations. Even utterances of a political
nature [***1509] which reflected tolerance or approval
of the Nazi program in Germany might carry no sinister
connotation, if they were considered by themselves. For
many native-borns in this country did not awaken to the
full implications of the [*668] Nazi program until war
came to us. And as we stated in Schneiderman v. United
States, supra, p. 139: "Whatever attitude we may
individually [**1312] hold toward persons and
organizations that believe in or advocate extensive

changes in our existing order, it should be our desire and
concern at all times to uphold the right of free discussion
and free thinking to which we as a people claim primary
attachment."

But we have here much more than political
utterances, much more than a crusade for the protection
of minorities. This record portrays a program of action to
further Hitler's cause in this nation -- a program of
infiltration which conforms to the pattern adopted by the
Nazis in country after country. The ties with the German
Reich were too intimate, the pattern of conduct too
consistent, the overt acts too plain for us to conclude that
Knauer was merely exercising his right of free speech
either to spread tolerance in this country or to advocate
changes here.

Moreover, the case against Knauer is not constructed
solely from his activities subsequent to April 13, 1937 --
the date of his naturalization. The evidence prior to his
naturalization, that which clusters around that date, and
that which follows in the next few years is completely
consistent. It conforms to the same pattern. We do not
have to guess whether subsequent to naturalization he had
a change of heart and threw himself wholeheartedly into
a new cause. We have clear, convincing, and solid
evidence that at all relevant times he was a
thoroughgoing Nazi bent on sponsoring Hitler's cause
here. And this case, unlike the Baumgartner case, is not
complicated by the fact that when the alien took his oath
Hitler was not in power. On April 13, 1937, Hitler was in
full command. The evidence is most convincing that at
that time, as well as later, Knauer's loyalty ran to him, not
to this country.

[*669] The District Court properly ruled that
membership in the Bund was not in itself sufficient to
prove fraud which would warrant revocation of a decree
of naturalization. Otherwise, guilt would rest on
implication, contrary to the rule of the Schneiderman and
Baumgartner cases. But we have here much more than
that. We have a clear course of conduct, of which
membership in the Bund was a manifestation, designed to
promote the Nazi cause in this country. This is not a case
of an underling caught up in the enthusiasm of a
movement, driven by ties of blood and old associations to
extreme attitudes, and perhaps unaware of the conflict of
allegiance implicit in his actions. Knauer is an astute
person. He is a leader -- the dominating figure in the
cause he sponsored, a leading voice in the councils of the

Page 374



Bund, the spokesman in the program for systematic
agitation of Nazi views. His activities portray a shrewd,
calculating, and vigilant promotion of an alien cause.
The conclusion seems to us plain that when Knauer
forswore allegiance to Hitler and the German Reich he
swore falsely. 8

8 The following finding of the District Court is a
fair conclusion from this record:

"The attachment of the defendant Knauer in
the year 1931 to the aims and objects of Hitler's
National Socialist movement, his allegiance and
attachment to the Third Reich as manifested by
his statements and his frequent use of the Nazi
salute in public, his devotion to and promotion of
the display of the swastika flag and ceremonies
using it in symbolic pledge of fidelity to the
Reich, his fierce concern over the good name and
honor of the German race, his bitter and
acrimonious denunciation of everything which
interfered with or stood in the way of the fortunes
of the German Reich, his belief in and advocacy
of the German racial concept of duty and
obligation of all Germans to the fatherland
regardless of citizenship, his belief in and
attachment to the principles and concepts of
National Socialism, his espousal of the aims and
objects of the German-American Bund and his
active participation therein for the promotion of
its aims and objects, his promotion and
domination of the German-American Citizens
Alliance to further the aims and objects of the
Bund, his uninterrupted effort by word and deed
to politically activate our German-American
people in the interests of the German Reich, his
persistent efforts among German-Americans, by
means of charitable programs, speeches and
movie films, to revive in them a feeling of fidelity
and loyalty to the German Reich, the assistance he
rendered to the consular representatives of the
Reich in the attainment of matters advancing
German interests, his fervent devotion and blind
attachment to the Fuehrer at a time when the
German Reich was hostile to the United States,
his lack of affection for or devotion to the United
States, his cynical evaluation of his own
American citizenship, as well as the evidence in
its entirety, can be interpreted only as
establishing, and I so find, that the defendant at

the time he filed his petition for naturalization did
not in good faith intend to renounce absolutely
and forever all allegiance and fidelity to the
German Reich, and at the time of his
naturalization and at all times thereafter the
defendant did not in fact renounce and abjure all
allegiance and fidelity to the German Reich, but
intended to retain and did retain allegiance and
fidelity to the German government."

[*670] [***1510] [***LEdHR9] [9]II. It is said,
however, that the issue of fraud may not be tried in this
case. An analogy is sought to be drawn [**1313] to
those cases where relief against a prior judgment, on the
ground that perjured testimony was introduced at the
trial, was denied. United States v. Throckmorton, 98 U.S.
61, 66. And see Toledo Scale Co. v. Computing Scale
Co., 261 U.S. 399, 421.But that rule goes no further than
to say that the issue of fraud can become res judicata in
the judgment sought to be set aside. We need not
consider the extent to which a decree of naturalization
may constitute a final determination of issues of fact, the
establishment of which Congress has made conditions
precedent to naturalization. 9 Those facts relate [*671]
to the past -- to behavior and conduct. But the oath is in a
different category. It relates to a state of mind and is a
promise of future conduct. It is the final act by which an
alien acquires the status of citizen. It requires
forswearing of allegiance in good faith and with no
mental reservations. The oath being the final step, no
evidence is heard at that time. It comes after the matters
in issue have been resolved in favor of the applicant for
citizenship. Hence, no opportunity exists for the examiner
or the judge to determine if what the new citizen swore
was true, was in fact false. Hence, the issue of fraud in
the oath cannot become res judicata in the decree sought
to be set aside. For fraud in the oath was not in issue in
the proceedings and [***1511] neither was adjudicated
nor could have been adjudicated.

9 At the time of Knauer's naturalization the Act
provided:

"No alien shall be admitted to citizenship
unless (1) immediately preceding the date of his
petition the alien has resided continuously within
the United States for at least five years and within
the county where the petitioner resided at the time
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of filing his petition for at least six months, (2) he
has resided continuously within the United States
from the date of his petition up to the time of his
admission to citizenship, and (3) during all the
periods referred to in this subdivision he has
behaved as a person of good moral character,
attached to the principles of the Constitution of
the United States, and well disposed to the good
order and happiness of the United States. At the
hearing of the petition, residence in the county
where the petitioner resides at the time of filing
his petition, and the other qualifications required
by this subdivision during such residence, shall be
proved by the oral testimony of at least two
credible witnesses, citizens of the United States,
in addition to the affidavits required by this Act to
be included in the petition." § 6 (b) of the Act of
March 2, 1929, 45 Stat. 1512, 1513-1514 which
replaced § 4, subdivision Fourth, a similar
provision of the Act of June 29, 1906, 34 Stat.
596, 598.

[***LEdHR10] [10]Moreover, when an alien takes
the oath with reservations or does not in good faith
forswear loyalty and allegiance to the old country, the
decree of naturalization is obtained by deceit. The
proceeding itself is then founded on fraud. A fraud is
perpetrated on the naturalization court. We have recently
considered the broad powers of equity to set aside a
decree for fraud practiced on the court which granted it.
Hazel-Atlas Co. v. Hartford Co., 322 U.S. 238. The
present suit is an equity suit. Luria v. United States,
supra, pp. 27-28. But we need not consider in this case
what the historic powers of equity might be in this
situation. For [HN6] Congress has provided that fraud is
a basis for cancellation of certificates of naturalization
[*672] in proceedings instituted [**1314] by the United
States. 10 The legislative history of that enactment shows
that false swearing was one of the evils included in the
statutory grounds for denaturalization. 11 That power was
granted [*673] to give added protection against fraud
committed on the naturalization courts. United States v.
Ness, 245 U.S. 319, 324, 327. Cancellation of a certificate
on the grounds of fraud includes cancellation for falsely
swearing that the applicant forswore allegiance to his
native country. Though the making of a false oath be
called intrinsic fraud (see United States v. Throckmorton,
supra); it is within the reach of the statute.

10 [HN7] By § 15 of the Act of June 29, 1906,

34 Stat. 601, it was provided:

"That it shall be the duty of the United States
district attorneys for the respective districts, upon
affidavit showing good cause therefor, to institute
proceedings in any court having jurisdiction to
naturalize aliens in the judicial district in which
the naturalized citizen may reside at the time of
bringing the suit, for the purpose of setting aside
and canceling the certificate of citizenship on the
ground of fraud or on the ground that such
certificate of citizenship was illegally procured. . .
."

It was held in United States v. Ness, 245 U.S.
319, 325, that this statutory power to cancel
certificates of naturalization is broader than that
afforded in equity, independently of statute, to set
aside judgments.
11 H. Rep. No. 1789, 59th Cong., 1st Sess., p. 2:

"The conditions that have been revealed by
special investigations of the frauds committed
against the naturalization laws render wholly
unnecessary any argument upon the necessity at
this time of fully exercising all the authority in
naturalization matters conferred by the
Constitution upon Congress."

. . . .

"The worst and most glaring frauds have
consisted in perjury, false impersonation, and the
sale and use of false and counterfeit certificates of
naturalization."

As stated by a sponsor of the measure on the
floor of the House:

"The boon of American citizenship must not
be cheapened by lax and unconventional methods
of courts and public officers who administer the
law, but once granted it should endure for all
time. It is conferred by the Federal Constitution
and by laws authorized by the Constitution.
When citizenship is once legally granted, of
course it can not be invalidated, and it ought not
to be, but no one questions that it is within the
power of the Government to provide for the
cancellation of certificates of citizens that have
been fraudulently obtained. A certificate tainted
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with fraud is in the sense of the law no certificate
at all." 40 Cong. Rec. p. 7040.

The Court noted in United States v. Ness, 245
U.S. 319, 324, that "widespread frauds in
naturalization," including "the prevalence of
perjured testimony in cases of this character," led
to the passage of this legislation.

[***LEdHR11] [11]We have no doubt of the
power of Congress to provide for denaturalization on the
ground of fraud. [HN8] The Constitution grants Congress
power "To establish an uniform Rule of Naturalization . .
." Article I, § 8. The power of denaturalization comes
from that provision and the "necessary and proper"
Clause in Article I, § 8. See Tutun v. United [***1512]
States, 270 U.S. 568, 578. We do not have here a case
where, after an alien has been naturalized, Congress
provides new grounds which are invoked for cancellation
of his certificate. Fraud -- the basis of revocation with
which we are now concerned -- was a statutory ground
for denaturalization when Knauer took his oath.
Moreover, we are not faced with the question of what
limits there may be to conditions for denaturalization
which Congress may provide. [HN9] A certificate
obtained by fraud is clearly within the reach of
congressional power. As stated in Johannessen v. United
States, 225 U.S. 227, 241: "An alien has no moral nor
constitutional right to retain the privileges of citizenship
if, by false evidence or the like, an imposition has been
practiced upon the court, without which the certificate of
citizenship could not and would not have been issued."
And see Luria v. United States, supra, pp. 23-24; United
States v. Ness, supra, p. 327. [**1315] To hold
otherwise would be an anomaly. It would in effect mean
that where a person through concealment,
misrepresentation or deceit perpetrated a fraud on the
naturalization court, the United States would be [*674]
remediless to correct the wrong. That would indeed put a
premium on the successful perpetration of frauds against
the nation. We cannot conclude that Congress, which
may withhold the right of naturalization ( Tutun v. United
States, supra, p. 578), is so powerless. We adhere to the
prior rulings of this Court that Congress may provide for
the cancellation of certificates of naturalization on the
ground of fraud in their procurement and thus protect the
courts and the nation against practices of aliens who by
deceitful methods obtain the cherished status of
citizenship here, the better to serve a foreign master.

Since fraud in the oath of allegiance which Knauer
took is sufficient to sustain the judgment below, we do
not reach the other questions which have been argued.

Affirmed.

MR. JUSTICE JACKSON took no part in the
consideration or decision of this case.

CONCUR BY: BLACK

CONCUR

MR. JUSTICE BLACK, concurring.

I am satisfied beyond all reasonable doubt, from the
testimony and admissions of the petitioner himself, made
in open court, that he had never at any time, either before
or after his naturalization, deviated from his wholehearted
allegiance to, and constant service of, the German Nazi
Government.

I realize, as the dissent in this case emphasizes, the
dangers inherent in denaturalizations. Had this judgment
rested on the petitioner's mere philosophical or political
beliefs, expressed or unexpressed, I should not concur in
its affirmance. But petitioner's admissions as to his own
conduct leave me in no doubt at all that he was, even in
obtaining naturalization, serving the German Government
with the same fanatical zeal which motivated [*675] the
saboteurs sent to the United States to wage war. I am
unable to say that Congress is without constitutional
power to authorize courts, after fair trials like this one, to
cancel citizenship obtained by the methods and for the
purposes shown by this record.

DISSENT BY: RUTLEDGE

DISSENT

MR. JUSTICE RUTLEDGE, dissenting.

For reasons I have suggested elsewhere, 1 [***1513]
but which now are squarely involved, I cannot bring
myself to concur in this judgment.

1 Schneiderman v. United States, 320 U.S. 118,
concurring opinion at 165.

My concern is not for Paul Knauer. The record
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discloses that he has no conception of, much less
attachment to, basic American principles or institutions.
He was a thorough-going Nazi, addicted to philosophies
altogether hostile to the democratic framework in which
we believe and live. Further, he was an active promoter
of movements directed to securing acceptance of those
ideas here and incorporating them in our institutions.
And in this case, by contrast with those of Schneiderman
and Baumgartner, 2 it would be hard to say that the
evidence would not sustain a finding that he falsely took
the oath of allegiance or that he never in his heart
renounced his prime fealty to Adolph Hitler and Nazi
Germany. Nor, in my opinion, can it be thought unequal
to supporting a conclusion that, from a time prior to his
admission to citizenship in 1935 until at any rate the
assault on Pearl Harbor, Knauer was in the active service
of the Nazi regime, promoting its cause here, and also for
a short time in Germany, as the object of his first loyalty.

2 See note 1; Baumgartner v. United States, 322
U.S. 665.

If therefore in any case a naturalized citizen's right
and status can be revoked, by the procedure followed
here [*676] or perhaps [**1316] at all, it would be in
such a case as this. But if one man's citizenship can thus
be taken away, so can that of any other. And even in this
case it would be in large part for his political convictions
and acts done openly in espousal of them. Not merely
Knauer's rights, but those of millions of naturalized
citizens in their status and all that it implies of security
and freedom, are affected by what is done in this case.
By the outcome they are made either second-class
citizens or citizens having equal rights and equal security
with others.

No native-born American's birthright could be
stripped from him for such a cause or by such a
procedure as has been followed here. Nor could he be
punished with banishment. To suffer that great loss he
must forfeit citizenship by some act of treason or felony
and be adjudged guilty by processes of law consistent
with all the great protections thrown around such trials.
Not yet has attempt been made to do this otherwise. Nor
in my opinion could it be done, except for some such
cause or by any less carefully safeguarded procedure.

In no instance thus far has our system tolerated
destruction of that right of the native-born, except by
voluntary surrender, on account of convictions held,
views expressed, or acts done in promoting their

acceptance falling short of treason as defined in the
Constitution 3 or conviction for felony. Nor has it thus
far brought about that extinction by forms of trial other
than those provided for such offenses. Moreover, even in
such cases, although the penalty may be death or loss of
the rights of citizenship, we have not yet imposed those
penalties altogether foreign to our institutions, namely,
deportation and exile. For one cause and one only have
they been provided, namely, the loss of the naturalized
citizen's status.

3 Constitution, Art. III, § 3. See Cramer v.
United States, 325 U.S. 1.

[*677] I do not find warrant in the Constitution for
believing that it contemplates two classes of citizens,
excepting only for two purposes. One is to provide how
citizenship shall be acquired, Const., Art. I, § 8; Amend.
XIV, § 1, the other to determine eligibility for the
presidency. Const., Art. II, § 1. The latter is the only
instance in which the charter [***1514] expressly
excludes the naturalized citizen from any right or
privilege the native-born possesses. 4 Luria v. United
States, 231 U.S. 9, 22. I do not think there is any other in
which his status is, or can be made, inferior.

4 Cf. Constitution, Art. I, § 3; Art. I, § 2,
providing respectively that no person shall be a
Senator who shall not have been nine years a
citizen and, in the case of Representatives, seven
years.

Congress, it is true, is empowered to lay down the
conditions for admission of foreign-born persons to
citizenship. In this respect it has wide authority. But it is
not unlimited. Nor is Congress given power to take away
citizenship once it is conferred, other than for some
sufficient act of forfeiture taking place afterward.
Naturalized citizens are no more free to become traitors
or criminals than others and may be punished as they are
when they commit the same offense. But any process
which takes away their citizenship for causes or by
procedures not applicable to native-born citizens places
them in a separate and an inferior class. That dilemma is
inescapable, though it is one not heretofore faced
squarely. Unless it is the law that there are two classes of
citizens, one superior, the other inferior, the status of no
citizen can be annulled for causes or by procedures not
applicable to all others.

To say that Congress can disregard this fact and
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create inequalities of status as between native and
foreign-born citizens by attaching conditions to their
admission, to be applied retroactively after that event, is
only to say in [*678] other words that Congress by
using that method can create different, and inferior,
classes of citizens. We have heretofore pointed out why
citizens with strings attached to their citizenship, for its
revocation, can be neither free nor secure in their status.
Schneiderman v. United States, 320 U.S. 118, and
concurring opinion at 165. [**1317] All that is said
there, in that respect, applies here or to any procedure by
which citizenship may be annulled. In my opinion the
power to naturalize is not the power to denaturalize. The
act of admission must be taken as final, for any cause
which may have existed at that time. Otherwise there
cannot but be two classes of citizens, one free and secure
except for acts amounting to forfeiture within our
tradition; the other, conditional, timorous and insecure
because blanketed with the threat that some act or
conduct, not amounting to forfeiture for others, will be
taken retroactively to show that some prescribed
condition had not been fulfilled and be so adjudged. I do
not think such a difference was contemplated when
Congress was authorized to provide for naturalization and
the terms on which it should be granted.

But if I may be wrong in this, certainly so drastic a
penalty as denaturalization, with resulting deportation
and exile and all the attendant consequences, should not
be imposed by any procedure less protective of the
citizen's most fundamental right, comprehending all
others, than must be employed to take away the
native-born citizen's status or the lesser rights of the
foreign-born citizen. If strings may be attached to
citizenship and pulled retroactively to annul it, at the least
this should be done only by those forms of proceeding
most fully surrounded with the constitutional securities
for trial which are among the prized incidents of

citizenship. It is altogether anomalous that those
safeguards are thrown about the foreign-born [*679]
citizen when, for some offense, his liberty even for brief
periods is at stake, but are withdrawn from him when all
that gives substance to that freedom is put in jeopardy.

[***1515] The right of citizenship is the most
precious of all. The penalty of denaturalization is always
harsh. Often it is more drastic than any other. It is also
unique for this situation. For the required measure of
security, the native-born citizen can be deprived of his
status only by the rigidly safeguarded trial for treason or
for conviction of a criminal offense which brings loss of
rights as a citizen. To those procedures, with the same
penalties and for the same causes, the foreign-born
citizen is subject; but also by them he is protected. He
should not be less secure when it is sought to annul his
citizenship than when the effort is to bring about its
forfeiture. Nor, in either event, should his procedural
safeguards be less than when the same consequence, in
substance, is inflicted upon the citizen native born.

The procedure prescribed for and followed in this
case was not in accord with those standards. I think
nothing less is adequate, or consistent with the
constitutional status of citizenship, for the purpose of
taking it away.

If this means that some or even many disloyal
foreignborn citizens cannot be deported, it is better so
than to place so many loyal ones in inferior status. And
there are other effective methods for dealing with those
who are disloyal, just as there are for such citizens by
birth.

Accordingly, I would reverse the judgment.

MR. JUSTICE MURPHY joins in this dissent.
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PRIOR HISTORY: CERTIORARI TO THE
CIRCUIT COURT OF APPEALS FOR THE THIRD
CIRCUIT.

The Circuit Court of Appeals taxed against the
petitioner certain fees and costs in connection with an
investigation of an allegedly fraudulent judgment
theretofore rendered by that court in favor of the
petitioner. This Court granted certiorari. 324 U.S. 839.
In No. 48 the judgment is reversed and remanded; and in
No. 64 the writ of certiorari, invoked under § 262 of the
Judicial Code, is dismissed. P. 581.

DISPOSITION: 147 F.2d 259, reversed.

CASE SUMMARY:

PROCEDURAL POSTURE: The Court granted
certiorari to review a judgment of the Circuit Court of
Appeals for the Third Circuit, which taxed petitioner with
fees and costs arising from the investigation of an
allegedly fraudulent judgment rendered in favor of
petitioner against respondents for patent infringement.
Petitioner was ordered to pay fees for the attorneys that
provided services as amici curiae.

OVERVIEW: An order imposing payment of fees and
costs against petitioner for an investigation of a
fraudulent judgment rendered in favor of petitioner was
reversed and remanded, because the attorneys that
provided services as amici curiae were not entitled to
compensation from petitioner. Petitioner attempted to use
a judgment from a patent infringement suit against other
oil companies. Petitioner claimed that the circumstances
made the other oil companies substantial parties, bound
by the outcome. The attorneys representing the other oil
companies brought the fraud committed by petitioner to
the attention of the court. The attorneys then proceeded as
amici curiae. A master was appointed, and concluded that
petitioner had committed fraud. In response, petitioner

was taxed fees and costs for both the services of the
attorneys and the master. The court determined that the
attorneys acted as amici curiae, and were not entitled to
reimbursement. Further, the attorneys had been
reimbursed by private interests.

OUTCOME: The order from the trial court that taxed
petitioner with fees and costs from an investigation of a
fraudulent judgment was reversed and the case was
remanded because the attorneys that provided services as
amici curiae were not entitled to compensation where
their services had been voluntarily given to the court.

CORE TERMS: amici, oil, amici curiae, decree,
infringement, patent, attorney's fees, adjudicated,
objected, assess, taxed, fraudulent, reargument, adversary
proceedings, substantial parties, reimbursement,
participated, investigate, safeguards, consented, directing,
reargued, invoked, disturb, vacated, unearth, private
interests, inequitable, compensated, appointed

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Remedies > Costs & Attorney Fees >
General Overview
[HN1] The inherent power of a federal court to
investigate whether a judgment was obtained by fraud, is
beyond question. The power to unearth such a fraud is the
power to unearth it effectively. A federal court may bring
before it by appropriate means all those who may be
affected by the outcome of its investigation. If the rights
of parties are to be adjudicated in such an investigation,
the usual safeguards of adversary proceedings must be
observed. If the court finds after a proper hearing that
fraud has been practiced upon it, or that the very temple
of justice has been defiled, the entire cost of the
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proceedings could justly be assessed against the guilty
parties. Such is precisely a situation where for
dominating reasons of justice a court may assess counsel
fees as part of the taxable costs. A court cannot deprive a
successful party of his judgment without a proper
hearing.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Remedies > Costs & Attorney Fees >
General Overview
Civil Procedure > Appeals > Amici Curiae
[HN2] No doubt, a court that undertakes an investigation
of fraud upon it may avail itself, of amici to represent the
public interest in the administration of justice. But
compensation is not the normal reward of those who offer
such services. Amici selected by the court to vindicate its
honor ordinarily ought not be in the service of those
having private interests in the outcome. Certainly it is not
consonant with that regard for fastidiousness which
should govern a court of equity, to award fees and costs
of amici curiae who have already been compensated by
private clients so that these be reimbursed for what they
voluntarily paid.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

CIRCUIT COURT OF APPEALS, §1

powers -- investigation of fraud in procuring
judgment. --

Headnote:[1]

A Federal Circuit Court of Appeals has inherent
power to investigate whether its affirmance of a judgment
was obtained by fraud, and may bring before it by
appropriate means all those who may be affected by the
outcome.

[***LEdHN2]

JUDGMENT, §299

judicial investigation of fraud in obtaining --
procedure. --

Headnote:[2]

In an investigation by a court to determine whether a
judgment was obtained by fraud practiced upon it, the
usual safeguards of adversary procedure must be
observed.

[***LEdHN3]

COSTS, §1

award of, in investigation resulting in vacation of
judgment -- effect of failure to follow rules of trial
procedure. --

Headnote:[3]

Attorneys' fees and expenses in a judicial
investigation to determine whether a judgment has been
obtained by fraud may not properly be assessed against
the holder of the judgment where the investigation was
not conducted according to the customary rules of trial
procedure, over the objection of such holder that it should
be so conducted if it was to be used as a basis for
adjudicating rights.

[***LEdHN4]

COSTS, §1

award of, to amici curiae in investigation resulting
in vacation of judgment. --

Headnote:[4]

Attorneys in the pay of private clients whose interest
in a judgment to which they were not parties arose from
the fact that it might be used against them, who have
participated as amici curiae in an investigation to
determine whether such judgment was obtained by fraud,
which terminated in an order setting the judgment aside,
should not be allowed their fees and expenses against the
holder of the judgment.

SYLLABUS

Attorneys representing clients interested in patents
involved in an allegedly fraudulent judgment theretofore
rendered by a federal court in favor of the petitioner,
offered and undertook to serve as amici curiae in an
investigation of the judgment. A master was appointed
and an investigation was conducted, but without the usual
safeguards of adversary proceedings. Petitioner, though
it had consented to a reargument of the case in which the
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judgment was rendered, objected throughout to the
character of the proceedings before the master if rights
were to be adjudicated therein. The master found that the
judgment was fraudulent, and the court set the judgment
aside and ordered the case reargued. The master's fees
and expenses, and fees and expenses of the attorneys as
amici curiae, were taxed against petitioner. Held:

1. It was not improper to tax against petitioner the
master's fees and expenses, in view of the fact that the
petitioner appeared and participated in the investigation
before the master, with knowledge that the master's fees
and expenses would be assessed by the court. P. 579.

2. It was inequitable and improper to tax against
petitioner fees and expenses of the amici curiae. P. 580.

(a) Petitioner having objected throughout to the
character of the proceedings before the master if rights
were to be adjudicated therein, it was unjust to tax against
petitioner attorney's fees and expenses. P. 580.

(b) The amici curiae having already been
compensated by their clients for their services in the
investigation, it was inequitable and inappropriate that
their fees and expenses be taxed against petitioner for
reimbursement of the clients. P. 581.

COUNSEL: Ralph S. Harris argued the cause for
petitioner. With him on the brief were Robert T.
McCracken, John R. McCullough and Frederick W. P.
Lorenzen.

By special leave of Court, Thorley von Holst argued the
cause pro se and for the Skelly Oil Company et al., as
amici curiae, urging affirmance. With him on the brief
were J. Bernhard Thiess, Sidney Neuman and Robert W.
Poore.

JUDGES: Stone, Black, Reed, Frankfurter, Douglas,
Rutledge, Burton; Murphy and Jackson took no part in
the consideration or decision of this case.

OPINION BY: FRANKFURTER

OPINION

[*576] [**1177] [***1450] MR. JUSTICE
FRANKFURTER delivered the opinion of the Court.

Petitioner, Universal Oil Products Company, is a

patent-holding and licensing company. In 1929 and
1931, it brought suits for infringement against the
Winkler-Koch Engineering Co. and the Root Refining
Company, respectively. The suits were consolidated, the
validity of the patents sustained, and decrees for their
infringement entered. 6 F.Supp. 763. The Circuit Court
of Appeals for the Third Circuit, in an opinion by Judge
J. Warren Davis, affirmed the decrees, 78 F.2d 991, and
this Court, in October, 1935, denied certiorari. Root
Refining Co. v. Universal Oil Products Co., 296 U.S.
626. Both before and after the decision in the Root case,
Universal started similar infringement suits against other
oil companies. Universal invoked the Root decisions as
res judicata against some of these companies. It
maintained that, although these companies had not been
parties of record in the Root suit, they were members of a
"patent club," to which Root belonged and which had
been formed [*577] to pool money for the defense of
any member of the "club" in an infringement suit against
it, and that the Root case had been defended by the
attorneys for the "patent club." Universal contended that
these circumstances [***1451] made the other oil
companies substantial parties to the Root litigation and as
such bound by its outcome.

On June 2, 1941, during the pendency of these latter
cases, attorneys who had represented Root and were
representing the other oil companies advised the
attorneys of the petitioner that on June 5, 1941, they
would bring to the attention of the judges of the Third
Circuit Court of Appeals the circumstances surrounding
the appeal in the Root case, and, more particularly, the
relations of one Morgan S. Kaufman to the outcome of
that appeal, and invited petitioner's attorneys to attend.
At the hearing on June 5, the moving attorneys suggested,
in substance, that testimony taken at the trial of Judge
Davis pointed to bribery of Judge Davis by Kaufman to
secure a decision favorable to Universal in the Root
appeal. They urged an investigation of the questionable
features surrounding affirmance of the Root decree, but
expressed doubt as to the capacity in which they could
formally make such a request of the Court. Their
difficulty was due to the fact that after this Court had
denied certiorari in the Root case, Root had settled its
controversy with Universal and was unwilling [**1178]
to disturb the agreement by an attempt to reopen the law
suit. The other oil companies who were in litigation with
Root insisted that they were neither formal nor substantial
parties to the Root case. And so their attorneys, who
were the attorneys in the Root litigation and the moving
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attorneys in the present proceedings, could not move on
their behalf to have the Root decree vacated. But these
other oil companies had an interest in the Root decree
since it might be used in pending cases to their
disadvantage. Universal offered [*578] to consent to a
reargument of the Root case and to preserve to the Root
Company the benefits of the existing agreement, even if
Universal should prevail upon reargument. Throughout
these proceedings Universal stood ready to carry out this
offer, but nothing ever came of it, presumably because
Root was not represented at these hearings and the other
oil companies were not parties of record in the original
litigation.

The dilemma of the attorneys who initiated these
proceedings to set aside a fraudulent judgment but could
not speak for any client prepared to come before the court
as a party in interest, was resolved by a suggestion from
the presiding judge of the Circuit Court of Appeals. The
suggestion was that the court would accept the services of
these attorneys as amici curiae. Accordingly, they
offered themselves in that role. Upon their acceptance as
such by the court, they asked for the appointment of a
master to investigate the Root appeal. While they thus
proceeded as amici they stated quite candidly that they
were also concerned with the interests of their clients, the
oil companies in pending litigation. As a matter of law,
however, their status was only that of amici, for their
clients did not subject themselves to the court's
jurisdiction. The relation of these lawyers to the court,
after it recognized them as amici, remained throughout
only that of amici.

A master was appointed and he conducted an
extensive investigation. He examined records in the
possession of the United States Attorney for the Southern
District of New York, the records of proceedings before a
Philadelphia grand jury, bank records, and various
statements of interested parties. From this mass of
material, he selected those documents which he deemed
appropriate for submission to the inspection of the amici
and of counsel for Universal. Witnesses were also heard
and petitioner [*579] was given the right to
cross-examine. But the investigation was not governed
by the customary rules of trial procedure. Petitioner's
counsel [***1452] duly excepted to the manner in
which the investigation was being conducted, "if it were
to involve any property rights of our clients, including the
validity of any judgment . . ." The master evidently did
not view the proceedings in the light of an adversary

litigation. He ruled "that the investigation -- for that is all
it is -- should [not] be conducted strictly according to the
rules of evidence in litigation." At the conclusion of this
investigation, the master rendered a report in which he
concluded "that there was in connection with this case
such fraud as tainted and invalidated the judgments" in
the Root appeal.

On the basis of this conclusion, the Court of Appeals
on June 15, 1944, entered an order directing that the
judgments be vacated and the cause be reargued. The
relief thus granted was that to which petitioner had
consented before the investigation got under way. On
July 24, 1944, the amici applied to the court below for an
order directing that the expenses and compensation of the
master be taxed against Universal. In view of the fact
that Universal appeared and participated in the
investigation before the master, with acquiescing
knowledge that the master's fees and expenses would be
assessed by the court, we do not disturb the taxation of
the master's fees and expenses. The amici also asked the
Court to assess against Universal their expenses and
reasonable attorneys' fees. The court awarded $
54,606.57 in expenses, part of which was for the amount
they had advanced in payment to the master, and $
100,000 as compensation for their services. These
amounts had in fact already been paid to the attorneys by
[**1179] their oil company clients. The awards thus
constituted an order for reimbursement of the clients by
Universal. The case was heard by the court en banc,
[*580] and two of the judges thought that the amici were
only entitled to a compensation of $ 25,000. 147 F.2d
259. Questions of importance in judicial administration
were obviously involved by the disposition below, and so
we brought the case here. 324 U.S. 839.

[***LEdHR1] [1] [***LEdHR2] [2] [***LEdHR3]
[3][HN1] The inherent power of a federal court to
investigate whether a judgment was obtained by fraud, is
beyond question. Hazel-Atlas Co. v. Hartford-Empire
Co., 322 U.S. 238. The power to unearth such a fraud is
the power to unearth it effectively. Accordingly, a
federal court may bring before it by appropriate means all
those who may be affected by the outcome of its
investigation. But if the rights of parties are to be
adjudicated in such an investigation, the usual safeguards
of adversary proceedings must be observed. No doubt, if
the court finds after a proper hearing that fraud has been
practiced upon it, or that the very temple of justice has
been defiled, the entire cost of the proceedings could
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justly be assessed against the guilty parties. Such is
precisely a situation where "for dominating reasons of
justice" a court may assess counsel fees as part of the
taxable costs. Sprague v. Ticonic National Bank, 307
U.S. 161, 167. But, obviously, a court cannot deprive a
successful party of his judgment without a proper
hearing. This question is not before us, except as it bears
on the order allowing attorneys' fees and costs. But if the
judgment could not be nullified without adequate
opportunity to be heard in a proper contest, neither is it
just to assess the fees of attorneys and their expenses in
conducting an investigation where petitioner throughout
objected to the character of the investigation if it was to
be used as a basis for adjudicating rights.

[***LEdHR4] [4]The case may readily be disposed
[***1453] of on a narrower ground. [HN2] No doubt, a
court that undertakes an investigation [*581] of fraud
upon it may avail itself, as did the court below, of amici
to represent the public interest in the administration of
justice. But compensation is not the normal reward of
those who offer such services. After all, a federal court
can always call on law officers of the United States to
serve as amici. Here the amici also represented
substantial private interests. Their clients were interested
in vacating the Root judgment though they would not

subject themselves to the court's jurisdiction and the
hazards of an adverse determination. While the amici
formally served the court, they were in fact in the pay of
private clients. Amici selected by the court to vindicate
its honor ordinarily ought not be in the service of those
having private interests in the outcome. Certainly it is
not consonant with that regard for fastidiousness which
should govern a court of equity, to award fees and costs
of amici curiae who have already been compensated by
private clients so that these be reimbursed for what they
voluntarily paid.

In No. 48, the judgment is reversed and remanded to
the Circuit Court of Appeals for the entry of a judgment
in conformity with this opinion.

In No. 64, the writ of certiorari invoked under § 262
of the Judicial Code, 28 U. S. C. § 377, is dismissed.

MR. JUSTICE BLACK concurs in the narrower ground
of the opinion.

MR. JUSTICE MURPHY and MR. JUSTICE
JACKSON took no part in the consideration or decision
of this case.
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PRIOR HISTORY: CERTIORARI TO THE
CIRCUIT COURT OF APPEALS FOR THE SEVENTH
CIRCUIT.

CERTIORARI, 323 U.S. 695, to review the reversal
of a judgment dismissing the complaints and
counterclaims in two suits for infringement of patents and
breach of contracts.

DISPOSITION: 143 F.2d 332, reversed.

CASE SUMMARY:

PROCEDURAL POSTURE: Petitioners appealed a
decision of the Circuit Court of Appeals for the Seventh
Circuit that reversed the lower court's dismissal of the
complaints and counterclaims in two suits for
infringement of patents and breach of contracts.
Respondent had sued petitioners for patent infringement
and breach of contracts related to the patents. Petitioners
had raised as a defense the doctrine of unclean hands.

OVERVIEW: Respondent brought suit against
petitioners for infringement of patents and breach of
contracts related to those patents. Respondent had
acquired the patents even though it knew that the
applications were fraudulent and that a party in
interference proceedings had committed perjury. Rather
than informing the Patent Office, respondent entered into
an outside settlement of the interference proceedings.
Petitioners sought dismissal of the complaint and filed
counterclaims based on the doctrine of unclean hands.
The district court dismissed the complaints and
counterclaims for want of equity, but the appellate court
reversed. The United States Supreme Court reversed,
finding that the district court's dismissal for want of
equity was justified because respondent did not display
that standard of conduct requisite to maintaining a suit in
equity. While outside settlements of interference
proceedings were not ordinarily illegal, a settlement that
was grounded in knowledge or a reasonable belief of
perjury that was not revealed to the Patent Office, or any
other public representative, lacked that equitable nature
which entitled it to be enforced and protected in a court
of equity.

OUTCOME: The judgment of the appellate court was
reversed because the district court's action in dismissing
the complaints and counterclaims for want of equity was

more than justified. Respondent believed that a patent
application was fraudulent and that a party in interference
proceedings had committed perjury yet it acted in
complete disregard of that belief. Respondent did not
display a standard of conduct necessary to maintain a suit
in equity.

CORE TERMS: patent, perjury, wrench, interference
proceedings, maxim, settlement, inequitable conduct,
monopolies, public interest, conclusions of law,
inequitableness, equitable, suspected, unclean, advice,
torque wrenches, inventor, suit in equity, duty to report,
affirmatively, misconduct, fraudulent, resort, false
testimony, infringement, manufacture, possessed,
assigned, withdraw, withdrew

LexisNexis(R) Headnotes

Civil Procedure > Equity > Maxims > Clean Hands
Principle
Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Affirmative Defenses
Transportation Law > Commercial Vehicles > Traffic
Regulation
[HN1] The equitable maxim that "he who comes into
equity must come with clean hands" is far more than a
mere banality. It is a self-imposed ordinance that closes
the doors of a court of equity to one tainted with
inequitableness or bad faith relative to the matter in
which he seeks relief, however improper may have been
the behavior of the defendant. That doctrine is rooted in
the historical concept of court of equity as a vehicle for
affirmatively enforcing the requirements of conscience
and good faith. This presupposes a refusal on its part to
be the abettor of iniquity. Thus while equity does not
demand that its suitors shall have led blameless lives as
to other matters, it does require that they shall have acted
fairly and without fraud or deceit as to the controversy in
issue.

Civil Procedure > Equity > Maxims > General Overview
Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Affirmative Defenses
Criminal Law & Procedure > Trials > Judicial
Discretion
[HN2] The doctrine of unclean hands necessarily gives
wide range to the equity court's use of discretion in
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refusing to aid the unclean litigant. It is not bound by
formula or restrained by any limitation that tends to
trammel the free and just exercise of discretion.
Accordingly one's misconduct need not necessarily have
been of such a nature as to be punishable as a crime or as
to justify legal proceedings of any character. Any willful
act concerning the cause of action which rightfully can be
said to transgress equitable standards of conduct is
sufficient cause for the invocation of the maxim by the
chancellor.

Civil Procedure > Equity > Maxims > General Overview
Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Affirmative Defenses
[HN3] Where a suit in equity concerns the public interest
as well as the private interests of the litigants this doctrine
assumes even wider and more significant proportions. For
if an equity court properly uses the maxim to withhold its
assistance in such a case it not only prevents a wrongdoer
from enjoying the fruits of his transgression but averts an
injury to the public. The determination of when the
maxim should be applied to bar this type of suit thus
becomes of vital significance.

Antitrust & Trade Law > Intellectual Property > Bad
Faith, Fraud & Nonuse > Fraud
Patent Law > Inequitable Conduct > Anticompetitive
Conduct
Patent Law > U.S. Patent & Trademark Office
Proceedings > General Overview
[HN4] Those who have applications pending with the
Patent Office or who are parties to Patent Office
proceedings have an uncompromising duty to report to it
all facts concerning possible fraud or inequitableness
underlying the applications in issue. This duty is not
excused by reasonable doubts as to the sufficiency of the
proof of the inequitable conduct nor by resort to
independent legal advice. Public interest demands that all
facts relevant to such matters be submitted formally or
informally to the Patent Office, which can then pass upon
the sufficiency of the evidence. Only in this way can that
agency act to safeguard the public in the first instance
against fraudulent patent monopolies. Only in that way
can the Patent Office and the public escape from being
classed among the mute and helpless victims of deception
and fraud.

Criminal Law & Procedure > Criminal Offenses >

Miscellaneous Offenses > Perjury > General Overview
Patent Law > U.S. Patent & Trademark Office
Proceedings > Interferences > Patentability & Priority
Determinations
[HN5] Outside settlements of interference proceedings
are not ordinarily illegal. But where the settlement is
grounded upon knowledge or reasonable belief of perjury
which is not revealed to the Patent Office or to any other
public representative, the settlement lacks that equitable
nature which entitles it to be enforced and protected in a
court of equity.

LAWYERS' EDITION HEADNOTES:

[***LEdHN1]

EQUITY, §91

clean hands doctrine -- basis and scope. --

Headnote:[1]

The doctrine that he who comes into equity must
come with clean hands is a self-imposed ordinance that
closes the door of a court of equity to one tainted with
inequitableness or bad faith relative to the matter in
which he seeks relief, however improper may have been
the behavior of the defendant; and is rooted in the
historical concept of a court of equity as a vehicle for
affirmatively enforcing the requirements of conscience
and good faith, which presupposes a refusal on its part to
be an abetter of inequity. While equity does not demand
that its suitors shall have led blameless lives as to other
matters, it does require that they have acted fairly and
without fraud or deceit as to the controversy in issue.

[***LEdHN2]

EQUITY, §91

clean hands doctrine -- nature of complainant's
misconduct. --

Headnote:[2]

The maxim that he who comes into equity must
come with clean hands necessarily gives wide range to
the equity court's use of discretion in refusing to aid the
unclean litigant; and accordingly one's misconduct need
not necessarily have been of such a nature as to be
punishable as a crime or as to justify legal proceedings of
any character, but any wilful act concerning the cause of
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action which rightfully can be said to transgress equitable
standards of conduct is sufficient cause for the invocation
of the maxim.

[***LEdHN3]

EQUITY, §91

clean hands doctrine -- importance where public
interest involved. --

Headnote:[3]

Where a suit in equity concerns the public interest as
well as the private interests of the litigants, the doctrine
that he who comes into equity must come with clean
hands assumes a greater significance, since it not only
prevents a wrongdoer from enjoying the fruits of his
transgression but also averts an injury to the public.

[***LEdHN4]

EQUITY, §91

clean hands doctrine -- complainant's conduct as
warranting denial of relief. --

Headnote:[4]

One who, though not in possession of sufficient
positive and conclusive evidence to establish the fact,
became convinced that an application for a patent upon
which the Patent Office had declared an interference with
another application of which he was the owner, was
perjured but failed to bring the facts in his possession to
the attention of the Patent Office and instead procured an
outside settlement of the interference proceedings by
which he acquired the fraudulent application, turned it
into a patent, and barred the other parties from ever
questioning its validity, is barred by the doctrine of clean
hands in equity from relief in a suit against the other
parties to the settlement for alleged infringements of his
patents and violation of the settlement agreement.

[***LEdHN5]

PATENTS, §98

fraud or inequity underlying pending application --
duty of disclosure. --

Headnote:[5]

Those who have applications pending with the Patent
Office or who are parties to Patent Office proceedings,
have an uncompromising duty to report to it all facts
concerning possible fraud or inequitableness underlying
the applications in issue.

SYLLABUS

1. In this suit for infringement of patents and breach
of contracts related thereto, the District Court's findings
of fact and conclusions of law sustained its judgment of
dismissal on the ground of the complainant's "unclean
hands," and the Circuit Court of Appeals' reversal of the
judgment was erroneous. Pp. 807, 820.

2. The maxim "he who comes into equity must come
with clean hands" closes the doors of a court of equity to
one tainted with inequitableness or bad faith relative to
the matter in which he seeks relief, however improper
may have been the behavior of the defendant. P. 814.

3. The clean-hands doctrine is rooted in the historical
concept of a court of equity as a vehicle for affirmatively
enforcing the requirements of conscience and good faith.
P. 814.

4. While equity does not require that its suitors shall
have led blameless lives as to other matters, it does
require that they shall have acted without fraud or deceit
as to the matter in issue. P. 814.

5. One's misconduct need not have been of such a
nature as to be punishable as a crime or as to justify legal
proceedings, in order to warrant invocation of the maxim.
P. 815.

6. Where a suit in equity concerns the public interest
as well as the private interests of the litigants, the
clean-hands doctrine assumes greater significance; for if
the equity court in such case properly applies the maxim
to withhold its assistance, it not only prevents a
wrongdoer from enjoying the fruits of his transgression
but averts an injury to the public. P. 815.

7. A suit to enforce patents and related contracts
involves the public interest as well as interests of the
adverse parties. P. 815.

8. The far-reaching social and economic
consequences of a patent give the public a paramount
interest in seeing that patent monopolies spring from
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backgrounds free from fraud or other inequitable conduct
and that such monopolies are kept within their legitimate
scope. P. 816.

9. Those who have applications pending in the Patent
Office or who are parties to Patent Office proceedings
have an uncompromising duty to report to it all facts
concerning possible fraud or inequitableness underlying
the applications in issue. Failure in this duty is not
excused by reasonable doubts as to the sufficiency of the
proof of the inequitable conduct nor by resort to
independent legal advice. P. 818.

10. A settlement of interference proceedings which is
grounded upon knowledge or reasonable belief of
perjury, not revealed to the Patent Office or to any other
public representative, lacks that equitable nature which
entitles it to be enforced and protected in a court of
equity. P. 819.

COUNSEL: Mr. Casper W. Ooms, with whom Mr. Will
Freeman was on the brief, for petitioners.

Mr. Frank Parker Davis, with whom Mr. Albert J. Smith
was on the brief, for respondent.

JUDGES: Stone, Roberts, Black, Reed, Frankfurter,
Douglas, Murphy, Jackson, Rutledge

OPINION BY: MURPHY

OPINION

[*807] [**994] [***1382] MR. JUSTICE
MURPHY delivered the opinion of the Court.

The respondent, Automotive Maintenance
Machinery Company, charged in two suits that the
various petitioners had infringed three patents owned by
it relating to torque [***1383] wrenches. 1 It was
further asserted that the allegedly infringing acts also
breached several contracts related to the patents. In
defense, the petitioners claimed inter alia that Automotive
possessed such "unclean hands" [*808] as to foreclose
its right to enforce the patents and the contracts.

1 The three patents involved are No. 2,279,792,
issued on April 14, 1942, to Kenneth R. Larson;
No. 2,283,888, issued on May 19, 1942, to H. W.
Zimmerman; and reissue No. 22,219, issued on
November 3, 1942, to H. W. Zimmerman, based

on original No. 2,269,503.

The District Court, at the close of a consolidated trial
on the sole issue of Automotive's alleged inequitable
conduct, delivered an oral opinion holding that
Automotive's hands were soiled to such an extent that all
relief which it requested should be denied. This opinion
was subsequently withdrawn at the request of one of the
witnesses and is not a part of the record. At the same
time, however, the court entered written findings of fact
and conclusions of law, forming the basis for a judgment
dismissing the various complaints and counterclaims "for
want of equity." On appeal, the Circuit Court of Appeals
reviewed the facts at length and concluded that the
District Court's findings of fact were not supported by
substantial evidence and that its conclusions of law were
not supported by its findings. The judgment was
accordingly reversed. 143 F.2d 332. We brought the case
here because of the public importance of the issues
involved.

[**995] The basic facts necessary to a
determination of the vital issues are clear and without
material dispute. In chronological order they may be
summarized as follows:

In 1937 and prior thereto Automotive manufactured
and sold torque wrenches developed by one of its
employees, Herman W. Zimmerman. During this period
Snap-On Tools Corporation was one of its customers for
these wrenches. Automotive also had in its employ at this
time one George B. Thomasma, who worked with
Zimmerman and who was well acquainted with his ideas
on torque wrenches. In November, 1937, Thomasma
secretly gave information to an outsider, Kenneth R.
Larson, concerning torque wrenches. Together they
worked out plans for a new wrench, although Thomasma
claimed that it was entirely his own idea.

After unsuccessfully trying to interest other
distributors, Larson made arrangements to supply
Snap-On with [*809] the new torque wrench. On
October 1, 1938, Larson filed an application for a patent
on the newly-developed wrench, which application had
been assigned to Snap-On several days prior thereto. 2

Then in December, 1938, Larson, Thomasma and one
Walter A. Carlsen organized the Precision Instrument
Manufacturing Company to make the wrenches to supply
Snap-On's requirements. All three received stock and
were elected officers and directors of the new company.
Manufacture of the wrenches began in January, 1939, and
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Precision succeeded in taking away from Automotive all
of Snap-On's business. Thomasma continued to work for
Automotive until the latter discovered his connection
with Precision and discharged him in June, 1939.
Thomasma's connection with Precision was also
concealed from Snap-On during most of this period.

2 Snap-On agreed to file the patent application
for Larson, who was without funds, and took an
assignment of the Larson application as security
for performance of the agreement to supply
wrenches.

Subsequently on October 11, 1939, the Patent Office
declared an interference between certain claims in
Larson's pending patent application and those in one filed
by Zimmerman. Automotive was the owner of
Zimmerman's application. Shortly after the interference
was declared, R. E. Fidler, Automotive's attorney, wrote
[***1384] to the president of the company that the
"whole situation confronting your opponents in this
interference is quite messy, and I will be somewhat
surprised if they fight the matter." He further wrote that if
there was a contest "they surely will have a lot of
explaining to do."

In August, 1940, Larson filed his preliminary
statement in the Patent Office proceedings. In it he gave
false dates as to the conception, disclosure, drawing,
description and reduction to practice of his claimed
invention. These dates were designed to antedate those in
Zimmerman's [*810] application by one to three years.
Larson also claimed that he was the sole inventor of his
wrench. When Fidler learned of this preliminary
statement he immediately suspected that "there must be
something wrong with this picture" and suggested to
Automotive's president that a "very careful and thorough
investigation" be made of the situation. The president
agreed. Fidler then employed several investigators who
made oral reports to him from time to time. According to
Fidler's memoranda of these reports, Fidler learned in
great detail in August and September, 1940, the part that
Thomasma played in the development of the Larson
wrench and in the organization of Precision. He
discovered that Thomasma claimed to have invented the
wrench and that Larson "was now trying to freeze him
out."

From October 24 to November 4, 1940, Larson and
eight witnesses testified in the interference proceedings in
support of his claims, corroborating his statements as to

dates despite cross-examination. The day before this
testimony ended Thomasma met with Fidler and
Automotive's president and stated that he had developed
Larson's wrench and that Larson's patent application was
a "frame-up." Fidler then procured from Thomasma an
eighty-three page statement concerning these matters,
which Thomasma swore to on November 15. As the
District Court found, this statement or affidavit "related
in extensive detail the statements of Thomasma with
respect to Larson's early work and disclosed such
intimate knowledge thereof as to leave little doubt of the
author's knowledge of the facts."

With these facts before him, Fidler admitted [**996]
that he "personally was inclined to take the position that I
should do something drastic" in the form of taking the
matter up with the Patent Office or the District Attorney.
He resolved his problem, however, by submitting it to an
outside [*811] attorney. The latter advised him that his
evidence was insufficient to establish Larson's perjury,
that the Patent Office would not consider the matter until
all proofs in the interference proceedings were in and that
the District Attorney probably would not touch the
situation while the interference proceedings were
pending. Fidler followed his advice.

A few days later Fidler informed Larson's patent
attorney, Harry C. Alberts, of the information disclosed
in the Thomasma affidavit. Alberts admitted that "it
looked very much like Larson had given false testimony"
and asked that further examination of Thomasma be
made in his presence. Accordingly, on November 28,
Thomasma was examined orally before Alberts, Fidler
and officials of Automotive and Snap-On. Thomasma
repeated substantially the same story as in his affidavit.
Snap-On's president said that if the story were true "the
whole thing smells to the high heavens." And Alberts
remarked that under the circumstances he felt he would
have to withdraw as Larson's attorney.

On the same day, Alberts and Snap-On's president
confronted Larson and Carlsen with the Thomasma story
and demanded an explanation. Larson refused to commit
himself on the truth of Thomasma's account but finally
admitted that "my testimony is false and the whole case is
false." Alberts then withdrew as [***1385] their
attorney, 3 giving them the names of three other lawyers,
including M. K. Hobbs. The fact that Alberts withdrew
was communicated by him to Fidler.

3 Alberts apparently never withdrew formally as
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Larson's attorney in the interference proceedings
by filing a document to that effect in the Patent
Office.

Larson and Carlsen called on Hobbs the next day,
November 29. They told him they were willing to
concede [*812] priority in Zimmerman and wanted
Hobbs to settle the interference proceedings. 4 Hobbs
took the case on that basis, making no effort to inquire
into the reasons for the concession since he considered
that matter immaterial. Even when Fidler tried to tell him
later about the perjury, Hobbs stopped him for he "didn't
want to hear the conflict in testimony."

4 Both Larson and Carlsen testified that they
told Hobbs of the perjury and of the predicament
they were in, stating to him that they did not want
to be turned over to the District Attorney. Hobbs,
however, denied that they informed him of these
matters. It was at the request of Hobbs that the
District Court's oral opinion was withdrawn in
order that, in the words of the District Court, it
would not be "construed as implying that Mr.
Hobbs had willfully given false testimony or had
been guilty of professional misconduct." The
court further said that the record demonstrated
"that the witness Hobbs did not testify falsely."
Assuming that Hobbs gave no false testimony,
however, we do not consider that fact to be of
controlling significance in this case.

Hobbs immediately undertook to settle the
interference proceedings. On December 2 he proposed a
settlement which included a concession of priority by
Larson, but this proposal was apparently not satisfactory
to all those concerned. Meanwhile Fidler presented the
facts to another disinterested lawyer and asked him
whether he thought there was enough evidence to bring a
conspiracy suit for damages or a criminal action. The
lawyer, after admitting that he did not have the slightest
doubt but that Thomasma was telling the truth, replied in
the negative.

On December 13, Fidler submitted a draft agreement
that he had prepared. This draft contained a recital that
"it has been determined by the parties hereto and their
respective counsel that the party Zimmerman is the prior
inventor of the subject matter involved in said
Interference No. 77,565, as well as all other subject
matter commonly disclosed in said Zimmerman and
Larson applications." But this draft was likewise

unacceptable.

[*813] For a time, negotiations were broken off and
resumption of the interference proceedings seemed
imminent. One of the other attorneys for Automotive
wrote a letter on December 19 to Alberts, who was still
acting as attorney for Snap-On, stating that "you must
recognize that a large part of the [**997] testimony
taken on behalf of Snap-On and Larson is, to put it
mildly, not the whole truth" and that "you are holding up
the issuance of the Zimmerman patent without the
slightest justification." Fidler, who had approved this
letter, justified these remarks on the ground that "they
had told us Zimmerman was the prior inventor and we
hadn't yet received a concession of priority." In reply to
this letter, Alberts charged that Automotive's attorneys
were using "threatening accusations" and "duress" and
that they were threatening to "unloose the dogs" unless
they got everything they requested in the settlement.

Suddenly on the next day, December 20, negotiations
were resumed and the parties quickly entered into three
contracts, the first two of which are involved in this suit.
These contracts, in their relevant parts, provided as
follows:

(1) Under the Automotive and Precision-Larson
agreement, Larson conceded priority in Zimmerman and
Larson's application was to be assigned to Automotive.
Automotive agreed to license Larson and Precision to
complete their unfilled orders [***1386] from Snap-On
to the extent of about 6,000 wrenches, with a royalty to
be paid on the excess. Automotive released Precision,
Larson and their customers from liability for any past
infringement and gave Precision and Larson a general
release as to all civil damages. Finally, Precision and
Larson acknowledged the validity of the claims of the
patents to issue on the Larson and Zimmerman
applications.

(2) Under the Automotive and Snap-On agreement,
Snap-On agreed to reassign the Larson application to
Precision [*814] and acknowledged the validity of the
claims of the patents to issue on the Larson and
Zimmerman applications. Automotive also gave
Snap-On the right to sell the 6,000 wrenches then on
order from Precision and released Snap-On from any past
liability or damages.

(3) Under the Snap-On and Precision-Larson
agreement, Snap-On reassigned to Larson and Precision
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whatever title Snap-On had to the Larson application.
Precision agreed to manufacture and deliver to Snap-On
the 6,000 wrenches then on order. Snap-On also assented
to the Automotive and Precision-Larson agreement.

The Larson application was accordingly assigned to
Automotive on December 20, 1940. Automotive
subsequently received patents on both the Larson and
Zimmerman applications after making certain changes.
Then Precision began to manufacture and Snap-On began
to sell a new wrench. Automotive claimed that this was
an infringement of its patents and a breach of the
contracts of December 20, 1940. Thus the suit arose
which is now before us.

[***LEdHR1] [1]The guiding doctrine in this case
is [HN1] the equitable maxim that "he who comes into
equity must come with clean hands." This maxim is far
more than a mere banality. It is a self-imposed ordinance
that closes the doors of a court of equity to one tainted
with inequitableness or bad faith relative to the matter in
which he seeks relief, however improper may have been
the behavior of the defendant. That doctrine is rooted in
the historical concept of court of equity as a vehicle for
affirmatively enforcing the requirements of conscience
and good faith. This presupposes a refusal on its part to
be "the abettor of iniquity." Bein v. Heath, 6 How. 228,
247. Thus while "equity does not demand that its suitors
shall have led blameless lives," Loughran v. Loughran,
292 U.S. 216, 229, as to other matters, it does require that
they shall have acted fairly and [*815] without fraud or
deceit as to the controversy in issue. Keystone Driller
Co. v. General Excavator Co., 290 U.S. 240, 245;
Johnson v. Yellow Cab Co., 321 U.S. 383, 387; 2
Pomeroy, Equity Jurisprudence (5th Ed.) §§ 379-399.

[***LEdHR2] [2][HN2] This maxim necessarily gives
wide range to the equity court's use of discretion in
refusing to aid the unclean litigant. It is "not bound by
formula or restrained by any limitation that tends to
trammel the free and just exercise of discretion."
Keystone Driller Co. v. General Excavator Co., supra,
245, 246. Accordingly one's misconduct need not
necessarily have been of such a nature as to be punishable
as a crime or as to justify legal proceedings of any
character. Any willful act concerning the cause of action
which rightfully can be said to transgress equitable
standards of [**998] conduct is sufficient cause for the
invocation of the maxim by the chancellor.

[***LEdHR3] [3]Moreover, [HN3] where a suit in
equity concerns the public interest as well as the private
interests of the litigants this doctrine assumes even wider
and more significant proportions. For if an equity court
properly uses the maxim to withhold its assistance
[***1387] in such a case it not only prevents a
wrongdoer from enjoying the fruits of his transgression
but averts an injury to the public. The determination of
when the maxim should be applied to bar this type of suit
thus becomes of vital significance. See Morton Salt Co.
v. Suppiger Co., 314 U.S. 488, 492-494.

[***LEdHR4] [4]In the instant case Automotive has
sought to enforce several patents and related contracts.
Clearly these are matters concerning far more than the
interests of the adverse parties. The possession and
assertion of patent rights are "issues of great moment to
the public." Hazel-Atlas Glass Co. v. Hartford-Empire
Co., 322 U.S. 238, 246. See also Mercoid Corp. v.
Mid-Continent Investment Co., 320 U.S. 661, 665;
Morton Salt Co. v. Suppiger Co., supra; United States v.
Masonite Corp., 316 U.S. 265, 278. [*816] A patent by
its very nature is affected with a public interest. As
recognized by the Constitution, it is a special privilege
designed to serve the public purpose of promoting the
"Progress of Science and useful Arts." At the same time,
a patent is an exception to the general rule against
monopolies and to the right to access to a free and open
market. The far-reaching social and economic
consequences of a patent, therefore, give the public a
paramount interest in seeing that patent monopolies
spring from backgrounds free from fraud or other
inequitable conduct and that such monopolies are kept
within their legitimate scope. The facts of this case must
accordingly be measured by both public and private
standards of equity. And when such measurements are
made, it becomes clear that the District Court's action in
dismissing the complaints and counterclaims "for want of
equity" was more than justified.

The history of the patents and contracts in issue is
steeped in perjury and undisclosed knowledge of perjury.
Larson's application was admittedly based upon false data
which destroyed whatever just claim it might otherwise
have had to the status of a patent. Yet Automotive, with
at least moral and actual certainty if not absolute proof of
the facts concerning the perjury, chose to act in disregard
of the public interest. Instead of doing all within its
power to reveal and expose the fraud, it procured an
outside settlement of the interference proceedings,
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acquired the Larson application itself, turned it into a
patent and barred the other parties from ever questioning
its validity. Such conduct does not conform to minimum
ethical standards and does not justify Automotive's
present attempt to assert and enforce these perjury-tainted
patents and contracts.

Automotive contends that it did not have positive
and conclusive knowledge of the perjury until the
pleadings [*817] in the instant proceedings were filed
and until Larson admitted his perjury on pre-trial
examination. It claims that prior thereto it only had
Thomasma's affidavit and statements, which were
uncorroborated and likely to carry little weight as against
Larson and his eight witnesses. It is further pointed out
that Fidler submitted what he knew of the facts to at least
two independent attorneys, both of whom advised him
that the evidence of perjury that he possessed was
insufficient. From this it is argued, as the Circuit Court
of Appeals held, that while Automotive was "morally
certain that Thomasma's story was true" there was no
duty to report this uncorroborated information to either
the District Attorney or the Patent Office.

But Automotive's hands are not automatically
cleansed by its alleged failure to possess sufficiently
trustworthy evidence of perjury to warrant submission of
the case to the District Attorney or to the Patent Office
during the pendency of the interference [***1388]
proceedings. The important fact is that Automotive had
every reason to believe and did believe that Larson's
application was fraudulent and his statements perjured.
Yet it acted in complete disregard of that belief. Never
for a moment did Automotive or its representatives doubt
the existence of this fraud. Fidler suspected it soon after
he knew of Larson's claims. His suspicions were
confirmed by his hired investigators. Then Thomasma
revealed such intimate and detailed facts concerning the
[**999] perjury as to convince all who heard him,
despite certain reservations entertained by some persons
concerning his trustworthiness. Moreover, Fidler was
well aware that Alberts threatened to withdraw as
Larson's counsel if he discovered from Larson that
Thomasma's story was true and that Alberts in fact did so
withdraw. The suspected perjury was further confirmed
by Larson's sudden willingness to concede priority after
he learned of [*818] Thomasma's story and by the
admissions by Alberts and Snap-On that Zimmerman
"was the prior inventor." And the very fact that Fidler
saw fit to submit his proof to outside attorneys for advice

is an indication of the substantiality of his belief as to
Larson's perjury. With all this evidence before it,
however, Automotive pursued the following course of
action:

[***LEdHR5] [5] 1. It chose to keep secret its
belief and allegedly unsubstantial proof of the facts
concerning Larson's perjury. We need not speculate as to
whether there was sufficient proof to present the matter to
the District Attorney. But it is clear that Automotive
knew and suppressed facts that, at the very least, should
have been brought in some way to the attention of the
Patent Office, especially when it became evident that the
interference proceedings would continue no longer.
[HN4] Those who have applications pending with the
Patent Office or who are parties to Patent Office
proceedings have an uncompromising duty to report to it
all facts concerning possible fraud or inequitableness
underlying the applications in issue. Cf. Crites, Inc . v.
Prudential Co., 322 U.S. 408, 415. This duty is not
excused by reasonable doubts as to the sufficiency of the
proof of the inequitable conduct nor by resort to
independent legal advice. Public interest demands that
all facts relevant to such matters be submitted formally or
informally to the Patent Office, which can then pass upon
the sufficiency of the evidence. Only in this way can that
agency act to safeguard the public in the first instance
against fraudulent patent monopolies. Only in that way
can the Patent Office and the public escape from being
classed among the "mute and helpless victims of
deception and fraud." Hazel-Atlas Glass Co. v.
Hartford-Empire Co., supra, 246.

2. Instead of pursuing the interference proceedings
and proving the fact that Zimmerman's claims had
priority [*819] over those asserted by Larson,
Automotive chose to enter into an outside settlement with
Larson, Precision and Snap-On, whereby Larson
conceded priority. [HN5] Outside settlements of
interference proceedings are not ordinarily illegal. But
where, as here, the settlement is grounded upon
knowledge or reasonable belief of perjury which is not
revealed to the Patent Office or to any other public
representative, the settlement lacks that equitable nature
which entitles it to be enforced and protected in a court of
equity.

3. By the terms of the settlement, Automotive
secured the perjured Larson application and exacted
promises from the other parties never to question the
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validity of any patent that might be issued on that
application. Automotive then made numerous changes
and expansions as to the claims in the application and
eventually secured a patent on it without ever attempting
to reveal to the Patent Office or to anyone else
[***1389] the facts it possessed concerning the
application's fraudulent ancestry. Automotive thus acted
to compound and accentuate the effects of Larson's
perjury.

These facts all add up to the inescapable conclusion
that Automotive has not displayed that standard of
conduct requisite to the maintenance of this suit in equity.
That the actions of Larson and Precision may have been
more reprehensible is immaterial. The public policy
against the assertion and enforcement of patent claims
infected with fraud and perjury is too great to be
overridden by such a consideration. Automotive knew of
and suspected the perjury and failed to act so as to uproot
it and destroy its effects. Instead, Automotive acted
affirmatively to magnify and increase those effects. Such
inequitable conduct impregnated Automotive's entire
cause of action and justified dismissal by resort to the
unclean hands doctrine. Keystone Driller Co. v. General
Excavator Co., supra.

[*820] We conclude, therefore, that the evidence
clearly supported the District Court's findings of fact and
that these findings justified its conclusions of law. The
court below erred in reversing its judgment.

Reversed.

[**1000] MR. JUSTICE ROBERTS.

I think the writ should be dismissed or the judgment
of the Circuit Court of Appeals affirmed. The case ought
not to have been taken by this Court. It involves merely
the application of acknowledged principles of law to the
facts disclosed by the record. Decision here settles
nothing save the merits or demerits of the conduct of the
respective parties. In my view it is not the function of
this Court to weigh the facts for the third time in order to
choose between litigants, where appraisal of the conduct
of each must affect the result.

MR. JUSTICE JACKSON is of the opinion that the
judgment should be affirmed, as he takes the view of the
facts set forth in the opinion of the court below. 143 F.2d
332.
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UNITED STATES DISTRICT COURT FOR THE
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DISPOSITION: AFFIRMED.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellee United States
brought a civil forfeiture action against eight parcels of
real property, six vehicles and five financial accounts.
The United States District Court for the District of New
Hampshire found that the in rem defendants were
purchased by appellant owner with drug proceeds and
four of the parcels were used for drug trafficking. The
district court entered a final order of forfeiture. The
owner appealed.

OVERVIEW: The owner argued that the government
failed to satisfy its burden of proving that there was a
sufficient nexus between the drug proceeds and his
ownership of the property. The court found that in light
of the undisputed material facts that conclusively
established the requisite substantial connection between
each of the properties and drug sales, the district court
properly granted summary judgment forfeiting them to
the United States under 21 U.S.C.S. § 881(a)(7). In
addition to the real property, in rem defendants that were
also subject to the forfeiture included items covered by
21 U.S.C.S. § 881(a)(6) and the owner did not dispute
that his legitimate income since the early 1980s never
sufficed to support the purchase of the properties at issue
or his lavish spending on cars and motorcycles. The
owner forfeited his statute of limitations defense under 19
U.S.C.S. § 1621 where he failed to raise the defense in a
responsive pleading. Moreover, if the owner had a valid
limitations defense in the civil forfeiture proceeding that
was lost because of the inadequacy of counsel, his
remedy would have to be found in a malpractice claim,
not in the Sixth Amendment.

OUTCOME: The district court's grant of summary
judgment was affirmed.

CORE TERMS: marijuana, summary judgment,
forfeiture, drug trafficking, limitations defense, rem,
forfeiture action, database, parcel, stored, arrest, pound,
seized, parcels of real property, assistance of counsel,

subject to forfeiture, ineffective, genuine, drug sales,
forfeiture proceeding, used to facilitate, affirmative
defense, issues of material fact, substantial connection,
forfeitable, forfeited, search warrant, distributed,
undisputed, appointed

LexisNexis(R) Headnotes

Civil Procedure > Summary Judgment > Appellate
Review > Standards of Review
Civil Procedure > Summary Judgment > Burdens of
Production & Proof > Nonmovants
Civil Procedure > Summary Judgment > Standards >
General Overview
[HN1] An appellate court reviews summary judgment
rulings de novo. An appellate court will not disturb a
district court's summary judgment ruling so long as there
are no genuine issues of material fact and the moving
party is entitled to a judgment as a matter of law Fed. R.
Civ. P. 56(c). An issue is genuine if the evidence is such
that a reasonable jury could return a verdict for the
nonmoving party, and a fact is material if it has the
potential to affect the outcome of the suit. A genuine
issue of material fact does not spring into being simply
because a litigant claims that one exists. Neither wishful
thinking nor conclusory responses unsupported by
evidence will serve to defeat a properly focused Fed. R.
Civ. P. 56 motion. Thus the nonmoving party must
produce hard evidence of a material factual dispute to
survive a summary judgment motion.

Criminal Law & Procedure > Sentencing > Forfeitures
> General Overview
[HN2] Since the Civil Asset Forfeiture Reform Act of
2000, 21 U.S.C.S. §§ 981-986, the government's burden
to prove that certain property is subject to forfeiture was
increased from mere probable cause to the preponderance
of the evidence. 21 U.S.C.S. § 983(c)(1) states that the
burden of proof is on the government to establish, by a
preponderance of the evidence, that the property is
subject to forfeiture. 21 U.S.C.S. § 983(c)(3) goes on to
provide that if the government's theory of forfeiture is
that the property was used to commit or facilitate the
commission of a criminal offense, the government shall
establish that there was a substantial connection between
the property and the offense.

Page 394



Criminal Law & Procedure > Sentencing > Forfeitures
> General Overview
[HN3] See 21 U.S.C.S. § 881(a)(7).

Criminal Law & Procedure > Sentencing > Forfeitures
> General Overview
[HN4] See 21 U.S.C.S. § 881(a)(6).

Criminal Law & Procedure > Sentencing > Forfeitures
> Proceedings
[HN5] See 19 U.S.C.S. § 1621.

Constitutional Law > Bill of Rights > Fundamental
Rights > Criminal Process > Assistance of Counsel
[HN6] The Sixth Amendment's guaranty of effective
assistance of counsel in criminal proceedings does not
extend to civil proceedings. Like its sister circuits that
have considered the issue, the United States Court of
Appeals for the First Circuit has consistently rejected the
availability of such a claim in civil forfeiture
proceedings.

Torts > Malpractice & Professional Liability >
Attorneys
[HN7] A failure of a defendant's counsel in a civil case to
plead an obviously winning affirmative defense would be
a proper basis for a malpractice claim.

Criminal Law & Procedure > Sentencing > Forfeitures
> Proceedings
Governments > Legislation > Statutes of Limitations >
Time Limitations
[HN8] Under 19 U.S.C.S. § 1621 the statute of limitations
is triggered only when the United States itself discovers
that a particular asset is involved in an offense.

Civil Procedure > Judgments > Relief From Judgment
> Extraordinary Circumstances
[HN9] Fed. R. Civ. P. 60(b)(6) permits relief from a final
judgment for any reason justifying relief from the
operation of judgment. An appellant faces formidable
hurdles in pursuing a Fed. R. Civ. P. 60(b)(6) claim.
There must exist exceptional circumstances that justify
extraordinary' relief.

Civil Procedure > Judgments > Relief From Judgment

> Fraud
Civil Procedure > Appeals > Standards of Review >
Abuse of Discretion
[HN10] Fed. R. Civ. P. 60(b) permits a district court to
reopen a final judgment for any of six stated reasons, the
sixth and last of which embraces what is called fraud on
the court. And nominally, the standard of review for
decisions granting or denying Fed. R. Civ. P. 60(b)
motions is abuse of discretion.

Civil Procedure > Judgments > Relief From Judgment
> Extraordinary Circumstances
[HN11] If Fed. R. Civ. P. 60(b) is to be invoked while a
case is on appeal, appellants should follow the procedure
set forth by the United States Court of Appeals for the
First Circuit under which, if an appeal is pending, a Fed.
R. Civ. P. 60(b) motion should first be filed in the trial
court, and the district judge, if inclined to allow it, may
then request remand.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN12] The United States Court of Appeals for the First
Circuit has set forth the following standard for parties
wishing to overturn a judgment based on fraud on the
court: The cases have struggled, usually without great
success, to provide a useful definition of "fraud on the
court." One common version, refers to an unconscionable
scheme calculated to interfere with the judicial system's
ability impartially to adjudicate a matter involving an
officer of the court. Even such an offense as perjury may
not suffice, instead the type of conduct that would qualify
as "fraud on the court" must be something on the order of
bribing a judge.

COUNSEL: Bernard Grossberg, for appellants.

Thomas P. Colantuono, Assistant United States Attorney,
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brief, for the United States.
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OPINION

[*39] SHADUR, Senior District Judge. This
appeal stems from a civil forfeiture action brought by the
United States on August 28, 2001 against eight parcels of
real property, $ 12,187 in United States currency, six
vehicles and five financial accounts. After Timothy
Bishop ("Bishop") [*40] filed a timely Claim and
Answer as to all in rem defendants listed in the initial
Complaint, the district court stayed the action pending the
outcome of Bishop's parallel criminal case. On July 24,
2003 Bishop was convicted of possession with intent to
distribute marijuana in violation of 21 U.S.C. § 841(a)(1),
and on September 9 of that year the district court lifted
the stay.

[**2] When the United States then moved for an
interlocutory sale of the in rem defendants located in
New Hampshire based on their deteriorating condition,
the district court granted that motion. In an amended
complaint the United States added an additional parcel of
real estate plus an allegation that three of the previously
named parcels were forfeitable under 21 U.S.C. §§
881(a)(4) and (a)(6). 1

1 Further citations to Title 21 provisions will
take the form "Section --."

On November 5, 2004 the United States filed its
summary judgment motion, accompanied by an
evidentiary record comprising 12 affidavits and numerous
exhibits supporting its allegations that all of the in rem
defendants were purchased with drug proceeds and that
four parcels had been used to facilitate drug trafficking.
Bishop admitted in his Partial Objection to Motion for
Summary Judgment ("Objection") that "he cannot mount
a sufficient defense as to each asset to prove that it was
acquired with untainted money." Bishop also [**3]
asserted for the first time that the United States' summary
judgment motion "must be denied because the
Government's forfeiture complaint was filed outside the
five year limitations period of 19 U.S.C. § 1621."

On October 11, 2005 the district court ruled that
Bishop had waived (more accurately, forfeited) any
statute of limitations defense when he failed to raise that
affirmative defense in a responsive pleading, though the
court also held that the forfeiture proceeding was timely
filed in any event. Because Bishop had also failed to
dispute the merits of the forfeiture as to the assets at
issue, the district court entered a Final Order of

Forfeiture. Bishop takes this appeal from that order, also
alleging in part that he was denied effective assistance of
counsel and that the United States perpetrated a fraud on
the court. Because none of Bishop's arguments possess
any merit, we affirm the district court's decision.

Background

Bishop's involvement in drug trafficking dates back
to 1975, when he and a partner began to purchase
approximately ten pounds of marijuana weekly for
distribution. Bishop stored that marijuana at the home he
shared with his parents. [**4] When he went to college
in the late 1970s, Bishop began to purchase larger
amounts of marijuana for sale to other street-level
dealers. From 1986 through 1988 several tenants who
rented property owned by Bishop stored and sold
marijuana from the property and paid rent to Bishop from
drug proceeds. During that time Bishop and a partner also
purchased marijuana that they sold from another of
Bishop's properties. In the period from December 1999 to
May 2001 Bishop purchased at least 260 pounds of
marijuana from Roger Pageot at approximately $ 1300
per pound, then distributed the marijuana.

Beginning in 1983 Bishop's business was so robust
that he was able to purchase numerous parcels of real
property, each funded at least partially with proceeds
from his drug sales. 2 Financial records [*41] also
indicated that Bishop eventually purchased a 1988
Porsche, a 1987 Honda motorcycle and a 2000 Audi A6
Quattro. While the cost of those purchases aggregated
more than $ 500,000, Bishop reported taxable income of
only $ 200,000 during that same time period. Throughout
the mid-1980's and early 1990s Bishop also deposited
over $ 200,000 in various financial accounts.

2 Bishop bought these parcels in Lowell, Mass.,
Windham, N.H. and Chelmsford, Mass. for the
indicated prices: (1) in 1983, 9 to 11 Harrison
Street, Lowell for $ 66,000; (2) in 1984, 6 Fox
Street and 18 Bell Road, Windham for $ 85,000;
(3) in 1988, 13 Harrison Street, Lowell for $
65,000; (4) in 1989, 5 Fox Street, Windham for $
79,000 in cash; (5) in 1990, 26 Glen Avenue,
Chelmsford for $ 91,000; and (6) in 1998, 33
Lundberg Street, Lowell for $ 65,000.

[**5] Bishop's exploits began to attract law
enforcement attention. On November 2, 1996 police
officers executed a search warrant at one of Bishop's
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properties after surveilling the premises. They seized an
Ohaus electric gram scale, Ziploc bags, a box of
marijuana, a triple beam scale and rolling paper.

Bishop ultimately became the subject of a Drug
Enforcement Agency ("DEA") investigation in June
2001. Through a confidential informant ("CI") the DEA
learned that the CI had been supplying Bishop with large
quantities of marijuana since 1999. In addition the DEA
learned that Bishop had been charged with possessing
distribution amounts of marijuana in 1985 and 1996, as
well as having been convicted twice in 1987 on charges
of possessing a gun. Bishop contends that the DEA had
knowledge of his drug trafficking history before 2001,
arguing that Lowell police office Barry Goldner
("Goldner") must have submitted Bishop's 1996 arrest
information to the DEA's federal database. But because
Bishop submitted that contention without any evidentiary
support despite his burden to produce rebuttal evidence, it
cannot be credited at this stage of the proceedings.

It is undisputed that in the course [**6] of its
investigation the DEA monitored and recorded meetings
between Bishop and the CI. That investigation
culminated in Bishop's arrest after the DEA videotaped
Bishop buying four blocks of marijuana from the CI. On
that same day investigators executed a search warrant at
Bishop's address, where they recovered strong evidence
of drug trafficking, including drugs, drug ledgers and
cash. Those drug ledgers were submitted to Special
Agent Eugene Saupp ("Saupp"), a supervisory forensic
examiner with the FBI, who concluded after investigation
that the records seized at Bishop's house contained
balances for 75 accounts related to his drug business
between 1983 and 1987. According to Saupp, the records
reflected a minimum total of $ 2,322,014 in drug sales
during those years. Saupp also opined that some of the
records related to sales in Bishop's more recent marijuana
distribution business.

After his arrest Bishop pleaded guilty to possession
with intent to distribute of approximately 50 pounds of
marijuana in violation of Section 841(a)(1), receiving a
24 month prison sentence. Those events gave rise to the
civil forfeiture proceedings that the district court later
enforced on summary [**7] judgment and that Bishop
now appeals.

Standard of Review

[HN1] We review summary judgment rulings de

novo (Vives v. Fajardo, 472 F.3d 19, 21 (1st Cir. 2007)).
We will not disturb a district court's summary judgment
ruling so long as there are no genuine issues of material
fact and the moving party is entitled to a judgment as a
matter of law (Fed. R. Civ. P. ("Rule") 56(c)). As
Velazquez-Garcia v. Horizon Lines of Puerto [*42]
Rico, Inc., 473 F.3d 11, 15 (1st Cir. 2007)(internal
citations and quotation marks omitted) has explained,
"[a]n issue is genuine if the evidence is such that a
reasonable jury could return a verdict for the nonmoving
party, and a fact is material if it has the potential to affect
the outcome of the suit." We have relatedly observed in
Griggs-Ryan v. Smith, 904 F.2d 112, 115 (1st Cir. 1990)
that "[a] genuine issue of material fact does not spring
into being simply because a litigant claims that one
exists." Griggs-Ryan, id. (internal citation omitted)
further instructs that "[n]either wishful thinking...nor
conclusory responses unsupported by evidence will serve
to defeat a properly focused Rule 56 [**8] motion." Thus
the nonmoving party must produce "hard evidence of a
material factual dispute" (id.) to survive a summary
judgment motion.

Government's Burden of Proof

[HN2] Since the Civil Asset Forfeiture Reform Act
of 2000 ("Act," amending 18 U.S.C. §§ 981-986 3) the
Government's burden to prove that certain property is
subject to forfeiture was "increased...from mere probable
cause (the old standard) to the preponderance of the
evidence" (United States v. Lopez-Burgos, 435 F.3d 1, 2
(1st Cir. 2006)). Act § 983(c)(1) states:

[T]he burden of proof is on the
Government to establish, by a
preponderance of the evidence, that the
property is subject to forfeiture.

Act § 983(c)(3)(emphasis added) goes on to provide:
[I]f the Government's theory of

forfeiture is that the property was used to
commit or facilitate the commission of a
criminal offense, the Government shall
establish that there was a substantial
connection between the property and the
offense.

Bishop argues that the Government failed to satisfy its
burden of proving that there was a sufficient nexus
between the drug proceeds and Bishop's [**9] ownership
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of the property. We disagree.

3 Further citations to the Act will take the form
"Act § --," omitting the prefatory "18 U.S.C."

At the outset we note that Bishop conceded that all in
rem defendants were purchased, at least in part, with drug
proceeds. Here is Bishop's concession, set out in his
Objection:

Therefore, for purposes of this
proceeding only, Bishop will not contest
the allegations that all 21 assets were
purchased at least in sufficient part with
drug-tainted money (or, in the case of
liquid assets, include drug-tainted money)
to make them subject to forfeiture.

That brings the in rem defendants within the ambit of
Section 881(a)(7), which renders forfeitable:

[HN3] All real property, including any
right, title and interest (including any
leasehold interest) in the whole of any lot
or tract of land and any appurtenances or
improvements, which is used, or intended
to be used, in any manner or part, to
commit, or to facilitate the commission of,
a violation of this subchapter [**10]
punishable by more than one year's
imprisonment.

Bishop's concession removes any possibility of a
genuine issue of material fact that could dispute the
forfeitability of the properties. That being so, his
objection to the district court's grant of summary
judgment based on the Government's asserted lack of
proof falls of its own weight. But even without Bishop's
concession, the United States provided ample additional
[*43] evidence of a substantial connection between
Bishop's drug trafficking and his properties.

For example, the Government demonstrated that five
parcels of real property were forfeitable by virtue of their
role in facilitating drug transactions. As to the 6 Fox
Street property, the Government submitted evidence that
the Windham, N.H. police officers discovered marijuana
and drug paraphernalia there in early 1986, then found
two plastic bags containing marijuana and a large scale
when responding to a burglar alarm there a year later.
Then in 2001 police seized from the location marijuana,

drug paraphernalia and cash, as well as drug records
reflecting 20 years of drug distribution.

Undisputed facts also confirm that the property
where Bishop lived during his high school [**11] years,
9 to 11 Harrison Street in Lowell, was used for marijuana
storage and distribution. In November 1996 officers
seized items used to facilitate drug trafficking from that
property, and again Bishop has admitted that he stored
and distributed marijuana from that location.

As to the parcel next door, 13 Harrison Street, both
Bishop's partner and his tenants distributed marijuana
from that property. Evidence that a guitar case bearing 20
seven-pound bricks of marijuana was seized at that
location offers ample proof that the connection between
the property and drug trafficking was indeed substantial.

Finally, the residence at 33 Lundberg Street in
Lowell was also used for Bishop's drug activities. Bishop
initially purchased that property using drug proceeds,
then rented it to tenants who in turn bought marijuana
from Bishop.

In sum, in light of the undisputed material facts that
conclusively establish the requisite substantial connection
between each of those properties and drug sales, the
district court properly granted summary judgment
forfeiting them to the United States. Bishop's challenge as
to those parcels fails.

In addition to the real property, in rem defendants
that [**12] were also subject to forfeiture include items
covered by Section 881(a)(6):

[HN4] All moneys, negotiable
instruments, securities, or other things of
value furnished or intended to be furnished
by any person in exchange for a controlled
substance or listed chemical in violation of
this subchapter, all proceeds traceable to
such an exchange, and all moneys,
negotiable instruments, and securities used
or intended to be used to facilitate any
violation of this subchapter.

On that score Bishop did not dispute that his legitimate
income since the early 1980s never sufficed to support
the purchase of the properties at issue. Moreover, a brief
review of the evidence demonstrates that the
Government's case did not at all rest on mere inferences
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from that fact.

For example, in August 2001 officers found in
Bishop's freezer $ 2,193 in United States currency that
reeked of marijuana stored in the same freezer. In that
same month Bishop transmitted a $ 10,000 down
payment for 50 pounds of marijuana to a seller
cooperating with the Government. Without question
those funds met the requirements of Section 881(a)(6).

As for the remaining properties, the Government
submitted evidence that [**13] Bishop's legitimate
employment as a car salesperson could not support his
lavish spending. For example, in 1996 and 1997 Bishop
contributed $ 2,000 to an investment fund even though he
reported no taxable income whatever. In 1998 he reported
taxable income of $ 3,451, yet he opened a Charles
Schwab money market account with two cashier's checks
for [*44] $ 10,000 and $ 6,093.67. In 2000 Bishop also
made a $ 15,000 cash down payment to purchase an
Audi, and in 2001 he made a $ 5,600 cash payment
toward the purchase of a Porsche. Bishop also maintained
other cars and motorcycles by paying for repairs in cash.

In light of that congeries of facts, it was more than
rational for the district court to determine that all of the
properties were bought, at least in part, with proceeds
from drug sales. Bishop conceded as much and, indeed,
failed to offer any countervailing evidence. Under the
circumstances the district court really had no choice but
to grant summary judgment in the Government's favor.

Unable to contest forfeiture on the merits, Bishop
falls back on a request for a remand to enable him to
present evidence that the DEA necessarily had
knowledge of his illegal activities before 1996 [**14]
and that he earned lawful income to support his lifestyle
during the period in question. But Bishop's opportunity to
proffer additional facts has come and gone, for he failed
to produce any such facts when responding to the United
States' summary judgment motion. With that not having
been done at the district court level when it was
appropriate to do so, Bishop cannot properly salvage the
issue now (see such cases as States Resources Corp. v.
Architectural Team, Inc., 433 F.3d 73, 85 (1st Cir.
2005)).

Ineffective Assistance of Counsel

Bishop first advanced an asserted statute of
limitations defense in his response to the Government's

motion for summary judgment. There he contended that
the Government had failed to file the action within the
limits imposed by 19 U.S.C. § 1621:

[HN5] No suit or action to recover
any...forfeiture of property accruing under
the customs laws shall be instituted unless
such suit or action is commenced within
five years after the time when the alleged
offense was discovered, or in the case of
forfeiture, within 2 years after the time
when the involvement of the property in
the alleged defense was discovered,
[**15] whichever was later....

That claim was rejected by the district court, which found
that Bishop had forfeited that defense by failing to raise it
in a responsive pleading. And even were that not the case,
the district court held that the proceeding was not
time-barred in any event.

During this litigation Bishop changed legal
representation time and again. Given his ever-shifting
parade of lawyers, it is not entirely surprising that Bishop
would argue that an asserted failure to receive effective
assistance of counsel caused the statute of limitations
defense to go unpleaded.

Bishop urges that he was first failed by original
counsel Michael Natola ("Natola"), who was initially
retained by Bishop's girlfriend. Despite not yet being
named as counsel of record, Natola filed an answer on
Bishop's behalf in November 2001--a pleading that did
not raise a limitations-based affirmative defense. In
October 2002 Bishop moved to have Natola withdraw
and successfully asked leave for Philip DesFosses
("DesFosses") to represent him. Then in January 2004
DesFosses filed a motion to withdraw, although the
docket sheet does not reflect whether that motion was
granted. Shortly thereafter Bishop [**16] filed a pro se
motion to set aside the forfeiture, which claimed that the
Government had failed to provide notice and briefly
mentioned a possible statute of limitations issue. That
motion was denied.

When the United States thereafter filed its motion for
summary judgment and accompanying [*45] brief,
Bishop filed a motion requesting that counsel be
appointed to represent him. Mary Notaris was initially
appointed, but when she failed to respond to the district
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court's orders Michael Sheehan ("Sheehan") was
appointed to replace her. It was Sheehan who filed the
Objection on behalf of Bishop and raised the statute of
limitations defense, though he did not move to amend
Bishop's pro se answer to include the statute of
limitations defense even after the Government had
highlighted that procedural defect in its reply.

When the district court then held that the statute of
limitations defense had been forfeited because it was
never pleaded in Bishop's answer, he included an
ineffective assistance of counsel claim in the current
appeal. But that claim is deficient in more than one
respect.

First, [HN6] the Sixth Amendment's guaranty of
effective assistance of counsel in criminal proceedings
(see, [**17] e.g., Evitts v. Lucey, 469 U.S. 387, 395,
105 S. Ct. 830, 83 L. Ed. 2d 821 (1985)) does not extend
to civil proceedings. Like our sister circuits that have
considered the issue, we have consistently rejected the
availability of such a claim in civil forfeiture proceedings
(see, e.g., United States v. One Lot of $25,721.00 in
Currency, 938 F.2d 1417, 1422 (1st Cir. 1991) and cases
cited there).

Indeed, Bishop's attempted chief support for his
ineffective assistance claim, Glenn v. Aiken, 409 Mass.
699, 569 N.E.2d 783, 787 (Mass. 1991), has taught that
[HN7] "[a] failure of a defendant's counsel in a civil case
to plead an obviously winning affirmative defense would
be a proper basis for a malpractice claim." If then Bishop
had a valid limitations defense that was lost because of
the inadequacy of counsel, his remedy would have to be
found in such a claim, not in the Constitution.

But no potentially viable claim of ineffective
assistance exists in any event, for Bishop is wrong on the
merits as well. Bishop contends that the United States'
forfeiture action was based on his criminal activities from
1983 through 1987, which he urges would have barred
[**18] the forfeiture action because it was brought in
2001, well beyond the statute's five-year limit. Bishop
argues that information gathered and known in the 1980s
by state and local police agencies should be imputed to
federal investigators. But [HN8] under 19 U.S.C. § 1621
the statute of limitations is triggered only when the
United States itself discovers that a particular asset is
involved in an offense.

On that score Bishop did not produce even a shred of

evidence supporting his claim that federal officers were
aware of his criminal activity before 2001. While he
contends that a local police officer submitted his 1996
drug arrest information to the DEA database, even if that
were the case the Government's 2001 filing date would
still fall within the statute of limitations.

On this issue as well, then, Bishop's fundamental
failure to provide any proof beyond mere conclusory
statements dooms his attack on the district court's grant of
summary judgment. Hence the district court's conclusion
that the forfeiture action was timely filed stands as well.

Fraud on the Court

Bishop seeks to draw one final arrow from his
quiver, asserting that the judgment against [**19] him
below was obtained by "fraud on the court" in violation
of [HN9] Rule 60(b)(6), which permits relief from a final
judgment for any reason "justifying relief from the
operation of judgment." In that respect Simon v. Navon,
116 F.3d 1, 5 (1st Cir. 1997) has explained that an
"[a]ppellant faces formidable hurdles in pursuing a [*46]
60(b)(6) claim. There must exist 'exceptional'
circumstances that justify 'extraordinary' relief." Simon,
id. further describes the "extraordinary circumstances"
exception to the normally limited scope of Rule 60(b)(6)
as a "small escape hatch"--one that is unavailable to
Bishop here. To mix metaphors, Bishop simply cannot
surmount the high bar that is set for relief under that
provision.

According to Bishop, the Government's attorneys
perpetrated a fraud on the court when they submitted
affidavits from local New Hampshire law enforcement
agents swearing that there was no contact between them
and federal agents about Bishop's drug activities before
2001. Bishop cites the absence of any mention in those
affidavits of local officer Goldner's having purportedly
submitted information about his 1996 arrest to the DEA
national database pursuant [**20] to 28 C.F.R. ("Reg.")
§ 0.101. 4 Bishop attempts to draw on two provisions
within Reg. § 0.101 to conclude that the Government had
to have known what the local law enforcement officials
knew back in 1996. Those provisions make the DEA
responsible for "(a)...cooperation with State and local
Governments in the enforcement of their drug abuse
laws" and "(b) development and maintenance of a
National Narcotics Intelligence system in cooperation
with Federal, State and local officials...."
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4 Goldner authored the November 1996 search
warrant reflecting that local police officials had
information that Bishop stored marijuana at his
home in New Hampshire and had an extensive
history of selling large amounts of marijuana over
a 15 year period.

But Bishop relies solely on the regulatory language,
without any corroborating evidence, to assert that
information that local officers obtained in 1996 "would
have necessarily been submitted to and recorded by the
[DEA]." Simply because the Government never
submitted any information [**21] about Bishop from the
DEA's database, he attempts to draw "the inescapable
inference of either willful blindness or deliberate
concealment of such [DEA] records from the mid-1980's
and 1996."

Even apart from the point made earlier that if
Goldner had submitted information about Bishop to the
DEA database in November 1996, the filing of the
forfeiture action in August 2001 would still have been
timely, Bishop's claim is also fatally flawed because he
failed to present a Rule 60(b)(6) motion to the district
court. In that regard such cases as Roger Edwards, LLC v.
Fiddes & Son Ltd., 427 F.3d 129, 132 (1st Cir. 2005)
instruct that [HN10] "Rule 60(b) permits a district court
to reopen a final judgment for any of six stated reasons,"
the sixth and last of which embraces what is called "fraud
on the court." And "[n]ominally, the standard of review
for decisions granting or denying Rule 60(b) motions is
abuse of discretion."

Here there is no district court decision to review.
Having failed to raise the issue before the district court,
Bishop cannot now do so before us. As Toscano v.
Chandris, S.A., 934 F.2d 383, 386-87 (1st Cir. 1991) has
explained [**22] to the appellants there:

[HN11] [I]f Rule 60(b) was to be
invoked while the case was on appeal,
they should follow the procedure limned
in Commonwealth of Puerto Rico v. SS
Zoe Colocotroni, 601 F.2d 39, 42 (1st Cir.
1979)(if an appeal is pending, a Rule 60(b)
motion should first be filed in the trial
court, and the district judge, if inclined to
allow it, may then request remand).

Just as was true of the appellants in Toscano, Bishop has
come to a dead end for having failed to follow the proper
procedure for bringing a Rule 60(b)(6) motion.

[*47] But there is still another--and
dispositive--ground for holding Bishop's final arrow
broken as well. Even if he could establish his
now-unsupported allegations about the Government's
actions, they would still not meet [HN12] the standard
that Roger Edwards, 427 F.3d at 133 has confirmed for
parties wishing to overturn a judgment based on "fraud
on the court":

The cases have struggled, usually
without great success, to provide a useful
definition of "fraud on the court." One
common version, drawn in part from
language in Hazel-Atlas [Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 64 S.
Ct. 997, 88 L. Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (1944)], [**23] refers to
"an 'unconscionable scheme calculated to
interfere with the judicial system's ability
impartially to adjudicate a matter'
involving an officer of the court."

Even such an offense as perjury may not suffice--instead
the type of conduct that would qualify as "fraud on the
court" must be something on the order of bribing a judge
(see id.).

By contrast, Bishop's unsupported assertions in this
area, even if he could buttress them with some factual
support (as he has not), are--like the allegations in Roger
Edwards, 427 F.3d at 133--"at most the routine stuff of
claims under Rule 60(b)(3) and are weak examples even
of that." Bishop never sought relief under Rule 60(b)(3),
and his fallback claim under Rule 60(b)(6) is unavailing.

Conclusion

Bishop has failed to meet his burden to defeat the
United States' motion for summary judgment. We
therefore affirm the district court's grant of summary
judgment.

AFFIRMED.
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Frivolous Lawsuits
[HN1] Fed. R. Civ. P. 11 prohibits filings made with "any
improper purpose," the offering of "frivolous" arguments,
and the assertion of factual allegations without
"evidentiary support" or the "likely" prospect of such
support.

Civil Procedure > Sanctions > Baseless Filings >
Certification Requirements
[HN2] Anyone presenting a motion must certify that to
the best of the person's knowledge, information, and
belief, formed after an inquiry reasonable under the
circumstances, the paper being filed does not violate one
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Frivolous Lawsuits
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contentions therein are warranted by existing law or by a
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OPINION

[*141] BOUDIN, Chief Judge. Appellant Roger
Edwards, LLC ("Roger Edwards"), a Maine limited
liability company, seeks reversal of Rule 11 sanctions,
Fed. R. Civ. P. 11, imposed on it and its counsel by the
magistrate judge who tried the underlying case with the
consent of the parties. See 28 U.S.C. § 636(c)(1) (2000).
This is the third appeal filed in this case by Roger
Edwards. 1 This decision also [**2] resolves a motion by
appellee Fiddes & Son, Ltd. ("Fiddes") requesting
appellate sanctions under Fed. R. App. P. 38, on the
ground that Roger Edwards' second appeal--No. 05-1306,
appealing the denial of Rule 60(b) relief--was frivolous.

1 See Roger Edwards, LLC v. Fiddes & Sons,
Ltd., 387 F.3d 90 (1st Cir. 2004) ("Roger
Edwards I") (appealing jury instructions and grant
of partial summary judgment); Roger Edwards,
LLC v. Fiddes & Son Ltd., 427 F.3d 129 (1st Cir.
2005) ("Roger Edwards II") (appealing denial of
Rule 60(b) motion for relief from judgment).

Our prior two opinions, cited in the margin,
chronicle the long history of this commercial litigation.
See Roger Edwards I, 387 F.3d at 92-94; Roger Edwards
II, 427 F.3d at 131-32. After unfavorable partial
summary judgments followed by an adverse jury verdict
in July 2003, Roger Edwards filed its first appeal from
the original "merits" judgment, [**3] which denied its
claims against Fiddes and awarded Fiddes damages on a
counterclaim. While that appeal was pending, Roger
Edwards in July 2004 filed a Rule 60(b) motion, Fed. R.
Civ. P. 60(b), for relief from judgment, [*142] alleging
fraudulent conduct by Fiddes, including "fraud on the
court."

Fiddes not only opposed the motion but filed a
motion for Rule 11 sanctions against Roger Edwards for
having filed a frivolous Rule 60(b) motion. Thereafter,
we resolved Roger Edwards' first appeal by affirming the
merits judgment. Roger Edwards I, 387 F.3d at 97. The
magistrate judge then took up Roger Edwards' pending
Rule 60(b) motion, and denied it on January 26, 2005. He
initially urged the parties to settle the sanctions issue, but
this effort was unsuccessful.

Thereafter, on February 16, 2005, the magistrate
judge issued an opinion and order granting Fiddes'
motion for Rule 11 sanctions. Following a substantial
discussion, the magistrate judge ruled that "the filing of

the [Rule 60(b)] motion was, under the circumstances,
frivolous, unreasonable and without foundation, even
though it may not have been made in subjective bad faith.
[**4] " Roger Edwards and its attorney were ordered to
pay Fiddes "reasonable attorney fees and other expenses
incurred" in opposing the Rule 60(b) motion.

The next day, Roger Edwards filed an appeal to this
court from the denial of its Rule 60(b) motion. Roger
Edwards also filed a Rule 59(e) motion for
reconsideration of the sanctions award, which was
thereafter denied by the magistrate judge, who said that
the motion for reconsideration "either rehashes arguments
previously advanced and which I have carefully
considered or advances new arguments not made either at
the summary judgment stage or in support of its Rule
60(b) motion and which are therefore procedurally
defaulted."

Roger Edwards then initiated a third appeal--the one
now before us, No. 05-1679--to challenge the Rule 11
sanctions. Fiddes in turn filed a motion for appellate
sanctions under Fed. R. App. P. 38 in connection with
Roger Edwards' earlier appeal of the denial of Rule 60(b)
relief, No. 05-1306. On October 31, 2005, we affirmed
the magistrate judge's denial of Rule 60(b) relief, see
Roger Edwards II, 427 F.3d at 137, but deferred a
decision on the motion for Rule 38 [**5] sanctions, id.
at 132 n.1, so we could consider it together with the
appeal of the Rule 11 sanctions.

[HN1] Rule 11 "prohibits filings made with 'any
improper purpose,' the offering of 'frivolous' arguments,
and the assertion of factual allegations without
'evidentiary support' or the 'likely' prospect of such
support." Young v. City of Providence ex rel. Napolitano,
404 F.3d 33, 39 (1st Cir. 2005). [HN2] Anyone
presenting a motion must "certify[] that to the best of the
person's knowledge, information, and belief, formed after
an inquiry reasonable under the circumstances," the paper
being filed does not violate one of Rule 11's prohibitions.
Fed. R. Civ. P. 11(b). [HN3] With respect to a legal
contention, an argument is not frivolous if

the claims, defenses, and other legal
contentions therein are warranted by
existing law or by a nonfrivolous
argument for the extension, modification,
or reversal of existing law or the
establishment of new law.
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Fed. R. Civ. P. 11(b)(2).

[HN4] To support a finding of frivolousness, some
degree of fault is required, but the fault need [**6] not be
a wicked or subjectively reckless state of mind; rather, an
individual "must, at the very least, be culpably careless to
commit a violation." Young, 404 F.3d at 39. [HN5] We
review Rule 11 sanctions for abuse of discretion, but
"both a mistake of law and a clearly erroneous finding of
fact constitute such an abuse." Id. at 38 (citing Cooter &
Gell v. Hartmarx Corp., 496 U.S. 384, 402, 110 S. Ct.
2447, 110 L. Ed. 2d 359 (1990)).

[*143] In the original merits case, Roger Edwards
had charged Fiddes with breaching an alleged exclusive
dealing agreement for the distribution of Fiddes'
products; Fiddes had counterclaimed for unpaid invoices
on delivered goods. The magistrate judge found (based
on documents coupled with Roger Edwards' own
admissions) that Roger Edwards had terminated the
open-ended contract on November 19, 2001; he also
granted Fiddes summary judgment on its counterclaim.

These summary dispositions left open for trial the
possibility that Fiddes was liable to Roger Edwards for
the period prior to termination. The jury resolved liability
for the pre-November 19 period by finding no breach by
Fiddes before that date. The magistrate judge entered
[**7] judgment for Fiddes on the jury verdict and
awarded $ 17,286 to Fiddes on the counterclaim. On
appeal, we found no error. Roger Edwards I, 387 F.3d at
97.

Roger Edwards' Rule 60(b) motion was based on a
double proposition: that Fiddes' products had been
mislabeled in numerous respects--this is a shorthand
version of the charge, which also included alleged
improper documentation--and that, during the original
merits case, Fiddes and its counsel had made
misrepresentations in discovery and court filings by
asserting that its products were in compliance with U.S.
law. As proof of the former, Roger Edwards offered an
expert affidavit; for the latter, it pointed to three
statements in the proceedings.

We agree with the magistrate judge that the Rule
60(b) motion was hopeless. The background law as to
what constitutes fraud under Rule 60(b), and as to
pertinent incidents like time limits and prejudice, is
admittedly no model of perfection; our own opinion on

the appeal of the Rule 60(b) motion makes this clear
while trying to sort out some of the problems. See Roger
Edwards II, 427 F.3d at 132-34. If (against the
background of somewhat fuzzy law) the Rule 60(b)
[**8] motion might conceivably have succeeded, we
would not uphold the sanction.

The difficulty for Roger Edwards is that the
deficiencies in its motion went well beyond debatable
inference and colorable legal argument. The affidavit
offered to prove the mislabeling purported to identify
numerous details in which the product had not conformed
to a parade of regulations; but the only basis for the
charge of fraud on the part of Fiddes in marketing the
allegedly mislabeled product was the explicit, conclusory
inference by the expert that alleged mistakes must have
been dishonest because there were a lot of technical
problems with the labeling.

The further charges of fraud, based on the three
litigation-related statements cited by Roger Edwards,
were pitifully weak; even weaker were any inferences of
reliance or other showings that the alleged fraud
"'substantially interfered with [the litigant's] ability fully
and fairly to prepare for, and proceed at, trial.'" Tiller v.
Baghdady, 294 F.3d 277, 280 (1st Cir. 2002) (quoting
Anderson v. Cryovac, Inc., 862 F.2d 910, 926 (1st Cir.
1988)). Two of the statements are bland, unspecific
denials, [**9] at most debatably "inaccurate," as to
which reliance by an experienced adversary is not
credible; the third and more detailed statement is not even
arguably false. See Roger Edwards II, 427 F.3d at
135-37.

More important to the issue of sanctions for the filing
of the Rule 60(b) motion, the outcome of the motion
would be no different even if there had been some basis
for arguing that the product had been mislabeled and that
Fiddes had misrepresented to the contrary in the course of
the litigation. Roger Edwards was unable throughout the
Rule 60(b) proceeding and the [*144] ensuing appeal to
explain plausibly how such mislabeling would have
altered the judgment being assailed on either the initial
claim or the counterclaim.

On Roger Edwards' affirmative contract claim (for
breach of exclusive dealing rights), the magistrate judge's
finding was that Roger Edwards had terminated the
contract itself in November 2001; for the period prior to
that date, the jury found that Fiddes had not violated
whatever exclusive dealing rights it might have granted.
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Whether the product was mislabeled or not does not
undermine either ruling in any way that Roger Edwards
has been able to [**10] explain.

Similarly, the award on the counterclaim for unpaid
invoices rested on the fact that the goods had been
delivered, their acceptance had not been timely revoked,
and the invoices had not been paid. Roger Edwards said
that it revoked acceptance of the goods in December
2002, but then withdrew this revocation in March 2003
because of the alleged fraud. But the magistrate judge
found that the time for a revocation-of-acceptance
defense in the case had passed by December 2002,
making the purported March 2003 withdrawal of
revocation irrelevant to the disposition of the
counterclaim.

Despite a good deal of case law saying that [HN6]
prejudice is required to reopen a judgment under Rule
60(b), Roger Edwards argued to the magistrate judge that
the supposed misrepresentations were "fraud on the
court" and did not require a showing that Roger Edwards'
position in court had in fact been prejudiced. The main
case cited for this view, Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 64 S. Ct. 997, 88 L.
Ed. 1250, 1944 Dec. Comm'r Pat. 675 (1944), involved
conduct and circumstances egregiously designed to
corrupt the judicial process; the attempt of Roger
Edwards to extend this precedent to cover any [**11]
material misstatement whatsoever was hopeless from the
outset.

Roger Edwards also invoked the burden-shifting
analysis in Anderson v. Cryovac, Inc., 862 F.2d 910 (1st
Cir. 1988), [HN7] under which a Rule 60(b)(3) movant
who proves "knowing or deliberate" misconduct benefits
from a rebuttable presumption of the required prejudice.
Id. at 926. Yet Roger Edwards proved no such deliberate
misconduct. And even if it had, the presumption would
have been overcome by the evidence discussed above and
in our Rule 60(b) opinion showing that the alleged
misconduct in fact had no impact on the litigation.

So what we have are highly dubious charges of fraud
which, in any event, are not effectively connected to any
plausible showing of the necessary prejudice. No
reasonable lawyer considering a Rule 60(b) motion could
suppose that such a combination had any chance of
upsetting a final judgment reached after extensive
litigation and a defeat of Roger Edwards' claim in
different respects by both judge and jury. The magistrate

judge acted within his discretion in deeming the motion
"frivolous" and imposing sanctions. 2

2 At the time of the original appeal of the Rule
11 sanction, the magistrate judge had not yet fixed
the amount of the attorneys' fees comprising the
sanction. Concerned as to whether the sanction
order being appealed was a final judgment, we
deferred a decision until the figure had been set,
which the magistrate judge did in a later order.
Neither side has contested the amount of the
award ($ 4,553.10).

[**12] In addition to defending the district court's
sanctions award in its favor for time spent opposing the
Rule 60(b) motion, Fiddes has moved for appellate
sanctions under [HN8] Fed. R. App. P. 38, which gives
the court of appeals discretion to sanction frivolous
appeals. "An appeal is [*145] frivolous if the result is
obvious or the arguments are 'wholly without merit.'"
Cronin v. Town of Amesbury, 81 F.3d 257, 261 (1st Cir.
1996) (quoting Westcott Constr. Corp. v. Firemen's Fund
of N.J., 996 F.2d 14, 17 (1st Cir. 1993)).

[HN9] Our analysis under Rule 38 is somewhat
different than that under Rule 11. First, we exercise our
own independent judgment in assessing a possible Rule
38 violation, whereas we defer to the trial judge's
judgment when reviewing Rule 11 sanctions. Second,
although a frivolous claim made before a trial court is
unlikely to be rescued on appeal, the argument on appeal
might sometimes be different and more promising,
although--apart from errors in process--this would surely
be rare.

However, in this case we think that sanctions in this
court are also appropriate. To the extent Roger Edwards'
brief [**13] on appeal added to arguments made in the
district court (e.g., the equitable estoppel argument
presented on appeal but not in Roger Edwards' Rule 60(b)
brief below), Roger Edwards had no reason to think that
these new arguments were preserved, see Daigle v. Me.
Med. Ctr., Inc., 14 F.3d 684, 687-88 (1st Cir. 1994); to
the extent the arguments were the same, Roger Edwards'
insistence on rehashing its meritless claims yet again
represents just the sort of vexatious behavior that Rule 38
is meant to discourage. See Maher v. Hyde, 272 F.3d 83,
87 (1st Cir. 2001).

Even so we might hesitate, in the exercise of our own
discretion, to grant a request for sanctions based on a
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meritless brief in this court--of which a good many are
filed each year--but for two aggravating factors: that the
Rule 60(b) motion and appeal were themselves a second
bite at the apple, and that Roger Edwards' opening brief
on the Rule 60(b) appeal was a kitchen-sink collection of
weak or undeveloped arguments that failed to respond to
the fatal weaknesses identified by the magistrate judge,
and so burdened both opposing counsel and this court.

This present, third appeal--from [**14] the
magistrate judge's sanctions order--was also hopeless and
it is baffling that Roger Edwards did not settle the matter,
as the magistrate judge urged, before a formal sanctions
order was entered. But for obvious reasons we would be
loath to sanction the appeal of a sanctions order save in

extraordinary circumstances. Thus, Fiddes ought not seek
new appellate sanctions as to this third appeal.

The district court's award of Rule 11 sanctions is
affirmed. As for sanctions under Fed. R. App. P. 38, we
award a flat sum of $ 1,500 in attorneys' fees to Fiddes
for the defense of the second appeal (No. 05-1306) and
the preparation of its Rule 38 motion, plus double costs.
Much of the work done by Fiddes in the district court
Rule 60(b) proceeding could be adapted to the appeal,
and a further round of filings to refine the amount
precisely will lead only to more expense.

It is so ordered.
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OVERVIEW: Plaintiff alleged that defendant
consistently mislabeled and "fraudulently certified"
products sold to plaintiff, and that defendant's failure to
disclose the defects was a species of fraud warranting
relief under Fed. R. Civ. P. 60(b)(3). The court held that
plaintiff's allegations of mislabeling or inadequate
certifications related to the commercial conduct of
defendant, and thus were not cognizable under Fed. R.
Civ. P. 60(b)(3). Newly discovered instances of
commercial wrongdoing were also not encompassed by
Rule 60(b)(3). Defendant's allegedly false statements,
made during the court of the litigation, of its compliance
with labeling requirements did not violate Fed. R. Civ. P.
60(b)(3) because they had no effect on the litigation or
were merely the assertion of legal conclusions. There was
no requirement under Fed. R. Civ. P. 60(b) that contested
allegations automatically were entitled to an evidentiary
hearing regardless of plausibility or import. Plaintiff
pointed to nothing that could be unearthed by discovery
or proved in an evidentiary hearing that would alter the
court's analysis.

OUTCOME: The court affirmed the judgment.

CORE TERMS: revocation, fraudulent, discovery,
summary judgment, counterclaim, misrepresentation,
certification, misstatement, fraud claims, false statement,
misconduct', interfered, labeling, fraudulent statement,
judicial process, evidentiary hearing, perpetrated,
convincing, interfere, unearthed, partial, perjury, prepare,
reopen, wax, case law, new appeal, product defects, prior
to trial, abuse of discretion

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> General Overview
Civil Procedure > Appeals > Standards of Review >
Abuse of Discretion
Civil Procedure > Appeals > Standards of Review >
Clearly Erroneous Review
Civil Procedure > Appeals > Standards of Review > De
Novo Review
[HN1] Nominally, the standard of review for decisions
granting or denying Fed. R. Civ. P. 60(b) motions is
abuse of discretion. But in practice this means de novo
review on issues of abstract law and clear error as to fact
findings, deferential review associated with the phrase

"abuse of discretion" otherwise being reserved for what
might be termed judgment calls (e.g., law application,
procedural rulings).

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Extraordinary Circumstances
[HN2] Fed. R. Civ. P. 60(b) permits a district court to
reopen a final judgment for any of six stated reasons,
including fraud, misrepresentation, or other misconduct
of an adverse party and any other reason justifying relief,
a catchall sometimes taken to include what is called
"fraud on the court."

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Extraordinary Circumstances
[HN3] The cases have struggled, usually without great
success, to provide a useful definition of "fraud on the
court." One common version refers to an unconscionable
scheme calculated to interfere with the judicial system's
ability impartially to adjudicate a matter involving an
officer of the court. Perjury alone has never been
sufficient. The cases in which it has been found that there
was, or might have been, a "fraud upon the court," for the
most part, have been cases in which there was the most
egregious conduct involving a corruption of the judicial
process itself.

Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN4] In parsing Fed. R. Civ. P. 60(b)(3), an initial, and
important, distinction to grasp is between fraud or
misstatements that are committed during the course of a
commercial transaction (such as a false statement about
the quality of goods being sold), and fraud or
misstatements perpetrated in the course of litigation (such
as perjury of a witness or the introduction of a false
document into evidence). The former is the
subject-matter of litigation, meant to be investigated
through the discovery process and resolved by the
evidence at trial. True, within one year of final judgment
a litigant may move to reopen the judgment for newly
discovered evidence, Fed. R. Civ. P. 60(b)(2), but only if
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the evidence could not have been discovered through the
exercise of due diligence and the new evidence would
probably have changed the outcome.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN5] Fraud perpetrated in the course of litigation
interferes with the process of adjudication, and it is this
kind of litigation-related fraud that principally concerns
Fed. R. Civ. P. 60(b)(3)'s fraud provision. Once such
fraud is proved, the judgment may be set aside merely
upon the movant's showing that the fraud substantially
interfered with the movant's ability fully and fairly to
prepare for, and proceed at, trial. This is a far less
demanding burden than showing that a different result
would probably have ensued.

Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN6] Newly discovered instances of commercial
wrongdoing is not encompassed by Fed. R. Civ. P.
60(b)(3); if useful at trial, such episodes must be
unearthed by discovery or presented after trial under the
stringent conditions of Fed. R. Civ. P. 60(b)(2).
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[HN7] To set aside a verdict for fraud under Fed. R. Civ.
P. 60(b)(3), a litigant must present the district court with
clear and convincing evidence that the claimed fraud
occurred--that is, that the statement was made and was
fraudulent--and prove that any alleged fraud substantially
interfered with the litigant's ability fully and fairly to
prepare for, and proceed at, trial.

Commercial Law (UCC) > Sales (Article 2) > Breach,
Repudiation & Excuse > Acceptance of Goods >
Revocation of Acceptance > General Overview
[HN8] Under Maine law a buyer can in certain limited
circumstances revoke its acceptance of goods already
sold and delivered to it. Me. Rev. Stat. Ann. tit. 11, §
2-608.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN9] There is no requirement under Fed. R. Civ. P.
60(b) that contested allegations automatically get an
evidentiary hearing regardless of plausibility or import.
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OPINION BY: BOUDIN

OPINION

[*131] BOUDIN, Chief Judge. In the district court,
plaintiff-appellant Roger Edwards, LLC ("Roger
Edwards"), a Maine limited liability company, sought to
undo a previous defeat, see Roger Edwards, LLC v.
Fiddes & Sons, Ltd., 387 F.3d 90 (1st Cir. 2004), by
alleging fraudulent conduct on the part of
defendant-appellee Fiddes & Son, Ltd. ("Fiddes"), a
British corporation. The district court denied Roger
Edwards' motion under Fed. R. Civ. P. 60(b) for relief
from the original judgment. Roger Edwards then filed
this new appeal. The background events follow.

Roger Edwards is a distributor of wax products
(primarily furniture wax). Fiddes [**2] manufactures
such products, some of which are imported into this
country. On March 14, 2002, Roger Edwards filed a
complaint in a Maine state court claiming that Fiddes
breached the terms of an alleged distribution agreement
between the parties by selling its wax products directly
into Roger Edwards' "protected territory" or allowing
others to do so. Fiddes removed to federal court, invoking
diversity jurisdiction.

Fiddes then defended against Roger Edwards' claim
by arguing that there was no contract between the two
parties or, in the alternative, that if there were a contract
Fiddes did not breach it and it had been terminated.
Fiddes also counterclaimed for amounts owed to it on
unpaid invoices; Roger Edwards defended against Fiddes'
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counterclaim by arguing that it had revoked acceptance of
the invoiced goods in December 2002 because of
"violation by Fiddes of multiple U.S. laws and
regulations."

After extensive discovery, the magistrate judge
(presiding over the case with the consent of the parties,
see 28 U.S.C. § 636(c) (2000)) granted partial summary
judgment to Fiddes on February 14, 2003. The judge
ruled that if there were a dealership agreement [**3] (a
question left for the jury), Roger Edwards had terminated
it on November 19, 2001, and Fiddes had acquiesced in
the termination. The magistrate judge also granted
summary judgment to Fiddes on its counterclaim for
unpaid invoices for past deliveries: he found that Roger
Edwards' "attempted revocation of acceptance more than
a year after the plaintiff discovered the asserted basis for
the revocation, and seven months after this action was
filed, is untimely and thus ineffective."

[*132] This disposition left open Roger Edwards'
breach of contract claim for the period prior to the
November 19, 2001, termination. A second grant of
partial summary judgment in favor of Fiddes shortly
before trial in July 2003 sharply limited Roger Edwards'
possible theories of recovery as to this claim. Ultimately,
the jury found after trial that an agreement had existed
between the parties but that Fiddes had not breached it.
Judgment was entered in favor of Fiddes on its
counterclaim for $ 17,286 plus interest and costs.

Roger Edwards appealed certain aspects of the
judgment (but not the partial summary judgment against
it on Fiddes' counterclaim). This court affirmed,
saying--with misplaced optimism--that [**4] it was
"putting this litigation to a well-deserved rest." Roger
Edwards, 387 F.3d at 97. While the original appeal was
pending, Roger Edwards filed a Rule 60(b) motion
seeking relief from the judgment on grounds of fraud.
After our affirmance, the magistrate judge denied the
motion, prompting the new appeal by Roger Edwards that
is now before us. 1

1 The magistrate judge also imposed sanctions
on Roger Edwards' counsel for making the
motion, which are the subject of a separate appeal
not now before this court. A separate motion,
which we will decide later, seeks sanctions for the
filing of the present appeal.

[HN1] Nominally, the standard of review for

decisions granting or denying Rule 60(b) motions is
abuse of discretion. United States v. $ 23,000 in U.S.
Currency, 356 F.3d 157, 165 (1st Cir. 2004); Teamsters,
Chauffeurs, Warehousemen & Helpers Union, Local No.
59 v. Superline Transp. Co., 953 F.2d 17, 19 (1st Cir.
1992); Anderson v. Cryovac, Inc., 862 F.2d 910, 923 (1st
Cir. 1988). [**5] But in practice this means de novo
review on issues of abstract law and clear error as to fact
findings, deferential review associated with the phrase
"abuse of discretion" otherwise being reserved for what
might be termed judgment calls (e.g., law application,
procedural rulings). 2

2 In its reply brief, Roger Edwards interprets one
statement in a First Circuit case as suggesting that
our review under Rule 60(b)(6) is entirely plenary,
see Simon v. Navon, 116 F.3d 1, 2 (1st Cir. 1997),
but such a suggestion is at odds with ample
precedent (examples are cited in text), and in any
event the Simon court was engaging in review of
purely legal issues.

[HN2] Rule 60(b) permits a district court to reopen a
final judgment for any of six stated reasons, two of which
were invoked by Roger Edwards: (3) "fraud . . .,
misrepresentation, or other misconduct of an adverse
party" and (6) "any other reason justifying relief," a
catchall sometimes taken to include what is called "fraud
on the court. [**6] " Whatever the precise quality or
quantity of misconduct needed to constitute "fraud on the
court," it is not remotely present in this case so we need
not consider whether, if it were, it would be properly
presented under subsection (3) or subsection (6) or both.
Compare Simon v. Navon, 116 F.3d 1, 2 (1st Cir. 1997),
with United States v. Parcel of Land & Residence at 18
Oakwood Street, 958 F.2d 1, 5 (1st Cir. 1992).

The usual reason why litigants urge that their claim
is one for "fraud on the court," and arises under Rule
60(b)(6), is that if both conditions are satisfied, the claim
is not subject to the one-year limit applicable to ordinary
fraud claims under Rule 60(b)(3). Here, however, Roger
Edwards brought its motion within one year of the
challenged judgment, so it need not have invoked fraud
on the court for purposes of avoiding the one-year time
limit. Instead, Roger Edwards argues that the showings
[*133] of prejudice and diligence that the courts have
required of Rule 60(b)(3) fraud claims either do not apply
in the case of fraud on the court or are at least
ameliorated.
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The leading discussion of the "fraud on the [**7]
court" concept appears in Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 64 S. Ct. 997, 88 L.
Ed. 1250, 1944 Dec. Comm'r Pat. 675 (1944), in which
the Court upheld an independent action to set aside a
prior judgment; the prior judgment assumed the validity
of a patent that had been secured by a complex fraudulent
scheme involving manipulation of the patent office by a
lawyer. Id. at 240-42, 249-50. Using the concept as a
ground for relief under Rule 60(b) itself, primarily to
avoid the one-year limitations period, has been a creature
of circuit case law, e.g., Parcel of Land and Residence at
18 Oakwood Street, 958 F.2d at 5, and may have created
more trouble than it was worth.

[HN3] The cases have struggled, usually without
great success, to provide a useful definition of "fraud on
the court." One common version, drawn in part from
language in Hazel-Atlas, refers to "an 'unconscionable
scheme calculated to interfere with the judicial system's
ability impartially to adjudicate a matter' involving an
officer of the court." Geo. P. Reintjes Co. v. Riley Stoker
Corp., 71 F.3d 44, 48 n.5 (1st Cir. 1995) (quoting Aoude
v. Mobil Oil Corp., 892 F.2d 1115, 1118 (1st Cir. 1989)).
[**8] More usefully, in Reintjes we said that "perjury
alone . . . has never been sufficient." Id. at 49; see also
Wright, Miller & Kane, Federal Practice and Procedure:
Civil 2d § 2870, at 419-20 (1995).

In any event, "the cases in which it has been found
that there was, or might have been, a 'fraud upon the
court,' for the most part, have been cases in which there
was 'the most egregious conduct involving a corruption
of the judicial process itself.'" Wright, Miller & Kane §
2870, at 418. Wright, Miller and Kane give as examples
the "bribery of a judge" or the use of counsel to exert
improper personal influence on the court. Id. at 418-19.
The quoted language and these examples capture the
severity of the conduct needed to escape the limitations
deliberately imposed on ordinary motions to obtain relief
under Rule 60(b)(3).

None of the statements or omissions alleged by
Roger Edwards in the present case remotely involves "an
unconscionable scheme" or "the most egregious conduct"
designed to corrupt the judicial process. As we will see,
some of the statements or omissions have nothing to do
with the judicial process at all, and the balance would be
at most the routine [**9] stuff of claims under Rule
60(b)(3) and are weak examples even of that. Nothing

more need be said about "fraud on the court" or Rule
60(b)(6). We turn now to the statements and conduct
assailed by Roger Edwards, to consider how they may
fare under Rule 60(b)(3).

The basis for Roger Edwards' several Rule 60(b)
fraud claims was Fiddes' allegedly fraudulent product
labeling and certification practices. Roger Edwards
attached to its Rule 60(b) motion an expert affidavit
attesting that Fiddes had consistently mislabeled and
"fraudulently certified" products sold to Roger Edwards;
Fiddes' failure to disclose the defects was, according to
Roger Edwards, a species of fraud warranting relief under
Rule 60(b)(3). The balance of Roger Edwards' Rule 60(b)
motion focused on three specific alleged
misrepresentations made by Fiddes during the course of
the litigation--misrepresentations made, according to
Roger Edwards, to further conceal Fiddes' fraudulent
labeling and certification practices.

[*134] [HN4] In parsing Rule 60(b)(3), an initial,
and important, distinction to grasp is between fraud or
misstatements that are committed during the course of a
commercial transaction (such as a false statement about
[**10] the quality of goods being sold), and fraud or
misstatements perpetrated in the course of litigation (such
as perjury of a witness or the introduction of a false
document into evidence). The former is the
subject-matter of litigation, meant to be investigated
through the discovery process and resolved by the
evidence at trial. True, within one year of final judgment
a litigant may move to reopen the judgment for newly
discovered evidence, Fed. R. Civ. P. 60(b)(2), but only if
the evidence could not have been discovered through the
exercise of due diligence, id.; Lepore v. Vidockler, 792
F.2d 272, 274 (1st Cir. 1986), and the new evidence
"would probably have changed the outcome," Hoult v.
Hoult, 57 F.3d 1, 6 (1st Cir. 1995). Roger Edwards did
not invoke this exception.

By contrast, [HN5] fraud perpetrated in the course of
litigation interferes with the process of adjudication, and
it is this kind of litigation-related fraud that principally
concerns Rule 60(b)(3)'s fraud provision. Once such
fraud is proved, the judgment may be set aside merely
upon the movant's showing that the fraud "'substantially
interfered [**11] with [the movant's] ability fully and
fairly to prepare for, and proceed at, trial.'" Tiller v.
Baghdady, 294 F.3d 277, 280 (1st Cir. 2002) (quoting
Anderson, 862 F.2d at 926). This is a far less demanding

Page 411



burden than showing that a different result would
probably have ensued.

The case law under Rule 60(b)(3) does not often
articulate this distinction between "out of court" conduct
and trial-related conduct. But the vast bulk of reported
fraud cases under Rule 60(b), whether under subsection
(3) or (6), involve fraud or misstatements perpetrated in
the course of litigation or other misconduct aimed
directly at the trial process; those few litigants who seek
to utilize Rule 60(b) fraud motions to redress
non-litigation conduct are typically rebuffed at the
threshold.

A good example of the latter is Optimal Health Care
Servs., Inc. v. Travelers Ins. Co., 801 F. Supp. 1558, 1561
(E.D. Tex. 1992), where a Texas district court declared
that to allow a Rule 60(b)(3) fraud claim on the basis of
"the fraud underlying [the plaintiffs'] claim" would
"impermissibly give those plaintiffs a second bite at the
apple." And where treatises [**12] describe the kind of
conduct that permits a Rule 60(b) fraud motion to reopen
a judgment, they ordinarily identify conduct such as
perjury, forged evidentiary documents, or bribery of
judge or jury as paradigmatic grounds for such motions,
with no mention of non-litigation-related conduct. E.g.,
James & Hazard, Civil Procedure § 12.14, at 678 (3d ed.
1985). 3

3 Some conduct may straddle the line. Cf.
Jordan v. Paccar, Inc., 97 F.3d 1452 (table), 1996
U.S. App. LEXIS 25358, 1996 WL 528950, at
**10 (6th Cir. Sept. 17, 1996) (per curiam)
(unpublished opinion) (hypothesizing that "a
one-week document retention policy for
information relating to products liability litigation
would obviously constitute 'other misconduct'
within the meaning of Rule 60(b)(3)").

Roger Edwards' allegations of mislabeling or
inadequate certifications, trumpeted in its expert affidavit,
relate to the commercial conduct of Fiddes. As Roger
Edwards points out, there are complex regulations
bearing both on importing and distributing [**13]
products like the waxing materials sold by Fiddes; it
would not be surprising if there were small deviations
from the regulations, and perhaps large ones. Proving
them might have assisted Roger Edwards in pursuing its
claims and defenses, [*135] but it was Roger Edwards'
obligation to use discovery to seek out such before or
during the litigation.

Roger Edwards devotes much of its brief on appeal
to arguing that it could not have unearthed the alleged
deficiencies in labeling or certification prior to trial. We
see no reason why not; obviously it had the labels, and
the same expert could easily have been retained prior to
trial. In any event, we do not regard [HN6] newly
discovered instances of commercial wrongdoing as
encompassed by Rule 60(b)(3); if useful at trial, such
episodes must be unearthed by discovery or presented
after trial under the stringent conditions of Rule 60(b)(2),
which Roger Edwards does not claim to have satisfied.

We turn now to the three specific alleged false
statements that were made in the course of litigation (or
in one case at least arguably so) and thus are possible
candidates under Rule 60(b)(3). [HN7] To set aside a
verdict for fraud under Rule 60(b)(3), a litigant [**14]
must "present the district court with 'clear and convincing
evidence' that the claimed fraud . . . occurred," Tiller, 294
F.3d at 280 (citing Anderson, 862 F.2d at 926)--that is,
that the statement was made and was fraudulent--and
prove that any alleged fraud "'substantially interfered
with [the litigant's] ability fully and fairly to prepare for,
and proceed at, trial,'" id. (quoting Anderson, 862 F.2d at
926). We begin with the first two allegedly false
statements, which are closely related.

[HN8] Under Maine law a buyer can in certain
limited circumstances revoke its acceptance of goods
already sold and delivered to it. Me. Rev. Stat. Ann. tit.
11, § 2-608 (West 2005). To defeat Fiddes' counterclaim
for payment with respect to goods delivered, Roger
Edwards' counsel wrote Fiddes on December 13, 2002,
saying that Roger Edwards had "recently found
considerable evidence of nonconformity to US law" with
respect to "all Fiddes products" purchased by Roger
Edwards and that Roger Edwards revoked its acceptance
of those products on grounds of product defects and
Fiddes' misrepresentations.

Fiddes replied [**15] on December 16, rejecting the
"attempted revocation" as "unreasonably late and without
any basis"; it also denied generally that it or its products
were in violation of any laws. This general denial is now
claimed by Roger Edwards to be a fraudulent
"misrepresentation . . . of an adverse party" warranting
relief under Rule 60(b)(3). In other words, Roger
Edwards asserts that this formal denial (that Fiddes or its
products were in violation of law) was both fraudulent
and that it substantially interfered with the presentation of
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Roger Edwards' case.

The second allegedly fraudulent statement echoes the
first. Roger Edwards, in opposing Fiddes' first motion for
summary judgment, submitted a statement of material
facts in December 2002, see D. Me. R. 56(c)),
maintaining that it had withdrawn its acceptance of the
delivered goods and asserting that "the product" lacked
certification for U.S. trade, a point elaborated upon in a
Roger Edwards affidavit. Fiddes replied in its own filing
in January 2003 by stating among other things:

The Defendant qualifies the Plaintiff's
[Statement of Material Facts] P 34 by
stating that Fiddes expressed its refusal to
recognize the Plaintiff's [**16] attempt at
revocation and confirmed that Fiddes'
goods complied with U.S. laws.

Roger Edwards argues that but for the allegedly false
statements of compliance by Fiddes in its December 2002
letter and January 2003 court papers, Roger Edwards
would not have withdrawn its revocation of acceptance
defense (supposedly in [*136] March 2003). But in
denying the Rule 60(b) motion, the magistrate judge
reiterated his original ruling that the December 2002
revocation was itself too late as a matter of law. On that
premise, the subsequent withdrawal of the revocation was
irrelevant. 4

4 Roger Edwards could have contested the
magistrate judge's premise that December 2002
was too late to revoke acceptance, but it did not
do so on the original appeal after the ruling was
first made, and to the extent it has raised the issue
in the form of an equitable estoppel argument in
this appeal, this argument is forfeit, having been
omitted from the original Rule 60(b) motion. See
Daigle v. Me. Med. Ctr., 14 F.3d 684, 687-88 (1st
Cir. 1994).

[**17] Roger Edwards also implies that the
December 2002 and the January 2003 statements deterred
it from asserting other possible claims or defenses by, for
example, forestalling discovery into other possible
claims. But the discovery period, having ended in
October 2002, was long over by the time these alleged
misstatements were made. To warrant a serious inference
that the case would have proceeded differently but for the
statements at issue, something far more specific and

telling is required than general speculation.

Roger Edwards lastly invokes a case-law
presumption that a purposefully fraudulent statement
interferes with litigation, Anderson, 862 F.2d at 926. But
putting aside the lack of "clear and convincing evidence"
of fraud, any such presumption can be overcome by "a
clear and convincing demonstration" that the statement in
fact had no impact upon the litigation. Id. This is just
what the magistrate judge found in this case as to the first
two statements. We have been given no sound reason to
disagree.

Although we need not resolve the issue, it would be
difficult to attach the label "fraud" to either of these two
statements. Whether "true" or not, [**18] they are the
kind of bland denials that the law was violated that would
not be relied upon by any serious adversary. Roger
Edwards did not accept the statements as true, but forged
ahead with its revocation defense, only withdrawing
revocation, if its briefs are to be credited, after it lost the
summary judgment motion on Fiddes' counterclaim in
February 2003. In any event, Roger Edwards has made
no plausible argument that either statement, even if
"fraudulent," "'substantially interfered with [its] ability
fully and fairly to prepare for, and proceed at, trial.'"
Tiller, 294 F.3d at 280 (quoting Anderson, 862 F.2d at
926).

Fiddes made the third allegedly fraudulent set of
statements in June 2003, when shortly before trial it filed
a second motion for summary judgment, occasioned by a
then-recent computation of damages proffered by Roger
Edwards in the pretrial process. This computation,
addressed to Roger Edwards' claims then scheduled for
trial, sought million-dollar damages for lost profits,
services rendered, set-up and start-up costs, goodwill, and
product storage and disposal costs caused "by improper
labeling, documentation and unsellable [**19] product."

In support of its second motion, Fiddes argued inter
alia that Roger Edwards (1) could not recover storage
and disposal costs because it had accepted the goods; (2)
had not made a timely revocation "assuming for the sake
of argument that [the product] was defective"; and (3) as
"the importer" had been responsible under U.S. law for
ensuring that the goods met the requirements for
admissibility. Roger Edwards claimed in its Rule 60(b)
motion that these arguments amounted to a third
fraudulent statement.
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[*137] The first statement is merely a conclusion, and
the second assumes arguendo a product defect rather than
denies it. On appeal, Roger Edwards focuses upon the
third assertion, namely, that Roger Edwards, as the
"importer" of the product, had to make sure that the
product was compliant. Whatever the accuracy of this
pronouncement, it is in essence the assertion of a legal
position, and Roger Edwards' counsel was free to consult
the law books and (subject, of course, to the strictures of
Fed. R. Civ. P. 11) assert the contrary. Statements of this
kind are not what Rule 60(b)(3) means by "fraud . . . or
misstatement."

Finally, [**20] Roger Edwards cites United States
v. Baus, 834 F.2d 1114 (1st Cir. 1987), for the view that
its allegations of fraud and impact on the litigation should
be accepted as true by this court and reviewed only for

their legal sufficiency for purposes of determining
whether the lower court erred in denying its request for
discovery and for an evidentiary hearing in connection
with the Rule 60(b) motion. Baus dealt with
"uncontested" allegations, id. at 1122; [HN9] there is no
requirement under Rule 60(b) that contested allegations
automatically get an evidentiary hearing regardless of
plausibility or import. Even apart from the latitude
allowed to the trial judge in such matters, see Pearson v.
First N.H. Mortgage Corp., 200 F.3d 30, 35 (1st Cir.
1999), Roger Edwards points to nothing in this case that
could be unearthed by discovery or proved in an
evidentiary hearing that would alter our analysis.

Affirmed.
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OPINION BY: COFFIN

OPINION

[*2] COFFIN, Senior Circuit Judge. This appeal is
a sequel to Simon v. Navon, 71 F.3d 9 (1st Cir. 1995), in
which we affirmed a May 19, 1994 judgment for plaintiff
Simon against Jonathan and Gershon Navon on a breach
of contract action, reversed a judgment on an abuse of
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process claim, and vacated and remanded a defamation
claim. After the case was returned to the district court,
both Navons then being debtors in bankruptcy
proceedings, further action was suspended until the
bankruptcy cases were terminated, Jonathan's by a
discharge in April and Gershon's by dismissal in June of
1996.

Subsequently, defendant Gershon Navon, on the
basis of newly acquired information, on September 6,
1996, filed a motion for relief from the breach of contract
judgment under Fed. R. Civ. P. 60(b)(3) and (6), 1

claiming that Simon had given false testimony at trial and
had withheld documents during discovery. [**2]

1 In relevant part, [HN1] Rules 60(b)(3) and (6)
state:

On motion . . . the court may
relieve a party . . . from a final
judgment . . . for the following
reasons: . . . (3) fraud . . .,
misrepresentation, or other
misconduct of an adverse party; . .
. or (6) any other reason justifying
relief from the operation of the
judgment. The motion shall be
made within a reasonable time, and
for reasons (1), (2), and (3) not
more than one year after the
judgment . . . . This rule does not
limit the power of a court to
entertain an independent action to
relieve a party from a judgment . . .
or to set aside a judgment for fraud
upon the court.

The district court, without granting further discovery
or hearing, denied the motion for relief, ruling as follows:

1. Defendant's motion is untimely in that
it was not filed within one year following
judgment of this case, in accordance with
Rule 60(b)(3).

2. Even if timely filed, the defendant has
failed to make out a showing of fraud, in
accordance [**3] with Rule 60(b)(6).

We are confronted with three questions. The first is
whether the court erred in ruling that the 60(b)(3) motion
was untimely filed, i.e., after the expiration of the
maximum period of one year. More precisely, we must
consider the implicit ruling that the pendency of
bankruptcy proceedings did not toll the running of the
one year period. The second question is whether the court
erred in ruling that appellant failed to demonstrate a
60(b)(6) claim for "any other reason justifying relief," a
claim not subject to a specific limitations period. And
finally, we address the subset of 60(b)(6), the denial of a
claim asserting fraud upon the court.

These [HN2] questions turn out to raise purely legal
issues, as to which our standard of review is plenary. We
take the facts "as the moving party alleges, to see whether
those facts, if proven, would warrant relief." Teamsters,
Chauffeurs Local No. 59 v. Superline [*3]
Transportation Co., 953 F.2d 17, 18 (1st Cir. 1992)
(citing United States v. Baus, 834 F.2d 1114, 1121 (1st
Cir. 1987)). We conclude that the district court did not
err.

I. Timeliness of the Rule 60(b)(3) Filing

The motion for relief was filed on [**4] September
6, 1996, some two years, three and a half months after the
amended judgment of May 19, 1994. This, of course,
exceeded the maximum period of one year allowed by the
rule for (b)(3) claims.

Appellant devotes one paragraph of his brief to the
argument that the one year period does not begin to run
from the entry of judgment following trial, but rather
from November 27, 1995, the date of our decision in the
prior appeal. This is so, he asserts, because we
"substantially altered" the earlier judgment, and he cites
as support 11 Charles Alan Wright & Arthur R. Miller,
Federal Practice and Procedure, § 2866, at 390-91 (2d
ed. 1995). But the breach of contract ruling, the only
judgment placed in issue by the motion for relief, was not
altered in any way. As the Supreme Court stated in a
similar context:

[HN3] The test is a practical one. The
question is whether the . . . court . . . has
disturbed or revised legal rights and
obligations which, by [the] prior
judgment, had been plainly and properly
settled with finality.
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FTC v. Minneapolis-Honeywell Regulator Co., 344 U.S.
206, 212, 97 L. Ed. 245, 73 S. Ct. 245 (1952) (timeliness
of petition for certiorari). The situation here is legally
[**5] indistinguishable from that in Transit Casualty Co.
v. Security Trust Co., 441 F.2d 788, 790-91 (5th Cir.
1971), where an amended judgment merely changed a
dismissal from "with prejudice" to "without prejudice,"
and the court noted that in the suit at issue, "plaintiffs
stood in the exact position as they did [after the original
order]." See also Gegenheimer v. Galan, 920 F.2d 307,
309-310 (5th Cir. 1991). This argument is therefore
unavailing.

Appellant's more labored argument focuses on the
effect of bankruptcy proceedings in extending time limits
in non-bankruptcy cases involving the bankruptcy debtor.
An involuntary petition in bankruptcy was filed against
Gershon Navon on May 14, 1994, and was dismissed on
June 11, 1996. Appellant makes a two-step argument. He
first invokes 11 U.S.C. § 108(c) of the Bankruptcy Code,
which states in part:

[HN4] If applicable nonbankruptcy law .
. . fixes a period for commencing or
continuing a civil action . . . on a claim
against the debtor, . . . and such period has
not expired before the date of the filing of
the petition, then such period does not
expire until the later of --

(1) the end of such period, including
[**6] any suspension of such period
occurring on or after the commencement
of the case; or

(2) 30 days after notice of the
termination or expiration of the stay under
section 362 . . .

This section is applicable, appellant argues, because his
motion for relief sought to continue the civil action on a
claim originally filed against the debtor. Then, relying on
subsection (1), he assumes, without citation of authority,
that the "suspension of such period" was triggered by the
automatic stay provision of the Bankruptcy Code, 11
U.S.C. § 362(a)(1), which [HN5] states:

[A bankruptcy petition] . . . operates as a
stay . . . of . . . the commencement or
continuation . . . of a judicial . . . action or
proceeding against the debtor . . . .

Appellee counters with three arguments. He first urges
that, given the passage of 27 months from the date of
final judgment, the district court did not abuse its
discretion. He next argues that the automatic stay of §
362 is inapplicable when a debtor in possession
undertakes affirmative action for his own benefit, citing
Autoskill, Inc. v. National Educ. Support Sys., 994 F.2d
1476 (10th Cir. 1993). Finally, he asserts [**7] that 11
U.S.C. § 108(c) is inapplicable to actions brought by the
debtor. Instead, he invokes § 108(a), concerning the
commencement of actions by debtors, which in his view
would impose an outside limit of two years from the May
1994 judgment.

All of appellee's arguments misfire. To begin, the
issue being purely legal, abuse [*4] of discretion is not
the appropriate standard of review. Secondly, the fact that
it was the debtor, rather than a creditor, who took this
particular step of filing a motion, does not alter the fact
that it constitutes a "continuation" of an "action or
proceeding against the debtor" within the terms of § 362.
The Ninth Circuit, in Parker v. Bain, 68 F.3d 1131,
1135-36 (9th Cir. 1995), dealt with the applicability of §
362 to an appeal by a debtor, raising the same issue. It
said that it did not need to "spill a great deal of ink" on
the assertion "that [HN6] an appeal by the debtor cannot
constitute the continuation of an action against the
debtor." It observed that seven other circuits had rejected
that rationale. We now make the number nine.

Parker v. Bain also noted Autoskill, see 68 F.3d at
1136 n.8, which had held that Bankruptcy [**8] Rule
6009, allowing a debtor in possession "with or without
court approval" to "prosecute any action or proceeding in
behalf of the estate," obviated any need to obtain leave of
court or release of stay before bringing an appeal. 994
F.2d at 1486. The Parker court was crystal clear that
"Rule 6009 does not trump the code's automatic stay." It
relied on the analysis of Rule 6009's history and purpose
by the Bankruptcy Court in In re Capgro Leasing
Assocs., 169 B.R. 305, 309-313 (Bankr. E.D.N.Y. 1994),
which held that a debtor in possession may not proceed
with an appeal of an action brought against him "absent
an order granting relief from the automatic stay," id. at
313. The Bankruptcy Court concluded that, while Rule
6009 means that a trustee (or debtor in possession) is no
longer required to have the approval of the bankruptcy
judge before deciding to commence or defend an action
on behalf of the estate, the bankruptcy judge retains
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power under section 362 "to decide when to let such
action go forward." Id. The Ninth Circuit therefore parted
company from Autoskill, and so do we. 2

2 Indeed, the court in Capgro noted that eight of
the twelve circuits at that time had held that
[HN7] the automatic stay prevents a debtor from
appealing the decision of a non-bankruptcy
forum, where that action was originally
commenced against the debtor. 169 B.R. at 310.

[**9] As for the applicability of § 108(a), our short
answer is that by its terms it refers only to periods within
which a debtor may "commence an action"; here, the
action is one that was commenced against the debtor.

But while appellee has not come close to the target,
appellant's thrusts have also fallen short. As we have
noted, he has assumed that the mere existence of an
automatic stay under § 362 triggers the "suspension"
referred to in § 108(c). This may be a common sense
reading, but it is not the law. Collier Bankruptcy Manual
sets forth the vital caveat to "such suspension":

Such a suspension may result from
either state or federal law. . . .

. . . [HN8] In some jurisdictions state
law may dictate suspension of a statute of
limitations when a bankruptcy or another
court proceeding has stayed the initiation
of an action. Such suspension would
presumably be included within the terms
of section 108(c), adding the entire
duration of the automatic stay to the
applicable time period. [Footnote
omitted.]

However, absent such a provision in
state law, a statute of limitations or other
deadline for an action against a debtor . . .
is extended for only the [**10] second
period set forth in section 108(c), 30 days
after notice of the termination or
expiration of the automatic stay . . . .

Lawrence P. King, ed., 1 Collier Bankruptcy Manual, P
108.04 at 108-14, 15 (3d ed. 1996).

This interpretation also accords with the
contemporaneous analysis of the section in the House

Report accompanying the 1977 Bankruptcy Code
revision. After stating that subsection (c) of § 108 extends
the statute of limitations for creditors (which, as we have
pointed out, it also does for debtors in possession), the
report states:

[HN9] If a creditor is stayed from
commencing or continuing an action
against the debtor because of the
bankruptcy case, then the creditor is
permitted an additional 30 days after
notice of the event by which the stay is
terminated, whether that event be relief
from the automatic stay . . ., or the closing
[*5] of the bankruptcy case (which
terminates the stay) . . . .

H.R. Rep. No. 95-595, at 318 (1977).

The only Maine statute we have found that bears on
this issue is Me. Rev. Stat. Ann. tit. 14, § 5803, which
mandates continuance of actions for recovery of a debt
provable in bankruptcy during bankruptcy proceedings,
but [**11] only "on petition of . . . creditors before or
after the commencement of the action." This is of no
avail to appellant.

We have, however, conclusive evidence of the
absence of any suspension-extending provision of Maine
law in a recent decision of the Maine Supreme Judicial
Court, Duprey v. Eagle Lake Water & Sewer Dist., 615
A.2d 600, 603-604 (Me. 1992). In that case, the court
made known its views as to the meaning of the identical
"any suspension" language of 11 U.S.C. § 108(b). It
chose to adopt the reasoning of the Bankruptcy Court for
the District of Maine that § 362 "[HN10] does not stay
the running of any time period," but only prevents an
entity from exercising a power, such as enforcing a
judgment. In re Thom, 95 B.R. 261, 262-63 (Bankr. D.
Me. 1989).

The motion for relief having been filed more than 30
days after notice of the termination of bankruptcy
proceedings, 3 and there having been no suspension of
the one year period of limitations, we hold that the
district court did not err in declaring it untimely.

3 We discuss infra at page 11 our assumption of
notice.

[**12] II. Viability of the Rule 60(b)(6) Claim
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Appellant faces formidable hurdles in pursuing a 60(b)(6)
claim. [HN11] There must exist "exceptional"
circumstances that justify "extraordinary" relief. Valley
Citizens for a Safe Environment v. Aldridge, 969 F.2d
1315, 1317 (1st Cir. 1992).

We begin by accepting for purposes of our legal
analysis appellant's summary, in his reply brief, of his
motion for relief, which he contends describes both
"exceptional circumstances" and a "fraud upon the court":

For the purposes of this appeal, Simon
has acknowledged that he deceived not
only Gershon Navon, but also the judicial
system, including both the bankruptcy
court and the federal district court, with
respect to the nature and extent of his
interest in ACI's claim against Maine
Coast. Simon not only consciously failed
to reveal to Gershon Navon [a fellow
stockholder in Maine Coast], the creditors
of Maine Coast, the Trustee in the Maine
Coast bankruptcy and the Bankruptcy
Court that he held 100% of the interest in
ACI's claim against Maine Coast while
professing at all times that his interest was
indirect and negligible. He even testified
at the trial that ACI was still owed [**13]
considerable sums of money, when he
previously had paid to ACI the amount
owed to the penny and took an assignment
of ACI's claim. No wonder Simon always
took the position Maine Coast had no
defense or offset to ACI's claim.

Appellant's first hurdle is the rule of mutual exclusivity,
that is, that [HN12] a motion under Rule 60(b)(6) "is only
appropriate when none of the first five subsections
pertain," Cotto v. United States, 993 F.2d 274, 278 (1st
Cir. 1993); see also Liljeberg v. Health Services
Acquisition Corp., 486 U.S. 847, 863 & n.11, 100 L. Ed.
2d 855, 108 S. Ct. 2194 (1988); Wright & Miller, supra,
§ 2864 at 357. One rationale of this rule is obvious and
relevant here: were Rule 60(b)(6) to allow a second
out-of-time bite at the same apple, the stringent,
finality-enforcing limitation period of 60(b)(1)-(3) would
be eviscerated. This rule, however, does have a small
escape hatch, in the event of "extraordinary
circumstances." Ackermann v. United States, 340 U.S.

193, 197-202, 95 L. Ed. 207, 71 S. Ct. 209 (1950); Cotto,
993 F.2d at 278; Wright & Miller, supra, § 2864 at 365.

Here, however, nothing which could fall under that
rubric has been suggested. The 60(b)(6) claim is one
solely for deceit and [**14] fraud on the part of one
party toward another, with nothing to distinguish it from
a timely 60(b)(3) claim except that it was filed some two
months beyond the 30 days after the termination of
bankruptcy proceedings allowed by § 108(c).

[*6] The circumstances of this delay demonstrate
rather forcefully the absence of any special justification.
Commendably, appellant's counsel has candidly
acknowledged by affidavit that he first learned in
December 1995 of leads to information that Simon had
misled defendants, and that over the next couple of
months he received documents and information
supportive of a motion for relief from judgment. His
reasons for not filing such a motion earlier were that (1)
he anticipated that more information would be
forthcoming, and thought it "prudent to collect as much
information as possible before filing"; (2) that he
considered that all activity in the case was stayed by the
bankruptcy proceedings of the two Navons; and (3) that
he had no notice of the dismissal of his client's
bankruptcy proceedings until late July or early August
when he was orally informed by counsel for Simon.

On this state of the record, we must assume that
appellant received notice [**15] of the dismissal of his
involuntary bankruptcy case. [HN13] Bankruptcy Rule
2002(f) requires that the clerk of the bankruptcy court "or
some other person as the Court may direct, shall give the
debtor . . . notice by mail of . . . (2) dismissal of the case .
. . ." There is no suggestion that this was not done.

In effect, appellant asks us to allow a tardy 60(b)(3)
motion to parade under the raiment of 60(b)(6), where the
reasons for the tardiness lay in counsel's strategic
preference and mistaken legal assumption concerning the
effect of an automatic stay, and the failure of
communication between client and counsel. These are not
the kind of "extraordinary circumstances" justifying
departure from the normal maximum limitations period
required by Rule 60(b)(3).

III. Fraud Upon the Court

Rule 60(b), [HN14] after delineating the six bases of
a motion, goes on to state that the power of a court to set

Page 420



aside a judgment for fraud upon the court is not limited
by the rule. It is an explicit recognition of the traditional
inherent power of a court to protect its own essential
functioning and integrity. It is, however, a power rarely to
be used.

We recently had occasion to review the scope of
[**16] "fraud upon the court" in connection with the
parallel provision of the rule allowing a court to entertain
an independent action to relieve a party from a judgment
for fraud upon the court. Geo. P. Reintjes Co. v. Riley
Stoker Corp., 71 F.3d 44, 46-49 (1st Cir. 1995). In that
opinion, we noted the effect of Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 88 L. Ed. 1250, 64 S.
Ct. 997 (1944), overruled on other grounds, Standard Oil
Co. of Cal. v. United States, 429 U.S. 17, 50 L. Ed. 2d 21,
97 S. Ct. 31 (1976), in expanding the range of fraud not
subject to the one-year limitation to "include fraud
committed by 'officers of the court.'" 71 F.3d at 47-48.

We also characterized our concept of [HN15] fraud upon
the court in Aoude v. Mobil Oil Corp., 892 F.2d 1115,
1118 (1st Cir. 1989), as consisting of an "'unconscionable
scheme calculated to interfere with the judicial system's
ability impartially to adjudicate a matter' involving an
officer of the court." Reintjes, 71 F.3d at 48 n.5. We
noted a sharp demarcation, saying, "In sum, perjury
alone, absent allegation of involvement by an officer of
the court . . . has never been sufficient." Id. at 49.

In the case at bar, nothing has been suggested or
even [**17] insinuated that takes this case beyond
allegations of garden variety deceit and fraud by a party.
As a matter of law, appellant's allegations do not rise to
the level of a Rule 60(b)(6) claim or to fraud upon the
court. The district court did not err in denying the motion
for relief.

Affirmed.
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SUBSEQUENT HISTORY: [**1] As Amended
December 13, 1995.

PRIOR HISTORY: APPEAL FROM THE UNITED
STATES DISTRICT COURT FOR THE DISTRICT OF
MASSACHUSETTS. Hon. Nathaniel M. Gorton, U.S.
District Judge.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant, a boiler
installer, challenged a judgment of the United States
District Court for the District of Massachusetts, which
granted appellee supplier's motion to dismiss appellant's
common law and state law claims.

Page 421



OVERVIEW: Appellant, a boiler installer, and appellee
supplier were parties to an action. The arbitrator ruled for
appellee and the district court entered a judgment in its
favor. Two years later, appellant learned that appellee's
employees allegedly committed perjury in the arbitration
proceeding. Appellant instituted a suit alleging fraud in
procurement of the settlement agreement. The district
court denied a motion to set aside the judgment on the
ground that appellant did not state a claim for relief from
the judgment absent a showing that a fraud was
perpetrated on the district court. On appeal, the court
affirmed, holding that appellant's only route to relief from
the settlement and underlying judgment was through Fed.
R. Civ. P. 60(b). The court ruled that fraud cognizable to
maintain an untimely independent attack upon a valid and
final judgment required more than common law fraud.
The court held that the fraud had to consist of an
unconscionable scheme calculated to interfere with the
judicial system's ability impartially to adjudicate the
matter and that the fraud must involve an officer of the
court. The alleged perjury of a witness, alone, was not
sufficient.

OUTCOME: The court affirmed the judgment of the
district court, which dismissed appellant boiler installer's
common law and state law claims. The court held that
appellant could not obtain relief because appellant did not
show a fraud upon the court, which required involvement
of an officer of the court, and not just the alleged perjury
of witnesses.

CORE TERMS: independent action, finality, perjury,
untimely, settlement agreement, final judgment,
arbitration, intrinsic, extrinsic, patent, perjured testimony,
federal judgment, after-discovered, procurement,
cognizable, equitable, warranty, newly, Federal Rules,
common law, inter alia, failure to disclose, affirmative
duty, entry of judgment, discovered evidence, time limit,
time limitation, saving clause, enforcement of judgment,
statutory time

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Motions for New Trials
Civil Procedure > Judgments > Relief From Judgment

> Newly Discovered Evidence
[HN1] Fed. R. Civ. P. 60(b) permits relief from final
judgment for, inter alia, (3) fraud (whether heretofore
denominated intrinsic or extrinsic), misrepresentation, or
other misconduct of an adverse party.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN2] Fed. R. Civ. P. 60(b) requires that motions
pursuant to the above ground shall be made within a
reasonable time, and not more than one year after the
court enters or takes the judgment, order, or proceeding.
At the same time, rule 60(b) does not limit the power of a
court to entertain an independent action to relieve a party
from a judgment, order, or proceeding, or to set aside a
judgment for fraud upon the court.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN3] Fed. R. Civ. P. 60(b)(3) preserves judicial power
to grant relief in an independent action insofar as
established doctrine permits, and expressly does not limit
the power of the court, when fraud is perpetrated upon it,
to give relief under the saving clause.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN4] Other than specifying "fraud upon the court," Fed.
R. Civ. P. 60(b)(3) makes no attempt to state the bases for
the independent action. Rather, it leaves this substantive
determination to established principles that have
heretofore been applied in such an action.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN5] While "fraud upon the court" is therefore not the
only permissible basis for an independent action, and
therefore plaintiff need not make such a showing, there is
also little doubt that fraud cognizable to maintain an
untimely independent attack upon a valid and final
judgment has long been regarded as requiring more than
common law fraud. The great majority of cases
addressing the scope of fraud necessary to sustain an
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independent action under Fed. R. Civ. P. 60(b) adhere to
this principle.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
[HN6] Discrediting witnesses does not generally justify
an "extraordinary" second opportunity. Fed. R. Civ. P.
60(b) does not license a party to relitigate, whether via
motion or independent action, any issues that were made
or open to litigation in the former action where he had a
fair opportunity to make his claim or defense.

COUNSEL: Duane J. Fox with whom Gregory S.
Gertstner, Seigfreid, Bingham, Levy, Selzer & Gee,
Edmund C. Case, Roger Lane and Testa, Hurwitz &
Thibeault were on brief for appellant.

David P. Grossi with whom Barry A. Bachrach and
Bowditch & Dewey were on brief for appellee.

JUDGES: Before Torruella, Chief Judge, Aldrich and
Coffin, Senior Circuit Judges.

OPINION BY: ALDRICH

OPINION

[*45] ALDRICH, Senior Circuit Judge. This is
another case seeking, inter alia, to attribute to M.G.L. c.
93A, §§ 2(a) and 11 (1988 ed.), the universal capacity of
a Swiss army jack-knife. Briefly, plaintiff Geo. P.
Reintjes Co., Inc. of Kansas City, Missouri, and
defendant Riley Stoker Corp. of Worcester,
Massachusetts, found themselves faced with the question
of who must bear a loss due to the inappropriateness of
A.P. Green furnace lining material, obtained and installed
by Reintjes in boilers supplied by Riley Stoker to a third
party. The answer depended on whether Reintjes'
warranty to Riley Stoker included the material's design.
The parties resorted to arbitration and the arbitrator
credited [**2] Riley Stoker's employees, who testified,
in its favor, that it was so understood. The arbitrator's
findings were confirmed by the United States District
Court for the District of Massachusetts and Riley Stoker
obtained a judgment in the amount of $ 989,119. The
parties agreed to settle the judgment for $ 950,000 which,
in due course, was done.

Some two years later Reintjes learned, through the
accident of its counsel in the arbitration case being
engaged in entirely independent litigation with Riley
Stoker, that Riley Stoker employees may have committed
perjury in the Reintjes arbitration proceeding. Reintjes
then filed this action claiming Riley Stoker's failure to
disclose the alleged fraud during settlement negotiations,
that led to Reintjes paying a substantial sum, amounted to
a common law misrepresentation and, more, was an
"unfair or deceptive act . . . in the conduct of . . . trade or
commerce" under M.G.L. c. 93A, § 2(a), entitling
Reintjes to damages. According to Reintjes, its present
suit rests not on the original cause of action, but on the
independent allegation of fraud in procurement of the
settlement agreement.

The district court initially took the view that Reintjes'
[**3] claims arising from procurement of the settlement
agreement were cognizable independently of the
judgment, but [*46] later, on Riley Stoker's motion,
undertook to reconsider. Reintjes thereupon moved for
leave to file an amended complaint to set aside the
judgment. This was denied on the grounds that Reintjes
did not state a claim for relief from the judgment in the
absence of a showing that fraud upon the court had
occurred. The court then granted Riley Stoker's motion to
dismiss Reintjes' common law and state claims because
they could not lie unless relief from the prior judgment
was obtained. We affirm.

I.

Reintjes first asserts that the court erred in ruling its
fraud and chapter 93A claims barred by the prior
judgment. Reintjes states that "failure to disclose any fact
which would influence a person not to enter into a
transaction is a violation of chapter 93A;" that this statute
therefore "imposed upon Riley Stoker an affirmative duty
(sic) to disclose, during procurement of the settlement
agreement, that the award was obtained through perjured
testimony," and that Reintjes relied on the non-disclosure
in entering into the settlement agreement.

Our assent to such a contention [**4] would amount
to a rule, in Massachusetts at least, that attached to every
federal judgment affecting commercial matters is an
inherent condition that it must be proved correct, or it
cannot be relied upon, for there is an "affirmative duty"
to disclose if it is faulty. Reintjes concludes that Rule 60,
which prescribes the exclusive methods by which federal
judgments may be attacked, "cannot curtail" its state and
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common law claims, citing 28 U.S.C.A. § 2072(b) to the
effect that Federal Rules of Civil Procedure "shall not
abridge, enlarge or modify any substantive right." With
due respect, it is inconceivable that the finality of
otherwise valid federal judgments is dependent upon their
validity under state law. Reintjes cites no authority. We
summarily affirm the district court's ruling that Reintjes'
only route to relief from the settlement and underlying
judgment is through application of Federal Rule of Civil
Procedure Rule 60(b). To this we turn.

II.

Reintjes claims the court erred in ruling that it was
unable to state a claim for relief from judgment because
its allegations did not amount to a fraud upon the court,
or, alternatively, that Rule 60(b) does not require it [**5]
to show fraud upon the court and that its allegations state
a cognizable basis for relief under the Rule. It contends
Riley's witnesses engaged in a concerted effort to present
perjured testimony during the arbitration hearing
regarding the central issue in the case, namely, whether
Reintjes had assumed design warranty for the boiler
linings. These charges stem from Reintjes' discovery,
some two years after entry of judgment against it, of
materials 1 indicating Riley's witnesses may have
perjured themselves.

1 Letters and notes of a third-party participant in
a pivotal meeting between the parties, about
which both had testified.

[HN1] Rule 60(b) permits relief from final judgment
for, inter alia,

(2) newly discovered evidence which by
due diligence could not have been
discovered in time to move for a new trial
under Rule 59(b);

(3) fraud (whether heretofore
denominated intrinsic or extrinsic),
misrepresentation, or other misconduct of
an adverse party . . .

Fed.R.Civ.P. 60(b). [HN2] The [**6] Rule requires that
motions pursuant to the above grounds "shall be made
within a reasonable time, and . . . not more than one year
after the judgment, order, or proceeding was entered or
taken." Id. At the same time, the Rule

does not limit the power of a court to

entertain an independent action to relieve a
party from a judgment, order, or
proceeding, . . . or to set aside a judgment
for fraud upon the court.

Id.

Our initial reaction is that, despite the apparent
openness of this final provision, where the body of the
Rule contains an explicit time limitation for motions
invoking specified grounds for relief, it would make no
[*47] sense to apply the final general provision,
containing no limit of time, so broadly as to cover all the
grounds for which the time limit is expressly stated.
Since Reintjes' claims would appear to fall exactly under
sections (2) and (3) of the Rule, but materialized too late
to file in a motion to the judgment court, 2 it should not
now be able to elect to proceed under the unlimited
clause without some additional ground or reason.
Historically, however, this may be too easy an answer. In
view of the curtness of the Rule's final clause, [**7] and
a modicum of disagreement in the circuits, we will
examine its origins.

2 Reintjes did file such a motion to the judgment
court (Young, J.), however, it was summarily
denied, presumably because it was filed more than
one year after entry of the judgment. Fed.R.Civ.P.
60(b)(3). No appeal was filed.

Prior to the adoption of the Federal Rules of Civil
Procedure the general rule was that application for relief
from judgment on account of fraud could be made to the
presiding court before expiration of the term in which
final judgment was entered. Bronson v. Schulten, 104
U.S. 410, 415, 26 L. Ed. 797 (1882). See also Glass, et al.
v. Excelsior Foundry Co., 56 F.3d 844, 848 (7th Cir.
1995). However, efforts to balance the value of finality
against aversion to condoning abuse of the judicial
apparatus led courts sitting in equity to recognize an
exception for a narrow category of fraud "extrinsic," or
collateral, to the original action. On the other hand,
intrinsic fraud, such as perjury relating to an issue
actually [**8] decided, could not form the basis for
untimely relief. United States v. Throckmorton, 98 U.S.
61, 66, 68, 25 L. Ed. 93 (1878) (judgment confirming
certain land claims based on falsified land grant could not
be set aside 18 years later on claim of fraud because
validity of grant was the issue tried).
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The Throckmorton rule that fraud claimed in the
matter tried cannot form the basis for an untimely request
for relief from final judgment was refined in Hazel-Atlas
Glass Co. v. Hartford-Empire Co., 322 U.S. 238, 88 L.
Ed. 1250, 64 S. Ct. 997 (1944). 3 An attorney for
Hartford had contrived to have an encomium for its
patent claim published in a trade journal under the by-line
of a disinterested expert, which was then presented in
evidence. Hartford lost at trial, but its attorneys paraded
the article before a panel of the court of appeals, which
then reversed and entered judgment in Hartford's favor,
supporting its opinion with quotation from the spurious
publication. Id. at 240-42. Nine years later Hazel-Atlas
instigated an action to undo the judgment based on newly
obtained evidence of Hartford's caper. The Supreme
Court directed that judgment for Hartford be set aside and
the district court's original [**9] order denying relief to
Hartford be reinstated. Id. at 251. The Court emphasized
the old English rule that, "under certain circumstances,
one of which is after-discovered fraud, relief will be
granted against judgments regardless of the term of their
entry," id. at 244, was to be applied cautiously, i.e., only
"in certain instances . . . deemed sufficiently gross to
demand a departure from rigid adherence" to finality. Id.
The Court justified its application in Hazel-Atlas Glass
by distinguishing this situation from a case where
after-discovered evidence indicates merely that a witness
may have perjured himself, id. at 245, from cases
concerning only private parties, id. at 246, and from cases
resulting in injury merely to a single litigant (deeming
fraud perpetrated to obtain a favorable patent ruling "a
wrong against the institutions set up to protect and
safeguard the public"). Id. And, Hartford's was "a
deliberately planned and carefully executed scheme" by
an attorney "to defraud not only the Patent Office but the
Circuit Court of Appeals." Id. at 245-46. In fact, it
reached all persons affected by the patent.

3 This case avoided the extrinsic/intrinsic labels.
Some have long found the distinction dubious,
dubbing it "clouded and confused," 11 Wright,
Miller & Kane, Federal Practice and Procedure, §
2868, p. 401 (1995 ed.), and "at times . . . a
journey into futility." Moore & Rogers, Federal
Relief from Civil Judgments, 55 Yale L.J. 623,
658 (1946).

[**10] Hazel-Atlas Glass thus expanded the range
of the fraud exception for untimely requests for relief
delineated in Throckmorton [*48] to include fraud

committed by "officers of the court." See Moore, 7
Federal Practice, P 60.33, p. 60-359 (1995). It carries
forward the well-established understanding that this
exception never included garden-variety fraud:

This is not simply a case of a judgment
obtained with the aid of a witness who, on
the basis of after-discovered evidence, is
believed possibly to have been guilty of
perjury.

Hazel-Atlas Glass, 322 U.S. at 245.

In 1946 Congress adopted the current version of Rule
60(b) which specifies fraud, "whether heretofore
denominated extrinsic or intrinsic," Fed.R.Civ.P.
60(b)(3), as an explicit ground for a motion for relief and
subjects it, like several other grounds specified, to a one
year limitation. The [HN3] Rule preserves judicial power
to grant relief in an independent action "insofar as
established doctrine permits," 4 and "expressly does not
limit the power of the court, when fraud has been
perpetrated upon it, to give relief under the saving
clause." Fed.R.Civ.P. 60, Notes of Advisory Committee
on Rules, [**11] 1946 Amendment, Note to Subdivision
(b) (hereinafter "Advisory Committee Notes").

4 The Rule as originally adopted did not specify
fraud as a ground for relief, but did contain a
saving clause that left courts free to continue to
exercise their inherent power to grant relief from
judgments where established doctrine warranted.
Fed.R.Civ.P. 60(b) (1937), 28 U.S.C.A. § 723(c)
(West 1941). See, e.g., Central Hanover Bank &
Trust Co. v. Wardman Real Est. Prop., 31 F.
Supp. 685 (D.D.C. 1940).

[HN4] Other than specifying "fraud upon the court,"
5 however, the Rule "makes no attempt to state the bases
for the independent action." Moore, 7 Federal Practice, P
60.37[2]. Rather, it leaves this substantive determination
to established principles, id., "which have heretofore been
applied in such an action." Advisory Committee Notes.
See Indian Head Nat. Bank of Nashua v. Brunelle, 689
F.2d 245, 248-49 (1st Cir. 1982) (as Advisory Committee
Notes indicate, "the Rule expressly preserves independent
[**12] equitable actions" available "prior to the Rule's
enactment"). We find that Congress incorporated into
Rule 60(b) pre-existing judicial principles governing
untimely requests for equitable relief from fraudulent
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judgments. See Hazel-Atlas Glass, 322 U.S. 238, 88 L.
Ed. 1250, 64 S. Ct. 997.

5 In this Circuit we have held such fraud to
consist of an "unconscionable scheme calculated
to interfere with the judicial system's ability
impartially to adjudicate a matter" involving an
officer of the court. Aoude v. Mobil Oil Corp.,
892 F.2d 1115, 1118 (1st Cir. 1989).

[HN5] While "fraud upon the court" is therefore not
the only permissible basis for an independent action, as
the district court held, and therefore Reintjes need not
make such a showing, there is also little doubt that fraud
cognizable to maintain an untimely independent attack
upon a valid and final judgment has long been regarded
as requiring more than common law fraud.
Throckmorton, 98 U.S. at 66; Hazel-Atlas Glass, 322
U.S. at 244-45 (untimely bid for relief justified [**13]
only where enforcement of judgment would be
"manifestly unconscionable") (quoting Pickford v.
Talbott, 225 U.S. 651, 657, 56 L. Ed. 1240, 32 S. Ct. 687
(1912)). See also, Chicago, R.I. & P. Ry. v. Callicotte,
267 F. 799, 810 (8th Cir. 1920), cert. denied, 255 U.S.
570, 65 L. Ed. 791, 41 S. Ct. 375 (1921) ("indispensable"
element of independent attack on judgment for fraud is
that it prevented party from presenting his case); Aetna
Casualty & Surety Co. v. Abbott, 130 F.2d 40, 43-44 (4th
Cir. 1942) ("it is well settled that [a conspiracy between
plaintiff and his witnesses to present perjured testimony]
constitutes no ground" upon which court could deny
enforcement of judgment in an independent proceeding).
The great majority of cases addressing the scope of fraud
necessary to sustain an independent action under the
modern Rule 60(b) has adhered to this principle. See, e.g.,
Gleason v. Jandrucko, 860 F.2d 556, 558 (2nd Cir. 1988)
(fraud necessary to sustain independent action is
narrower than that which is sufficient to obtain relief by
timely motion); Travelers Indemnity Co. v. Gore, 761
F.2d 1549 (11th Cir. 1985) (allegations of perjury
insufficient to entitle plaintiff to relief from [**14]
judgment in an independent action under Rule 60(b));
[*49] Great Coastal Express v. Int'l Brotherhood of
Teamsters, 675 F.2d 1349, 1358 (4th Cir. 1982), cert.
denied, 459 U.S. 1128, 74 L. Ed. 2d 978, 103 S. Ct. 764
(1983); Robinson, 56 F.3d 1268 at 1274 n.6 (10th Cir.
1995). But see, Averbach v. Rival Manufacturing Co.,
809 F.2d 1016, 1022-23 (3rd Cir.), cert. denied, 482 U.S.
915, 96 L. Ed. 2d 675, 107 S. Ct. 3187, and cert. denied,
484 U.S. 822, 98 L. Ed. 2d 45, 108 S. Ct. 83 (1987) ("The

elements of a cause of action for [relief from a judgment
on the ground of fraud] in an independent action are not
different from those elements in a Rule 60(b)(3) motion,
and . . . the time limit on such a motion does not apply to
an independent action.").

In sum, perjury alone, absent allegation of
involvement by an officer of the court (Reintjes makes
none), has never been sufficient. Throckmorton, 98 U.S.
at 66; Hazel-Atlas Glass, 322 U.S. at 245. See also,
Gleason, 860 F.2d at 559 (2nd Cir.); Travelers
Indemnity, 761 F.2d at 1551-52 (11th Cir.); Wood v.
McEwen, 644 F.2d 797 (9th Cir. 1981), cert. denied, 455
U.S. 942, 71 L. Ed. 2d 654, 102 S. Ct. 1437 (1982). The
possibility of perjury, even concerted, is a common
hazard of the adversary process with which litigants
[**15] are equipped to deal through discovery and
cross-examination, and, where warranted, motion for
relief from judgment to the presiding court. Fed.R.Civ.P.
60(b)(3). Were mere perjury sufficient to override the
considerable value of finality after the statutory time
period for motions on account of fraud has expired, it
would upend the Rule's careful balance. See Great
Coastal Express, 675 F.2d at 1354-55 (Rule 60(b) is an
effort to balance competing judicial values of finality and
equity, with equitable considerations favored for up to
one year from entry of judgment, and finality thereafter).

Reintjes points to no reason why this newly
discovered evidence might justify relief from judgment
beyond the statutory time frame. [HN6] Discrediting
witnesses does not generally justify an "extraordinary"
second opportunity. Xerox Financial Services Life Ins.
Co. v. High Plains Ltd., 44 F.3d 1033, 1038-39 (1st Cir.
1995). See Moore, 7 Federal Practice, P 60.37 (Rule
60(b) does not license a party to relitigate, whether via
motion or independent action, any "issues that were made
or open to litigation in the former action where he had a
fair opportunity to make his claim or defense"). [**16]
See, also, Travellers Indemnity, 761 F.2d at 1552 (11th
Cir.); Competex, S.A. v. LaBow, 783 F.2d 333, 335 (2nd
Cir. 1986); Carter v. Dolce, 741 F.2d 758, 760 (5th Cir.
1984). Reintjes' claims amount, at best, to ordinary fraud
which, as we have said, cannot form the basis of an
independent action under the Rule's saving provision
when they would certainly be barred if presented as a
motion under section (3). 6 See Wallace v. United States,
142 F.2d 240, 244 (2nd Cir.), cert. denied, 323 U.S. 712,
89 L. Ed. 573, 65 S. Ct. 37 (1944) ("obviously it cannot
have been intended that what may be done within six

Page 426



months, pursuant to the body of Rule 60(b) may also be
done thereafter, under the exception contained in its last
sentence") (referring to predecessor to current Rule). See
also, Moore, 7 Federal Practice, P 60.33 (if fraud that
may form basis of independent action "is not kept within
proper limits but is ballooned to include all or
substantially all species of fraud within 60(b)(3) then the
time limitation upon 60(b)(3) motions will be
meaningless").

6 See note 2, supra.

[**17] Finally, while the notion that it would be
"against conscience" to let a particular judgment stand

may in some instances serve to tip what would otherwise
be ordinary fraud into the special category that can
invoke a court's inherent powers to breach finality, see
Marshall v. Holmes, 141 U.S. 589, 595, 35 L. Ed. 870, 12
S. Ct. 62 (1891), Hazel-Atlas Glass, 322 U.S. at 244-45,
Reintjes has failed to so move us here. There is nothing
particularly offensive about the circumstances
surrounding, or the result of, Reintjes' warranty dispute
with Riley Stoker. See id. at 244. If Reintjes should have
won, then the most that can be said is that it lost in large
measure due to its own lack of diligence.

[*50] The judgment of the district court is affirmed.

LEXSEE 1993 U.S. APP. LEXIS 12393
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TRUCK DRIVERS & HELPERS UNION, LOCAL NO. 170, Petitioner, v.
NATIONAL LABOR RELATIONS BOARD, Respondent. GIRARDI

DISTRIBUTORS, INC., Intervenor.

No. 92-1993

UNITED STATES COURT OF APPEALS FOR THE FIRST CIRCUIT

993 F.2d 990; 1993 U.S. App. LEXIS 12393; 143 L.R.R.M. 2385; 125 Lab. Cas. (CCH)
P10,705

May 26, 1993, Decided

SUBSEQUENT HISTORY: As Amended July 27,
1993.

PRIOR HISTORY: [**1] ON PETITION FOR
REVIEW OF AN ORDER OF THE NATIONAL
LABOR RELATIONS BOARD.

CASE SUMMARY:

PROCEDURAL POSTURE: Petitioner truckers' union
sought review of respondent National Labor Relations

Board order dismissing an unfair labor practice claim
under the National Labor Relations Act, 29 U.S.C.S. §
160(b) and subsequent denial of an amendment.

OVERVIEW: Petitioner truckers' union sought review
of respondent National Labor Relations Board order
dismissing an unfair labor practice claim under the
National Labor Relations Act, 29 U.S.C.S. § 160(b). The
court affirmed the dismissal, but reversed the denial of an
amendment to the timely charges. The court explained
the dismissal based on the six month statute of limitations
bar was proper because the board's conclusion that
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fraudulent concealment tolling was inapplicable based
upon interpretation of what deceptive practices satisfied
the fraudulent concealment tolling doctrine was not
unreasonable. The court observed in the absence of a
clear statement from Congress on the fraudulent
concealment doctrine, it was required to defer to
administrative interpretations that were reasonable. The
court next concluded the board's factual findings that
fraudulent concealment was not shown was supported by
substantial evidence. The court found the denial of
amendment to plead a bad faith bargaining claim to avoid
the limitations bar was improper because the charge was
closely related to the underlying timely charge and
factual findings to the contrary were unsupported by
substantial evidence.

OUTCOME: The court affirmed respondent National
Labor Relations Board order dismissing petitioner
truckers' union unfair labor practice claims because
deference had to be afforded petitioner's reasonable
interpretation of the fraudulent concealment controlling
doctrine. The court reversed order denying petitioner an
opportunity to amend to plead a bad faith bargaining
charge because such charge was closely related to the
underlying timely filed claims.

CORE TERMS: bargaining, fraudulent concealment,
statute of limitations, surface, self-concealing, labor
practice, dismissed charges, settlement agreement, unfair,
reinstatement, diligence, toll, bargaining unit, charging
party, cause of action, negotiation, concealed, bad faith,
prima facie case, fraudulently, reinstated, bargaining
table, good faith, final offer, concealment, informal,
conceal, notice, affirmative acts, facts underlying

LexisNexis(R) Headnotes

Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > General
Overview
[HN1] See 29 U.S.C.S. § 158(a)(1), (3), and (5).

Governments > Legislation > Statutes of Limitations >
Time Limitations
Governments > Legislation > Statutes of Limitations >
Tolling
Labor & Employment Law > Collective Bargaining &

Labor Relations > Unfair Labor Practices > General
Overview
[HN2] The limitations period is tolled when a respondent
fraudulently conceals the operative facts underlying the
alleged violation and the period will begin to run anew
when the charging party knows or should have known of
the concealed facts.

Governments > Legislation > Statutes of Limitations >
Tolling
Labor & Employment Law > Collective Bargaining &
Labor Relations > Arbitration > Judicial Review of
Awards > General Overview
[HN3] In the absence of a clear statement from Congress
on the application of the fraudulent concealment tolling
doctrine in the National Labor Relations Act, 29 U.S.C.S.
§ 10(b) context, the court must defer to the National
Labor Relations Board's reasonable interpretation.

Governments > Legislation > Statutes of Limitations >
Tolling
Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > General
Overview
[HN4] The self concealing deception may be as simple as
a single lie or as complex as a scheme, so long as the
defendants conceal not only their involvement, but the
very conduct itself.

Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > Refusals to
Bargain
[HN5] Adamant insistence on a bargaining position is not
in itself a refusal to bargain in good faith.

Governments > Legislation > Statutes of Limitations >
Tolling
[HN6] Normally, when the party seeking to toll the
statute by fraudulent concealment alleges affirmative acts
of concealment, the burden of showing due diligence falls
on that party.

Governments > Legislation > Statutes of Limitations >
Tolling
Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > General
Overview
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[HN7] When tolling is proper because the defendants
have concealed the very cause of action, they have the
burden of coming forward with any facts showing that
the plaintiff could have discovered the cause of action if
he had exercised due diligence.

Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > General
Overview
[HN8] The party seeking the shelter of the National
Labor Relations Act, 29 U.S.C.S. § 10(b) affirmative
defense bears the burden of proving clear and
unequivocal notice, either actual or constructive, of the
acts that constitute the alleged unfair labor practice.

Labor & Employment Law > Collective Bargaining &
Labor Relations > Arbitration > Judicial Review of
Awards > General Overview
Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > General
Overview
[HN9] The court must accept the National Labor
Relations Board's factual findings if they are supported
by substantial evidence on the record when considered as
a whole under the National Labor Relations Act, 29
U.S.C.S. § 160(f).

Civil Procedure > Settlements > Settlement Agreements
> Rescission
Contracts Law > Types of Contracts > Settlement
Agreements
Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > General
Overview
[HN10] Settlement agreements may be set aside if the
provisions are breached or subsequent unfair labor
practices are committed.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Denials
Civil Procedure > Pleading & Practice > Pleadings >
Amended Pleadings > General Overview
Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > General
Overview
[HN11] A complaint based on a timely filed charge may
be amended to include other allegations if they are

"closely related" to the underlying timely charge and
occurred within six months of the charge under the
National Labor Relations Act, 29 U.S.C.S. § 8(a)(1).

Civil Procedure > Pleading & Practice > Pleadings >
Amended Pleadings > General Overview
Civil Procedure > Settlements > Settlement Agreements
> Modifications
Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > General
Overview
[HN12] Under the test for closely related claims, first, the
National Labor Relations Board will look at whether
otherwise untimely allegations involve the same legal
theory as the allegations in the pending timely charge.
Second, the board will look at whether the otherwise
untimely allegations arise from the same factual
circumstances or sequence of events as the pending
timely charge. Finally, the board will look at whether a
respondent would raise similar defenses to both
allegations.

Civil Procedure > Pleading & Practice > Pleadings >
Amended Pleadings > General Overview
Labor & Employment Law > Collective Bargaining &
Labor Relations > Unfair Labor Practices > General
Overview
[HN13] With respect to the similarity between the legal
theories underlying each charge for purposes of the
closely related test, it is clear that the allegations need not
be under the same statutory section and it is sufficient
that both charges are part of the same effort or crusade
against the union.

COUNSEL: Randall E. Nash, with whom Grady and
Dwyer, was on brief for petitioner.

Robert J. Englehart, Attorney, with whom Jerry M.
Hunter, General Counsel, Yvonne T. Dixon, Acting
Deputy General Counsel, Nicholas E. Karatinos, Acting
Associate General Counsel, Aileen A. Armstrong,
Deputy Associate General Counsel, and Linda Dreeben,
Supervisory Attorney, National Labor Relations Board,
were on brief for respondent.

Henry F. Telfeian, with whom Keck, Mahin & Cate, was
on brief for intervenor.

JUDGES: Before Torruella, Cyr and Stahl, Circuit
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Judges.

OPINION BY: TORRUELLA

OPINION

[*993] TORRUELLA, Circuit Judge.

In this case we review a decision and order of the
National Labor Relations Board (the "Board"). The
General Counsel of the Board brought an unfair labor
practice complaint against an employer based on three
charges that it had previously dismissed. The facts
underlying these charges occurred more than six months
prior to the filing of the formal complaint by the General
Counsel. The Board dismissed the complaint as barred by
the six-month statute of limitations prescribed by section
10(b) of the National Labor Relations Act ("NLRA"), 29
U.S.C. § 160 [**2] (b). In addition, the Board rejected
the General Counsel's alternative effort to resuscitate
these dismissed charges, finding amendment to a timely
charge improper since the charges were not "closely
related." We affirm the first decision, but reverse on the
latter.

I

BACKGROUND

The Union represents certain employees of Girardi
Distributors, Inc., (the "Company"), a liquor distributor
that operates several distribution facilities in northwestern
Massachusetts. Over the years, the employees and the
Company entered into collective bargaining agreements,
the most recent of which covered from 1986 to May 19,
1989. In April of 1989, the Union and the Company
began negotiations for a new agreement.

The negotiations did not progress well. On May 19,
1989, the Union filed its first unfair labor practice charge
(case 1-CA-26394), alleging violation of §§ 8(a)(1), (3),
& (5) of the NLRA, [HN1] 29 U.S.C. § 158(a)(1), (3), &
(5). 1 The General Counsel of the Board [*994]
dismissed the charge through the Office of the Regional
Director on July 19, 1989. Addressing the main thrust of
the charge, the Regional Director refused to bring a
complaint because, [**3] in its view, the investigation
did not reveal sufficient evidence of bad faith bargaining.
Negotiations between the Company and the Union
continued during the Regional Director's investigation.
As a result of the investigation, the charges were

dismissed and the Union did not appeal the dismissal.

1 Section 8(a)(1) makes it an unfair labor
practice for an employer to "interfere, restrain or
coerce employees" in the exercise of their section
7 rights to engage in "concerted activities for the
purpose of collective bargaining or other mutual
aid or protection." 29 U.S.C. §§ 157, 158(a)(1).

Section 8(a)(3) makes it an unfair labor
practice for an employer "to encourage or
discourage membership in any labor organization"
by "discrimination in regard to hire or tenure." Id.
§ 158(a)(3).

Section 8(a)(5) requires that an employer
"bargain collectively with the representatives of
his employees" and to do so in good faith. See id.
§ 158(a)(5); NLRB v. Insurance Agents' Int'l
Union, 361 U.S. 477, 498, 4 L. Ed. 2d 454, 80 S.
Ct. 419 (1960).

[**4] The Union remained dissatisfied with the
negotiations and felt certain that the Company sought to
bust the Union. In June, the Company made its "last, best,
and final offer," which significantly undercut the wages
and benefits received by the members of the bargaining
unit under the 1986-89 labor agreement. Despite the final
offer the parties continued to hold bargaining sessions.
The Union filed its second charge (case 1-CA-26561) on
August 4, 1989, alleging the same statutory violations but
providing more factual support for the bad faith
bargaining claim. The Regional Director again dismissed
the charges and the General Counsel's National Office of
Appeal upheld the dismissal.

On September 8, 1989, the Union filed its third
charge (case 1-CA-26660, which was amended several
times) on the same general grounds with further factual
support. Certain statements made by management, which
were held improper under § 8(a)(1), were the subject of
an informal settlement agreement, 2 while the other
charges were dismissed. The Union unsuccessfully
appealed the dismissal of the other charges.

2 The Regional Director approved the unilateral
informal settlement on February 22, 1990. The
Company complied with the settlement's posting
requirement. The case, however, was never closed
because of the pendency of a fourth set of charges
(case 1-CA-27243) filed in April of 1990. The
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Regional Director vacated and set aside the
settlement agreement when it issued the
Consolidated Complaint that sought to reinstate
the three charges dismissed in 1989. The Union's
second basis for avoiding the statute of limitations
pertains to this settlement agreement and is
discussed infra.

[**5] By the end of 1989, despite numerous
negotiation sessions, the Union and the Company had not
reached an agreement. After the Union lost its appeal on
the third set of charges, the Company withdrew its final
offer. On April 14, 1990, the Company purportedly
subcontracted the bargaining unit work to Suburban
Contract Carriers, Inc. ("Suburban"), terminated its union
employees, and withdrew its recognition of the Union as
the exclusive collective bargaining representative of the
bargaining unit.

On April 16, 1990, the Union filed a fourth set of
charges (case 1-CA-27243), alleging the Company
violated § 8(a)(1) & (5) by refusing to supply the name of
the subcontractor to the Union, and by unilaterally
subcontracting the bargaining unit work. Finally, the
General Counsel filed a complaint and set the hearing
date for November 19, 1990.

On the morning of the hearing, the General Counsel
received new testimony from the principals of Suburban,
David Murphy and Peter DeVito. The proceedings were
adjourned with the consent of the parties. Based on the
testimony of Murphy and DeVito, the Regional Director
further investigated the Union's charges and procured
testimony from Kenneth White, the [**6] Company's
former operations manager, and Daniel Maroni, another
employee close to management, which was damaging to
the Company.

In March of 1991, the Regional Director issued a
Consolidated Complaint, which revived the three charges
dismissed in 1989 (cases 1-CA-26394, 1-CA-26561,
1-CA-26660), and an Amended Complaint, which
amended case 1-CA-27243. The Consolidated Complaint
alleged that the Company had [*995] engaged in bad
faith bargaining from April through September of 1989
and had unlawfully implemented its final offer. The
Amended Complaint charged that failure to provide the
name of the subcontractor and withdrawal of recognition
of the Union violated sections 8(a)(1) & (5), and that
subcontracting the bargaining unit's work to a
subcontractor that was the alter ego of the Company and

discharging the Union employees violated sections
8(a)(1) & (3).

With respect to the Amended Complaint, the
Administrative Law Judge ("ALJ") found that the
Company had violated the NLRA and ordered the
Company to cease and desist from subcontracting the
bargaining unit work anew, to recognize the Union, and
to restore the status quo in existence before the false
subcontractor was engaged. With respect [**7] to the
Consolidated Complaint, the ALJ found that the General
Counsel had stated a prima facie case that the Company
had bargained in bad faith, that impasse had not been
reached, and that implementation of the final offer was
unlawful. Nevertheless, the ALJ dismissed the
Consolidated Complaint because under § 10(b) the
charges dismissed in 1989 could not be reinstated more
than six months after the acts underlying those charges
had occurred. The ALJ found that the General Counsel
did not satisfy the fraudulent concealment exception to
the statute of limitations because it failed to demonstrate
that facts had been fraudulently concealed, and because
the Union and the General Counsel did not exercise due
diligence in discovering the factual basis for the charges.
The Board affirmed and adopted the decision and order
of the ALJ.

The Union appeals the dismissal of the Consolidated
Complaint. The dismissed charges warrant reinstatement,
according to the Union, because the Company
fraudulently concealed the operative facts supporting the
charges through affirmative acts of concealment and by a
"self-concealing" scheme, and because the Union and the
General Counsel exercised due diligence [**8] to
uncover the evidence. Alternatively, the Union asserts
that the dismissed § 8(a)(3) and (5) allegations were
"closely related" to the § 8(a)(1) charges in the informal
settlement agreement reached in case 1-CA-26660. As
the agreement was later set aside by the Regional
Director, the § 8(a)(3) and 8(a)(5) charges in the
Consolidated Complaint may be reinstated by
amendment to the now timely § 8(a)(1) charge.

II

Section 10(b) of the NLRA prescribes a six-month
statute of limitations for the filing of unfair labor practice
charges. 3 In Ducane Heating Corp., 273 N.L.R.B. 1389
(1985), enforced without opinion, 785 F.2d 304 (4th Cir.
1986), the Board extended the breadth of § 10(b) to
prohibit the reinstatement of dismissed charges outside
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the six-month period. The Board also held that [HN2] the
limitations period is tolled when "a respondent
fraudulently conceals the operative facts underlying the
alleged violation." Ducane Heating, 273 N.L.R.B. at
1390. The period will begin to run anew when "the
charging party knows or should have known of the
concealed facts." Id. In effect, the Board [**9] borrowed
the federal doctrine of fraudulent concealment, which is
an "equitable doctrine read into every federal statute of
limitations." Holmberg v. Armbrecht, 327 U.S. 392, 397,
90 L. Ed. 743, 66 S. Ct. 582 (1946); O'Neill, Ltd., 288
N.L.R.B. 1354, 1988 WL 214303 at * 57.

3 "No complaint shall issue based upon any
unfair labor practice occurring more than six
months prior to the filing of the charge with the
Board and the service of a copy thereof upon the
person against whom such charge is made . . . ."
29 U.S.C. § 160(b).

While the language of § 10(b) does not apply on its
face to the reinstatement of dismissed charges, the Board
is free to fill a "gap" left in the statute by applying §
10(b) to dismissed charges and by fashioning its own rule
of fraudulent concealment to toll the statute of
limitations. Chevron USA, Inc., v. Natural Resources
Defense Council, Inc., 467 U.S. 837, 843-44, 81 L. Ed. 2d
694, 104 S. Ct. 2778 (1984). Traditionally [**10] the
Board has been accorded "deference with regard to its
interpretation of the NLRA as long as its interpretation is
rational and consistent with the statute." NLRB v. United
Food & Commercial Workers Union, Local [*996] 23,
484 U.S. 112, 123, 98 L. Ed. 2d 429, 108 S. Ct. 413
(1987). The Court of Appeals for the District of
Columbia found the application of § 10(b) to dismissed
charges to be reasonable and consistent with the
underlying policy of the statute in District Lodge 64, Int'l
Ass'n of Machinists and Aerospace Workers v. NLRB,
292 U.S. App. D.C. 266, 949 F.2d 441, 445 (D.C. Cir.
1991). We agree with that determination. [HN3] In the
absence of a clear statement from Congress on the
application of the fraudulent concealment tolling doctrine
in the § 10(b) context, we must defer to the Board's
reasonable interpretation. Chevron, 467 U.S. at 843-44.
We turn now to the Board's formulation of its
interpretation and to whether it is permissible.

The Board's reluctance to delimit the precise
contours of the fraudulent concealment doctrine as
applied to § 10(b) has been a matter of some frustration

for the federal courts. See NLRB v. O'Neill, 965 F.2d
1522, 1527 (9th Cir. 1992); [**11] District Lodge 64,
949 F.2d at 449 (remanding fraudulent concealment issue
because court was "unable to make enough sense of the
Board's opinion to justify affirmance"). In this case, the
Board, adopting the ALJ's reasoning and conclusions,
purported to rely on the general federal fraudulent
concealment doctrine as explained by an earlier Board
decision, O'Neill, Ltd., 288 N.L.R.B. 1354 (1988), and by
the Court of Appeals for the District of Columbia in
Hobson v. Wilson, 237 U.S. App. D.C. 219, 737 F.2d 1,
33-36 (D.C. Cir. 1984), cert. denied sub. nom., Brennan
v. Hobson, 470 U.S. 1084, 85 L. Ed. 2d 142, 105 S. Ct.
1843 (1985). Nevertheless, the Board appears to have
adopted a rule that is different from the one upon which it
claims to rely.

In Hobson, the Court of Appeals for the District of
Columbia recognized two means by which fraudulent
concealment can occur -- by affirmative acts of
concealment or by a "self-concealing" wrong or scheme.
The Hobson court held that a plaintiff may establish a
self-concealing wrong by demonstrating that the
defendant "engaged in some misleading, deceptive or
otherwise [**12] contrived action or scheme, in the
course of committing the wrong, that is designed to mask
the existence of a cause of action." Hobson, 737 F.2d at
34-35. The court announced a broad and inclusive
understanding of self-concealing wrongs, stating that
"[HN4] the deception may be as simple as a single lie or
as complex as [a scheme], so long as the defendants
conceal 'not only their involvement, but the very conduct
itself.'" Id. at 34-35 (citation omitted).

Based on Hobson and its belief that O'Neill, Ltd.
adopted Hobson's reasoning, the Union contends that it
has demonstrated fraudulent concealment and that the
statute of limitations was tolled. The Union's argument
proceeds roughly as follows: Normally, in the course of
negotiation each party at a bargaining session attempts to
force the other side to accept concessions. The NLRA
requires that the parties meet and bargain in good faith,
but does not require that they reach agreement. See NLRB
v. Insurance Agents' Int'l Union, 361 U.S. 477, 490-01, 4
L. Ed. 2d 454, 80 S. Ct. 419 (1960); Soule Glass &
Glazing Co. v. NLRB, 652 F.2d 1055, 1103 (1st Cir.
1981) [**13] ("[HN5] Adamant insistence on a
bargaining position . . . is not in itself a refusal to bargain
in good faith.") (citation omitted). Therefore, in the
average "surface" bargaining case (bargaining without the
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intent to reach an agreement) the central issue is motive.
As the Union perceives the issue, the deception
committed by the Company was misrepresenting bad
faith or surface bargaining as good faith bargaining. The
self-concealing wrongs were the statements to the Board
that the Company honestly put forward negotiating
positions with a good faith bargaining intent. In the
Union's view, the Company prevented the Union from
discovering the cause of action, despite the Union's due
diligence, by fraudulently concealing the operative fact --
its bad faith. In effect, the Union argues that tolling
continues as long as the concealment has so impaired its
case that it is unable to furnish to the General Counsel
with, or the General Counsel cannot discover, sufficient
evidence to file a formal complaint before the Board.

We fully understand the rationale supporting the
Union's stance. In this case, the Union filed three separate
charges alleging essentially the same grievance -- that the
[*997] Company [**14] was surface bargaining and its
true intent was to destroy the Union. These charges were
dismissed on three separate occasions and twice on
appeal. The General Counsel explained, in its
memorandum in support of exceptions to the ALJ
decision, that at the time the charges were dismissed, the
Company's bargaining table conduct, the first and
generally exclusive source of evidence, revealed no
indications of bad faith. Indeed, the evidence showed that
the parties were meeting and that various proposals were
being discussed. Despite the Union's claims that the
Company intended to destroy the Union, there was no
concrete evidence of that intention. The General Counsel
asserted, therefore, that it would not have brought the
complaint because the extensive paper trail compiled by
the Company indicated that it was bargaining in good
faith while at the table. The General Counsel denied that
it knew all the facts subsequently considered by the ALJ
to support a prima facie case of surface bargaining.
Nonetheless, the General Counsel stated that even if it
had known the facts, it would not have brought a
complaint given the Company's conduct during
discussions at the bargaining table.

Consequently, [**15] from the Union's perspective,
the conduct at the table and the position statements
submitted to the Regional Director defending against the
charges, which were designed to deceive the Union and
the General Counsel, were sufficient to conceal the cause
of action and therefore toll the statute of limitations under
the self-concealing wrong theory. The cause of action

was concealed because the General Counsel would not
bring the complaint without direct evidence of illegal
intent if the bargaining table conduct at least superficially
appeared to be in good faith. Furthermore, because the
General Counsel's dismissal of the charges is
unappealable, 4 whether a cause of action is concealed
must be decided according to its criteria.

4 Procedurally, the charging party files a
complaint with the Regional Director and if the
Regional Director decides to dismiss the charge
its decision may be appealed only to the General
Counsel, not to the Board or the courts.
Consequently, the General Counsel's decision to
dismiss is final. See United Food & Commercial
Workers Union, 484 U.S. at 118-19 & nn.8 & 10.
We note the force of the Union's analogy to the
rule that a party who commits a "fraud on the
court" should not expect the benefits of repose
bestowed by the statute of limitations. See Hazel
Atlas Glass Co. v. Hartford Empire Co., 322 U.S.
238, 88 L. Ed. 1250, 64 S. Ct. 997 (1944).

[**16] While it quoted from Hobson, the ALJ's
decision did not rely on Hobson's statement of the
"self-concealing wrong" theory. The ALJ stated that the
Board had never found fraudulent concealment without
some affirmative act, even if it was simply affirmative
verbal misrepresentation. Girardi Distributors, Inc., 307
N.L.R.B. No. 236, 1992 WL 183679 at * 38 n.24 (citing
Brown & Sharpe Mfg., 299 N.L.R.B. No. 89 (1990);
Kanakis Co., 293 N.L.R.B. No. 50 (1989); Strawsine
Mfg., 280 N.L.R.B. 553 (1986); Garrett Railroad Car &
Equipment, Inc., 275 N.L.R.B. 1032 (1985)). The ALJ
specifically noted that the Board's decision in O'Neill,
Ltd., which also quoted extensively from Hobson, did not
turn on Hobson's expansive definition of what sort of
self-concealing wrong could be considered fraudulent
concealment sufficient to toll the statute of limitations.
The ALJ read O'Neill, Ltd. to require a showing that
"there were affirmative misrepresentations made
(exculpatory statements aside) with respect to the
dismissed charges," [**17] and that there was a
self-concealing scheme in place (as opposed to a single
lie). Girardi Distrib., 1992 NLRB LEXIS 865 (citing
O'Neill, Ltd., 288 N.L.R.B. 1279 at 1355). Under this
formulation, there must be an affirmative
misrepresentation other than telling the General Counsel
and the charging party that the accused is not engaged in
surface bargaining and supplying rational excuses for the
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accused's conduct at the bargaining table. See id. at * 38
n.23. 5 [*998] The ALJ's conception of the scheme
necessary seems rather great indeed; he appeared to
require a showing of "some master plan of contingencies
that would be triggered by unfolding events." Id. at * 29.

5 The ALJ relied on the Board's statement in
O'Neill, Ltd. that "the mere fact that a party makes
exculpatory representations does not, by itself,
constitute fraudulent concealment or serve to toll
the § 10(b) period." 288 N.L.R.B. 1353, n.10
(1988) (citing Al Bryant, Inc., 260 N.L.R.B. 128,
133-35 (1982)).

We note that we find this rule rather peculiar
because we can think of no reason to distinguish
"exculpatory" statements to the Board designed to
avoid a formal complaint from any other lie that a
party may proffer to avoid sanctions for unfair
labor practices.

[**18] We agree with the ALJ that, to the extent
O'Neill, Ltd. discusses the more relaxed standard of
self-concealing wrongs explained in Hobson, those
statements are only dicta. O'Neill, Ltd. did not announce
the rule upon which the Union now urges that we rely. 6

It is impossible to say what deceptive actions, short of
proof of a complicated scheme replete with contingency
plans to get rid of the Union, would satisfy the Board. It
is clear, however, that the deception that the Board now
requires is significantly more than the "single lie" which
the Hobson court rule would accept.

6 We note parenthetically that the Board would
probably be able to develop a new rule, or narrow
a present one, without offending decisions
limiting an agency's authority to apply such rules
retroactively. See Chevron Oil Co. v. Huson, 404
U.S. 97, 30 L. Ed. 2d 296, 92 S. Ct. 349 (1971);
District Lodge 64, 949 F.2d at 446-48. The
absence of a clear rule would negate any claim of
reasonable reliance, which is necessary for a
finding that application of the new rule would
cause "substantial inequitable results." See
District Lodge 64, 949 F.2d at 448.

[**19] Irrespective of the extent of the effort to
conceal, the fraudulent concealment doctrine will not
save a charging party who fails to exercise due diligence,
and is thus charged with notice of a potential claim.
Girardi Distrib., at * 28-29; Hobson, 737 F.2d at 35. 7

[HN6] Normally, when the party seeking to toll the
statute by fraudulent concealment alleges affirmative acts
of concealment, the burden of showing due diligence falls
on that party. Morales v. Rosa-Viera, 815 F.2d 2, 5 (1st
Cir. 1987). The opposite rule applies, however, when the
charging party alleges that the statute is tolled by a
self-concealing wrong, in which case the defendant bears
the burden. Hobson, 737 F.2d at 35. Thus, [HN7] "when
tolling is proper because the defendants have concealed
the very cause of action, . . . they have the burden of
coming forward with any facts showing that the plaintiff
could have discovered . . . the cause of action if he had
exercised due diligence." Id. (quoting Richards v.
Mileski, 213 U.S. App. D.C. 220, 662 F.2d 65, 71 (D.C.
Cir. 1981)). In another significant departure [**20] from
the Hobson decision, the Board here placed the burden of
proving the exercise of due diligence in discovering the
fraud on the party seeking to toll the statute of
limitations. The significance of which party bears the
burden of proof on due diligence is palpable in this case
because, in large measure, the Board's decision turned on
the utter absence of evidence of due diligence by the
Union and the General Counsel. Nevertheless, because
courts apportion this burden differently, compare
Hobson, 737 F.2d at 35 (placing burden on party seeking
shelter of statute of limitations in self-concealing wrong
case) with NLRB v. O'Neill, 965 F.2d 1522, 1527 (9th
Cir. 1992) (placing burden on party seeking to toll statute
of limitations in self-concealing scheme case), we cannot
say that the Board's decision is unreasonable and
therefore must defer to it. Chevron, 467 U.S. at 843-44.

7 [HN8] The party seeking the shelter of the §
10(b) affirmative defense bears the burden of
proving "clear and unequivocal notice -- either
actual or constructive -- of the acts that constitute
the alleged unfair labor practice." John Morrell &
Co., 304 N.L.R.B. No. 116, 1991 WL 181868 at *
5; Pennsylvania Energy Corp., 274 N.L.R.B.
1153, 1155 (1985).

[**21] Having established the legal tests governing
the Board's decision, we turn to the Board's findings of
fact. [HN9] We must accept the Board's factual findings
if they are supported by substantial evidence on the
record when considered as a whole. 29 U.S.C. § 160(f);
Universal Camera Corp. v. NLRB, 340 U.S. 474, 488, 95
L. Ed. 456, 71 S. Ct. 456 (1951). In this case, the Board
adopted the ALJ's findings and conclusions. The ALJ
found that the Company did not fraudulently conceal by
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affirmative actions the operative facts underlying the
dismissed charges. The ALJ exhaustively reviewed the
evidence and found that the General Counsel had made a
prima facie case of bad faith or surface bargaining based
on (1) evidence of the Company's generalized intent to
bust the [*999] Union; 8 (2) the discrepancy between
wage proposals for union workers and the wages paid to
nonunion workers at other Company facilities; (3) the
solicitation of replacement workers early in the
bargaining process; (4) the expressed belief that the
proposals would provoke a strike; and (5) the statements
of operations manager, Ken White, indicating that better
wages and benefits would be provided [**22] if the
employees renounced the Union. The ALJ therefore
concluded that the operative facts could not have been
fraudulently concealed because the Union and the
General Counsel knew the facts supporting the prima
facie case when the dismissed charges were originally
filed by the Union. Finally, the ALJ determined that the
dismissed charges could not be reinstated because the
Union and the General Counsel had offered no evidence
that they had exercised due diligence to uncover the
alleged fraud.

8 The record evidence showed that the Union
membership understood that the Company wanted
to get rid of the Union. This general animus began
after George Girardi, Jr. took over management of
the Company from his father. As the Union notes,
everyone was aware of this animus after 1985,
and, despite this antipathy, the parties were able to
reach an accord in 1986.

Given the narrow scope of the fraudulent
concealment doctrine in the § 10(b) context, we cannot
conclude that the Board's findings of fact and conclusions
are unsupported [**23] by substantial evidence in the
record. Consequently, they must stand. The strength of
the Union's argument proceeded from the evidence of
intent garnered from statements made by former insiders
not available to the General Counsel or the Union at the
time the charges originally were filed. The Board was not
swayed; it explicitly held that the new evidence did not
alter its calculus.

Clearly there is an incongruity between what the
Board and the General Counsel find sufficient to state a
claim of surface bargaining. The Board's prima facie
case, and hence its finding of notice, rests on facts which
it holds constitute constructive, as opposed to actual,

evidence of bad faith or intent. The ALJ asserted that a
surface bargaining case must be made on the basis of the
"totality of respondent's observable conduct." Girardi
Distrib. at * 29. In contrast, the General Counsel
contended in this case that it normally would not bring a
formal unfair labor practice complaint, irrespective of the
surrounding circumstances, in cases in which the
bargaining table conduct appeared to be in good faith.
The ALJ specifically rejected the General Counsel's
suggestion to follow the Hobson court's [**24] statement
of fraudulent concealment, stating, "if I agreed with the
position of the General Counsel, virtually every surface
bargaining case would be potentially exempt from the
strictures of section 10(b), needing only some newly
discovered evidence of intent to surface." Id.

This incongruity places the charging party in a
difficult position. A charging party cannot get the
General Counsel to file a timely complaint if it only
possesses circumstantial evidence supporting a finding of
bad faith. On the other hand, its timely charges that the
General Counsel unappealably dismissed will not be
reinstated if the General Counsel later finds direct
evidence of bad motive because the Board construes
evidence of constructive intent based on the totality of the
circumstances as notice of the claim. That is what
happened in this case.

While we believe the Court of Appeals for the
District of Columbia's construction of the fraudulent
concealment doctrine urged by the General Counsel and
the Union to be a better and more equitable rule for the
victims of surface bargaining, the Board ultimately
controls the terms of § 10(b) unless its interpretation is
unreasonable. We may not supplant [**25] the Board's
judgment since the Board reasonably adopted a less
expansive fraudulent concealment doctrine that it viewed
as more faithful to industrial relations policy favoring
finality in the resolution of labor disputes. We note,
however, that under the present formulation, the General
Counsel will rarely demonstrate fraudulent concealment
in surface bargaining cases. Therefore, instead of waiting
for the smoking gun, the General Counsel should search
diligently for circumstantial evidence of unlawful intent
as understood by the Board to prevent sound unfair labor
practice charges from being barred by the § 10(b) statute
of limitations. Investigation should include interviewing
senior bargaining representatives [*1000] or company
presidents concerning their intention to bargain in good
faith and their union animus, if only to later assert
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misrepresentation that tolls the statute of limitations. 9

9 The General Counsel stated before the Board
that such interviews would be fruitless because
individuals do not admit to unfair labor practice
violations.

[**26] III

We turn now to the Union's second argument to
avoid the statute of limitations bar. The third set of
charges dismissed in 1989 (case 1-CA-26660) involved
several charges. It alleged, inter alia, violations of §
8(a)(5) for bad faith bargaining and § 8(a)(1) based on
statements made by the Company's operations manager
promising improved wages and working conditions if the
workers renounced the Union. 10 All the charges except
the § 8(a)(1) charge, were dismissed. The § 8(a)(1)
charge was the subject of a unilateral informal settlement
agreement approved by the Regional Director. 11 Because
[HN10] settlement agreements may be set aside if the
provisions are breached or subsequent unfair labor
practices are committed, see Universal Blanchers, Inc.,
275 N.L.R.B. 1544, 1545 (1985), the Regional Director
did not close case 1-CA-26660. The Regional Director
rescinded the settlement agreement and asserted that the
Consolidated Complaint was "closely related" to the
then-resurrected § 8(a)(1) charge, and therefore not
time-barred. 12 The Union proffers this same argument on
appeal.

10 See supra note 1.
[**27]

11 The Company agreed to post the appropriate
notice to remedy the infraction.
12 The six-month limitations period applies only
"to the filing and service of the charge, not to the
issuance or amendment of the complaint." NLRB
v. Overnite Transp. Co., 938 F.2d 815, 820 (7th
Cir. 1991); accord Sonicraft, Inc. v. NLRB, 905
F.2d 146, 148 (7th Cir. 1990), cert. denied, 111 S.
Ct. 671 (1991). [HN11] A complaint based on a
timely filed charge may be amended to include
other allegations if they are "closely related" to
the underlying timely charge and occurred within
six months of the charge. See Eastern Maine
Medical Center v. NLRB, 658 F.2d 1, 6 (1st Cir.
1981); see also NLRB v. Complas Indus., Inc.,
714 F.2d 729, 734 (7th Cir. 1983).

In Nickles Bakery of Indiana Inc., 296 N.L.R.B. 927

(1989), the Board summarized the closely related test
established in Redd- I, Inc., 290 N.L.R.B. 1115 (1988):

[HN12] First, [**28] the Board will
look at whether otherwise untimely
allegations involve the same legal theory
as the allegations in the pending timely
charge. Second, the Board will look at
whether the otherwise untimely allegations
arise from the same factual circumstances
or sequence of events as the pending
timely charge. Finally, the Board will look
at whether a respondent would raise
similar defenses to both allegations.

Nickles Bakery, 296 N.L.R.B. at 928 (footnotes omitted).
Applying this standard, the ALJ rejected the "closely
related" argument. In addition, while the ALJ agreed that
the informal settlement agreement could be set aside due
to the charges pending in the Amended Complaint, he
ultimately recommended that it be reinstated. The ALJ
favored reinstatement because rescinding the agreement
served no purpose in light of its other holding that the §
8(a)(1) allegations were not "closely related" to the §
8(a)(5) charges. Girardi Distrib. at * 31- * 33 & n.30.
The Board adopted the ALJ's recommendations and
conclusions.

Appellee Company urges that we may not consider
the "closely related" theory supporting reinstatement of
dismissed charges. It reasons [**29] that because neither
the General Counsel nor the Union raised objections to
the reinstatement of the set aside settlement agreement,
the Union has waived its right to do so now. See 29
U.S.C. § 160(e); 13 Woelke & Romero Framing, Inc. v.
NLRB, 456 U.S. 645, 665, 72 L. Ed. 2d 398, 102 S. Ct.
2071 (1982); Detroit Edison Co. v. NLRB, 440 U.S. 301,
311, 59 L. Ed. 2d 333, 99 S. Ct. 1123 & n.10 (1979). It
follows, then, that since the settlement agreement
[*1001] disposing of the § 8(a)(1) charges has been
reinstated, no timely charge exists to which the dismissed
charges of the Consolidated Complaint can be "closely
related."

13 Judicial review is barred by § 10(e) of the
Act, 29 U.S.C. § 160(e), which provides that "no
objection that has not been urged before the Board
. . . shall be considered by the court, unless the
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failure or neglect to urge such objection shall be
excused because of extraordinary circumstances."

It is true that the General Counsel [**30] did not
object specifically to the reinstatement of the set aside
settlement agreement before the Board. 14 The General
Counsel objected strenuously, however, to the ALJ's
decision that the § 8(a)(5) charges were not "closely
related" to the § 8(a)(1) charges. We think that the
exception taken on this ground challenged the
recommendation to reinstate the set aside agreement with
sufficient particularity to survive the rule waiving issues
not timely raised. By attacking the ALJ's decision on the
"closely related" issue, the General Counsel attacked the
ALJ's rationale for reinstatement. Thus, the General
Counsel implicitly objected to reinstatement of the set
aside agreement.

14 Nor did the Union, although it could have
intervened in the appeal to the Board. See 29
U.S.C. § 10(f).

We therefore consider whether the charges in the
Consolidated Complaint were closely related to the §
8(a)(1) charge. While the ALJ found that none of the
elements of the test had been met, his explanations [**31]
were less than satisfactory. We examine each in turn.

The ALJ combined the "same legal theory" and
"similar defense" components of the test, asserting that
the legal theories behind each charge were "far different,"
but only illustrating the differences between the defenses
that would be raised to each charge. The ALJ stated that
the only defense to the § 8(a)(1) charge was that the
statements had not been made. In contrast, a defense to
the § 8(a)(5) charge would involve detailed explanations
of each step taken by the Company throughout the
negotiations and disintegration of the parties' relationship.
The only connection that the ALJ could see between the
two sets of charges was "their bearing on the issue of
intent." Girardi Distrib. at * 33.

With respect to the "same factual circumstances or
sequence of events" element of the test, the ALJ imposed
an extremely high burden regarding the required nexus.
Without proof that the Company specifically directed the
operations manager, Ken White, to make the § 8(a)(1)
statements as part of a "scheme" to get rid of the Union,
the ALJ rejected the assertion that the statements were
part of the same factual situation or sequence of events.
[**32] He concluded that the statements were "simply

isolated statements reflecting the common knowledge of
all [the Company's] employees that Mr. Girardi would
like to get rid of the Union." Id. at * 32.

We think that the ALJ's factual conclusions are not
supported by substantial evidence in the record and that
the ALJ misapplied the closely related test. [HN13] With
respect to the similarity between the legal theories
underlying each charge, it is clear that the allegations
need not be under the same statutory section. See Redd- I,
Inc., 290 N.L.R.B. 1115; NLRB v. Overnite Transp. Co.,
938 F.2d 815, 821 n.8 (7th Cir. 1991). It is sufficient that
both charges are part of the same effort or crusade against
the union. See, e.g., Overnite Transp. Co., 938 F.2d at
821; Texas World Service Co. v. NLRB, 928 F.2d 1426,
1437 (5th Cir. 1991). In this case, the ALJ conceded that
the § 8(a)(1) statements were probative of the Company's
intent when dealing with the Union, which was the
central issue for the bad faith bargaining charges under §
8(a)(5). It would seem [**33] then that the charges
involved the same legal theory, broadly speaking.

We do not understand the ALJ's finding that the
statements by White were just isolated statements
confirming facts already known to the Union. As we
stated earlier, the evidence did not support finding a
detailed "scheme" with contingency plans. The factual
nexus required under the closely related test, however,
does not demand that General Counsel establish that sort
of a conspiracy. Charges will be found closely related
factually if they arise from the same "sequence of
events." Earlier in his opinion, the ALJ found that after
the bargaining unit members complained about the wage
difference between the Company's union and non-union
[*1002] employees, White, "acting on information given
him by Mr. Girardi, advised the men they could have the
benefits afforded the nonunion personnel if they
decertified." Girardi Distrib. at * 26. Thus, despite the
inconsistency in the ALJ's characterization of the impetus
for the statements, it is clear that the Company directed
White to make the antiunion statements in violation of §
8(a)(1). The ALJ also relied upon White's statements in
determining that the prima facie case on surface [**34]
bargaining existed. Finally, the evidence indicated that
White played an important role in the campaign to bust
the Union, even if the evidence did not support a finding
that a detailed conspiracy existed by which the Union's
ouster would be accomplished. Consequently, we think
the facts underlying the two charges are factually "closely
related."
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The fact that the defenses to the § 8(a)(5) charges would
be much more detailed and lengthy in their presentation,
as the ALJ found, is not fatal to a finding that the charges
are closely related. Taken as a whole, the closely related
test seeks to ensure that the General Counsel does not
amend a charge to include unrelated infractions of the
NLRA. Each component of the test adds specificity to the
inquiry. The "same defense" prong of the test is but
another way to ferret out amendments which involve
extraneous material. In defending against the § 8(a)(5)
charge the Company would attempt to show that White's
statements were not part of its effort to decertify the
Union and that its efforts to bust the Union did not
include surface bargaining. The overlap between the

subject matter of the defenses is readily apparent. The
Union, therefore, [**35] has met the "closely related"
test and the merits of the charges in the Consolidated
Complaint warrant consideration.

IV

We affirm the Board's holding with respect to the §
10(b) bar. We reverse the reinstatement of the set aside
settlement agreement and remand for a hearing on the
Consolidated Complaint having found those charges
closely related to the timely § 8(a)(1) charges underlying
the set aside agreement.
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UNITED STATES DISTRICT COURT FOR THE
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DISPOSITION: Affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: The United States District
Court for the District of Puerto Rico dismissed a motion
to vacate, set aside or correct appellant's sentence

pursuant to 28 U.S.C.S. § 2255. Appellant sought review.

OVERVIEW: Appellant, an attorney in Puerto Rico,
took part in a plot to murder a witness. A federal district
court jury found appellant violated 18 U.S.C.S. § 241 and
18 U.S.C.S. § 242 and sentenced him to concurrent life
sentences. Appellant filed a motion to vacate, set aside, or
correct his sentence pursuant to 28 U.S.C.S. § 2255. The
district court dismissed the motion. Appellant sought
review, contending that the imposition of life sentences
for both convictions violated his right to be protected
from double jeopardy because, under the circumstances
of his case, the conspiracy and substantive crimes
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constituted the same offense. On review, the court
rejected appellant's contention. The court held that it is
clear beyond reasonable dispute that, until 1968,
Congress intended § 241 and § 242 to define separate
offenses which could be separately punished. The court
noted that the double jeopardy clause, in the area of
multiple punishments for the same offense, merely
prohibited a sentencing court from imposing a stiffer
punishment than the legislature intended. Accordingly,
the court affirmed the judgment of the district court.

OUTCOME: The judgment of the district court was
affirmed.

CORE TERMS: civil rights, death resulting, conspiracy,
deprivation, double jeopardy, multiple punishments,
victim's death, requires proof, legislative history,
sentencing, sentence, deprive, life sentences, legislative
intent, concurrent, proscribed, punished, conspiracies to
violate, civil rights, substantive offense, separate
offenses, separately punishable, new offense,
cumulatively, prescribed, separately, cumulative,
sentenced, proscribe, graduated

LexisNexis(R) Headnotes

Criminal Law & Procedure > Double Jeopardy >
Double Jeopardy Protection > Multiple Punishments
Criminal Law & Procedure > Double Jeopardy >
Double Jeopardy Protection > Tests
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[HN1] The double jeopardy clause, in the area of
multiple punishments for the same offense, merely
prohibits a sentencing court from imposing a stiffer
punishment than the legislature intended.

COUNSEL: Raymond Catala Fonfrias on brief pro se.

Daniel F. Lopez Romo, United States Attorney, and
Carlos A. Perez, Assistant United States Attorney, on
brief for appellee.

JUDGES: Before Campbell, Torruella and Cyr, Circuit
Judges.

OPINION BY: PER CURIAM

OPINION

[*424] Per Curiam. In 1980 appellant Raymond
Catala Fonfrias, then an attorney in Puerto Rico, took part
in a scheme that led to the murder of a witness who was
about to testify against Catala's client at a criminal trial in
a Puerto Rico court. A federal district court jury found
that Catala had violated both 18 U.S.C. § 241 (which
prohibits conspiracies to deprive civil rights) and 18
U.S.C. § 242 (which prohibits actual deprivations of civil
rights), and the district court sentenced him to concurrent
life sentences. See United States v. Lebron-Gonzalez, 816
F.2d 823 (1st Cir. 1987) (affirming convictions on direct
appeal). Catala then filed a motion to vacate, set aside or
correct his sentence pursuant to 28 U.S.C. § 2255. The
district court dismissed the motion, and this appeal
followed. Catala argues [**2] that the imposition of life
sentences for both convictions violated his right to be
protected from double jeopardy because, under the
circumstances of this case, the conspiracy and substantive
crimes constituted the "same offense." See North
Carolina v. Pearce, 395 U.S. 711, 717, 23 L. Ed. 2d 656 ,
89 S. Ct. 2072 (1969) (double jeopardy clause violated
by "multiple punishments for the same offense"). We
affirm the district court's decision for the reasons stated
below.

I

Catala's theory, and its inutility, can best be
understood if one examines first the text of the statutes at
issue, as they read before Congress amended them in
1968.

Until 1968, 18 U.S.C. § 241 stated:

If two or more persons conspire to injure, oppress,
threaten, or intimidate any citizen in the free exercise or
enjoyment of any right or privilege secured to him by the
Constitution or laws of the United States, or because of
his having so exercised the same; or

If two or more persons go in disguise on the
highway, or on the premises of another, with intent to
prevent or hinder his free exercise or enjoyment of any
right or privilege so secured --

They shall be fined not more than $ 5,000 or
imprisoned not more than ten [**3] years, or both.

Until 1968, 18 U.S.C. § 242 said:

Page 439



[*425] Whoever, under color of any law, statute,
ordinance, regulation or custom, willfully subjects any
inhabitant of any State, Territory, or District to the
deprivation of any rights, privileges, or immunities
secured or protected by the Constitution or laws of the
United States, or to different punishments, pains, or
penalties, on account of such inhabitant being an alien, or
by reason of his color, or race, than are prescribed for the
punishment of citizens, shall be fined not more than $
1,000 or imprisoned not more than one year, or both.

It is clear beyond reasonable dispute that, until 1968,
Congress intended Section 241 and Section 242 to define
separate offenses which could be separately punished.
Section 241 prohibited conspiracies to deprive another
person of his civil rights, while Section 242 proscribed
the actual deprivation of the civil rights of another
person. "It has been long and consistently recognized,"
the Supreme Court wrote in 1946, "that the commission
of the substantive offense [i.e., the violation of Section
242] and a conspiracy to commit it [i.e., the violation of
Section 241] are separate and distinct [**4] offenses. The
power of Congress to separate the two and to affix to
each a different penalty is well established . . . . The plea
of double jeopardy is no defense to a conviction for both
offenses." Pinkerton v. United States, 328 U.S. 640, 643,
90 L. Ed. 1489 , 66 S. Ct. 1180 (1946).

II

In 1968, Congress amended both Section 241 and
Section 242. The amendments left the basic elements of
both offenses untouched, but added clauses to their
punishment provisions that said: "and if death results,
[the perpetrators] shall be subject to imprisonment for
any term of years or for life." Catala was sentenced to
concurrent life terms on the authority of these amended
punishment provisions; his double jeopardy challenge
hinges on his interpretation of the effect the amendments
had on the statutory scheme.

We understand Catala to say that, after the 1968
amendment, Section 241 and Section 242 each described
crimes. Section 241 continued to proscribe conspiracies
to violate the civil rights of others, but the amendment
created a second, "death resulting" crime with the
following elements: (1) a conspiracy to violate civil
rights, and (2) an actual deprivation of civil rights that (3)
causes the victim's [**5] death. (The new offense
required the second element, Catala reasons, because
death cannot result from a mere conspiracy to deprive

another person of her civil rights; death can result only if
the defendant also commits a substantive offense.)
Similarly, Section 242 continued to proscribe
deprivations of civil rights, but the amendment created a
second, related crime with these elements: (1) a
deprivation of civil rights that (2) causes the victim's
death.

According to Catala, the new "death resulting"
crimes created by the 1968 amendments to Sections 241
and 242 constitute the "same offense" for double
jeopardy purposes, so that the courts cannot punish a
defendant for committing both crimes through a single
course of conduct. Catala points to the Supreme Court
decision in Blockburger v. United States, 284 U.S. 299,
76 L. Ed. 306 , 52 S. Ct. 180 (1932), to show that the two
crimes are fatally identical. Blockburger said that "the
test to be applied to determine whether there are two
offenses or only one, is whether each provision requires
proof of a fact which the other does not." Id. at 304. A
violation of the new "death resulting" crime proscribed
by Section 242, [**6] Catala argues, does not require
proof of any fact which is not required to show a
violation of the "death resulting" crime proscribed by
Section 241. The former requires proof of a civil rights
violation and a resulting death, while the latter requires
proof of a conspiracy, a civil rights violation and a
resulting death.

III

Catala's argument is flawed, however, by his
insistence on a rigid and dispositive application of the
Blockburger test. [HN1] The double jeopardy clause, in
the area of "multiple punishments for the same [*426]
offense," merely prohibits a sentencing court from
imposing a stiffer punishment than the legislature
intended. Missouri v. Hunter, 459 U.S. 359, 366, 74 L.
Ed. 2d 535 , 103 S. Ct. 673 (1983). If Congress intended
to impose multiple punishments, then cumulative
convictions and sentences do not violate the Constitution.
See Albernaz v. United States, 450 U.S. 333, 344, 67 L.
Ed. 2d 275 , 101 S. Ct. 1137 (1981). Thus, while it is true
that the Supreme Court "has consistently relied on [the
Blockburger test] to determine whether Congress
intended the same conduct to be punishable under two
criminal provisions," Ball v. United States, 470 U.S. 856,
861, 84 L. Ed. 2d 740 , 105 S. Ct. 1668 (1985), [**7] the
Court has also "indicated that the Blockburger rule is not
controlling when the legislative intent is clear from the
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face of the statute or the legislative history." Garrett v.
United States, 471 U.S. 773, 779, 85 L. Ed. 2d 764 , 105
S. Ct. 2407 (1985).

The District of Columbia Circuit has discerned a
"multi-step analytical process" for deciding whether
Congress or another legislature "meant to authorize
cumulative punishments for conduct infringing two or
more separate statutory provisions." United States v.
Coachman, 234 App. D.C. 194, 727 F.2d 1293, 1298-99
(D.C.Cir. 1984). The process ends rather than begins with
the Blockburger test:

. . . The court should first resort to the language of each
provision for possible explanation of how the
punishments it prescribes relate to those authorized by the
other. If the provisions are silent or ambiguous on the
interaction of punishments, the court should explore the
legislative history of each section for legislative intent
respecting multiple punishments. Should the legislative
design remain obscure, the court should then invoke the
judicially-fashioned Blockburger standard in a continuing
effort to ascertain the legislative [**8] will . . . .

Id. at 1299.

In this case, we begin with the unassailable
proposition that, until 1968, Congress intended Sections
241 and 242 to describe different crimes. A defendant
who violated both statutes could be punished
cumulatively for two crimes. Nothing in the language,
structure or legislative history of the two statutes at issue
suggests that Congress, by making the 1968 amendments,
meant to disrupt that arrangement. The structure of the
amended statutes certainly lends no support to Catala's
interpretation: if Congress had intended to create a single
"death resulting" crime, it could easily, and would
naturally, have done so separately, by enacting a new
statute (as it did in 1968 by enacting a new law, 18 U.S.C.
§ 245, to prohibit interference with several enumerated
"federally protected activities").

The natural reading of the text, given the placement
of the "death resulting" language within the sentencing
provisions of both statutes, is that Congress intended to
add "death resulting" as a factor that would justify an
enhanced sentence. In other words, the victim's death is
not an element of either offense, but simply an
aggravating circumstance [**9] which gives the district
court the authority to impose harsher punishment. This
sentence enhancement provision may require the district

court, when sentencing a defendant for violating Section
241 by committing a civil rights conspiracy with "death
resulting," to consider his commission of another crime
(that is, his substantive violation of Section 242), but that
does not raise double jeopardy concerns. See Sekou v.
Blackburn, 796 F.2d 108, 111-12 (5th Cir. 1986)
(consideration of other crimes at sentencing does not
implicate double jeopardy clause because defendant is
not actually being punished for crimes so considered).
The basic elements of Sections 241 and 242 were
undisturbed by the 1968 amendments. The crimes were,
and remained, completely separable and separately
punishable. Catala violated Section 241 when he
conspired to deprive his victim of her civil rights. The
injury (that is, the victim's death) affected the gravity of
his crime and the scope of his punishment, but it neither
affected nor was it required to establish his guilt.

[*427] The legislative history of the 1968
amendments fully supports this reading of the statutes.
According to the Senate [**10] Report, Congress
intended the amendments to Sections 241 and 242 to
redress the "inadequate" maximum penalties then
provided for by the two statutes. The amendments thus
created "a graduated penalty structure," under which the
"penalties prescribed . . . are graduated in accordance
with the seriousness of the results of the violations." S.
Rep. No. 721, 90th Cong., 1st Sess., reprinted in 1968
U.S.Code Cong. & Ad. News 1837, 1841. They did not
create any new offenses or alter the relationship between
the existing crimes.

IV

We therefore see no need to apply the Blockburger
test, since to do so would "convert[] what is essentially a
factual inquiry as to legislative intent into a conclusive
presumption of law." Garrett v. United States, 471 U.S.
at 779. The language, structure and legislative history of
the statutes at issue show "in the plainest way," id., that
Congress intended them to define discrete, and separately
punishable, crimes -- even when the result of the statutory
violations is death. We will not apply a tool of statutory
construction to frustrate Congress' plain intention. And,
since Congress' intention was to punish the separate
[**11] offenses cumulatively, Catala's two convictions
and concurrent life sentences do not violate the double
jeopardy clause.

Affirmed.
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DISPOSITION: The judgment of the district court is
affirmed, with no costs to either party.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant sought review
from the order of the United States District Court for the
District of Puerto Rico, which summarily denied
appellant's postjudgment motion to vacate a consent
judgment pursuant to Fed. R. Civ. P. 60(b)(6).

OVERVIEW: Appellant filed a belated postjudgment
motion alleging that a consent judgment had been entered
against him without his consent. The district court
summarily denied the motion. Appellant sought review,
contending that he never authorized anyone to represent
him, he was never properly served with process, and that
the district court erroneously applied caselaw and
mistakenly assumed that the validity of the settlement

agreement was governed by federal law, rather than
Puerto Rico law. The court rejected all appellant's
contentions, finding that appellant utterly failed to
demonstrate any extraordinary circumstance which would
excuse his failure to take a timely appeal from the
consent judgment. The court noted that appellant's
allegations did not warrant undermining the final
judgment rule where appellant had a range of alternative
remedies for future claims of relief. Accordingly, the
court affirmed the judgment of the district court.

OUTCOME: The court affirmed the judgment of the
district court that summarily denied appellant's
postjudgment motion to vacate a consent judgment. The
court held that appellant failed to demonstrate any
extraordinary circumstance which would excuse his
failure to take a timely appeal from the consent judgment.

CORE TERMS: settlement, consent judgment, service
of process, postjudgment, timely appeal, codefendant,
settlement agreement, evidentiary hearing, power of
attorney, fraudulently, hired, counsel of record, status
conference, jurisdictional, settle, invoke, movant's,
waived, summons, attests, summarily denied, leave to
withdraw, appeal period, failure to raise, improper factor,
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personam jurisdiction, certified mail, return receipt
requested, responsive pleading, equitable action
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timely appeal.
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OPINION BY: CYR

OPINION

[*418] CYR, Circuit Judge. Appellant Cleveland
Earl Whatley filed a belated postjudgment motion
alleging that a consent judgment had been entered against
him without his consent. The district court summarily
denied the motion and we affirm.

[*419] I

BACKGROUND

On January 23, 1989, plaintiff-appellee Sebastian
Infanzon Mitchell commenced a civil action against
appellant Whatley and others, asserting various claims
under the Racketeer Influenced and Corrupt
Organizations Act, 18 U.S.C. § 1961 et seq. ("RICO"), as
well as pendent state law claims under articles 1308 and
1802 of the Puerto Rico Civil Code. In March 1990, the
parties, through counsel, entered into settlement
negotiations. [**2] On March 16, plaintiff informed the
court that the parties would submit a settlement
agreement within ten days, and the court, taking note of
the motion, stated that settlement papers should be filed
by March 29. On March 27, one day after receiving a
draft of a settlement agreement from the plaintiff, Luis F.
Colon Gonzalez, Esquire, ("Colon"), counsel of record to
Whatley and three other defendants, 1 requested an
extension of time to submit final settlement papers,
explaining that he had not yet received responses from
his clients. 2 Two weeks later, in considering Colon's
motion, the district court expressed to counsel its
understanding that the parties had settled the case. The
court directed counsel to submit settlement papers
promptly or else continue with discovery. On April 26,
plaintiff Mitchell drafted a final version of the settlement
and sent it to Colon, who in turn transmitted it to his
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clients, including Whatley.

1 Colon appeared in behalf of Whatley and
codefendants Boyd Hobbs, Herbert Woll and
Dawco, Inc.
2 The motion informed the district court that
"Mr. Hobbs expressed his desire to come to
Puerto Rico during the week of April 16, 1990 to
sign the documents once final corrections and
modifications are included. . . . As of this writing
I have not obtain [sic] a firm date from Mr.
Whately [sic] and Mr. Woll." (emphasis added).

[**3] On May 21, Colon requested leave to
withdraw as counsel to all codefendants, due to a
"conflict of interest." Colon explained that "after months
of negotiating a settlement under terms approved by our
clients, one of these has rejected it, as he feels its [sic] not
to his best interest." Plaintiff Mitchell immediately filed a
written request for a status conference which represented
to the district court that the April 26 settlement draft
contained "all of the terms and conditions agreed upon
between the parties" and involved only minor
modifications to the original draft.

A status conference was held before the district
judge on June 25. The minutes reflect as follows:
"Counsel Luis F. Colon states that upon receipt of the
settlement papers drafted by plaintiff, defendant Earl
Whatley refused to accept the settlement he has
previously agreed upon." (emphasis added). The district
court found that all parties, including appellant Whatley,
had accepted the settlement agreement. The court relied
on Colon's representations and on our decision in Berrios
Rivera v. British Ropes, Ltd., 575 F.2d 966 (1st Cir.
1978) [**4] (refusing to set aside district court findings
that all parties agreed to settle case even though
appellant's counsel did not attend settlement conference
at which agreement allegedly was reached and no formal
releases or stipulations for entry of judgment were
executed). The court accordingly directed entry of a
consent judgment incorporating the agreed terms. The
consent judgment was entered on June 29, 1990.

On or about July 16, 1990, Francisco Lopez Romo,
Esquire, whom Whatley had consulted in connection with
the case, informed Whatley of the entry of the consent
judgment. Nevertheless, Whatley did not appeal. A writ
of execution issued on September 20. On October 16 the
district court granted Colon's second motion for leave to
withdraw and Colon was replaced as Whatley's counsel

of record by Ivonne Cruz-Serrano, Esquire. Finally, on
November 1, more than four months after the entry of the
consent judgment, Whatley filed a postjudgment motion
to vacate judgment, pursuant to Federal Rule of Civil
Procedure 60(b)(6), which the district court summarily
denied on November 8. 3

3 Whatley's postjudgment motion expressly
invokes no particular subsection of Civil Rule
60(b). The supporting memorandum specifically
invokes rule 60(b)(6), although it contains some
argumentation for relief under rule 60(b)(1) as
well. On appeal, however, Whatley characterizes
the postjudgment motion as a 60(b)(6) motion.
We do likewise.

[**5] [*420] II

DISCUSSION

On appeal, Whatley advances three principal claims
for relief from the consent judgment. The primary
contention is that he never authorized anyone to represent
him, let alone to consent to judgment in his behalf. The
second claim for relief from judgment is that he was
never properly served with process. Third, Whatley
contends that the district court erroneously applied
Berrios Rivera, supra, and mistakenly assumed that the
validity of the settlement agreement was governed by
federal law, rather than Puerto Rico law. 4

4 The third claim of error is not properly before
us, since Whatley never raised it in his rule 60(b)
motion. Thus, the third claim will not be
entertained on appeal unless our failure to do so
would result in a gross miscarriage of justice and
the claim is so compelling as essentially to
guarantee appellant's success. Kale v. Combined
Ins. Co., 861 F.2d 746, 755 (1st Cir. 1988) (citing
cases). Neither showing has been made here.

[**6] [HN1]

A rule 60(b)(6) motion is addressed to the sound
discretion of the district court. Rivera v. Puerto Rico Tel.
Co., 921 F.2d 393, 395 (1st Cir. 1990); United States v.
Baus, 834 F.2d 1114, 1121 (1st Cir. 1987). See also
United States v. Berenguer, 821 F.2d 19, 20 (1st Cir.
1987) ("60(b)" motion). Thus, we inquire whether the
rule 60(b)(6) motion was denied due to the fact that "a
material factor deserving significant weight [was]
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ignored, . . . an improper factor [was] relied upon, or . . .
all proper and no improper factors [were] assessed, but
the court made[] a serious mistake in weighing them."
Anderson v. Beatrice Foods Co., 900 F.2d 388, 394 (1st
Cir.), cert. denied, 112 L. Ed. 2d 193, 111 S. Ct. 233
(1990) (quoting Fashion House, Inc. v. K mart Corp., 892
F.2d 1076, 1081 (1st Cir. 1989)).

A. Consent

The district court did not abuse its discretion by
denying Whatley's rule 60(b)(6) motion for relief from
judgment. [HN2] Rule 60(b)(6) may not be used to
escape the consequences of the movant's dilatory failure
to take a timely appeal. United States v. Berenguer, 821
F.2d 19, 21 (1st Cir. 1987) [**7] ("Absent compelling
reasons, parties may not employ [60(b)] (6) to expand
their time for taking appropriate action"); Elias v. Ford
Motor Co., 734 F.2d 463, 467 (1st Cir. 1984) (rule
60(b)(6) motion may not be used as a substitute for
appeal); Lubben v. Selective Service System Local Board,
453 F.2d 645, 651 (1st Cir. 1972) ("like Rule 60(b)
generally, [60(b)(6)] is not a substitute for an appeal, and
in all but exceptional circumstances, the failure to
prosecute an appeal will bar relief under that clause"
(footnote omitted)). See also Ojeda-Toro v.
Rivera-Mendez, 853 F.2d 25, 29 (1st Cir. 1988) (party
who had timely access to information which would have
proven opponent's misrepresentations, but failed to
appeal, could not prevail on a rule 60(b)(3) motion).

[HN3] Relief from judgment cannot be obtained
under rule 60(b)(6) unless the movant can demonstrate
that "extraordinary circumstances" prevented a timely
appeal. Ackermann v. United States, 340 U.S. 193,
197-202, 95 L. Ed. 207 , 71 S. Ct. 209 (1950). Whatley
utterly failed to demonstrate any extraordinary
circumstance which would excuse his failure to take a
timely appeal [**8] from the consent judgment. Whatley
not only failed to come forward before judgment with his
allegations of misrepresentation by the parties and of
unauthorized representation by Colon, but he failed to
appeal the consent judgment notwithstanding his own
admission that he was informed of the consent judgment
"on or around July 16," well within the thirty-day appeal
period. See also Fed. R. App. P. 4(a)(5) (permitting
30-day extension by district court on showing of
excusable neglect or good cause, on motion made within
"30 days after the expiration of" the 30-day appeal period
allowed under FRAP 4(a)). Thus, Whatley failed to offer

any legitimate explanation for the failure to take a timely
appeal from the consent judgment.

[*421] Whatley argues, nonetheless, that the district
court abused its discretion by denying relief from
judgment without an evidentiary hearing. Although an
evidentiary hearing may be appropriate in a rule 60(b)
case, none was required in the instant case. See United
States v. Baus, 834 F.2d 1114, 1123 (1st Cir. 1987)
(when reviewing denial of rule 60(b)(6) motion based on
uncontested allegations, appeals court should decide
whether allegations, [**9] if proven, would justify
relief, and if so, should direct district court to hold
evidentiary hearing to determine truth of allegations). We
are not presented with an appeal from a denial of
postjudgment relief where the grounds for relief were not
discovered until after judgment. Compare Surety Ins. Co.
v. Williams, 729 F.2d 581, 582 (8th Cir. 1984); Bradford
Exchange v. Trein's Exchange, 600 F.2d 99, 100-01 (7th
Cir. 1979). Whatley admits that the grounds for relief
asserted in his rule 60(b)(6) motion were known to him
two months prior to judgment. To require an evidentiary
hearing on a rule 60(b) motion notwithstanding the fact
that the record before the district court demonstrated no
facially sufficient justification for the movant's failure to
take a timely appeal would invite indiscriminate
disregard of the finality of judgments in civil cases
through recourse to dilatory practice. We conclude that
the district court did not abuse its discretion by denying
Whatley's rule 60(b)(6) motion for relief from judgment,
as there was no sufficient showing of justification for the
failure to take a timely appeal.

B. Service [**10] of Process

Whatley first challenged the sufficiency of service of
process in his rule 60(b)(6) motion. The motion and
supporting affidavit represented that Whatley was "never
summoned nor served with the complaint in this case."
Neither Whatley's unexcused failure to take a timely
appeal nor the delay in moving for postjudgment relief
would bar relief from an unwaived deficiency in service
of process which precluded the district court from
acquiring in personam jurisdiction. See Hospital
Mortgage Group, Inc. v. Parque Industrial Rio Canas,
Inc., 653 F.2d 54, 56 (1st Cir. 1981) (citing 11 Wright &
Miller, Federal Practice and Procedure § 2862 at 197
(1973)); 7 Moore's Federal Practice para. 60.25[4] (2d ed.
1991); Fed. R. Civ. P. 60(b)(4). 5 We find it unnecessary
to resolve the issue, 6 however, since we conclude that
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any insufficiency in the service of process effected on
Whatley was waived.

5 Although Whatley's postjudgment motion did
not expressly invoke rule 60(b)(4), postjudgment
relief generally will not be deemed barred for
mere misdesignation of the proper rule 60(b)
subdivision, Morgan Guaranty Trust Co. v. Third
Nat. Bank, 545 F.2d 758, 760 (1st Cir. 1976),
particularly where, as here, the underlying issue
may be jurisdictional, cf. Hospital Mortgage
Group, Inc., 653 F.2d at 56 (entertaining
particular "service of process" argument not
raised before district court). See also Combs v.
Nick Garin Trucking, 263 App. D.C. 300, 825
F.2d 437, 441 n.31 (D.C. Cir. 1987) (courts have
treated 60(b) motions that rely on no particular
subdivision as invoking pertinent ones).

[**11]
6 Were it necessary to address the issue,
however, the absence of findings and conclusions
by the district court, coupled with the parties'
failure to develop the issue, both in the district
court and on appeal, would require remand for
appropriate findings. Whatley's brief on appeal
does not argue that the district court lacked in
personam jurisdiction by reason of insufficient
service of process. Even at argument Whatley's
counsel asserted no such claim until the court
made direct inquiry on the subject.

The record nonetheless discloses possible
serious deficiencies in the service of process
effected on Whatley. The district court authorized
service of process by publication as to a number
of defendants, including Whatley, pursuant to
Fed. R. Civ. P. 4(c)(2)(C)(i) and P. R. Civ. P.
("PRRCP") 4.5 and 4.7. Under PRRCP 4.5,
plaintiff was required to send a copy of the
summons and complaint by certified mail, return
receipt requested, to the last known address of
each defendant served by publication. Although
the record reveals that the required mailing was
made to the other defendants, the record does not
show that a summons and complaint were mailed
to Whatley, nor does it contain a return receipt.
Moreover, plaintiff's May 24, 1989 motion for
service by publication lists the last known address
of each defendant mentioned in the motion,
except Whatley. On July 24, 1989, however,

counsel to plaintiff Mitchell filed an informative
motion attesting that a summons and complaint
had been sent by certified mail, return receipt
requested, to all of the defendants served by
publication, including Whatley.

[**12] [HN4]

[*422] Waiver generally will be found if the
defenses of lack of jurisdiction over the person or
insufficiency of service of process are neither raised by
motion under Fed. R. Civ. P. 12, nor in a responsive
pleading. Fed. R. Civ. P. 12(h)(1). Roque v. United
States, 857 F.2d 20, 21 (1st Cir. 1988); Glater v. Eli Lilly
& Co., 712 F.2d 735, 738 (1st Cir. 1983). Colon neither
raised the defense of insufficient service of process in the
motion to dismiss filed in behalf of Whatley on July 10,
1989, nor in the answer filed on September 14, 1989. The
failure to raise the defense in Whatley's motion to dismiss
and answer represents a clear waiver under rule 12(h)(1).
Id. Moreover, even if no motion or responsive pleading
had been filed, Whatley appears to have submitted to the
jurisdiction of the court through the conduct of Colon.
See Marcial Ucin, S.A. v. SS Galicia, 723 F.2d 994,
996-97 (1st Cir. 1983) ("Lack of personal jurisdiction is a
privileged defense that can be waived 'by . . . submission
through conduct.'" (quoting Neirbo Co. v. Bethlehem
Shipbuilding Corp., 308 U.S. 165, 168, 84 L. Ed. 167 , 60
S. Ct. 153 (1939))); [**13] General Contracting &
Trading Co. v. Interpole Inc., 940 F.2d 20, 22 (1st Cir.
1991) (citing Marcial Ucin, S.A.); Trustees of Central
Laborers' Welfare Fund v. Lowery, 924 F.2d 731, 732-33
(7th Cir. 1991); Broadcast Music, Inc. v. MTS
Enterprises, Inc., 811 F.2d 278, 281 (5th Cir. 1987).
Thus, through Colon, Whatley would be deemed to have
waived the defense of insufficient service of process both
by conduct and by failure to raise it as required under
rule 12(h)(1).

Whatley asserts, however, that he did not authorize
Colon to represent him, that he never authorized Colon to
settle the case or to consent to judgment, that codefendant
Boyd Hobbs, who was also represented by Colon,
arranged for Colon to represent Whatley and that
Whatley therefore cannot be bound by Colon's actions or
omissions in his behalf. 7 These serious allegations and
the scattershot record evidence tending toward their
support indicate that Whatley may be attempting to assert
claims of "jurisdictional fraud," 8 see Bradburn v.
McIntosh, 159 F.2d 925, 932 (10th Cir. 1947); Chisholm
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v. House, 160 F.2d 632, 634 (10th Cir. 1947), [**14]
"fraud on the court", 9 see Fed. R. Civ. P. 60(b)(3);
Hazel-Atlas [*423] Glass Co. v. Hartford-Empire Co.,
322 U.S. 238, 88 L. Ed. 1250 , 64 S. Ct. 997, 61 U.S.P.Q.
(BNA) 241 (1944); see also United States v.
Throckmorton, 98 U.S. 61, 25 L. Ed. 93 (1878); see also
Aoude v. Mobil Oil Corp., 892 F.2d 1115 (1st Cir. 1989),
"mistake or surprise", see Fed. R. Civ. P. 60(b)(1); but
see Wheiles v. Aetna Life Ins. Co., 68 F.2d 99 (5th Cir.
1933); Brown v. County of Buena Vista, 95 U.S. 157,
159-160, 24 L. Ed. 422 (1877), or unauthorized
representation by counsel of record, see Robb v. Vos, 155
U.S. 13, 39 L. Ed. 52 , 15 S. Ct. 4 (1894). 10

7 Whatley contends on appeal, as he did in his
rule 60(b) motion, that he never authorized
anyone to represent him in this case. In the brief
supporting his rule 60(b) motion, and his brief on
appeal, Whatley asserts that Colon was hired on
Whatley's behalf by codefendant Hobbs, and that
Hobbs managed to do this, without Whatley's
knowledge, by using a fraudulently executed
power of attorney. Whatley's affidavit, however,
does not expressly state that he never granted
Hobbs a power of attorney, nor that he never hired
Colon, but that he consistently made those
complaints to Colon and to Lopez Romo once he
found out what had transpired in the case. A copy
of the "power of attorney" was included in the
addendum to Whatley's appellate brief, but was
not attached to his affidavit.

Whatley's affidavit attests that he remained
unaware of the lawsuit until February 1990, when
he received a notice of deposition. He then
contacted Hobbs, who assured him that he was
only a witness in the case. It was not until April
1990, when Whatley received settlement papers
from Colon, that he became aware that he was a
party to the lawsuit. Whatley's affidavit attests
that he told Colon, in May, that he never
authorized anyone to represent him, never granted
anyone a power of attorney, never knew he was a
party, and never consented to any settlement
stipulation. Whatley's briefs, below and on appeal,
assert, however, that Whatley so advised Colon in
April, rather than May.

[**15]
8 Whatley contends that there is no evidence of
sufficient service of process. Since plaintiff's

informative motion of July 24 asserts that service
was made, Whatley's contrary statement may
imply that the court was deceived by plaintiff.
Moreover, Whatley's claim that he never hired
Colon, or authorized Hobbs to do so, may imply a
claim of jurisdictional fraud.
9 Whatley never charges plaintiff with fraud, but
cf. supra note 8, nor, strangely enough, does he
come out and say that either Colon or codefendant
Hobbs acted fraudulently. Whatley's allegations
nevertheless may rise to the level of fraud on the
court. He alleges that Hobbs misrepresented
Whatley's status in the case and hired Colon
without authorization. In addition, his affidavit
attests that after judgment had been entered,
Hobbs assured him that he would get the
judgment amended or set aside.

Whatley does not imply that Colon
fraudulently undertook to represent him, nor that
Colon acted fraudulently in May and June. Yet
Whatley's allegations run counter to Colon's
representations to the district court. For instance,
Colon's May 21 motion to withdraw asserts that
he had been representing Whatley since the
beginning of the case. Moreover, the minutes of
the June 25 status conference indicate that Colon
told the court that Whatley previously had agreed
to the settlement.

[**16]
10 Were Whatley to establish, as alleged below
and on appeal, that he never authorized Colon to
represent him and never agreed to settle or to the
entry of the consent judgment, relief may be
available, barring laches. See United States v.
Beebe, 180 U.S. 343, 352, 45 L. Ed. 563 , 21 S.
Ct. 371 (1901) ("So, if the judgment be in fact
entered upon a compromise made by the attorney
who had no authority to make it, the judgment
may be attacked and set aside in an equitable
action upon proof of the necessary facts."). See
also Scola v. Boat Frances R., Inc., 546 F.2d 459,
461 (1st Cir. 1976) ("a consent judgment
procured by duress or fraud is open to collateral
attack."); Indian Head Nat'l Bank v. Brunelle, 689
F.2d 245, 248 (1st Cir. 1982) (rule 60(b)
"expressly preserves independent equitable
actions"); Carteret Savings & Loan Ass'n, F.A. v.
Jackson, 812 F.2d 36, at 39 n.6 (1st Cir. 1987)
(the "essential elements" of an independent action
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in equity are: "(1) a judgment which ought not, in
equity and good conscience, to be enforced; (2) a
good defense . . ., (3) fraud, accident, or mistake
which prevented the defendant in the judgment
from obtaining the benefit of his defense; (4) the
absence of fault or negligence on the part of the
defendant; and (5) the absence of any adequate
remedy at law.") (quoting Bankers Mortgage Co.
v. United States, 423 F.2d 73, 79 (5th Cir.), cert.
denied, 399 U.S. 927 , 90 S.Ct. 2242, 26 L.Ed.2d
793 (1970) (quoting National Surety Co. v. State
Bank, 120 F. 593, 599 (8th Cir. 1903))).

[**17] On the present record, however, we can
neither discern the actual legal intendment of Whatley's

allegations, due to the lack of developed argumentation,
nor identify sufficient findings of fact by the district court
or uncontroverted evidence to enable effective appellate
review, much less appellate resolution, of any phantom
claim for relief lurking in the record. Nor do Whatley's
disquieting allegations, flavored with uncharged fraud
and misconduct, warrant undermining the final judgment
rule where there exists a wide range of alternative
remedies should a future claim for relief take on
cognizable form and substance.

The judgment of the district court is affirmed, with
no costs to either party.
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OPINION BY: SELYA

OPINION

[*1116] SELYA, Circuit Judge.

Plaintiff-appellant Salim Aoude rails against the
involuntary dismissal of two suits which he filed against
defendant-appellee Mobil Oil Corporation and others.
The record of the case amply illustrates that, though the
"bread of deceit is sweet to a man . . . afterwards his
mouth shall be filled with gravel." Proverbs 20:17. We
told a part of the tawdry tale in Aoude v. Mobil Oil Corp.,
862 F.2d 890 (1st Cir. 1988), and now write the final
chapter.

I

The general scenario of plaintiff's effort
surreptitiously to acquire a Mobil franchise from another
service station operator, John Monahan, and to force
Mobil to accept [**2] the transaction, was recounted at
some length in our earlier opinion. Id. at 891-92. Rather
than revisit that narrative, we refer the interested reader to
it, noting especially that, to gain bargaining leverage with
Mobil, Aoude concocted, backdated, and persuaded
Monahan to sign, a bogus purchase agreement. See id. at
891 & n. 2. The counterfeit reflected a price nearly twice
what had actually been paid for Monahan's interest.
When Mobil refused to bow to this artificially induced
pressure, Aoude brought suit in state court, alleging, on a
number of theories, that he had become the owner of
Monahan's franchise, notwithstanding Mobil's refusal --
as was its right -- to honor the purported assignment. The
complaint sought equitable relief and damages.

[*1117] Plaintiff had given the ersatz agreement to
his then-counsel, and it formed the complaint's
centerpiece. Aoude knew that counsel had annexed the
false agreement to the complaint instead of the real one;
indeed, Aoude approved the filing of the suit on that
basis. By his own admission, he "did not ask [his
attorney] to amend the complaint" to retract the lie.
Mobil, unaware that the agreement [**3] was a work of
fiction, removed the case to federal district court based on
diversity of citizenship and amount in controversy.

During the first four months of 1988, numerous
depositions were conducted and other discovery
undertaken. Aoude participated fully, plying Mobil with
interrogatories and requests for document production and

responding to Mobil's discovery initiatives. When
Monahan's deposition was taken, the truth began to
emerge. Later, during his own deposition, Aoude was
confronted with Monahan's testimony and only then
admitted the scheme. It was not until May 26, 1988
(almost three months after his deposition was taken) that
plaintiff moved to amend his complaint to substitute the
authentic purchase agreement for the bogus one. In the
meantime, discovery had continued and a blizzard of
legal documents had fallen. We single out four
developments:

1. On February 24, Mobil threatened Monahan with
franchise revocation based partly on his dealings with
Aoude.

2. Aoude engaged new counsel.

3. On May 5, Aoude filed a second action in the
same federal district court. The complaint in the "new"
case adopted all the factual allegations made in the first
case and prayed [**4] for essentially the same relief, but
abandoned plaintiff's earlier reliance on the phony
contract. Then, citing Mobil's February 24 letter to
Monahan, the new complaint proceeded to allege
violations of the Petroleum Marketing Practices Act
(PMPA), 15 U.S.C. §§ 2801-2806 (1982).

4. On May 17, Mobil moved to dismiss both actions
because of Aoude's fraudulent practices.

We need not wax longiloquent as to ensuing events.
On June 2, the district court granted preliminary
injunctive relief in Mobil's favor; 1 the court also denied
plaintiff's motion to substitute the authentic agreement for
the ersatz one. Thereafter, the district court heard
arguments on defendant's dismissal motions and took
them under advisement. Some months later, the court
filed a memorandum decision dismissing both actions. In
its rescript, the court observed that "plaintiff's entire case
rests on a false foundation."

1 In our earlier opinion, we upheld this
injunction. Aoude, 862 F.2d at 892-96.

[**5] These appeals, one for each of plaintiff's two
suits, followed.

II

At the outset, we address the standard of review. We
believe that [HN1] the district courts must be accorded
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considerable latitude in dealing with serious abuses of the
judicial process and that the trier's determination to
dismiss a case for such a reason should be reviewed only
for abuse of discretion. See, e.g., Link v. Wabash R.R.
Co., 370 U.S. 626, 633, 8 L. Ed. 2d 734, 82 S. Ct. 1386
(1962); HMG Property Investors, Inc. v. Parque Indus.
Rio Canas, Inc., 847 F.2d 908, 916-17 (1st Cir. 1988); cf.
Fashion House, Inc. v. K mart Corp., 892 F.2d 1076, slip
op. at 8 (1st Cir. 1989) (district court's choice of
sanctions for discovery violation will only be set aside for
abuse of discretion); Damiani v. Rhode Island Hospital,
704 F.2d 12, 15-16 (1st Cir. 1983) (similar).

While broad, the trial court's discretion is not
unlimited. The judge must consider the proper mix of
factors and juxtapose them reasonably. "Abuse occurs
when a material factor deserving significant weight is
ignored, when an improper factor is relied upon, or when
all proper and [**6] no improper factors are assessed,
but the court makes a serious mistake in weighing them."
Independent Oil and Chemical Workers of Quincy, Inc. v.
Procter & Gamble Mfg. Co., 864 F.2d 927, 929 (1st Cir.
1988); see also Anderson v. Cryovac, [*1118] Inc., 862
F.2d 910, 923 (1st Cir. 1988) (to warrant reversal for
abuse of discretion, it must "plainly appear[] that the
court below committed a meaningful error in judgment").

Although dismissal need not be preceded by other,
less drastic sanctions, Farm Constr. Services, Inc. v.
Fudge, 831 F.2d 18, 20 (1st Cir. 1987) (per curiam);
Damiani, 704 F.2d at 15, it is an extreme remedy, and
should not lightly be engaged. Thus, [HN2] a district
court may dismiss a case only "when circumstances make
such action appropriate," Link, 370 U.S. at 633, and after
"thoughtful consideration of all the factors involved" in a
particular case, Damiani, 704 F.2d at 17. Because
dismissal sounds "the death knell of the lawsuit," district
courts must reserve such strong medicine for instances
where the defaulting party's misconduct is
correspondingly egregious. [**7] Id.; see also D.P.
Apparel Corp. v. Roadway Express, Inc., 736 F.2d 1, 3
(1st Cir. 1984); Corchado v. Puerto Rico Marine
Management, Inc., 665 F.2d 410, 413 (1st Cir. 1981),
cert. denied, 459 U.S. 826, 74 L. Ed. 2d 63, 103 S. Ct. 60
(1982). In calibrating the scales, the judge should
carefully balance the policy favoring adjudication on the
merits with competing policies such as the need to
maintain institutional integrity and the desirability of
deterring future misconduct. See HMG Property, 847
F.2d at 917; see also National Hockey League v.

Metropolitan Hockey Club, Inc., 427 U.S. 639, 643, 49 L.
Ed. 2d 747, 96 S. Ct. 2778 (1976) (per curiam).

III

Exercising great circumspection, the court below
suggested several sources from which it derived authority
to enter the dismissal orders. We are not similarly
inclined. It strikes us as elementary that a federal district
court possesses the inherent power to deny the court's
processes to one who defiles the judicial system by
committing a fraud on the court.

A.

[HN3] A "fraud on the court" occurs where it can be
demonstrated, clearly and convincingly, [**8] that a
party has sentiently set in motion some unconscionable
scheme calculated to interfere with the judicial system's
ability impartially to adjudicate a matter by improperly
influencing the trier or unfairly hampering the
presentation of the opposing party's claim or defense.
See, e.g., Alexander v. Robertson, 882 F.2d 421, 424 (9th
Cir. 1989); Pfizer, Inc. v. International Rectifier Corp.,
538 F.2d 180, 195 (8th Cir. 1976); England v. Doyle, 281
F.2d 304, 309 (9th Cir. 1960); United Business
Communications, Inc. v. Racal-Milgo, Inc., 591 F. Supp.
1172, 1186-87 (D.Kan. 1984); United States v. ITT
Corp., 349 F. Supp. 22, 29 (D.Conn. 1972), aff'd mem.,
410 U.S. 919, 35 L. Ed. 2d 582, 93 S. Ct. 1363 (1973).

Because corrupt intent knows no stylistic boundaries,
fraud on the court can take many forms. In our
estimation, however, the present case is a near-classic
example of the genre. Appellant's bad faith is manifest.
By Aoude's own admission, he fabricated the purchase
agreement; gave it to his lawyer; read the complaint
before it was filed; realized that counsel, acting on [**9]
his behalf, proposed to annex the bogus agreement to the
complaint (thus representing it to be authentic); and
nevertheless authorized the filing. Thereafter, Aoude and
his counsel continued to act out the charade until, in the
course of pretrial discovery undertaken by Mobil,
Monahan revealed a glimmer of the truth. Even then,
Aoude hedged his bets, forcing Mobil to piece together
the sordid story bit by bit. Following Monahan's
deposition testimony, more than three months elapsed
before plaintiff asked to amend his complaint to
substitute the real agreement for the invented one. The
only conceivable reason for Aoude's elaborate duplicity
was to gain unfair advantage, first in the dispute,
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thereafter in the litigation. The tactic plainly hindered
defendant's ability to prepare and present its case, while
simultaneously throwing a large monkey wrench into the
judicial machinery. In our view, [*1119] this gross
misbehavior constituted fraud on the court. See Cleveland
Demolition Co. v. Azcon Scrap Corp., 827 F.2d 984, 986
(4th Cir. 1987) (fraud on court may exist where witness
and attorney conspire to present perjured testimony);
Rozier v. Ford Motor Co., 573 F.2d 1332, 1338 (5th Cir.
1978) [**10] (same, where party, with counsel's
collusion, fabricates evidence).

B.

The next question, of course, requires that we
examine the options of a federal district judge confronted
by such odious machinations. It is apodictic that [HN4]
federal courts possess plenary authority "to manage their
own affairs so as to achieve the orderly and expeditious
disposition of cases." Link, 370 U.S. at 630-31 (footnote
omitted). The Civil Rules neither completely describe,
nor purport to delimit, the district courts' powers. See
HMG Property, 847 F.2d at 915; Brockton Savings Bank
v. Peat, Marwick, Mitchell & Co., 771 F.2d 5, 11 (1st
Cir. 1985), cert. denied, 475 U.S. 1018, 89 L. Ed. 2d 317,
106 S. Ct. 1204 (1986). Rather, the district courts retain
the inherent power to do what is necessary and proper to
conduct judicial business in a satisfactory manner. As we
have said, that inherent power is "rooted in the
chancellor's equity powers, 'to process litigation to a just
and equitable conclusion.'" HMG Property, 847 F.2d at
915 (quoting ITT Community Development Corp. v.
Barton, 569 F.2d 1351, 1359 (5th Cir. 1978)). [**11]
The courts' inherent power includes "the ability to do
whatever is reasonably necessary to deter abuse of the
judicial process." Eash v. Riggins Trucking Inc., 757 F.2d
557, 567 (3d Cir. 1985) (en banc); see also Brockton
Savings Bank, 771 F.2d at 11.

There is an irrefragable linkage between the courts'
inherent powers and the rarely-encountered problem of
fraud on the court. Courts cannot lack the power to
defend their integrity against unscrupulous marauders; if
that were so, it would place at risk the very fundament of
the judicial system. As Justice Black wrote in a case
involving a not-dissimilar fraud:

Tampering with the administration of
justice in the manner indisputably shown
here involves far more than an injury to a

single litigant. It is a wrong against the
institutions set up to protect and safeguard
the public, institutions in which fraud
cannot complacently be tolerated
consistently with the good order of
society. . . . The public welfare demands
that the agencies of public justice be not so
impotent that they must always be mute
and helpless victims of deception and
fraud.

Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 246, 88 L. Ed. 1250, 64 S. Ct. 997 (1944). [**12] 2

All in all, we find it surpassingly difficult to conceive of a
more appropriate use of a court's inherent power than to
protect the sanctity of the judicial process -- to combat
those who would dare to practice unmitigated fraud upon
the court itself. To deny the existence of such power
would, we think, foster the very impotency against which
the Hazel-Atlas Court specifically warned.

2 In Hazel-Atlas, the relief awarded took the
form of vacating a judgment long after it had
become final, and prohibiting the judgment-holder
from relitigating its claim. 322 U.S. at 250-51.

We find the caselaw fully consonant with the view
that [HN5] a federal district judge can order dismissal or
default where a litigant has stooped to the level of fraud
on the court. The Supreme Court said so in Hazel-Atlas,
albeit in dicta. Id. at 250. The most closely analogous
cases we can find, in our own circuit and in a variety of
other courts, stand for much the same proposition. See, e.
[**13] g., Brockton Savings Bank, 771 F.2d at 11-12
(affirming district court's entry of default judgment under
court's inherent powers in response to defendant's abusive
litigation practices); Wyle v. R.J. Reynolds Indus., Inc.,
709 F.2d 585, 589 (9th Cir. 1983) ("courts have inherent
power to dismiss an action when a party has willfully
deceived the court and engaged in conduct utterly
inconsistent with the orderly administration of justice");
Eppes v. Snowden, 656 F. Supp. 1267, 1279 [*1120]
(E.D.Ky. 1986) (where fraud committed, court has
"inherent power [to dismiss] . . . to protect the integrity of
its proceedings"); United States v. Moss-American, Inc.,
78 F.R.D. 214, 216 (E.D. Wis. 1978) (similar); see also
C.B.H. Resources, Inc. v. Mars Forging Co., 98 F.R.D.
564, 569 (W.D.Pa. 1983) (dismissing under Fed.R.Civ.P.
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41(b) where party's fraudulent scheme, including use of a
bogus subpoena, was "totally at odds with . . . the notions
of fairness central to our system of litigation"). In most of
these cases, we hasten to add, the challenged conduct
seems, arguably, less reprehensible than in the [**14]
case at bar.

C.

Plaintiff offers a plethora of reasons why, even if the
court had power to dismiss, the remedy ought not to have
been employed in his case. We reject all of these
asseverations, commenting briefly as to five of them.

1. Materiality. Plaintiff argues that his deceit, if not
entirely excusable, falls short of furnishing a basis for
dismissal since "the attaching of the incorrect agreement
to the Complaint . . . did not in any way interfere with
Mobil's ability to litigate the case nor did it interfere in
any way with the District Court's ability to render a
'rightful decision.'" Appellant's Brief at 26. We disagree.
The bogus agreement clearly had the capacity to
influence the adjudication and to hinder Mobil's
presentation of its case. The failure of a party's corrupt
plan does not immunize the defrauder from the
consequences of his misconduct. When Aoude concocted
the agreement, and thereafter when he and his counsel
annexed it to the complaint, they plainly thought it
material. That being so, "they are in no position now to
dispute its effectiveness." Hazel-Atlas, 322 U.S. at 247.
See also Minneapolis, St. Paul & Sault Ste. Marie Ry. Co.
v. Moquin, 283 U.S. 520, 521-22, 75 L. Ed. 1243, 51 S.
Ct. 501 (1931) [**15] (litigant who engages in
misconduct "will not be permitted the benefit of
calculation, which can be little better than speculation, as
to the extent of the wrong inflicted upon his opponent").

2. Right to a Hearing. Appellant claims that the
district court erred in not conducting an evidentiary
hearing. He is wrong. In the first place, motions do not
usually culminate in evidentiary hearings. See
Fed.R.Civ.P. 43(e) (court may "hear" motion and
determine ancillary facts on affidavits or depositions).
Second, we regularly turn a deaf ear to protests that an
evidentiary hearing should have been convened but was
not, where, as here, the protester did not seasonably
request such a hearing in the lower court. This appellant
knows the rule at first hand. See Aoude, 862 F.2d at 894
(a matter can adequately be "heard" on the papers so long
as "the parties ha[d] a fair opportunity to present relevant
facts and arguments to the court, and to counter the

opponent's submissions") (discussing necessity for
hearing on preliminary injunction); see also
Morales-Feliciano v. Parole Board, 887 F.2d 1, 7 (1st
Cir. 1989) (civil contempt finding does not [**16]
require evidentiary hearing when none requested below);
cf. Beaulieu v. United States Internal Revenue Service,
865 F.2d 1351, 1352 (1st Cir. 1989) ("it is a party's first
obligation to seek any relief that might fairly have been
thought available in the district court before seeking it on
appeal").

Here, the record before the trial court was
compendious; the material facts were undisputed; notice
and the opportunity for presentment were abundant (the
district court entertained not only evidentiary
submissions, such as deposition transcripts and affidavits,
but briefs and oral arguments); and the court based its
dispositive findings of fact largely on plaintiff's own
admissions. No more was required. 3

3 Because of (a) the prejudice accruing to
defendant by reason of plaintiff's fraud, (b) the
concomitant interference with the court's
adjudicatory function, (c) the public interest in the
integrity of the judicial system, and (d) the
centrality of the fraud to the matters at issue in the
litigation, the dismissal orders did not contravene
due process or conflict with what might remain of
the "mere punishment" doctrine enunciated in
Hovey v. Elliott, 167 U.S. 409, 42 L. Ed. 215, 17
S. Ct. 841 (1897). See HMG Property, 847 F.2d at
918 n. 14 (explicating status of Hovey principle);
see also Hammond Packing Co. v. Arkansas, 212
U.S. 322, 349-54, 53 L. Ed. 530, 29 S. Ct. 370
(1909) (limiting Hovey); Puerto Rico v. SS Zoe
Colocotroni, 628 F.2d 652, 666 (1st Cir. 1980)
(upholding qualitatively similar ruling which
"bore a direct and reasonable relation to the
prejudice defendant's irresponsible conduct had
already created"), cert. denied, 450 U.S. 912, 67
L. Ed. 2d 336, 101 S. Ct. 1350 (1981).

[**17] [*1121] 3. Blaming the Lawyer. Aoude's
argument that the district court unjustly visited the sins of
counsel upon the client cannot withstand scrutiny. It may
well be that there are cases where it would be
inappropriate and a "deplorable kind of injustice"
mechanically to hold litigants bound by every lawyerly
misdeed, no matter how innocent the client or culpable
the attorney. Link, 370 U.S. at 645 (Black, J.,
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dissenting). But, here, by his own account, Aoude (not
his lawyer) conceived the fraudulent scheme; Aoude (not
his lawyer) introduced the apocryphal agreement into the
discussions with defendant; Aoude gave the document to
the lawyer and authorized the filing of the complaint,
knowing that the fake agreement was appended to it.
These facts, we believe, bring into play the doctrine in
pari delicto. See, e.g., Pantely v. Garris, Garris &
Garris, P.C., 180 Mich. App. 768, 447 N.W.2d 864,
(1989); cf. Montplaisir v. Leighton, 875 F.2d 1, 7-8 (1st
Cir. 1989); id. at 8 (Aldrich, J., concurring). There is not
the slightest unfairness in holding plaintiff responsible for
the bitter fruit of the [**18] scheme which he
masterminded and in which he and his attorney jointly
participated.

4. Leave to Amend. [HN6] Under the Civil Rules,
leave to amend a complaint "shall be freely given when
justice so requires. . . ." Fed.R.Civ.P. 15(a). In June 1988,
some six months after suit was started, the district court
refused to allow appellant to scrap the bogus agreement
and append the true agreement to the complaint in its
place. This denial of his motion to amend, Aoude says,
constituted an abuse of discretion. His position is
unsupportable.

It is settled that [HN7] a district court may deny a
motion to amend in cases of "undue delay, bad faith or
dilatory motive on the part of the movant." Foman v.
Davis, 371 U.S. 178, 182, 9 L. Ed. 2d 222, 83 S. Ct. 227
(1962). Given the scurrilous course of conduct on which
Aoude had embarked, Monahan's unexpected revelation
of the truth, and the pendency of defendants' dismissal
motions, it is hard to envision a clearer case of bad faith.
We do not believe, as appellant would have it, that the
lower court was limited to considering only bad faith in
the making of the motion. Because leave to amend calls
into play "the pertinent balance [**19] of equitable
considerations," Quaker State Oil Refining Corp. v.
Garrity Oil Co., 884 F.2d 1510, 1517 (1st Cir. 1989),
common sense demands that the movant's bad faith be
viewed through a wider lens. Doing so here leaves no
doubt but that the denial of the suggested amendment was
warranted. See, e.g., Local 472, etc. v. Georgia Power
Co., 684 F.2d 721, 724 (11th Cir. 1982) (district court
had discretion to deny motion to amend which was
"nothing more than an effort to avoid an adverse
summary judgment"); see also Fed.R.Civ.P. 15(a) (leave
to amend "shall be freely given when justice so requires. .
. .") (emphasis supplied).

5. The Second Suit. Appellant remonstrates that,
whatever disposition may be made of his original suit, his
second suit was filed without any reference to the bogus
agreement and should not have been dismissed. The
assertion will not wash. A malefactor, caught red-handed,
cannot simply walk away from a case, pay a new docket
fee, and begin afresh. History is not so glibly to be
erased. Once a litigant chooses to practice fraud, that
misconduct infects his cause of action, in whatever guises
it may subsequently appear. [**20] Thus, to the extent
that the two complaints paralleled each other, the second
suit was, for the reasons already stated, appropriately
jettisoned.

To be sure, plaintiff's second complaint can be read
to allege an additional cause of action for PMPA
violations based [*1122] on an event (the February 24
letter) which occurred after the first suit was started. That
claim arguably constituted a separate cause of action. Cf.,
e.g., Walsh v. International Longshoremen's Ass'n, 630
F.2d 864, 870, 873 (1st Cir. 1980). But even so, the
second complaint was correctly dismissed. The first suit's
outcome effectively bars Aoude from asserting ownership
rights in the Monahan (Maple Street) franchise. See Rose
v. Town of Harwich, 778 F.2d 77, 79 (1st Cir. 1985)
(explaining operation of claim preclusion doctrine under
Massachusetts law). And in the absence of any bona fide
claim to the franchise, plaintiff had no standing to sue
under the statute. Some colorable claim to franchisee
rights is essential to invocation of the PMPA. See 15
U.S.C. §§ 2802, 2803, 2805(a); see also Atlantic
Richfield Co. v. Guerami, 820 F.2d 280, 282 (9th Cir.
1987); [**21] Brewer v. Exxon Corp., 626 F. Supp. 76,
80 (E.D.Tenn. 1985). Ownership rights in the particular
franchise are a sine qua non to standing under the PMPA,
see Atlantic Richfield, 820 F.2d at 282, and appellant had
none. 4

4 In this connection, it is well to recall that
PMPA "constituted a diminution of prior rights of
franchisors and thus should not be extended
beyond the Act's language and purpose."
Desfosses v. Wallace Energy, Inc., 836 F.2d 22,
26 (1st Cir. 1987) (citation omitted). Hence, it has
regularly been held that only parties covered by
the Act's plain meaning can lay claim to its
protections. See Checkrite Petroleum, Inc. v.
Amoco Oil Co., 678 F.2d 5, 8 (2d Cir. 1982);
Brewer, 626 F. Supp. at 80.
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IV

We need go no further. Appellant chose to play fast
and loose with Mobil and with the district court. He was
caught out. The judge considered the relevant factors and
acted well within his discretion: appellant's [**22]
brazen conduct merited so extreme a sanction; Mobil,

having undergone extra trouble and expense, had a
legitimate claim to dismissal; and the court, jealous of its
integrity and concerned about deterrence, was entitled to
send a message, loud and clear.

Affirmed.
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OPINION

[*6] COFFIN, Circuit Judge.

This appeal raises two basic questions: first, whether
the district court abused its discretion by entering a
default judgment against defendant, First United Fund,
Ltd. (First United), 1 for abuse of the discovery process,
including the failure to comply fully with several
discovery orders; and second, whether the district court
erred by not considering questions of contributory or
comparative negligence during a post judgment hearing
on damages.

1 Earlier in the litigation, the district court
granted a motion to dismiss separate claims that
had been brought against codefendant Peat,
Marwick, Mitchell & Co. Since no challenge to
that dismissal has been made, Peat, Marwick is
not a party to this appeal.

[**2] I. BACKGROUND 2

2 This summary of the facts and procedural
history is drawn in the main from the magistrate's
report of May 14, 1984, which was adopted by the
district court on August 9, 1984. A few details not
mentioned in that report are drawn from the
record, as submitted by the parties.

The underlying complaint in this action was filed on
February 24, 1983. Plaintiff [*7] Brockton Savings
Bank (Brockton) alleged that First United, a securities
broker-dealer, had acted so as to mislead Brockton into
purchasing on April 28, 1982, a 90-day, $1 million
Certificate of Deposit (CD) issued by Penn Square Bank,
N.A. (Penn Square). Penn Square had failed shortly
thereafter, causing Brockton to lose most of its
investment. In its complaint Brockton charged that First
United had led Brockton to believe that Penn Square had
been investigated thoroughly and that its CD was a sound
investment. Brockton alleged that no such analysis had
been performed and that, had one been, First United
would have known [**3] that the CD was not a sound
investment. On the basis of these and other allegations,
Brockton charged that First United had violated federal
and state laws governing securities transactions, as well
as state laws covering intentional and negligent
misrepresentations.

At the same time that Brockton filed its complaint, it

also filed a set of interrogatories and a request for the
production of certain documents. For the purposes of this
appeal, only a few of those interrogatories and requests
for documents need concern us. First, Brockton requested
that First United identify and produce copies of all
original solicitation letters sent to prospective purchasers
and sellers of CD's. Second, Brockton requested that First
United identify all banks for which it brokered CD
purchases and sales. Finally, Brockton requested that
First United identify and produce all documents
concerning business transactions between First United
and Penn Square.

First United's initial response, at the end of April
1983, was to answer partially the interrogatories, to
produce a few documents, including one undated and
unaddressed "form" letter, and to register several general
objections. The most significant [**4] objections were
that Brockton was requesting material unrelated to its
claims, that much of the material was confidential, and
that to produce it would be unduly burdensome.

A motion to compel discovery followed on May 10,
1983. In its accompanying memorandum of law,
Brockton argued that what it was seeking was relevant
because it was likely to show what First United knew or
should have known about Penn Square's financial
condition, to identify First United's standard brokerage
policies and procedures, to show whether First United
deviated from those policies and procedures in brokering
the Penn Square CD's, and to identify any other
customers who were misled and thus to uncover
witnesses who might testify on Brockton's behalf at trial.
In its memorandum in response, First United continued to
argue the irrelevancy of almost all that was requested and
added that the transactions slips, those papers upon which
were recorded either quotations to customers or
confirmations of purchases, weighed "approximately
1500 pounds". Also, while admitting that no legal
privilege protected the documents, First United continued
to claim that its customers expected the documents to be
kept confidential. [**5] Brockton replied that an
appropriate protective order could be issued.

On August 18, 1983, a status conference was held
before Judge Nelson. At that conference, First United was
ordered to produce within ten days 3 a list of all Penn
Square CD transactions that it had brokered. Thirty-five
days later, First United produced a list of banks that it had
serviced, omitting any reference to their addresses or to
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the types of CD's purchased. This was but the first of four
instances in which First United's response to a court order
was both untimely and partial.

3 Although First United contests the magistrate's
finding as to the ten-day deadline and no record
was made of the conference, we have no real
reason to doubt that such a deadline was set.
Initially based solely upon an affidavit filed by
Brockton's attorney, this finding has since been
reviewed and adopted by Judge Nelson, who gave
the order in the first place.

Brockton renewed its motion to compel and the
matter was referred to a magistrate. In the [**6] hearing
that followed on October 18, 1983, First United
continued to object to discovery on the grounds of
burdensomeness [*8] and confidentiality. Brockton
responded that it would undertake the burden of going
through the requested documents at First United's offices
in Long Island and that, if confidentiality were perceived
to be a problem, First United needed only to accept the
protective order that Brockton had offered. First United
gave no indication that it would accept that offer; nor did
it request a protective order from the magistrate. At the
end of the hearing, the magistrate granted Brockton's
motion to compel. After consulting with First United to
ensure that it would be given enough time to comply, the
magistrate ordered it to produce supplemental answers by
November 23, 1983, and the balance of the requested
documents by December 5, 1983. To reduce First
United's burden, he ordered that the documents be
produced at its offices in Long Island, rather than in
Boston.

On November 23, 1983, First United filed
supplemental answers under seal but did not serve a copy
of them on Brockton. First United also moved for a
protective order to ensure the confidentiality of [**7] all
the documents that a month earlier it had been ordered to
produce. Brockton opposed the motion on the twin
grounds that it came too late and that the proposed order
was so broad that it would be used by First United to
frustrate discovery in the future. There appeared to be
reason for the latter concern, for in the supplemental
hearing of December 2, 1983, First United represented
that "virtually all of the documents that have been
requested" were confidential, including the "confirmation
slips, invoices, and letters". The magistrate rejected this
argument and denied the motion, except with regard to

the list of Penn Square transactions, which Brockton
agreed could be kept confidential. First United
subsequently appealed the denial of a broader protective
order and filed for a stay of production of documents
until Judge Nelson decided the appeal. The stay was
granted. On December 5, 1983, twelve days late, First
United served its supplemental answers on Brockton.

On January 18, 1984, Judge Nelson held a brief
hearing and entered a one-sentence protective order
requiring each party to use only for litigation purposes
whatever information was provided by the other party.
This protective [**8] order was much simpler than the
one requested by First United and appears to have been
responsive to Brockton's fears that First United's draft
order would permit it to continuously challenge
Brockton's discovery demands. Judge Nelson ordered
First United to produce all requested documents within
ten days and denied First United's request to produce only
"exemplars" or "forms" of requested letters.

Although some documents were produced within the
ten days, First United failed to produce all of the
transaction slips that had been ordered and again
submitted only form solicitation letters. Frustrated by this
response, Brockton filed a motion for sanctions,
including judgment by default, an order of contempt, and
an award of attorney's fees. On February 16, 1984,
twenty days late, the balance of the transaction slips were
produced. Also on February 16, First United's attorney,
by letter suggested to Brockton for the first time that
copies of the actual letters of solicitation did not exist.

This new information came to the court's attention on
March 1, 1984, when the magistrate held the first of
several hearings on Brockton's motion for sanctions. At
that time, the magistrate was [**9] handed the affidavit
of an "Executive Secretary" of First United, in which she
stated that only eight form letters were used to
communicate with prospective customers and that only
these letters and lists of customers and their addresses
were retained in First United's word processor; she
claimed that no copies of letters actually sent were
retained anywhere in First United's offices. The
magistrate was startled by this information for two
reasons: first, it did not accord with the fact that First
United's attorney for months had been protesting the
confidentiality of documents such as these and the burden
of producing them; and second, the actual solicitation
letter produced by [*9] Brockton from another First
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United customer, on First United's letterhead, was in
significant part different from the form letters that First
United had produced.

Faced with these discrepancies, and concerned that
either documents had been destroyed or the court and
Brockton had been purposely misled for a period of
several months, the magistrate ordered First United's
attorney to have the affiant-secretary and First United's
president appear in court five days later. Although unsure
of the president's [**10] schedule, First United's attorney
gave no indication that either the president or the
secretary would be unwilling to appear.

When the hearing was continued on March 6, 1984,
however, neither the secretary nor the president did
appear. Initially, First United's attorney thanked the court
for having given the opportunity to produce live
testimony concerning the motion for sanctions but then
stated that First United chose to stand on the record as it
existed. When informed that the witnesses' appearances
had been ordered, not requested, the attorney answered,
"My client chooses not to obey." When asked about the
secretary, the attorney answered that he had not spoken
with her because he did not realize that he should have.
Perceiving no end to First United's unsatisfactory
compliance with the court's orders and no willingness on
First United's part to take advantage of the opportunity to
persuade the court that the requested sanctions were
inappropriate, the magistrate closed the hearing by stating
that he intended to recommend to the trial judge that the
severest sanctions be imposed.

On March 16, 1984, First United retained new
counsel. On March 19 and 21, additional hearings were
[**11] held to give new counsel an opportunity to
change the magistrate's mind. Counsel's efforts did not
succeed, however, and on May 14, 1984, the magistrate
issued his report recommending the entry of default
judgment and award of costs and attorney's fees against
First United. These recommendations were based on the
magistrate's finding that First United had

"wilfully disobeyed the discovery orders
of this court; . . . either misled the court
and the plaintiff through malice or
incompetence as to the existence of the
[solicitation letters]; . . . deliberately
refused to appear and testify when ordered
to do so with reference to this late dubious

claim of non-retention; and . . . abused and
frustrated the discovery process at great
cost to the plaintiff and the court."

On August 9, 1984, the district judge adopted the
magistrate's report and ordered a hearing to determine the
amount of the default judgment.

That hearing was held in January 1985. The
magistrate allowed evidence only as to the computation
of Brockton's total loss. He refused to allow discovery or
introduction of evidence as to any negligence on the part
of either Brockton or codefendant Peat, Marwick, [**12]
Mitchell & Co. that might have contributed to Brockton's
total loss. Upon the agreement of counsel solely as to the
accuracy of the computations performed by Brockton, the
magistrate recommended that judgment be entered for
$783,868.63. Judge Nelson entered judgment for that
amount on January 29, 1985.

II. DISCUSSION

A. Authority of District Court to Enter Default
Judgment

The above, brief summary reveals a most lamentable
display of recalcitrance, evasiveness, and disobedience on
the part of First United and its then counsel. Its new
counsel, in an effort to offset what transpired before it
took over the case, has mounted a straightforward
technical legal challenge to the court's power to order the
president and affiant-secretary to appear. It argues that
the validity of the March 1, 1984, oral order to produce
these two individuals must rest on Rule 45(e)(1) of the
Federal Rules of Civil Procedure, which restricts a
court's authority to issue subpoenas "requiring the
attendance of a witness at a hearing or trial" to subpoenas
[*10] that may be served within the forum district or a
place outside the district but within 100 miles of the place
of hearing or [**13] trial. The place of business of First
United's president and the secretary being at a farther
remove (Garden City, New York), the argument is made
that the order was a nullity and any sanction partly based
thereon is without validity. 4

4 It is interesting to note that this technical
objection was not raised during the sanction
hearings of March 1, 6, 19, or 21. Not until more
than twenty days after the witnesses' failure to
appear did new counsel think to bring this point to
the magistrate's attention in a post-hearing brief.
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First United also argues that although the sanctions
of Rule 37 of the Federal Rules of Civil Procedure would
have been available had the magistrate compelled First
United's president and secretary to appear in the forum
for a deposition, what the magistrate ordered was their
appearance at a "hearing", an event specifically governed
by Rule 45. Because it was one of several grounds -- and
a significant one -- relied on by the district court in
imposing the sanction of default judgment, [**14] First
United contends that the default judgment must be
reversed or the case must be remanded for
reconsideration.

In considering this argument, we observe at the
outset that how one characterizes the challenged court
action probably determines the result one reaches on this
issue. If one begins with the assumption that the court's
order of March 1 is in reality a "subpoena requiring the
attendance of a witness at a hearing or trial" pursuant to
Rule 45, the cases cited by First United make clear that
[HN1] a court cannot force the appearance at a hearing or
trial of a witness beyond the court's subpoena powers. In
re Guthrie, 733 F.2d 634, 637 (4th Cir. 1984); Jaynes v.
Jaynes, 496 F.2d 9, 10 (2d Cir. 1974); GFI Computer
Industries, Inc. v. Fry, 476 F.2d 1, 5 (5th Cir. 1973);
Steel, Inc. v. Atchison, Topeka & Santa Fe Railway, 41
F.R.D. 337, 339 (D. Kan. 1967).

We, however, approach this critical threshold task of
characterization with an instructed bias to defer to the
district court's view of the situation and, within reason, to
accord that court wide discretion. National Hockey
League v. Metropolitan Hockey Club, Inc., 427 U.S. 639,
642, 49 L. Ed. 2d 747, 96 S. Ct. 2778 (1976); [**15]
Damiani v. Rhode Island Hospital, 704 F.2d 12, 17 (1st
Cir. 1983). Here, the court was greatly disturbed by what
it termed a "most egregious" negation of the basic
assumption underlying this litigation. In its view,
documents whose production had been steadfastly
resisted on the grounds of irrelevancy, burdensomeness,
and confidentiality were suddenly and inexplicably
described as nonexistent. This volte-free obviously gave
rise to a permissible adverse inference, Hammond
Packing Co. v. Arkansas, 212 U.S. 322, 350-51, 53 L. Ed.
530, 29 S. Ct. 370 (1909), that the long sought documents
had been destroyed or that First United had otherwise
flagrantly misled the court or disregarded its orders. Cf.
Emerick v. Fenick Industries, Inc., 539 F.2d 1379, 1381
(5th Cir. 1976) (continued "flagrant disregard" of court's
order to produce "ledgers and journals" not expiated by

subsequent disclosure that the only business records kept
were computerized print-out summaries).

So regarding the situation, the court could have, as in
Emerick, entered a default judgment under Fed. R. Civ. P.
37(b)(2). Instead, it opted to defer its ruling to
accomplish [**16] three purposes: to give an opportunity
to appellant to explain and justify its latest position, to
give an opportunity to Brockton to cross-examine, and to
enable the court itself to make inquiries. This scenario is
precisely that which the appellee urged upon the court of
appeals for the Fifth Circuit in GFI Computer Industries,
Inc. v. Fry, 476 F.2d at 3-5. In that case a default
judgment had been entered against appellant, a resident
of the Bahamas, for failure to obey an order of the court
directing him to appear, remain, and testify in a Dallas,
Texas, proceeding. The district court had entered its order
because of its finding that appellant had refused to
comply with court orders and evaded multiple [*11]
discovery obligations. The court of appeals, after
determining that the district court had an erroneous view
of the facts, held:

"The theory that the court was only
benefitting [appellant] by ordering him to
do what he could not otherwise be
required to do, as a condition to avoiding a
default judgment to be imposed for his
earlier defaults, falls with the
determination that the court's basis for
entering the order in the first instance was
[**17] a misapprehension of the relative
responsibilities of the parties for the
breakdown in discovery." Id. at 5.

In the case at bar there was no misapprehension on the
part of the court as to who bore the responsibility for the
breakdown in discovery.

We therefore must accept or reject the legal validity
of the predicate which the Fifth Circuit found was not
factually established in GFI. We accept it. In so doing,
we do not characterize the district court as acting under
Rule 37, although one might analogize the ordered
appearance to compelled attendance at a depositional
hearing. See, e.g. First National Bank v. Western
Casualty and Surety Co., 598 F.2d 1203, 1205-06 (10th
Cir. 1979) ("depositional hearing" conducted by
magistrate to resolve discovery impasse reached during
initial deposition is not a "hearing" in the Rule 45(e)(1)
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sense of that word). Rather, we view the district court as
having acted to vindicate the integrity of a proceeding
which it had been managing for more than a year.

That [HN2] the rules of civil procedure do not
completely describe and limit the power of district courts
seems to us long established, although only [**18]
infrequently documented -- possibly because the rules do
take care of most situations. In Roadway Express, Inc. v.
Piper, 447 U.S. 752, 65 L. Ed. 2d 488, 100 S. Ct. 2455
(1980), the Supreme Court recognized that [HN3] among
the inherent powers of federal courts (those "necessary to
the exercise of all others", id. at 764 (quoting United
States v. Hudson, 11 U.S. (7 Cranch) 32, 34, 3 L. Ed. 259
(1812)) was, "in narrowly defined circumstances, . . .
[the] inherent power to assess attorney's fees against
counsel." Id. 447 U.S. at 765. The authority to hold a
party in contempt is another. Id. at 764. Still another is
"the authority of a court to dismiss sua sponte for lack of
prosecution". Link v. Wabash Railroad, 370 U.S. 626,
630-31, 8 L. Ed. 2d 734, 82 S. Ct. 1386 (1962). 5 Perhaps
even closer to the power invoked in this case is that
invoked in cases where fraud has been perpetrated on the
court, even when the relief given is the vacation of a
judgment long after it has become final. See, e.g.,
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 244, 88 L. Ed. 1250, 64 S. Ct. 997 (1944); [**19]
Universal Oil Products Co. v. Root Refining Co., 328
U.S. 575, 580, 90 L. Ed. 1447, 66 S. Ct. 1176 (1946); 7 J.
Moore & J. Lucas, Moore's Federal Practice para. 60.33,
at 60-349 -- 362 (1985).

5 We long ago recognized "the inherent and
necessary power of courts of general jurisdiction
to protect members of the public from vexatious
suits through an exercise of the right to dismiss
frivolous proceedings . . . ." O'Connell v. Mason,
132 F. 245, 247 (1st Cir. 1904).

In all of these instances, [HN4] the inherent power is
said to be "governed not by rule or statute but by the
control necessarily vested in courts to manage their own
affairs so as to achieve the orderly and expeditious
disposition of cases." Link v. Wabash Railroad, 370 U.S.
at 630-31; see generally 1 J. Moore, J. Lucas, H. Fink, D.
Weckstein & J. Wicker, Moore's Federal Practice para.
0.60[6], at 633-37 (1985). A federal district court must be
able "to protect the administration of justice [**20] by
levying sanctions in response to abusive litigation
practices." Penthouse International, Ltd. v. Playboy

Enterprises, Inc., 663 F.2d 371, 386 (2d Cir. 1981).

It seems to us [HN5] central to the functioning of a
court that it be able sua sponte to explore directly and
promptly the truth and circumstances of the averred
disappearance or "non-retention" of long-assumed
existing evidence and to impose [*12] sanctions for the
unexplained refusal to permit such exploration. Such
power is just as essential and just as reasonable as the
powers to dismiss for want of prosecution, to hold parties
or counsel in contempt, to dismiss frivolous cases, or to
vacate judgments procured by a fraud on the court. 6

Great deterrent value is to be derived from the imposition
of sanctions for such abusive litigation practices,
National Hockey League v. Metropolitan Hockey Club,
427 U.S. at 643, and there is, contrary to First United's
position, no requirement that other sanctions be first
considered or tried. Damiani v. Rhode Island Hospital,
704 F.2d at 15.

6 That such an exploration, involving the
production of witnesses beyond the court's
subpoena power, would not be vulnerable to a
basic attack as beyond the court's jurisdiction over
the persons involved seems established.
Insurance Corp. of Ireland, Ltd. v. Compagnie
des Bauxites de Guinee, 456 U.S. 694, 72 L. Ed.
2d 492, 102 S. Ct. 2099 (1982).

[**21] We are mindful of the teaching that "[HN6]
because inherent powers are shielded from direct
democratic controls, they must be exercised with restraint
and discretion." Roadway Express, Inc. v. Piper, 447 U.S.
at 764. We realize that too cavalier a resort to "inherent
powers" could result in subverting or trivializing the rules
of procedure. But in this case the history of evasiveness
and intransigence, the centrality of the evidence at issue,
the lack of explanation for the sudden revelation of its
"non-retention", the obvious seriousness with which the
magistrate viewed the issue, his avowed purpose to offer
First United the opportunity to explain and justify the
lateness of the revelation, the implicit agreement of
counsel to produce the requested witnesses and the giving
of a continuance to facilitate their production, and the
final contumelious ipse dixit that counsel for First United
had "nothing more to say than that it was his client's
decision" not to appear and his client's decision not to
permit the appearance of its employee-affiant all conjoin
to justify inclusion of the failure to appear as one of
several grounds supporting the entry of a default
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judgment. [**22] The district court acted well within its
discretion, therefore, in entering such judgment. 7

7 As an aside, we reiterate that even if the order
to appear were invalid, First United's failure to
obey earlier orders, its tactics of delaying
discovery, and its failure to reveal the
non-existence of the solicitation letters earlier,
would by themselves justify default judgment.
That the magistrate was ready to recommend this
most severe sanction before he ordered the
president and affiant to appear is clear from the
transcript of the March 1 and 6 hearings. That
First United chose not to take advantage of the
opportunity to explain its actions because, as it
argued at one point, it felt the magistrate had
already made up his mind, reveals not only a lack
of judgment and willingness to exhaust remedies
but also full awareness that the magistrate was
prepared to impose the severest of sanctions if
First United did not give a complete explanation
of its prior conduct.

B. Adequacy of Damages Hearing

[**23] First United's second claim is that the
magistrate erred by not expanding the scope of the
damages hearings to allow evidence as to the extent to
which Brockton's total losses were caused not by First
United's conduct, but rather by that of Brockton or
codefendant Peat, Marwick, Mitchell & Co. In other
words, First United argues that the magistrate erred by
limiting inquiry to the mere arithmetical computation of
Brockton's damages.

First United relies principally upon Trans World
Airlines v. Hughes, 449 F.2d 51 (2d Cir. 1971), rev'd on
other grounds, 409 U.S. 363, 34 L. Ed. 2d 577, 93 S. Ct.
647 (1973), a complex antitrust case involving a
multimillion dollar claim for lost profits, which we find
to be entirely inapposite. 8 The court there explained that
it was the "unliquidated and uncertain" nature of the
alleged lost profits that necessitated the holding of a
hearing and that the hearing was to be limited to a
determination of whether profits had actually been lost
and the extent to which any loss was [*13] attributable
to the violations established by the default, rather than to
causes beyond the scope of the suit. Id. at 70. [**24]

8 We note that Fed. R. Civ. P. 55(b)(2), which
governs the matter of a damages hearing for a

default judgment, says only that the district court
"may conduct such hearings . . . as it deems
necessary and proper . . . ."

Here, by contrast, there is no question as to the
precise amount of Brockton's total losses stemming from
its investment in the Penn Charter CD -- $783,868.63,
including pre-judgment interest, as of the time the default
judgment was entered. 9 Brockton arrived at this figure
by doing simple arithmetical computations, which have
gone unchallenged by First United. Under these
circumstances, the brief hearing that the court held on the
computation of damages was more than sufficient. Cf.
Dundee Cement Co. v. Howard Pipe & Concrete
Products, Inc., 722 F.2d 1319, 1323 (7th Cir. 1983)
([HN7] hearing unnecessary where "the amount claimed
is liquidated or capable of ascertainment from definite
figures contained in the documentary evidence or in
detailed affidavits").

9 This amount is less than Brockton's original $1
million investment because Brockton received
certain reimbursements from the Federal Deposit
Insurance Corporation ("FDIC").

[**25] Moreover, there is no question that, default
having been entered, each of Brockton's allegations of
fact must be taken as true and each of its seven claims
must be considered established as a matter of law. Id.
Since one of Brockton's claims was that First United
intentionally misrepresented certain facts and thereby
caused Brockton's total loss, and since "[HN8] the
general rule is that contributory negligence is a defense
only to actions grounded on negligence", Curry v. Fred
Olsen Line, 367 F.2d 921, 928 (9th Cir. 1966), we find
no merit in the argument that First United should have
been allowed to prove that Brockton's conduct
contributed to its damages. 10

10 Although First United assumes at one point
that New York's law might apply and refers us to
that State's provision governing contributory
negligence, N.Y. Civ. Prac. Law § 1411 (1975),
we find nothing in that provision to suggest that it
would be applicable where the defendant has been
found liable for an intentional tort. See, e.g.,
Leiner v. First Wythe Avenue Service Station, 121
Misc. 2d 559, 468 N.Y.S.2d 302, 305 (N.Y. City
Civ. Ct. 1983) ("Where the tort complained of
does not allow for a defense of contributory
negligence, the adoption of CPLR 1411 will not
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be the instrument of its creation."); Clark
Operating Corp. v. Yokley, 120 Misc. 2d 631, 466
N.Y.S.2d 204, 205 (N.Y. City Civ. Ct. 1983) ("The
duty of mitigation is not required in the case of
intentional or malicious injuries.").

[**26] As for Peat, Marwick, Mitchell & Co., its
motion to dismiss the five separate claims brought
against it was granted long before the damages hearing
was held, and we find no indication in the record that
First United ever brought any cross-claims against Peat,
Marwick. There was therefore no reason to consider how
Peat, Marwick's conduct might have contributed to the
damages. Moreover, even if these claims had not been
dismissed, they were substantially different from the
seven claims brought against First United, both in form
and substance. Thus, First United's reliance upon cases
such as In re Uranium Antitrust Litigation, 617 F.2d

1248, 1262-63 (2d Cir. 1980), which involved a single
claim against multiple defendants, is misplaced. There
the concern was that two distinct damage awards might
result "on a single claim involving joint and several
liability." Id. at 1262. Here, because there were different
claims against the two defendants, based on different
alleged acts and omissions, different determinations as to
either liability or damages would not necessarily be
inconsistent with one another. See generally, 6 J. Moore,
W. Taggart & J. [**27] Wicker, Moore's Federal
Practice para. 55.06, at 55-41 -- 42 (1985).

Accordingly, we conclude that the entry of default
judgment was proper and that the inquiry solely to
determine the amount of damages was procedurally
sufficient.

AFFIRMED.
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OPINION

[*437] McENTEE, Circuit Judge.

This is a patent infringement action brought by
Norton Company ("Norton"), appellant and
cross-appellee, against Carborundum Company
("Carborundum"), appellee and cross-appellant. 1 Both
parties are large manufacturers of industrial abrasives,
and this litigation involves several of their product lines.
At issue is patent No. 3,181,939 ("the '939 patent"), 2

which deals with fused alumina/high-zirconia abrasives. 3

1 Carborundum counterclaimed against Norton
charging it with antitrust violations by reason of
its seeking to enforce the patent at issue against
Carborundum's bauxite mix product. Each party is
appealing those aspects of the district court's
opinion which are adverse to it. Technically,
under Fed. R. App. P. 28(h), Norton is considered
to be the appellant and Carborundum the appellee;
for the sake of clarity, however, we shall refer to
each party by name throughout this opinion.

[**2]
2 The patent was applied for on January 27,
1961, and, after a lengthy prosecution, was issued
on May 5, 1965, to Marshall and Roschuk, two
employees of Norton, the assignee; it is entitled,
"Fused Alumina-Zirconia Abrasives."
3 All of the patents and products involved in this
case may be classified under the general rubric of
abrasive materials. The primary uses of abrasive
materials of the kind involved in this case are in
grinding wheels ("bonded abrasives") and in
sandpaper ("coated abrasives").

The technical aspects of the case, many of
which are undisputed by the parties, are
summarized with admirable clarity and
conciseness in the published opinion of the
district court. Norton Co. v. Carborundum Co.,
397 F. Supp. 639 (D. Mass. 1975).

The applicant indicated in the original patent
application that the following was one of the objects of
the invention for which the '939 patent was sought: "to
provide an abrasive of high strength and hardness . . .
having a high degree [*438] of durability . . . [and
having] high impact strength suitable for use in snagging
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[**3] operations." 4 By fusing alumina (specifically
"alpha-alumina") and zirconia the inventors wished to
produce a product combining the strength and hardness of
alumina with the durability of zirconia. 5 The district
court passed on, inter alia, the validity and the scope of
the '939 patent and whether it was infringed by
Carborundum's product called "Big Red" or "BR". 6 The
conclusions of the district court are well summarized in
its "Substitute Interlocutory Judgment and Final
Judgment" 7 (hereinafter "Final Judgment"), entered on
July 15, 1975:

"1. Patent No. 3,181,939, Fused
Alumina-Zirconia Abrasives, Marshall and
Roschuk, now ascribed to Marshall,
Roschuk and Thibault, May 4, 1965, is to
be read as limited to products originating
from a raw mix consisting essentially of
alumina and zirconia, and not to include a
raw mix containing bauxite [a mined
material that converts largely into alumina,
with some small portions of other
minerals].

2. As so read the patent is valid and
enforcible.

3. Carborundum's BR sandpaper,
so-called, but none other of its accused
products infringes the patent.

4. The counterclaim asserting
violations of 15 U.S.C. §§ 2 [**4] and 15
is dismissed.

5. Damages for infringement, and the
allocation of costs, are reserved. 8

4 Norton's Application for Patent (January 24,
1961).

"Snagging" is the removal by grinding of
projections from freshly cast stainless steel or
similar products.
5 The district court found the invention covered
by the '939 patent to be principally the product's
high zirconia content. 397 F. Supp. at 641.
6 This is a coated abrasive product which
originates from an alumina mix.

7 On June 18, 1975, the district court filed an
interlocutory judgment and an opinion. The
interlocutory judgment was revised by the court
on June 27. Pursuant to Norton's motion, the
court, on July 15, filed a supplemental opinion
and a "Substitute Interlocutory Judgment and
Final Judgment." See 397 F. Supp. 639.
8 397 F. Supp. at 649.

[HN1] Our review of the district court's several [**5]
findings of fact is, of course, governed by the "clearly
erroneous" standard of Fed. R. Civ. P. 52(a). "If the
district court's findings, considering the record as a
whole, whether based on live or other types of evidence
are reasonably supported, they must stand." Custom
Paper Products Co. v. Atlantic Paper Box Co., 469 F.2d
178, 179 (1st Cir. 1972). See also Graver Tank & Mfg.
Co., Inc. v. Linde Air Products Co., 336 U.S. 271,
274-75, 93 L. Ed. 672, 69 S. Ct. 535 (1949); Texas Co. v.
R. O'Brien & Co., 242 F.2d 526, 529 (1st Cir. 1957).

The first three of the conclusions contained in the
Final Judgment of the district court are appropriately
considered together, since the issue of infringement can
be dealt with only after the patent's scope, validity and
enforceability have been determined. These first three
conclusions are based on two essential holdings of the
district court, which are themselves bottomed on
numerous findings of fact. We may summarize the two
crucial holdings as follows:

(a) The '939 patent does not cover the
product of a raw mix containing bauxite
because the claim when read in the light of
the specifications [**6] and the file
wrapper fails to include a product so
produced. Therefore, only a narrow
reading of the patent (viz. as including the
product of an alumina mix, but not the
product of a bauxite mix) is justified.
(Hereinafter we refer to this as the scope
issue.) 9

[*439] (b) If, as it argues, Norton's
patent application should be read as
including the product of a bauxite mix,
then Norton is guilty of misconduct for its
failure to cite patent No. 1,240,491 ("the
'491 patent"). Because of this misconduct,
the '939 patent would be unenforceable if
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read broadly so as to include a bauxite
mix. (Hereinafter we refer to this as the
enforceability issue.)

9 The practical consequences of this narrow
reading of the patent are considerable. Various
Carborundum products (specifically those
denominated in the record as R-51, R-71 and
R-81) cannot be said to infringe the '939 patent if
the narrow reading is the correct one, since they
are products of a raw mix containing bauxite.

On the other hand, Carborundum's Big Red,
the product of an alumina mix rather than a
bauxite mix, could be found to infringe the '939
patent even as narrowed.

[**7] We have carefully studied the record and the
briefs and heard oral arguments of both parties, and we
have given appropriate weight to the meticulous and
well-reasoned opinion of the district court. We affirm its
determination that the scope of the '939 patent should be
narrow and the consequences of that determination,
notably the holding that Carborundum's Big Red
infringes. Since we agree with the district court that the
'939 patent must be read narrowly, we find it unnecessary
to pass on the contingent 10 holding of the district court
that Norton's disabling misconduct would render the '939
patent unenforceable if broadly construed. 11 (We shall,
however, inquire as to whether the enforceability of the
'939 patent in its narrow reading is affected by any
possibly disabling misconduct on Norton's part.)

10 The court indicated the contingent nature of
this aspect of its decision in these words: "I turn
now to certain matters which lead to the
conclusion that if, contrary to my interpretation,
the patent should be construed as including a
bauxite mix, such a claim cannot be enforced. . .
." 397 F. Supp. at 645.

[**8]
11 There are many unresolved questions in the
area of fraud and disabling misconduct in patent
law. See, e.g., Buzzelli v. Minnesota Mining &
Mfg. Co., 521 F.2d 1162, 186 U.S.P.Q. 464 (6th
Cir. 1975); In re Multidistrict Litigation Involving
Frost Patent, 398 F. Supp. 1353, 185 U.S.P.Q.
729 (D. Del. 1975). See generally Cullen &
Vickers, Fraud in the Procurement of a Patent, 29

Geo. Wash. L. Rev. 110 (1960); Dodds, Fraud on
the Patent Office, 56 J. Pat. Off. Soc'y 345 (1974).
We think it best however, to express our views on
these thorny questions only insofar as the facts of
the case require us to do so. See Alabama State
Fed'n of Labor v. McAdory, 325 U.S. 450, 461, 89
L. Ed. 1725, 65 S. Ct. 1384 (1945).

The district court's conclusion that the '939 patent
cannot reasonably be read as covering a bauxite mix was
based on its consideration of the following items, all of
which are part of the file wrapper: the claims of the
patent, the specifications, the process claims (later
abandoned) in the original application [**9] and a
statement made by Norton to the patent examiner on
April 2, 1962.

Claim 1 (the principal claim) 12 describes the
invention in these terms:

"A fused abrasive material consisting
essentially of a mixture of alpha-alumina
and zirconia and containing less than 0.1%
soda, said zirconia being present in an
amount from 10 to 60% by weight of said
mixture, said mixture consisting of
portions (a) and (b), portion (a) of said
abrasive material being an
alumina-zirconia eutectic and portion (b)
being crystals of a member selected from
the group consisting of alpha-alumina and
zirconia, said crystals having an average
size not greater than 300 microns, said
abrasive material having a high impact
strength whereby it is suitable for
snagging stainless steel." (emphasis
supplied)

As the district court correctly noted, this claim certainly
does not affirmatively suggest a bauxite mix. It is true
that the language of claim 1, especially the phrase
"consisting essentially of," does not negate the possibility
of a bauxite mix being covered by the patent if other parts
of the file wrapper sufficiently supported such a reading
of the claim. The court found, however, that [**10] they
did not, and we agree with that finding.

12 The other claims of the '939 patent are not
germane to this case.

The specifications, after several general statements
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about the proposed invention and an enumeration of its
purposes, make the following declarations relative to the
raw mix:

"It has been found that these . . .
[purposes] may be attained by combining
the desirable properties of fused
alpha-alumina and zirconia. In this
manner, an abrasive material is produced
which combines the strength and hardness
of alumina with the durability [*440] and
wear resistance of zirconia and it has been
found that this abrasive is especially
suitable for snagging operations.

"More particularly, it has been found
that high purity alpha-alumina may be
mixed with zirconia, also of high purity, in
the proportions indicated hereinafter. . . .

"A study of fused combinations of
alumina and zirconia revealed that those
having between about 90% alumina-10%
zirconia and 40% alumina-60% zirconia
are products which [**11] can be crushed
into grits with extremely high impact
strength and which are particularly
outstanding as a snagging abrasive.

. . . .

"Alpha-alumina which may be
successfully utilized in the process of this
invention is preferably of high purity,
usually at least 99.8% by weight Al[2]
O[3] and containing less than 0.1%
sodium oxide. Another form of alumina
which may be used is of a slightly lesser
degree of purity and may contain up to as
much as 0.4% sodium oxide."

The specifications continue on, more or less in the
same vein, but nowhere do they indicate that the use of a
bauxite mix is contemplated. They simply do not support
in any way the broad reading of the '939 patent for which
Norton contends.

The remaining contents of the file wrapper do not
serve to buttress Norton's case. The process claims,
which formed part of the original application but were

subsequently withdrawn, nowhere indicate that bauxite
might be used in the raw mix. 13

13 We are aware that it is the product claim, not
the process claim, that is at issue in this case. We
resurrect the discarded process claim only to show
that it offers no support, even tangentially, to
Norton's argument in favor of a broad reading of
the '939 patent.

[**12] With one exception, the file wrapper -- the
"written record of the preliminary negotiations between
the applicant and the Patent Office for a patent monopoly
contract," D & H Electric Co. v. M. Stephens Mfg., Inc.,
233 F.2d 879, 883 (9th Cir. 1956) -- contains nothing
which supports the broad reading of the '939 patent
sought by Norton. 14 The only item in the file wrapper
which provides a small amount of grist for Norton's mill
is the following statement made by Norton's patent
attorney to the Patent Office on April 2, 1962, in response
to the patent examiner's initial rejection of October 6,
1961:

"The abrasive product produced by this
invention is, chemically, Al[2] O[3] and
Zr O[2] with minor amounts of impurities
introduced with the source (such as
bauxite) of alumina and the source of
zirconia. . . ." (emphasis supplied)

The three words which we have italicized are those upon
which Norton largely bases its case. But a brief remark
which appears quite off-handed and which is virtually
buried in the mountain of papers involved in this lengthy
patent prosecution is simply not an adequate basis to
legitimize a broad reading of the patent [**13] claim.
The district court characterized this response as
"oblique," "felt-slippered," and an "'unemphasized,'
carefully measured maneuver." 396 F. Supp. at 646. 15

We agree that this parenthetical, apparently casual
remark, "such as bauxite," is inadequate to support the
broad reading of the patent which Norton now seeks.

14 "Claims [HN2] of a patent must be
interpreted with reference to the history contained
on the file wrapper. . . ." D & H Electric Co. v. M.
Stephens Mfg., Inc., supra at 882-83. See also
Decca Ltd. v. United States, 190 Ct. Cl. 454, 420
F.2d 1010, 1013 (Ct. Cl. 1970).
15 The district court not only examined the file
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wrapper in an attempt to arrive at a fair reading of
the claim, but also considered in some detail
in-house communications by Norton personnel
concerning what tactics to use in the patent
prosecution. We find it unnecessary to consider
these documents since Norton's subjective intent
is irrelevant to the scope issue. Whether by
tactical choice or by inadvertence, Norton failed
to state clearly that a bauxite mix was an essential
part of its claim. It must now live with the
consequences of that decision.

[**14] [*441] It is a basic purpose of our
constitutionally based patent system that a patent should
clearly teach and meaningfully add to the fund of human
knowledge.

"The primary purpose of our patent
system is not reward of the individual but
the advancement of the arts and sciences.
Its inducement is directed to disclosure of
advances in knowledge which will be
beneficial to society; it is not a certificate
of merit, but an incentive to disclosure."
Sinclair & Carroll Co., Inc. v.
Inter-chemical Corp., 325 U.S. 327,
330-31, 89 L. Ed. 1644, 65 S. Ct. 1143
(1945). (footnote omitted)

If this purpose is to be achieved, a patent must teach; it
must make clear just what it embraces and what it does
not embrace. "The [HN3] law requires such disclosure to
be made in the application for patent that others skilled in
the art may understand the invention and how to put it to
use." United States v. Dubilier Condenser Corp., 289
U.S. 178, 187, 77 L. Ed. 1114, 53 S. Ct. 554 (1933). See
also Graham v. John Deere Co., 383 U.S. 1, 5-10, 15 L.
Ed. 2d 545, 86 S. Ct. 684 (1966). [**15] Claim 1 of the
'939 patent falls far short of meeting this requirement;
neither the claim itself nor the file wrapper indicates with
sufficient clarity that a bauxite mix was contemplated. In
the words of the district court, "If Norton truly wished the
world to be aware that it was claiming a bauxite mix, the
place to say so was in the claims themselves, or at least in
the specifications which, without it, pointed in the
opposite direction, and not by a half-hidden implication,
itself buried in an extended prosecution file." 397 F.
Supp. at 646.

Norton argues strenuously on appeal that the

reference in the specifications to a raw mix containing
alumina was intended to be merely an illustration of the
kind of raw mix which could be used to produce the
product in question. Norton alleges that this "illustration"
was given to satisfy the requirements of the first
paragraph [HN4] of 35 U.S.C. § 112:

"The specification shall contain a written
description of the invention, and of the
manner and process of making and using
it, in such full, clear, concise, [**16] and
exact terms as to enable any person skilled
in the art to which it pertains, or with
which it is most nearly connected, to make
and use the same, and shall set forth the
best mode contemplated by the inventor of
carrying out his invention."

But this line of argument misses the mark. As the district
court correctly noted, 397 F. Supp. at 642, the '939 patent
as awarded dealt with a product claim, not a process
claim; and we are not presently concerned with whether §
112 was satisfied. Norton's arguments for giving a broad
scope to the '939 patent essentially amount to a claim that
it includes a product with features which only a bauxite
mix, and not an alumina mix, produces. Norton, however,
is bound by the shortcomings of its own claims and the
other statements it made to the Patent Office.

We therefore agree with the district court's narrow
reading of the '939 patent according to which it "does not
disclose, or purport to cover, a bauxite mix. . . ." 397 F.
Supp. at 645. Accordingly, there is no necessity for us to
consider whether Norton's alleged misconduct in not
revealing the prior '491 patent to the examiner in the
course of the '939 [**17] prosecution renders the latter
patent invalid or unenforceable if construed as covering a
bauxite mix. We need only ask whether that alleged
misconduct should affect the '939 patent as narrowly
construed.

The district court found that the non-disclosure of the
'491 patent, which it considered to be "affirmatively
deceptive," 16 was nevertheless "not disabling vis-a-vis
an alumina mix." 397 F. Supp. at 647. 17 While the court
might [*442] properly have reacted in other ways to
Norton's "affirmatively deceptive" behavior, we hold that
it did not go beyond its discretion in its choice of
remedies in this case. What might be disabling
misconduct or even fraud viewed from the perspective of
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a broad reading is of less moment when viewed from the
perspective of a less encompassing reading. The district
court found that the second reading was the proper one
and then found the non-disclosure not to be disabling as
to that narrower reading. We do not find that, given its
broad equitable discretion, the court failed properly to
apply to this situation the equitable maxim that "he who
comes into equity must come with clean hands." See
Precision Instrument Mfg. Co. v. Automotive
Maintenance Machinery Co., 324 U.S. 806, 814-15, 89 L.
Ed. 1381, 65 S. Ct. 993 (1945). [**18] The Supreme
Court, in the context of patent law, has said of this
maxim:

"This [HN5] maxim necessarily gives
wide range to the equity court's use of
discretion in refusing to aid the unclean
litigant. It is 'not bound by formula or
restrained by any limitation that tends to
trammel the free and just exercise of
discretion.'" Id. at 815, quoting
Keystone-Driller Co. v. General
Excavator Co., 290 U.S. 240, 245-46, 54
S. Ct. 146, 78 L. Ed. 293 (1933).

A court thus free to use its equitable powers to punish
wrongful behavior, has equally wide discretion to
withhold punishment of behavior which it considers not
to warrant so severe a sanction. The Supreme Court
remarked in Precision Instrument that "while [HN6]
'equity does not demand that its suitors shall have led
blameless lives,' . . . as to other matters, it does require
that they shall have acted fairly and without fraud or
deceit as to the controversy in issue." Id. at 814-15,
quoting Loughran v. Loughran, 292 U.S. 216, 229, 78 L.
Ed. 1219, 54 S. Ct. 684 (1934). [**19] Once the narrow
reading of the '939 patent is settled upon, it can be said to
constitute "the controversy in issue" concerning which
the district court could find that Norton "acted fairly and
without fraud or deceit." Cf. Wen Products, Inc. v.
Portable Electric Tools, Inc., 367 F.2d 764, 767 (7th Cir.
1966).

16 397 F. Supp. at 646. The district court used
this expression in the course of discussing
whether the patent should be enforced if it were to
be construed as including a bauxite mix.
17 Since the '491 patent does not deal with an
alumina mix, its non-disclosure in the '939
prosecution could not have a per se disabling

effect on the latter patent (as narrowed) under 35
U.S.C. § 102. It could have a disabling effect only
if it were to be considered inequitable behavior of
such magnitude that the '939 patent should be
declared unenforceable.

As for the district court's finding that Carborundum's
product Big Red infringed the '939 patent [**20] as
narrowly construed, we perceive no clear error. See Stilz
v. United States, 269 U.S. 144, 147-48, 70 L. Ed. 202, 46
S. Ct. 37 (1925); McCullough Tool Co. v. Well Surveys,
Inc., 343 F.2d 381, 401 (10th Cir. 1965), cert. denied,
383 U.S. 933, 15 L. Ed. 2d 851, 86 S. Ct. 1061 (1966). It
is true that there is no evidence that Big Red is used for
snagging steel, but the '939 patent covers a chemical mix
which results in crystals of a particular type and quality
whose utility is not limited to snagging steel.

Carborundum also contends that the '939 patent is
invalid under 35 U.S.C. § 102 18 and/or 35 U.S.C. § 103.
19 Again, we need pass on this question only as it affects
the patent as narrowed. Viewed in this light the patent is,
as the district court found, valid and enforceable. The
court found the high zirconia content 20 to be the
principal aspect of the invention, 397 F. Supp. at 641, and
held that it [*443] was neither precluded by the prior art
nor obvious. 397 F. Supp. at 647. 21

18 Specifically, it argues that the '939 patent,
whether construed narrowly or broadly, was
anticipated by the '490 and '491 patents.

In dealing with an alleged anticipation under
§ 102, it should be recalled that "to anticipate
under section 102, a prior art reference must
disclose all the elements of the claimed invention
or their equivalents in essentially the same way."
Shanklin Corp. v. Springfield Photo Mount Co.,
521 F.2d 609, 616 (1st Cir. 1975).

[**21]
19 Specifically, Carborundum argues that the
'939 patent, whether construed narrowly or
broadly, is invalid because its subject-matter
would have been obvious to those skilled in the
art at the time of the alleged invention.
20 Both parties define "high zirconia content" as
meaning ten percent and over.
21 In addition to finding inventiveness in the use
of a high zirconia content, the district court also
found that it was "somewhat inventive" to realize
that a very low soda content (claim 1 specifies
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less than 0.1 percent) was necessary to furnish an
abrasive sufficiently strong for "snagging"
purposes. 397 F. Supp. at 641.

The '490 patent involved a product of low zirconia
content with resultant characteristics different from those
of high zirconia content products. 22 We do not find that
it constituted prior art anticipating the invention for
which the '939 patent was issued.

22 The district court credited the testimony of
Norton's expert witness, Loring Coes, Jr. Coes
testified that the teaching of the '490 patent would
not lead one to think that the addition of zirconia
to pure alumina would produce a snagging
abrasive. Statement No. 2 of Loring Coes, Jr. See
397 F. Supp. at 647.

[**22] As for the '491 patent, we agree with the
district court that it does not constitute prior art with
respect to the '939 patent as narrowly construed. 23 The
specifications of the '491 patent state, inter alia:

"Zirconia additions in amount as small
as two to five per cent are sufficient to
produce strongly marked effects of the
character indicated above [viz. high
strength product, etc.]. Either smaller or
larger proportions of zirconia may be
used." (emphasis added)

Carborundum, understandably, cites the italicized words
as indicating that the '491 patent embraces a product of
high zirconia content. The district court, however, read
the reference to "two to five per cent" as the optimum
teaching and held that the "larger proportions may be
used" clause was inserted as a protection against imitators
who might not use the exact two to five per cent
proportion and who might then claim that they had not
infringed. 397 F. Supp. at 647. We agree with the court's
assessment of both the '490 and the '491 patents and with
its conclusions as to the prior art objections to the '939
patent.

23 Since we have determined that the '939 patent
should be construed as not including a bauxite
mix, we do not have to inquire whether if
construed more broadly it would have been
anticipated by the '491 patent.

[**23] As for obviousness, it is important to note

that, relatively simple as the use of large amounts of
zirconia might appear to a Monday morning quarterback,
it simply had not been done before. See Arnold Pipe
Rentals Co. v. Engineering Enterprises, Inc., 350 F.2d
885, 890 (5th Cir. 1965). It is well settled that "the [HN7]
determinations underlying the question of obviousness
are essentially factual ones primarily entrusted to the
district courts," Nashua Corp. v. RCA Corp., 431 F.2d
220, 222 (1st Cir. 1970), and we find no clear error in the
court's determinations in this regard. See Shanklin Corp.
v. Springfield Photo Mount Co., supra at 616.

In upholding the patent's validity, the district court
also relied on findings of utility and of commercial
success. In finding utility, although it observed that the
invention was "hardly the achievement of the century,"
the court emphasized the usefulness of the high zirconia
product in "snagging." 397 F. Supp. at 646-47. For this
finding as for that of commercial success there was
sufficient [**24] credible evidence, and the court's
conclusions in these matters were not clearly erroneous.

The district court also gave some weight to the
presumption of validity. 35 U.S.C. § 282. Carborundum
objected in the district court to the application of the
presumption in this case, and it renews its objection on
this appeal. Carborundum bases its objection on Norton's
alleged fraud in not revealing the '491 patent to the patent
office during the prosecution of the '939 application. 24

Once the necessity of narrowly [*444] construing the
'939 patent is conceded, however, the flaw in
Carborundum's reasoning is apparent: the circumstances
surrounding Norton's non-revelation of '491 would have
to be considered if '939 were read as including a bauxite
mix, but they are not material when '939's scope is
narrowed. [HN8] The scope of a patent defines not only
its enforceability but also the limits of materiality of an
allegation of fraud in the procurement of the patent.
"Courts [HN9] of equity [**25] . . . apply the maxim
requiring clean hands only where some unconscionable
act of one coming for relief has immediate and necessary
relation to the equity that he seeks in respect of the matter
in litigation." Keystone Driller Co. v. General Excavator
Co., 290 U.S. 240, 245, 78 L. Ed. 293, 54 S. Ct. 146
(1933); cf. Edward Valves, Inc. v. Cameron Iron Works,
Inc., 286 F.2d 933, 947, modified on other grounds, 289
F.2d 355 (5th Cir.), cert. denied, 368 U.S. 833, 82 S. Ct.
55, 7 L. Ed. 2d 34 (1961). Accordingly, we find no error
in the district court's reliance on the statutory
presumption of validity.
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24 Carborundum also argues that the '491 patent
represents prior art which was not before the
Patent Office and that it therefore renders the
presumption inoperative. See Henry Mfg. Co., Inc.
v. Commercial Filters Corp., 489 F.2d 1008,
1013 (7th Cir. 1972). We have already dealt with
the prior art issue, supra, so we need now deal
only with the effect of the alleged fraud on the
presumption.

[**26] Carborundum also claimed unsuccessfully in
the district court that the '939 patent should be
invalidated for its failure to name the proper inventor, in
violation of 35 U.S.C. § 116. Simply stated, the problem
is that the application for the '939 patent listed only
Marshall and Roschuk (two Norton employees) as
inventors and did not name Thibault (also a Norton
employee) as an inventor although in 1951 he had written
a letter proposing the production of an abrasive from a
bauxite and zircon mix. We agree with the district court
that Thibault's suggestion was insufficiently formalized at
the time so as to constitute an invention. See 397 F. Supp.
at 648. 25

25 The court also found that Thibault's
contribution was adequate to warrant the
allowance of Norton's motion to add Thibault as a
co-inventor. 35 U.S.C. § 256. That finding was
not clearly erroneous.

Carborundum's antitrust counterclaim under 15
U.S.C. §§ 2 and 15 was [**27] grounded on the theory
that in not revealing the '491 patent to the Patent Office
and in bringing an infringement action against
Carborundum's bauxite mix product, Norton was guilty
of seeking to monopolize in restraint of trade. The district
court rested its rejection of the counterclaim on two
grounds: (1) a finding that Carborundum had not
"sustained its burden of proving Norton guilty of legally
actionable fraud, as distinguished from mere disabling
misconduct"; and (2) Carborundum's own conduct in an
interference proceeding in which it argued that the '939
patent was valid and that it covered a bauxite mix. 397 F.
Supp. at 648. Either of these grounds would suffice as a
basis for ruling against the counterclaim, and the district
court did not commit clear error in regard to either.
[HN10] The question of fraud is one of fact, Edward
Valves, Inc. v. Cameron Iron Works, Inc., supra at 947,
to which the "clearly erroneous" standard of Fed. R. Civ.
P. 52(a) applies, id. at 947-48. An allegation of fraud

must be proved by clear, unequivocal and [**28]
convincing evidence and not by a mere preponderance of
the evidence which leaves the issue in doubt. United
States v. American Bell Telephone Co., 167 U.S. 224,
251, 42 L. Ed. 144, 17 S. Ct. 809 (1897); Scott Paper Co.
v. Fort Howard Paper Co., 432 F.2d 1198, 1204 (7th Cir.
1970), cert. denied, 401 U.S. 913, 27 L. Ed. 2d 812, 91 S.
Ct. 882 (1971); Baldwin-Lima-Hamilton Corp. v. Tatnall
Measuring Systems Co., 169 F. Supp. 1, 25 (E.D. Pa.
1958), aff'd, 268 F.2d 395 (3d Cir.), cert. denied, 361
U.S. 894, 4 L. Ed. 2d 151, 80 S. Ct. 198 (1959). The
district court found that Carborundum failed to sustain its
burden of proof, and that finding is not clearly erroneous.
Although Norton was less than commendably
straightforward, the record does not indicate that Norton's
behavior constituted common law fraud on the Patent
Office. 26 [*445] We note that at least one commentator
has criticized incorporating "in their pristine rigor the
elements of common law deceit into actions predicated
upon misrepresentations before the Patent Office," 27

suggesting that easing the evidentiary [**29] burden of
the party alleging misrepresentation would serve "to
implement more effectively the public policy goals
implicit in the patent and antitrust laws." 28 There is a
certain attractiveness 29 in this suggestion, and we
suspect that it may one day be generally adopted. 30 At
present, however, the controlling cases do not go beyond
fraud in the traditional sense. 31 See, e.g., Walker Process
Equipment, Inc. v. Food Machinery & Chemical Corp.,
382 U.S. 172, 15 L. Ed. 2d 247, 86 S. Ct. 347 (1965);
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 88 L. Ed. 1250, 64 S. Ct. 997 (1944); see also
Beckman Instruments, Inc. v. Chemtronics, Inc., supra at
1380-81. In any event, Carborundum -- as the district
court noted -- would seem particularly unfit to maintain
such a private treble-damages action in the light of its
own behavior during the interference proceedings. In
those proceedings, in which one Cutts -- a Carborundum
employee - claimed prior invention, it was asserted that
the '939 patent was valid and that it included a bauxite
mix. Viewed in this light, it would not be equitable for
Carborundum to be allowed [**30] to disavow its former
assertions and to profit financially from the imposition of
penalties on Norton for espousing the same construction
of the patent as Carborundum formerly did.

26 See United States v. Cold Metal Process Co.,
62 F. Supp. 127, 140 (N.D. Ohio 1945), aff'd, 164
F.2d 754 (6th Cir. 1947), cert. denied, 334 U.S.
811, 92 L. Ed. 1742, 68 S. Ct. 1016 (1948). See
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generally Cullen & Vickers, supra note 11.
27 Carney, Misrepresentations Before the Patent
Office: Antitrust and Other Legal Effects, 12 B.C.
Ind. & Com. L. Rev. 1005, 1006 (1971).
28 Id. at 1007.
29 Proceedings before the Patent Office are not
adversarial in nature and applicants should make
full and candid disclosure of all relevant
information. See Kingsland v. Dorsey, 338 U.S.
318, 319, 94 L. Ed. 123, 70 S. Ct. 123 (1949);
Beckman Instruments, Inc. v. Chemtronics, Inc.,
439 F.2d 1369, 1378-79 (5th Cir.), cert. denied,
400 U.S. 956, 91 S. Ct. 353, 27 L. Ed. 2d 264
(1970); Charles Pfizer & Co. v. F.T.C., 401 F.2d
574, 579 (6th Cir. 1968), cert. denied, 394 U.S.
920, 89 S. Ct. 1195, 22 L. Ed. 2d 453 (1969);
Corning Glass Works v. Anchor Hocking Glass
Corp., 253 F. Supp. 461, 470 (D. Del. 1966),
modified on other grounds, 374 F.2d 473 (3d
Cir.), cert. denied, 389 U.S. 826, 88 S. Ct. 65, 19
L. Ed. 2d 80 (1967).

[**31]
30 Cf. Pfizer, Inc. v. Int'l Rectifier Corp., 186
U.S.P.Q. 511 (D. Minn. 1975); In re Multidistrict
Litigation Involving Frost Patent, supra. Both of
these cases deal with unenforceability because of
inequitable conduct rather than with antitrust
penalties, but they by no means hold that the latter
penalties would not be available in an appropriate
case against a patent applicant who breached his
fiduciary duty of absolute candor towards the
patent office.
31 Norton's non-disclosure of the '491 patent
does not constitute common law fraud because it
is not material to the '939 patent as narrowly

construed.

Finally, Carborundum appeals from the denial of
attorney fees. It contends that this is one of those
"exceptional cases" to which 35 U.S.C. § 285 refers. 32

While there is precedent indicating that [HN11] conduct
short of fraud can make a case "exceptional" within the
meaning of § 285, see, e.g., L. F. Strassheim Co. v. Gold
Medal Folding Furniture Co., 477 F.2d 818, 824 n.9 (7th
Cir. 1973); [**32] Monolith Portland Midwest Co. v.
Kaiser Aluminum & Chemical Corp., 407 F.2d 288, 294
(9th Cir. 1969), this is a matter which is committed to the
sound discretion of the district court and which an
appellate court will not disturb absent a showing of an
abuse of discretion. Rockwell v. Midland-Ross Corp.,
438 F.2d 645, 655 (7th Cir. 1971); Specmade Products,
Inc. v. J. A. Barnett, 354 F.2d 229, 230 (5th Cir. 1966).
Cf. Dale Electronics, Inc. v. C. L. Electronics, Inc., 488
F.2d 382, 391 (1st Cir. 1973). We are not prepared to say
-- especially in the light of the position taken by
Carborundum in the interference proceedings -- that in
denying attorney fees in this case the court abused its
discretion.

32 "The court in exceptional cases may award
reasonable attorney fees to the prevailing party."
35 U.S.C. § 285.

[*446] Carborundum raises certain other objections
to the validity of the '939 patent, alleging failure [**33]
to comply with 35 U.S.C. § 102(f) and with 35 U.S.C. §
112. Our review of the record convinces us, however, that
these objections are without merit.

Affirmed .

LEXSEE 1964 U.S. APP. LEXIS 3582
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Mass., with whom Conlin & Wolfson, Worcester, Mass.,
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Frank L. Kozol, Boston, Mass., with whom Charles G.
Kadison, Jr., Boston, Mass., was on brief, for appellee.

JUDGES: Before WOODBURY, Chief Judge, and
HARTIGAN and ALDRICH, Circuit Judges.

OPINION BY: ALDRICH

OPINION

[*74] This appeal from the denial of a motion for a
new trial raises a number of practice questions. In
November 1961 Electric Motor & Repair Co., Inc., a
nonresident corporation whose principal, and apparently
only place of business was in North Carolina, hereafter
plaintiff, brought suit in the district court against Edward
Krock, a resident citizen, hereafter defendant. The
complaint alleged breach of a contract to sell a number of
secondhand electric motors, and, as damages, sought to
recover lost profits. The case was tried to a jury in June
1963, and resulted in a substantial verdict for the
plaintiff. Plaintiff's evidence of lost profits consisted of
uncorroborated oral testimony of one Ward, its principal
officer, that he had completed sales agreements of the
undelivered motors with a number of customers all over
the country. On appeal, [**2] we affirmed, Krock v.
Electric Motor & Repair Co., Inc., 1 Cir., 1964, 327 F.2d
213. Defendant's petition for certiorari was denied on
May 18, 1964, 377 U.S. 934, 84 S.Ct. 1338, 12 L.Ed.2d
298.

On May 24 defendant moved for a new trial. The
affidavits filed in support were directed solely to Ward's
testimony, endeavoring to show that a material portion
was untruthful. The district court, pursuant to the

practice presumably followed generally prior to our
decision in Wilson Research Corp. v. Piolite Plastics
Corp., 1 Cir., 1964, 336 F.2d 303, holding that after
mandate of the court of appeals an application for leave
to file a motion for new trial must be made to that court,
considered the motion on the merits, and, in a
memorandum decision, denied it. 1 It gave two grounds,
lack of diligence, and lack of merit. Either would have
been sufficient, if sound, had the court power to pass on
the motion. Defendant appeals.

With respect to lack of diligence the court stated that
the defendant was on notice of the nature of the plaintiff's
claim, and could have ascertained the substance of
Ward's testimony in advance of trial if he had made full
[**3] use of discovery procedures, which he failed to do.
From this the court concluded that by further
investigation before trial defendant could have
ascertained the errors in this testimony. Hence 'defendant
failed to use due diligence to discover before trial the
evidence he now claims to have discovered.'

It is, of course, true that the federal pretrial discovery
procedures are available for use, and conceivably in some
particular case -- we express no opinion in this one --
failure to pursue them would be negligence on the part of
counsel. But to determine, as the court apparently did,
that neglect gives the other party carte blanche to
introduce testimony that is mistaken or worse, insulated
from any further proceedings, would be to accept an evil
far graver than waste of the court's or litigant's time.
Rather than the district court's position being
'incontrovertibly' correct, as plaintiff would [*75] have
us believe, 2 we think it would establish a principle the
far reaching consequences of which we would find hard
to support. 3

The only cases of moment cited by the plaintiff are
Toledo Scale Co. v. Computing Scale Co., 1923, 261 U.S.
399, 43 S.Ct. 458, 67 L.Ed. 719, [**4] and Stiers v.
Martin, 4 Cir., 1960, 277 F.2d 737. They furnish no
precedent for the court's decision. In each of these cases
the defendant was on full notice before trial of a single
piece of evidence or claim upon which the case
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depended, and could have acted directly to test its
accuracy. We see a substantial difference between that
and a general duty to ascertain such-ever evidence as
plaintiff might offer by way of damages for failure to
deliver a quantity of goods. It may be wondered to what
extent defendant could expect that plaintiff had been so
forehanded as to make specific contracts for the resale of
undelivered motors which, admittedly, could not be
resold without extensive rebuilding. In any event,
defendant could hardly have anticipated that he would be
met with the suspicious circumstances of testimony of a
large number of such agreements uncorroborated by a
single piece of writing. Even if the court's principle
might be applicable in certain limited cases, we would
not so regard this one.

Both parties request that we consider the substance
of the motion; the defendant, on the ground that although
he filed the motion in the wrong court, we should [**5]
consider his appeal as in effect a request to us for leave to
file. The plaintiff goes further, and urges if we now
permit the district court to pass on the motion as we did
in Piolite, that we regard what it has already done, as, in
effect, a tunc pro nunc ruling. In other words, we should
affirm the court's other ground of decision if it was
tenable. Cf. Tribble v. Bruin, 4 Cir., 1960, 279 F.2d
424. We do not reach plaintiff's suggestion, as we find no
sufficient merit in defendant's motion. At the trial Ward
testified to some thirty allegedly completed sales
agreements frustrated by defendant's failure to perform.
Only one of these transactions was directly contradicted
by any of defendant's affidavits. This affidavit was
plausibly and credibly countered by a reply affidavit and
a confirming document. Defendant's other affidavits
might have furnished support, or at least color, for the
principal one, but standing by themselves they do not
make the strong showing necessary to obtain a new trial.
In fact we wonder if had plaintiff not voiced so much
criticism of defendant's alleged lack of diligence, and had
concentrated on the motion's lack of substance, whether
[**6] this appeal would have been taken.

Treating this appeal as an application to this Court
for leave to file a motion in the District Court for a new
trial by reason of newly discovered evidence, an order

will be entered denying such leave; and judgment will be
entered vacating the order of the District Court, denying
the motion for new trial, for want of jurisdiction.

1. While we have not passed on the procedure
for motions for new trial filed after an appeal has
been taken, but before mandate, except to hold
that the district court lacks jurisdiction at that
stage to allow them, Peterman v. Indian
Motorcycle Co., 1 Cir., 1954, 216 F.2d 289, in
other circuits the practice is to permit such
motions to be filed in the district court without
leave, and if the district court considers the
motion favorably it can then ask that the case be
remanded. Smith v. Pollin, 1952, 90
U.S.App.D.C. 178, 194 F.2d 349; Ferrell v.
Trailmobile, Inc., 5 Cir., 1955, 223 F.2d 697;
Binks Mfg. Co. v. Ransburg Electro-Coating
Corp., 7 Cir., 1960, 281 F.2d 252; Ryan v. United
States Lines Co., 2 Cir., 1962, 303 F.2d 430. The
postmandate situation is different.

[**7]
2. Plaintiff is as vocal about defendant's alleged
delay as it is silent about its own failure to bring
suit for nearly six years.
3. We might take notice of the fact that the
federal discovery rules are sometimes criticized as
affording an opportunity for rich or vexatious
parties to harass their opponents. In practice it is
our observation that this objection is much more
theoretical than real. But surely if a party were
compelled to ascertain in advance the testimony
that might be introduced against him at the cost of
being irretrievably bound by whatever was
offered if he did not, and thus face perjury
introduced without fear of consequences so far as
the suit was concerned (except possibly in cases
involving the public interest, Hazel-Atlas Glass
Co. v. Hartford-Empire Co., 1944, 322 U.S. 238,
64 S.Ct. 997, 88 L.Ed. 1250), the resulting burden
upon both parties to exhaust all pre-trial remedies
in order to anticipate this might well be
intolerable.

LEXSEE 1956 U.S. APP. LEXIS 4145

Page 475



Caution
As of: Feb 04, 2008

Wilhelm REICH et al., Defendants, Appellants, v. UNITED STATES of America,
Appellee

No. 5160

UNITED STATES COURT OF APPEALS FIRST CIRCUIT

239 F.2d 134; 1956 U.S. App. LEXIS 4145

November 5, 1956, Heard
December 11, 1956, Decided

CASE SUMMARY:

PROCEDURAL POSTURE: Defendants appealed a
decision from the United States District Court for the
District of Maine, which found them guilty of contempt
for failing to obey an injunction that prohibited them
from introducing into interstate commerce certain devices
known as orgone energy accumulators.

OVERVIEW: The government initiated an action for
injunctive relief against defendants to enjoin them from
introducing into interstate commerce certain devices
known as orgone energy accumulators. Defendants did
not file an answer or respond to the government's
discovery requests. The district court entered a default
judgment in favor of the government and entered a decree
of injunction. The government then initiated a contempt
action against defendants alleging that they failed to obey
the injunction. Defendants were found guilty. Defendants
alleged that the district court had no jurisdiction to issue
the injunction because it was procured by fraud and
deception. On appeal, the court affirmed the decision.
The court found that the district court had jurisdiction
over the subject matter of the original suit. The district
court obtained jurisdiction over defendants by legal
service of process upon them. The court concluded that
jurisdiction, once obtained, certainly would not be
terminated by any fraud practiced upon the court by the
successful litigant. The court argued that even if
jurisdiction was obtained by fraud, defendants' remedies
did not include refusal to obey the injunction.

OUTCOME: The court affirmed the district court's
decision finding defendants guilty of contempt for failing
to comply with the injunction prohibiting them from
introducing into interstate commerce certain devices
known as orgone energy accumulators.

CORE TERMS: injunction, orgone, energy,
accumulators, interstate commerce, contempt, mailed,
obey, decree, Cosmetic Act, original suit, successful
litigant, jurisdictional, adulterated, misbranded, violating,
intervene, practiced, enjoined, concert, asking, obeyed,
time copies, full opportunity, jurisdiction to issue,
appearance, destroyed, procured, default, patient

LexisNexis(R) Headnotes

Civil Procedure > Remedies > Injunctions > Contempt
Criminal Law & Procedure > Criminal Offenses >
Miscellaneous Offenses > Contempt > General
Overview
[HN1] It has been settled law for a long time that one
who knowingly aids, abets, assists, or acts in active
concert with, a person who has been enjoined in violating
an injunction subjects himself to civil as well as criminal
proceedings for contempt even though he was not named
or served with process in the suit in which the injunction
was issued or even served with a copy of the injunction.

Civil Procedure > Remedies > Injunctions > Permanent
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Injunctions
Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
Criminal Law & Procedure > Criminal Offenses >
Miscellaneous Offenses > Contempt > General
Overview
[HN2] Remedies and procedures available to a defrauded
litigant certainly do not include refusal to obey an
injunction. It is too well settled that an injunction,
temporary or permanent, must be obeyed as long as it is
in force and effect. Nor is this rule a mere technical quirk
of procedure, for as the United States Supreme Court
pointed out: if a party can make himself a judge of the
validity of orders which have been issued, and by his own
act of disobedience set them aside, then are the courts
impotent, and what the Constitution now fittingly calls
the judicial power of the United States would be a mere
mockery.

COUNSEL: [**1] Wilhelm Reich pro se.

Michael Silvert pro se.

Charles Haydon, New York City, for Wilhelm Reich
Foundation, appellant.

Joseph L. Maguire, Atty., Dept. of Health, Education and
Welfare, Washington, D.C., with whom Peter Mills, U.S.
Atty., Portland, Maine, and Warren E. Whyte, Atty.,
Dept. of Health, Education and Welfare, Washington,
D.C., were on the brief, for appellee.

JUDGES: Before MAGRUDER, Chief Judge. and
WOODBURY and HARTIGAN, Circuit judges.

OPINION BY: WOODBURY

OPINION

[*135] The United States, on February 10, 1954,
filed a complaint under § 302(a) of the Federal Food,
Drug, and Cosmetic Act, 52 Stat. 1043, 21 U.S.C.A. §
332(a), in the United States District Court for the District
of Maine asking for an injunction restraining the Wilhelm
Reich Foundation, a Maine corporation, and Wilhelm
Reich and Ilse Ollendorff, individuals residing in
Rangeley, Maine, from violating § 301(a) and (k) of the
above Act, 21 U.S.C.A. § 331(a, k), by either
introducing, or causing the introduction [*136] into
interstate commerce, or, while being held for sale after
shipment in interstate commerce doing anything resulting

in the misbranding of, certain devices known as 'orgone
[**2] energy accumulators,' 1 which it was alleged were
adulterated within the meaning of § 501(c) of the Act, 21
U.S.C.A. § 351(c) and misbranded within the meaning of
§ 502(a) thereof. 21 U.S.C.A. § 352(a). Service of the
complaint and summons was duly made on the
defendants on the same day that the complaint was filed.

The defendants entered no appearances and filed no
answers. Indeed, in a letter to the judge of the court
below dated February 25, 1954, the defendant, Dr.
Wilhelm Reich, indicated unmistakably that he, at least,
had no intention of filing either an appearance or an
answer. Dr. Reich wrote to the court in part:

'May factual position in the case as well as the world
of science of today does not permit me to enter the case
against the Food and Drug Administration, since such
action would, in my mind, imply admission of the
authority of this special branch of the government to pass
judgment on primordial, pre-atomic cosmic orgone
energy.'

On the day after this letter was written requests for
admissions were propounded by the United States and
served on each of the defendants. These requests were
ignored, and on March 19, 1954, upon request of the
United States, [**3] the default of each defendant was
entered by the clerk of the court below. On the same day
the United States moved for default judgment, its motion
was granted, and the court immediately entered a decree
of injunction as prayed for in the complaint. By the terms
of this injunction the named defendants, and 'each and all
of their officers, agents, servants, employees, * * * and
all persons in active concert or participation with them or
any of them' were 'perpetually enjoined and restrained'
from indulging in the practices set out in detail in the
complaint. Furthermore all orgone energy accumulators
out on a rental basis or otherwise owned or controlled by
the defendants were ordered recalled to the defendants'
place of business in Rangeley, Maine, and there either
destroyed or dismantled for salvage under the supervision
of employees of the Food and Drug Administration, and
in addition all printed labels and order blanks for orgone
energy accumulators, and certain listed descriptive
literature pertaining thereto, were ordered destroyed.

Certified copies of the decree of injunction were
served on the named defendants on March 22, 1954, and
at the same time copies were either served [**4] or
mailed to several other persons in the Rangeley area who
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were either employees of or contractors for the
defendants in the manufacture and distribution of the
devices. At the same time copies of the decree were also
mailed to a number of duly licensed physicians in the
New York, New Jersey, and Philadelphia area, most of
whom specialized in psychiatry, who were known to have
used orgone energy accumulators in the treatment of their
patients. Included in this group was the appellant herein,
Dr. Michael Silvert.

On March 30, 1954, the defendant Ilse Ollendorff as
clerk of the corporate defendant sent a telegram to the
United States Attorney for the District of Maine stating:

'The Wilhelm Reich Foundation is far advanced in
preparing full compliance with injunction of March 19,
1954 Stop An exact account of measures taken and still in
progress will be sent to your office for your information.'

[*137] No further account of measures taken to
comply with the injunction was ever sent to the District
Attorney, nor does it appear that in fact any such
measures ever were undertaken.

Next, on May 5, 1954, the doctors in the New
York-Philadelphia area referred to above, including
[**5] as we have already noted the appellant Dr. Michael
Silvert, applied to the court below for leave to intervene.
Their application was denied on November 17, 1954, in
accordance with an opinion of the court below of that
date reported in 17 F.R.D. at 96. This court affirmed on
that opinion sub nom Baker v. United States, 1955, 221
F.2d 957.

We turn now to the case before us which was
initiated by the United States Attorney for the District of
Maine on July 15, 1955, when, acting under § 302(b) of
the Act, he filed in the court below an information
charging the Wilhelm Reich Foundation, Dr. Wilhelm
Reich and Dr. Michael Silvert with failing and refusing to
obey the injunction of March 19, 1954, and asking for an
order to show cause why they should not be adjudged in
criminal contempt for their misbehavior. The defendants
appeared and filed motions to dismiss, which were
denied; the United States moved to amend, its motion
was allowed, and the defendants again moved to dismiss
and their motions were again denied. They also filed
several other motions, all of which were denied, and do
not require description or discussion. It will suffice to
say that the defendants were given full [**6]
opportunity for hearing on every occasion.

Eventually, on May 3, 1956, the defendants, in
accordance with their request, were put to trial by jury on
their pleas of not guilty. They were found guilty by the
jury and thereafter sentenced by the court, the corporation
to a fine and the individuals to terms of imprisonment.
These appeals are from the respective judgments of
sentence.

The defendants did not contend below and do not
urge here that the injunction of March 19, 1954, had in
fact been obeyed. On the contrary, they admitted at the
trial that no attempt had been made to comply with its
terms. Their contention is that the court below had no
jurisdiction to issue the injunction. The individual
appellants say that they, both individually and acting
through the corporate defendant, of which Dr. Reich was
the moving and guiding spirit, were engaged in basic
scientific research which no agency of the Government
had jurisdiction to interfere with or control, and that
furthermore and more specifically, the court below had
no jurisdiction to issue the injunction for the reason that it
had been procured by fraud and deception practiced upon
the court by officers and agents of the [**7] Food and
Drug Administration. In addition Dr. Silvert contends
that he is not bound by the injunction because he was not
a defendant in the original suit in which it was issued and
had not been served with process therein.

None of these contentions have any merit.

We turn first to Dr. Silvert's separate contention.
[HN1] It has been settled law for a long time that one
who knowingly aids, abets, assists, or acts in active
concert with, a person who has been enjoined in violating
an injunction subjects himself to civil as well as criminal
proceedings for contempt even though he was not named
or served with process in the suit in which the injunction
was issued or even served with a copy of the injunction.
In re Lennon, 1897, 166 U.S. 548, 554, 17 S.Ct. 658, 41
L.Ed. 1110; Alemite Mfg. Corp. v. Staff, 2 Cir., 1930, 42
F.2d 832 and cases cited. See also Rule 65(d), Fed.Rules
Civ.Proc. 28 U.S.C.A. The question then is whether Dr.
Silvert had actual knowledge of the injunction of March
19, 1954, issued against the Wilhelm Reich Foundation,
and Dr. Wilhelm Reich and Ilse Ollendorff personally.
There can be no doubt that he did. He was mailed a copy
of that injunction when it was issued, [**8] he admitted
at the trial that he read the injunction when he received it,
and moreover he was one of those who moved [*138] to
intervene in the suit in which it was issued. Thus it is
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abundantly clear that he knew of its existence and knew
its terms.

The appellants' first jurisdictional contention does
not deserve much comment or discussion. Its refutation
is obvious from its mere statement. Of course the United
States Government has power to forbid and power to take
appropriate steps to prevent the transportation in
interstate commerce of devices of alleged therapeutic
value if they are adulterated or misbranded.

The appellants' second jurisdictional contention
deserves only slightly more extended consideration.
There can be no doubt whatever that Congress in § 302(a)
of the Federal Food, Drug, and Cosmetic Act gave the
District Court jurisdiction over the subject matter of the
original suit. Nor can there be any doubt that the District
Court obtained personal jurisdiction over the defendants
in that suit by legal service of process upon them in
Maine. This jurisdiction, once obtained, certainly would
not be terminated by any fraud practiced upon the court
by the successful [**9] litigant. On the contrary, the
Court's jurisdiction would necessarily have to continue in
order to permit the court to entertain an application by the
victims of a successful litigant's fraud to vacate the
injunction through the remedies and procedures for relief
outlined in detail in Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 1944, 322 U.S. 238, 64 S.Ct. 997,
88 L.Ed. 1250.

And the [HN2] remedies and procedures available to
a defrauded litigant certainly do not include refusal to
obey an injunction. It is too well settled to require a
lengthy citation of cases that an injunction, temporary or
permanent, must be obeyed as long as it is in force and
effect. Howat v. State of Kansas, 1922, 258 U.S. 181, 42
S.Ct. 277, 66 L.Ed. 550; United States v. United Mine
Workers of America, 1947, 330 U.S. 258, 289, et seq., 67
S.Ct. 677, 91 L.Ed. 884 and cases cited. Nor is this rule a
mere technical quirk of procedure, for as the Supreme
Court pointed out in Gompers v. Buck's Stove & Range
Co., 1911, 221 U.S. 418, 450, 31 S.Ct. 492, 501, 55 L.Ed.
797:

'If a party can make himself a judge of the validity of
orders which have been issued, and by his own act of
disobedience set them aside, then [**10] are the courts
impotent, and what the Constitution now fittingly calls
the 'judicial power of the United States' would be a mere
mockery.'

See also the remarks made by Mr. Justice Frankfurter
at the bottom of page 311 and the top of page 312 of his
concurring opinion in 330 U.S. in the United Mine
Workers case, 67 S.Ct. at pages 704, 705, supra.

It follows that the court below did not err in refusing
to permit the defendants at their trial for contempt to
show in their defense that officers and agents of the Food
and Drug Administration had procured the injunction of
March 19, 1954, by fraud perpetrated upon the court.

Although the court's refusal to permit the defendants
to show fraud in procuring the injunction is the only error
asserted by them to have occurred at their trial, we have
nevertheless, because the defendants were not
represented by counsel in the court below and only
partially on appeal, examined the record with particular
care. We find ample evidence that Dr. Reich and the
Wilhelm Reich Foundation deliberately refused to obey
the injunction and that Dr. Silvert aided and abetted them
in flouting it. Nor do we find any erroneous rulings of
law. Indeed, it is [**11] evident from the record that
throughout the trial the presiding judge solicitously
protected the appellants' rights and gave them full
opportunity to present every defense available to them
under the law.

Judgment will be entered affirming the judgments of
the District Court.

1. In their commonest form these are box-like
structures in which the patient sits for treatments.
It is asserted by the Government that these
devices were being falsely held out to the public
at large by the defendants as at least beneficial in
the treatment of a great number of human ills
ranging from cancer to the common cold.
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CASE SUMMARY:

PROCEDURAL POSTURE: In two lawsuits, plaintiff
inventor sued defendants, a lawyer, two law firms, a
distributor, and entertainment entities, alleging fraud on
the court claims, antitrust violations under state law and
the Sherman Act, Sarbanes-Oxley Act violations,
Racketeering Influenced and Corrupt Organizations Act
(RICO) violations, federal bankruptcy claims, state
consumer protection claims, and various common law
claims. Defendants moved to dismiss.

OVERVIEW: The inventor alleged that he invented a
method of determining the price a consumer was willing
to pay for an item online and defendants conspired to
manipulate the market for digital music and movies by
fraudulently financing and controlling his business using
undisclosed kickbacks and earn outs. The court found
that the inventor's claims were not barred or released
based on a settlement in a prior case which resolved

consumer claims, because none of his claims involved a
consumer injury. However, the court determined that the
inventor's claims were subject to dismissal. The fraud on
the court claims failed because the alleged conflict of
interest arising from the legal defendants' representation
of the distributor without his knowledge did not amount
to fraud on the court. The claims under the
Sarbanes-Oxley Act failed because the inventor was not
an employee and 18 U.S.C.S. § 1513(e) did not grant him
a private right of action. The state and federal antitrust
claims failed because, inter alia, the inventor lacked
antitrust standing regarding his allegations that
defendants engaged in a price-fixing conspiracy to
maintain the minimum prices of retail CDs.

OUTCOME: The court granted defendants' motions to
dismiss. The court dismissed with prejudice all the
federal claims, dismissed without prejudice the remaining
claims against the lawyer and law firms, dismissed
without prejudice the aiding and abetting breach of
fiduciary duty claims against the distributor, and
dismissed with prejudice the remaining state law claims
against all defendants.

CORE TERMS: movies, antitrust, conspiracy, lawsuit,
compact, wire, predicate acts, consumer, mail, abstention,
abstain, notice, conflict of interest, technology, studios,
joint venture, racketeering, license, antitrust laws,
fiduciary duty, purchase agreement, undisclosed,
fraudulent, fiduciary, kickback, labels, breach of
fiduciary duty, factual allegations, malpractice, settlement
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LexisNexis(R) Headnotes

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Affirmative Defenses
Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
[HN1] In an appropriate case, an affirmative defense may
be adjudicated on a motion to dismiss for failure to state a
claim.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
Civil Procedure > Parties > Self-Representation >
Pleading Standards
[HN2] In deciding motions to dismiss, a court accepts as
true all the factual allegations in the complaint and
construes all reasonable inferences in favor of the
plaintiff. The court construes the plaintiff's complaint
liberally, where the plaintiff is proceeding without a
lawyer, and the court will dismiss only if it appears to a
certainty that the plaintiff cannot recover under any set of
facts consistent with the allegations set forth in his two
complaints.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN3] Fraud on the court occurs when a party has
sentiently set in motion some unconscionable scheme
calculated to interfere with the judicial system's ability
impartially to adjudicate a matter. It requires the most
egregious conduct involving a corruption of the judicial
process itself. The courts' power to deal with such fraud
is inherent and rooted in equity, for courts cannot lack the
power to defend their integrity against unscrupulous
marauders.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Legal Ethics > Client Relations > Conflicts of Interest
[HN4] An undisclosed conflict of interest may be
grounds for a malpractice lawsuit against lawyers, but
alone it does not meet the Aoude or Roger Edwards
standard for vacating a judgment.

Civil Procedure > Judgments > Relief From Judgment

> Fraud
Legal Ethics > Client Relations > General Overview
[HN5] Malpractice is a wrong visited upon a "single
litigant," not a fraud upon the court.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
[HN6] A court may properly consider matters of public
record in deciding a Fed. R. Civ. P. 12(b)(6) motion. The
public record includes filings in other cases.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN7] Fed. R. Civ. P. 60(b)(3) permits attack on a final
judgment for fraud of an adverse party.

Labor & Employment Law > Wrongful Termination >
General Overview
Securities Law > Additional Offerings & the Securities
Exchange Act of 1934 > Issuer Recordkeeping &
Reporting > Sarbanes Oxley Act
[HN8] No publicly traded company may discharge,
demote, suspend, threaten, harass, or in any other manner
discriminate against a whistleblower employee in the
terms and conditions of employment. 18 U.S.C.S. §
1514A(a). Section 1514A(b)(1) confers standing to sue in
district court upon any person who alleges discharge or
other discrimination in violation of § 1514A(a).

Governments > Legislation > Statutory Remedies &
Rights
Labor & Employment Law > Wrongful Termination >
General Overview
Securities Law > Additional Offerings & the Securities
Exchange Act of 1934 > Issuer Recordkeeping &
Reporting > Sarbanes Oxley Act
[HN9] 18 U.S.C.S. § 1513(e) prohibits knowingly, with
the intent to retaliate, taking any action harmful to any
person for providing to a law enforcement officer any
truthful information relating to the possible commission
of any Federal offense. 18 U.S.C.S. § 1513(e). But this
provision is criminal, not civil. It prescribes fines or
imprisonment of up to 10 years as punishment. 18
U.S.C.S. § 1513 provides criminal sanctions for
retaliation. It therefore does not grant a plaintiff a private
right of action. Private citizens lack a judicially
cognizable interest in the prosecution or nonprosecution
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of another.

Governments > Legislation > Statutory Remedies &
Rights
[HN10] As the United States Court of Appeals for the
Seventh Circuit has stated: Criminal statutes, which
express prohibitions rather than personal entitlements and
specify a particular remedy other than civil litigation, are
poor candidates for the imputation of private rights of
action. The United States Supreme Court has been
unwilling to treat criminal laws as implying private
entitlements and has held that the victims of crime
therefore lack any legal right to compel a criminal
prosecution. That reluctance to form private entitlements
from criminal prohibitions blocks the judicial creation of
private rights of action as well.

Antitrust & Trade Law > Private Actions > Standing >
Requirements
[HN11] The United States Court of Appeals for the First
Circuit has instructed that the six factors set forth in
Associated General Contractors must be evaluated on a
case-by-case basis to determine whether a plaintiff has
standing to bring an antitrust action. Although, no single
factor is dispositive, the absence of antitrust injury
weighs heavily against a grant of standing. Antitrust
injury is an injury of the type the antitrust laws were
intended to prevent and that flows from that which makes
defendants' acts unlawful. The presumptively "proper"
plaintiff to allege an antitrust injury is a customer who
obtains services in the threatened market or a competitor
who seeks to serve that market. The First Circuit has
made it clear that suppliers are not preferred plaintiffs. In
general, suppliers are held not to have suffered "antitrust
injury. Suppliers may have an antitrust claim if the
supplier is a participant in the very market where
competition is impaired.

Antitrust & Trade Law > Private Actions > Standing >
Requirements
[HN12] The factors for determining whether a plaintiff
has standing to bring an antitrust action are: (1) the causal
connections between the alleged antitrust violation and
the harm to the plaintiff; (2) an improper motive; (3) the
nature of the plaintiff's alleged injury and whether the
injury was of a type that Congress sought to redress with
the antitrust laws ("antitrust injury"); (4) the directness
with which the alleged market restraint caused the

asserted injury; (5) the speculative nature of the damages;
and (6) the risk of duplicative recovery or complex
apportionment of damages.

Antitrust & Trade Law > Private Actions > Injuries &
Remedies > General Overview
Antitrust & Trade Law > Private Actions > Standing >
General Overview
[HN13] A supplier who suffers because an antitrust
violation curtails a business that would otherwise have
purchased from it has not "suffered antitrust injury."

Antitrust & Trade Law > Private Actions > Standing >
General Overview
[HN14] A supplier is disfavored as an antitrust plaintiff.
The United States Court of Appeals for the First Circuit
has recognized that there may be some instances where
presumptively disfavored plaintiffs do have standing to
bring an antitrust action. "Good cause" is required.

Antitrust & Trade Law > Intellectual Property > Misuse
of Rights > General Overview
[HN15] A concerted refusal to license copyrighted works
in order to prevent competition is a boycott that, if
proven, violates antitrust law.

Antitrust & Trade Law > Private Actions > Injuries &
Remedies > General Overview
Antitrust & Trade Law > Private Actions > Standing >
General Overview
[HN16] Antitrust injury is an injury of the type the
antitrust laws were intended to prevent and that flows
from that which makes defendants' acts unlawful. The
harm should reflect the anticompetitive effect either of
the violation or of anticompetitive acts made possible by
the violation. It should, in short, be the type of loss that
the claimed violations would be likely to cause.
Consequently, a proper plaintiff must prove more than
injury causally linked to an illegal presence in the market.

Antitrust & Trade Law > Sherman Act > Claims
[HN17] For an alleged antitrust conspiracy to survive a
motion to dismiss, the plaintiff must allege a factual
predicate concrete enough to warrant further proceedings.
Although almost any agreement between independent
actors that restrains competition could be the requisite
conspiracy, a plaintiff still must plead such an agreement
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in more than conclusory terms. Conclusory allegations in
a complaint, if they stand alone, are a danger sign that the
plaintiff is engaged in a fishing expedition.

Antitrust & Trade Law > Private Actions > Racketeer
Influenced & Corrupt Organizations > Claims >
General Overview
[HN18] Racketeer Influenced and Corrupt Organizations
Act (RICO) claims are subject to a heightened pleading
standard, and require more detailed statements of claim.
A RICO plaintiff must allege the following elements in
order to survive a motion to dismiss: (1) conduct, (2) of
an enterprise (3) through a pattern (4) of racketeering
activity. "Racketeering activity" is defined statutorily; it
includes only the various offenses listed under 18
U.S.C.S. § 1961(1). A "pattern" requires at least two
predicate acts of such racketeering activity, 18 U.S.C.S. §
1961(5), and the plaintiff must demonstrate that the
predicates are related, and that they amount to or pose a
threat of continued criminal activity. A RICO conspiracy
claim must charge that defendants knowingly entered into
an agreement to commit two or more predicate crimes.

Antitrust & Trade Law > Private Actions > Standing >
Requirements
[HN19] To have standing in a civil Racketeer Influenced
and Corrupt Organizations Act (RICO) claim, a plaintiff
must allege that he has been injured in his business or
property by reason of the claimed RICO violations. 18
U.S.C.S. § 1964(c). In order to satisfy this requirement, a
plaintiff must show some direct relation between the
injury asserted and the injurious conduct alleged. This
requires a showing of proximate cause; otherwise,
plaintiffs may not recover in a civil RICO claim if their
injuries are so far removed from the defendant's acts that
they are indirect and derivative. The injury must be
caused by the commission of an 18 U.S.C.S. § 1961
predicate act, and not just any overt act furthering the
RICO conspiracy.

Antitrust & Trade Law > Private Actions > Racketeer
Influenced & Corrupt Organizations > Claims > Fraud
Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > Fraud Claims
[HN20] In the context of the Racketeer Influenced and
Corrupt Organizations Act, where a plaintiff is alleging
fraud, he must satisfy Fed. R. Civ. P. 9(b)'s requirement
that he plead the circumstances "with particularity." The

United States Court of Appeals for the First Circuit says
that this degree of specificity is no more nor less than the
First Circuit has required in general fraud and securities
fraud cases.

Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > Fraud Claims
[HN21] Under Fed. R. Civ. P. 9(b) the complaint is
required to go beyond a showing of fraud and state the
time, place and content of the alleged mail and wire
communications perpetrating that fraud.

Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > Fraud Claims
[HN22] The United States Court of Appeals for the
Second Circuit has said: Where multiple defendants are
asked to respond to allegations of fraud, the complaint
should inform each defendant of the nature of his alleged
participation in the fraud. The United States Court of
Appeals for the First Circuit seems to agree.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > Fraud Claims
[HN23] In the context of Fed. R. Civ. P. 9(b), dismissal
should not be automatic.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > Fraud Claims
[HN24] Although Becher may in certain circumstances
give a plaintiff a second bite at the apple, its generous
formulation is not automatically bestowed on every
litigant. In deciding which cases are appropriate for
Becher discovery, the court must keep in mind the
purpose of Fed. R. Civ. P. 9(b), including avoiding
groundless claims and strike suits, and ensuring that
defendants have been adequately put on notice to enable
them to give meaningful responses. On the other side of
the scale, the court should note the policy in favor of
allowing amendments and trying cases on their merits,
and against dismissals which would deny plaintiffs their
day in court.

Criminal Law & Procedure > Criminal Offenses >
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Racketeering > General Overview
[HN25] 18 U.S.C.S. § 1954 prohibits employees of
welfare benefit or pension plans from accepting bribes.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
[HN26] A parry's failure to oppose specific arguments in
a motion to dismiss results in waiver of those issues.
Issues mentioned in a perfunctory manner,
unaccompanied by some effort at developed
argumentation are deemed waived.

Criminal Law & Procedure > Criminal Offenses >
Racketeering > Extortion > Elements
[HN27] "Extortion" is defined as the obtaining of
property from another, with his consent, induced by
wrongful use of actual or threatened force, violence, or
fear, or under color of official right. 18 U.S.C.S. §
1951(b)(2).

Antitrust & Trade Law > Private Actions > Racketeer
Influenced & Corrupt Organizations > Claims >
General Overview
[HN28] If the pleadings do not state a substantive
Racketeer Influenced and Corrupt Organizations Act
claim upon which relief may be granted, then a
conspiracy claim also fails.

Antitrust & Trade Law > State Civil Action
Evidence > Procedural Considerations > Burdens of
Proof > Allocation
[HN29] The New York Court of Appeals has held that
the Donnelly Act, N.Y. Gen. Bus. Law § 340 et seq.,
having been modeled after the Federal Sherman Act of
1890, should generally be construed in light of Federal
precedent and given a different interpretation only where
State policy, differences in the statutory language or the
legislative history justifies such a result. Thus, the burden
is on the plaintiff to show that the Donnelly Act permits
his claim when federal antitrust law does not.

Contracts Law > Breach > Causes of Action > Elements
of Claims
[HN30] Under New York law, an action for breach of
contract requires proof of (1) a contract; (2) performance
of the contract by one party; (3) breach by the other
party; and (4) damages.

Contracts Law > Formation > General Overview
[HN31] Under New York law, the mere expectation that
a contract will be entered into does not constitute a
contract.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
[HN32] On a motion to dismiss, courts may consider not
only the complaint but also matters fairly incorporated
within it. In a breach of contract claim, this includes the
contract document itself.

Business & Corporate Law > Agency Relationships >
Causes of Action & Remedies > Breach of Fiduciary
Duty > Elements
[HN33] Under New York law, the elements of a breach
of fiduciary duty claim are (1) the existence of a fiduciary
relationship and (2) breach of a fiduciary duty.

Business & Corporate Law > Agency Relationships >
Causes of Action & Remedies > Breach of Fiduciary
Duty > General Overview
[HN34] Under New York law, the general rule is that an
arms-length commercial transaction does not give rise to
a fiduciary relationship between the parties; in most cases
the terms of the contract establish the relationship.
However, a cause of action for breach of fiduciary duty
may survive, for pleading purposes, where the
complaining party sets forth allegations that, apart from
the terms of the contract, the parties created a relationship
of higher trust than would arise from the contract alone.
For example, allegations that the plaintiff was induced to
and did repose confidence in the defendant's knowledge
and expertise to advise him and engage in honest dealings
with the plaintiff's best interest in mind would suffice.

Business & Corporate Law > Agency Relationships >
Agents Distinguished > Joint Venturers
Business & Corporate Law > Joint Ventures >
Formation
[HN35] Under New York law, joint venturers owe each
other a fiduciary duty. New York also recognizes that a
joint venture can be based upon the implied agreement
evidenced by the parties' conduct. The indicia of the
existence of a joint venture are: acts manifesting the
intent of the parties to be associated as joint venturers,
mutual contribution to the joint undertaking through a
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combination of property, financial resources, effort, skill
or knowledge, a measure of joint proprietorship and
control over the enterprise, and a provision for the
sharing of profits and losses.

Estate, Gift & Trust Law > Trusts > Constructive Trusts
[HN36] In New York, the elements that must be
established for a constructive trust claim are: (1) a
confidential or fiduciary relation, (2) a promise, (3) a
transfer in reliance thereon and (4) unjust enrichment.

Bankruptcy Law > Practice & Proceedings >
Jurisdiction > Federal District Courts
[HN37] The federal courts' jurisdiction over bankruptcy
cases is governed by 28 U.S.C.S. § 1334. 28 U.S.C.S. §
1334(a) confers original and exclusive jurisdiction over
"cases under title 11." This jurisdiction includes only the
bankruptcy petition itself, for it is the umbrella under
which all of the proceedings that follow take place. By
contrast, 28 U.S.C.S. § 1334(b) confers original (but not
exclusive) jurisdiction over cases arising under title 11, or
arising in or related to cases under title 11.

Bankruptcy Law > Case Administration >
Commencement > Abstention
Civil Procedure > Federal & State Interrelationships >
Abstention
[HN38] A district court may abstain from hearing any
case "arising under," "arising in" or "related to" cases
under title 11, in the interest of justice, or in the interest
of comity with State courts or respect for State law. 28
U.S.C.S. § 1334(c)(1). Factors that are important are the
extent to which state law issues predominate over
bankruptcy issues, the presence of a related proceeding
commenced in state court, the likelihood that the
commencement of the proceeding in bankruptcy court
involves forum shopping by one of the litigants the
interests of judicial economy, and the existence of
unsettled issues of state law.

Bankruptcy Law > Case Administration >
Commencement > Abstention
Civil Procedure > Federal & State Interrelationships >
Abstention
[HN39] In the context of abstention under 28 U.S.C.S. §
1334(c)(1), the United States Court of Appeals for the
First Circuit's few forays into this area have focused on

whether state or federal law predominates.

Bankruptcy Law > Case Administration >
Commencement > Abstention
Civil Procedure > Federal & State Interrelationships >
Abstention
[HN40] In the context of abstention under 28 U.S.C.S. §
1334(c)(1), the United States Court of Appeals for the
First Circuit has pointed to the factors of judicial comity
and economy, as well as avoidance of forum shopping.
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OPINION

[*135] ORDER ON PENDING MOTIONS

I. INTRODUCTION

The Multidistrict Litigation Panel transferred these
two lawsuits here because of [*136] the pendency of
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MDL No. 1361 (In re Compact Disc Litigation). All
defendants have moved to dismiss both complaints.

I GRANT the motions to dismiss all the federal
claims for failure [**2] to state a claim upon which relief
can be granted (05-cv-118, Counts I-III, V-VII). 1 That
dismissal is with prejudice. I GRANT the Lawyer
defendants' motion to dismiss all the remaining claims
against them on grounds of abstention. That dismissal is
without prejudice, and applies to all remaining counts in
both lawsuits. I GRANT the other defendants' motions to
dismiss all the state law claims against them on the merits
and with prejudice in both lawsuits except as to two
counts against Trans World, Count XI in 05-cv-118, and
Count V in 05-cv-149 (Aiding and Abetting Breach of
Fiduciary Duty). There, the dismissal is on grounds of
abstention and without prejudice. At the end of this
opinion, I also resolve a handful of related motions.

1 Each claim is styled: "First Cause of Action,"
"Second Cause of Action," etc. I find it easier to
refer to the claims as "Count I," "Count II," etc.

II. PROCEDURAL BACKGROUND

The plaintiff, John Deep, is proceeding in this court
without a lawyer. He filed [**3] the first of these two
lawsuits, 05-cv-118, as an adversary proceeding in
Bankruptcy Court for the Northern District of New York
in 2004. Compl., In re Deep, Adv. Proc. No. 04-90037
(Bankr. N.D.N.Y. Feb. 11, 2004). District Judge Kahn
withdrew the bankruptcy reference, Deep v. Recording
Indus. Ass'n of Am., 2005 U.S. Dist. LEXIS 43724, No.
04-mc-055 (N.D.N.Y. Feb. 7, 2005). Deep then amended
his complaint. The MDL Panel transferred the lawsuit
here on June 21, 2005. Deep v. Recording Indus. Ass'n of
America, No. 05-cv-205 (N.D.N.Y. Jun. 21, 2005). Deep
then amended his complaint once again, adding new
parties. Second Am. Compl., No. 05-cv-118 (Docket Item
34).

Deep filed the second lawsuit, 05-cv-149, as a
complaint in New York State Court, Albany County, in
2005. Compl., Deep v. Record Indus. Ass'n of America,
No. 50-05 (N.Y. Sup. Ct. May 4, 2005). He later removed
it to the Northern District of New York under 28 U.S.C. §
1452 (removal of state court actions arising in or related
to bankruptcy proceedings). Notice of Removal, Deep v.
Recording Indus. Ass'n of America, No. 05-cv-693
(N.D.N.Y. Jun. 3, 2005). The MDL Panel transferred it
here on August 1, 2005. [**4] In re Compact Disc

Minimum Adver. Price Antitrust Litig., 2005 U.S. Dist.
LEXIS 43704, No. 05-cv-693 (N.D.N.Y. Aug. 1, 2005)
(order transferring case). Deep then amended the
complaint in this court, adding new parties. First Am.
Compl., No. 05-cv-149 (Docket Item 8).

The complaint in the first lawsuit is now 128 pages
and 551 paragraphs long. In it, Deep has named over 30
different defendants. Second Am. Compl. The second
lawsuit asserts the same state law claims as the first
lawsuit, but no federal claims. First Am. Compl. Both
complaints name as defendants a lawyer and two law
firms: David Boies, Esq.; Boies, Schiller & Flexner, LLP;
and Straus & Boies, LLP ("the Lawyers"); Trans World
Entertainment Corp. ("Trans World"); and numerous
entertainment entities including record companies,
motion picture studios, and the Recording Industry
Association of America ("RIAA") (collectively "the
Record and Movie Companies"). 2 Because the factual
allegations and claims in the second lawsuit mirror those
of the first lawsuit (except for omitting the federal
claims), I shall refer primarily to the first lawsuit [*137]
05-cv-118, and its Second Amended Complaint. 3

2 The complaints differ slightly in which record
companies and motion picture studios are named
as defendants. These differences do not affect the
analysis.

[**5]
3 I cite factual allegations in the form of
"Compl. P ," referring to the Second Amended
Complaint in 05-cv-118. I mean thereby to refer
to the corresponding factual allegation (numbered
differently) in the First Amended Complaint
(05-cv-149) as well.

In his Second Amended Complaint, Deep covers a
number of newsworthy topics of the past few years,
including Attorney David Boies's representation of Vice
President A1 Gore in Bush v. Gore, Compl. P 2; the
Napster litigation, id.; investigations of Tyco, Adelphia
and accounting firm Deloitte & Touche, id. PP 19, 26;
kickbacks and payola in the music industry extending to
"a major chain of radio stations," Clear Channel, id. P
112; investigations by New York Attorney General Elliot
Spitzer, id. PP 113-14; congressional testimony of singer
Sheryl Crow before the late Congressman Sonny Bono,
id. P 135; bootlegging of CDs and DVDs, id. PP 107-09;
proper accounting rules for the recording industry, id. PP
121-31; and the controversy over an arrangement by
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which Attorney David Boies and his related law firms
allegedly [**6] steered client business to a litigation
support company, Amici LLC, without disclosing his or
his family's ownership of Amici, id. PP 11-20.

Deep describes an alleged conspiracy by which
"Labels and Studios" 4 schemed to inflate their revenue
and profits by paying kickbacks to Trans World, a
distributor. The conspiracy allegedly involved bribes,
slush funds, fraudulent accounting practices, bid-rigging,
kickbacks, and other devices, id. PP 93-96 ff.; phantom
credits and other practices by which the "Labels and
Studios" defrauded artists of their rightful royalties, id.
PP 132-40; and a variety of other apparently sordid
dealings (for example, "a massive fraud in which
consumers, investors and artists are deceived," id. P 104).

4 By this term, Deep says that he means "major
labels, studios and distributors," Compl. P Intro.,
referring to businesses that produce prerecorded
music or movies and distribute them, id. PP
314-15.

Deep claims the following relationship to the events
he describes. [**7] He says that he invented a method of
determining the price a consumer is willing to pay for an
item online, a method that Deep says can be used
successfully for "targeted marketing of discounted
prices," id. P 31; in another part of the complaint, the
invention becomes one for downloading
video-on-demand, id. P 396; and he also refers to it as
"sharing with buddies," id. P 78. At the time, Deep called
his invention Aimster. 5 [*138] Deep shopped the
invention to Trans World and in September 2000
obtained a meeting with Trans World. Attending were
Trans World CEO Robert Higgins, Trans World CFO
John Sullivan, and Boies-Schiller lawyer Michael Endler.
Id. P 78. During the meeting, Higgins introduced Deep to
a person named Bill Duker. Id. P 79. 6 After the meeting,
"in a private discussion," Higgins told Deep that he
would ask Bill Duker to represent Higgins in purchasing
an interest in Deep's invention. Id. P 80. Duker and Deep
met later accordingly, and discussed how Deep's
invention could be used and the structure for benefiting
Higgins. 7 "Bill Duker then advised [Deep] that [Deep]
engage Boies-Schiller as [Deep's] lawyers." Id. P 88.
Duker agreed to [**8] contact attorney David Boies on
Deep's behalf. Id. "[A]s a result of Bill Duker's promise
to [Deep] in September 2000 . . . David Boies sent his
letter to [Deep] dated November 15, 2000," thereby

allegedly agreeing to represent Deep. Id. P 89. Deep now
claims that David Boies and related law firms had an
undisclosed conflict of interest because they were
representing Trans World at the same time in the In re
Compact Disc Litigation in this court. Compl. P 163.

5 This is a narrower description than Judge
Aspen provided in 2002:

Aimster is a file sharing service
that allows its members to identify
large numbers of similarly situated
users with whom they can transfer
files in encrypted form and send
instant messages. Aimster is the
brain child of Defendant John A.
Deep, who also founded Defendant
BuddyUSA, Inc. . . . to develop the
software and Defendant
AbovePeer, Inc. . . . to operate the
system . . . .

In re Aimster Copyright Litig., 252 F. Supp. 2d
634, 638 (N.D. Ill. 2002).

According to Deep, Aimster
performs two fundamental
functions. First, it allows its users
to send messages or transfer files
to other users by facilitating the
creation of direct user-to-user (or
peer-to-peer) networks. Through
the use of encryption technology
contained within the Aimster
software, the individual users are
assured of complete privacy in
their online transaction. . . .
Aimster's second fundamental
function, according to Deep, is to
allow users to identify other
"buddies" who have similar
interests and who may wish to
correspond and exchange files.

Id. at 641 (citations omitted). Judge Aspen
preliminarily, enjoined the use of Aimster because
of copyright infringement. The Seventh Circuit
affirmed. In re Aimster Copyright Litig., 334 F.3d
643 (7th Cir. 2003).

[**9]
6 Deep alleges that Bill Duker is a disbarred

Page 487



lawyer and convicted felon, Compl. P 152, and
was also involved with Amici LLC and other
Boies-Schiller related ventures, id. P 247.
7 Here, Deep seems to be accusing Higgins of
taking a corporate opportunity that appropriately
belonged to Trans World. But sometimes Deep
refers to the arrangements as benefiting Trans
World.

According to Deep, that undisclosed conflict infected
all that followed, including how Deep paid Boies
(allegedly in part through an ownership option in Aimster
that ended up in a company controlled by Boies's family 8

the structuring of Deep's deal with Trans World;
concealed payments by Boies to Duker, who then
allegedly used the money to buy Deep's assets on behalf
of Trans World and the Labels and Studios, Compl. P 3,
or according to later allegations, on behalf of all these
entities and Boies as well, id. PP 5, 10; the use of these
and other payments in creating Amici, id. P 11, which
Boies or Boies's family allegedly controlled; Amici's
unauthorized use of Deep's Aimster technology to
conduct Amici's [**10] business of litigation support
services, id. PP 12-13 (which, without the benefit of
Deep's involvement, was defective, id. P 19); all resulting
in a conspiracy "to manipulate the market for digital
music and movies by fraudulently financing and
controlling [Deep's] business using undisclosed
kickbacks and earn outs," id. P 22. The scheme or
conspiracy allegedly continued into Deep's bankruptcy
proceedings. Id. P 23. According to Deep, the named
lawyers/law firms conspired with other lawyers and with
one of Deep's accountants, as a result of which these
others received excessive and undisclosed compensation,
id. P 24; and they concealed litigation from Deep (here
Deep refers to the notorious Tyco and Adelphia disputes,
matters of national media interest), and in particular the
settlement of In re Compact Disc Litigation in this
District, id. P 26.

8 The assertion is confusing because Deep
describes Aimster as an unincorporated joint
venture between him and Trans World, but
describes Boies's ownership as a 15% option that
was exercised. From other allegations I am aware
that Deep has other companies and does not
always distinguish between his and his
corporations' ownership interests. The stock
ownership alleged here is probably in BuddyUSA,
Inc. See Compl. P 153 ff.

[**11] Deep claims to have lost and seeks to
recover over $ 1 billion because of the settlement [*139]
of the In re Compact Disc Litigation in this District; over
$ 10 million in an undescribed controversy with AOL; 9

over $ 1.02 billion in the In re Aimster Copyright
Litigation in the Northern District of Illinois; 10 $ 10
million paid by Tyco and Adelphia to Amici; $ 40
million paid by other Boies-Schiller clients to Amici; and
unknown other amounts. Id. P 30.

9 According to the Lawyers' response, it was a
trademark dispute (allegedly the first three letters
of "Aimster" stand for AOL Instant Messaging),
and ultimately resulted in a name change to
Madster. Lawyers Mot. to Dismiss Compl. with
Incorporated Mem. of Law ("Lawyers Mem.") at
5 (Docket Item 56).
10 This is the litigation mentioned in note 5,
supra.

The nub of Deep's allegations appears to be his claim
that his invention, Aimster, was worth a lot of money; but
that the Lawyers, Trans World, Duker, and the "Labels
and Studios" all stole [**12] it from him or prevented its
success (for varying reasons), and were wrongly enriched
at his expense. He makes claims of fraud on this court in
the In re Compact Disc Litigation settlement and on other
courts in other cases; claims under federal antitrust laws,
Sarbanes-Oxley, federal RICO, and federal bankruptcy
law (automatic stay and fraudulent transfer); claims under
New York antitrust and consumer protection law and
New York common law involving breach of fiduciary
duty, aiding and abetting the fiduciary breach, breach of
contract, negligence, conspiracy, tortious interference
with business relations, piercing the corporate veil,
declaratory and injunctive relief, and constructive trust
for unjust enrichment. 11

11 The federal claims are: fraud on the court
(Count I); antitrust violations (Counts II-III);
bankruptcy violations (Count V); Racketeering
Influenced and Corrupt Organizations Act (RICO)
violations (Count VI); and Sarbanes-Oxley Act
violations (Count VII). The New York claims are:
deceptive acts and practices and state antitrust
violations (Count IV); breach of fiduciary duty
(Count VIII); breach of contract (Count IX);
negligence (Count X); aiding and abetting breach
of fiduciary duty (Count XI); conspiracy (Count
XII); tortious inference with contract (Count
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XIII); piercing the corporate veil (Count XIV);
declaratory and injunctive relief (Count XV); and
constructive trust for unjust enrichment (Count
XVI).

[**13] III. WHETHER DEEP'S CLAIMS ARE
BARRED OR RELEASED BY THE SETTLEMENT
IN MDL 1361

The Record and Movie Companies argue that Deep's
complaints should be dismissed in their entirety because
all his claims are released and barred under the settlement
order entered in In re Compact Disc Litigation. Record &
Movie Cos. Mot. to Dismiss Second Am. Compl. &
Incorporated Mem. of Law ("Record & Movie Cos.
Mem.") at 32-36 (Docket Item 44). Trans World adopts
their arguments. Trans World Mot. to Dismiss &
Incorporated Mem. of Law (Trans World Mem.) at 28
(Docket Item 42). It is well-established that [HN1] "[i]n
an appropriate case, an affirmative defense may be
adjudicated on a motion to dismiss for failure to state a
claim." In re Colonial Mortgage Bankers Corp., 324 F.3d
12, 16 (1st Cir. 2003). Nevertheless, I conclude that the
defendants' argument fails; Deep's claims are not barred
or released.

The In re Compact Disc Litigation court-approved
settlement resolved consumer claims related to allegedly
higher prices paid for compact discs at retail during the
period 1995-2000. See In re Compact Disc Litig., MDL.
No. 1361, 2003 WL 21685581, *9 (D. Me. Jul. 18,
2003). [**14] The plaintiff class there asserted that the
higher prices were due to an antitrust conspiracy (music
manufacturers, distributors, [*140] and retailers) to
stabilize minimum advertised prices. By contrast, none of
Deep's claims, antitrust or otherwise, involves a
consumer injury at all. Instead, his antitrust theories are
based on his being a market participant or competitor, not
a consumer; the rest of his claims are premised on an
entirely different set of facts involving other court
proceedings in which he has been involved, alleged
misconduct by the Lawyers, or a business relationship
that he had with Trans World. Because his claims are not
those asserted or resolved in In re Compact Disc
Litigation, they are not barred or released by that case's
Final Judgment and Order.

IV. RULE 12(B)(6) ANALYSIS

[HN2] In deciding the motions to dismiss, I "accept
as true all the factual allegations in the complaint and

construe all reasonable inferences in favor of the
plaintiff[]." Alternative Energy, Inc. v. St. Paul Fire &
Marine Ins. Co., 267 F.3d 30, 33 (1st Cir. 2001). I
construe Deep's complaint liberally, considering the fact
that he is proceeding without [**15] a lawyer, Ahmed v.
Rosenblatt, 118 F.3d 886, 890 (1st Cir. 1997), and I will
dismiss only if "it appears to a certainty" that Deep
cannot "recover under any set of facts" consistent with
the allegations set forth in his two complaints. Me. Coast
Mem'l Hosp. v. Sargent, 369 F. Supp. 2d 61, 63 (D. Me.
2005) (quoting State St. Bank & Trust Co. v. Denman
Tire Corp., 240 F.3d 83, 87 (1st Cir. 2001)). I apply New
York law to the state claims; all parties assume that it
applies and none contests that assumption.

A. Fraud on the Court

Deep asserts fraud on the court as Count I of both
lawsuits. The Second Amended Complaint bases this
claim upon his allegation that the Lawyers represented
Trans World in the In re Compact Disc Litigation without
his knowledge at the same time that they were
representing Deep elsewhere, Compl. P 299; Deep's
assertion that the Lawyers knew that the representations
were adverse, id. P 300; the Lawyers' letter to this court
in July 2005 denying any impropriety, id. PP 301-02; the
absence of any waiver by Deep, id. P 303; and his
assertion that the Lawyers "deliberately concealed from
[**16] this Court" the relationship Deep had with Trans
World, id. P 305, and failed to provide discovery. 12

Deep says that there was "related fraud perpetrated" upon
the Northern District of Illinois in In re Aimster
Copyright Litigation, id. P 309, and upon the Eastern
District of Virginia in AOL v. John Deep, id. P 310.
Under Fed. R. Civ. P. 60(b), Deep asks to have the
judgment vacated in this and other courts. He apparently
also seeks damages for "fraud upon the court." Pl.'s Opp'n
to Mot. to Dismiss ("Opp'n") at 1-4 (Docket Item 57).

12 This assertion is in P 372, part of Deep's
anti-trust claim. But in his opposition to the
motion, he characterizes it as part of the fraud
claim. Pl. Opp'n to Mot. to Dismiss ("Opp'n") at
12 (Docket Item 57).

In seeking to dismiss this count, the Lawyers argue
that Deep has failed to state a cause of action or even
allege damages, focusing their attention on the July 2005
letter. Lawyers Mem. at 18. Deep responds that [**17]
the July 2005 letter was only the "begin[ning] . . .
assertion," and adds allegations from other Counts. Opp'n

Page 489



at 11-12. Although he does not develop it in his
opposition, Deep's Second Amended Complaint does
have a lengthy section devoted to his factual allegations
of fraud on the court. Compl. PP 172-228.

[HN3] Fraud on the court occurs when "a party has
sentiently set in motion some unconscionable scheme
calculated to interfere [*141] with the judicial system's
ability impartially to adjudicate a matter . . . ." Aoude v.
Mobil Oil Corp., 892 F.2d 1115, 1118 (1st Cir. 1989);
Geo. P. Reintjes Co., Inc. v. Riley Stoker Corp., 71 F.3d
44, 48 n.5 (1st Cir. 1995). It requires "the most egregious
conduct involving a corruption of the judicial process
itself." Roger Edwards, LLC v. Fiddes & Son Ltd., 427
F.3d 129, 133 (1st Cir. 2005) (quoting 11 Wright, Miller
& Kane, Federal Practice & Procedure § 2870 (2d ed.
1995)). The courts' power to deal with such fraud is
inherent and rooted in equity, for courts "cannot lack the
power to defend their integrity against unscrupulous
marauders . . . ." Aoude, 892 F.2d at 1119. 13

13 The few authorities to address the issue are
split on whether a plaintiff can bring an
independent damages action for fraud on the
court. Compare Bezanson v. Gaudette (In re R &
R Assoc.), 248 B.R. 1, 6 (Bankr. D.N.H. 2000)
("[M]ost courts have ruled that jurisdiction is
limited to granting relief from the judgment or
order."); Chewning v. Ford Motor Co., 35 F.
Supp. 2d 487, 491 (D.S.C. 1998) ("[No authority]
suggest[s] the existence of an independent action
for damages."); Andersen v. Roszkowski, 681 F.
Supp. 1284, 1292 (N.D. Ill. 1988) ("[T]his Court
does not have subject-matter jurisdiction to award
money damages for fraud on the court."), aff'd
894 F.2d 1338 (7th Cir. 1990) (unpublished
order) with Chmil v. Rulisa Operating Co. (In re
Tudor Assocs.), 1990 U.S. Dist. LEXIS 20945,
1990 WL 546146, *7 (E.D.N.C. Apr. 30, 1990)
(affirming bankruptcy court's decision to impose
equitable lien on creditor's claim and award
damages, after creditor committed fraud on court
in underlying bankruptcy petition); Robinson v.
Volkswagenwerk AG, 56 F.3d 1268, 1273, 1274
n.6 (10th Cir. 1995) (stating that party can "obtain
relief from a fraudulently obtained judgment" by
filing "an independent action for damages," but
also affirming district court's conclusion that
"plaintiffs could not pursue their claims for
damages without first obtaining relief from the

judgment"). Because I conclude that Deep has not
shown a fraud on the court, I do not address the
availability of damages.

[**18] (1) The Lawyers

(a) MDL 1361 In re Compact Disc Litigation,
District of Maine, 2001--present

Deep's primary claim of fraud on the court deals with
the In re Compact Disc Litigation in this court. Deep
claims that his Lawyers' undisclosed conflict of interest
worked a fraud upon this court and caused him financial
harm. Compl. PP 304-11. Deep states that the Lawyers
did not disclose their simultaneous representation to him
or the court, and that this nondisclosure caused him
financial harm because he was made a party to the In re
Compact Disc Litigation settlement (by dint of his
relationship with Trans World) and yet was excluded
from sharing in the settlement proceeds. Id. P 308. 14 He
requests as relief "all damages proximately caused by the
fraud upon the court." Id. P 311.

14 Trans World was a defendant in the In re
Compact Disc Litigation. It did not share in the
settlement proceeds, but contributed to them. In re
Compact Disc Litig., MDL No. 1361, 2003 WL
21685581, *2 (D. Me. Jul. 18, 2003).

[**19] I have already explained that Deep's claims
are not those of the consumer class in In re Compact Disc
Litigation. He has no standing to open the judgment or to
challenge the adequacy of discovery in that lawsuit.
Moreover, Deep's allegations do not demonstrate a fraud
on this court. [HN4] An undisclosed conflict of interest
may be grounds for a malpractice lawsuit against the
Lawyers, but alone it does not meet the Aoude or Roger
Edwards standard for vacating a judgment. Cf.
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 264, 64 S. Ct. 997, 88 L. Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (1944) (fraud on the court "involves far
more than an injury to a single litigant"); [*142] Wright,
et al., supra, § 2870 ("Nondisclosure by a party or the
party's attorney has not been enough [to find fraud on the
court]."); United States v. Buck, 281 F.3d 1336, 1342
(10th Cir. 2002) ("[O]nly the most egregious misconduct,
such as bribery of a judge or members of a jury, or the
fabrication of evidence by a party in which an attorney is
implicated will constitute a fraud on the court. Less
egregious misconduct, such as nondisclosure to the court
of facts allegedly pertinent to the matter before it, will
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[**20] not ordinarily rise to the level of fraud on the
court.") (quoting Weese v. Schukman, 98 F.3d 542,
552-53 (10th Cir. 1996). 15

15 Contrary to the assertions of Compl. PP
281-90, there is no fraud upon the court in the
July 15, 2005, letter to me docketed as Docket
Item 19 in 05-cv-118. As the letter states, Boies,
Schiller & Flexner LLP is not counsel of record
for Trans World in the current lawsuits.

In his opposition to the motion to dismiss, Deep
refers only in passing to his claim that this court has
jurisdiction to, and should, examine and set aside the
judgments of other courts for fraud. Opp'n at 16.
Nevertheless, I examine each of his other claims.

(b) In the Northern District of New York, April,
2001

Deep alleges that his former lawyers also committed
a fraud on the court in the Northern District of New York
in April, 2001. The Lawyers allegedly represented Deep
there. 16 Compl. PP 172-75. The alleged fraud on that
court occurred, Deep contends, when the Lawyers did not
[**21] tell him that they were simultaneously
representing Trans World in In re Compact Disc
Litigation. Id. P 177. Deep does not allege that the
Lawyers misrepresented their unrelated representation of
Trans World to the Northern District of New York court
itself. I conclude, therefore, that Deep's allegations are
insufficient.

16 Deep asserts that in that case BuddyUSA (one
of his companies) had an interest adverse to his
own, Compl. P 172, and that Trans World was a
significant shareholder in BuddyUSA, id. P 173.
He says that the Lawyers represented him, not
Trans World, in that court. Id. PP 172-75.

(c) In the Department of Justice Investigation,
Summer, 2001 Deep alleges that the Department of
Justice investigated the Record and

Movie Companies for certain antitrust violations in
the summer of 2001. Id. P 178. He states that he was
asked to provide information relevant to the investigation
during an interview, and that the Lawyers advised him
"not to answer any questions involving [**22] Tran
World," because Trans World "would be providing its
own information . . . separately." Id. P 180. Deep asserts

that Trans World purposefully never provided its own
information. Id. P 184. Quite simply, this is not a claim
for fraud on the court. The Department of Justice is not a
court.

(d) In the Judicial Panel on Multidistrict Litigation,
the Eastern District of Virginia and the Northern
District of Illinois, December, 2001

It is difficult to understand the thrust of these
allegations at PP 186-204. Apparently, Deep alleges that
the Lawyers had the same conflict of interest in these
other courts that they had in this court (i.e., that they
represented Trans World in In re Compact Disc Litigation
while they represented Deep before these other courts).
See id. P 202. To the extent that this is the claim, it fails
for the reasons already given, that an undisclosed conflict
of interest does not rise to fraud on the court. Deep might
also be alleging that David [*143] Boies and Boies,
Schiller & Flexner committed malpractice by retaining
Straus & Boies as "liaison counsel in Virginia," or by not
taking certain actions during discovery, or by continuing
to [**23] represent him even after Boies, Schiller &
Flexner acknowledged that it had a conflict of interest. Id.
PP 188-90. He might be alleging that Straus & Boies also
committed malpractice. Id. P 189. Such claims fail for the
reason given already: [HN5] malpractice is a wrong
visited upon a "single litigant," not a fraud upon the
court.

(e) In the Northern District of New York
Bankruptcy Court, throughout 2002

Deep alleges that the Lawyers represented him in
Bankruptcy Court while they represented Trans World
here in In re Compact Disc Litigation, that this was an
undisclosed conflict of interest, id. P 211, and that the
Lawyers committed malpractice by failing to conduct
discovery in his cases properly, id. PP 205-10. These
allegations fail to state claims of fraud on the court, for
the reasons I have given previously. 17

17 I am aware of authority suggesting that
bankruptcy court practice has a higher standard
because the bankruptcy rules require detailed
written disclosure before a lawyer can be
appointed by the court. See Fed. R. Bankr. P.
2014 (bankruptcy lawyer's application for
employment by estate must state "to the best of
the applicant's knowledge, all of the [lawyer's]
connections with the debtor, creditors, any other
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party in interest, their respective attorneys and
accountants, the United States trustee, or any
person employed in the office of the United States
trustee"). Pearson v. First N.H. Mortgage Corp.,
200 F.3d 30, 38 (1st Cir. 1999); see also In re
eToys, Inc., 331 B.R. 176 (Bankr. D. Del. 2005);
Bezanson v. Gaudette (In re R & R Assoc.), 248
B.R. 1 (Bankr. D.N.H. 2000). Deep has not
asserted that the Lawyers ran afoul of this
standard in their bankruptcy representation in the
Northern District of New York.

[**24] (f) In the Northern District of Illinois,
September through November, 2002

Deep alleges that during his bankruptcy case he
identified AbovePeer Inc. (one of his companies) as
having an adverse interest in his bankruptcy estate. Id. PP
212-14. Because of this conflict between him and
AbovePeer, he asked Boies, Schiller & Flexner to
withdraw its representation of him in the Northern
District of Illinois in the copyright case, In re Aimster
Copyright Litigation. Id. P 215. He asserts that the firm
moved to withdraw, but failed to disclose the potential
conflict of interest as a reason. Id. P 216. As I have
already said, failure to disclose a conflict is not a fraud
upon the court.

The motion to withdraw was denied, however, id. P
217, and Deep alleges that the "concealment of its
conflict of interest was a fraud perpetrated upon the court
that caused [him] to be subject to an injunction entered on
October 30, 2002, that shut down [his] business," id. P
220. In an effort to demonstrate that the "concealment"
was a fraud on the court, Deep asserts that his lawyers
later renewed the motion, this time including as a reason
the potential conflict of [**25] interest, and "[a]s a result
of Boies Schiller finally admitting . . . its conflict of
interest to the court, [the] motion to withdraw was
granted." Id. P 226. 18 Not only is there still no allegation
of the necessary affirmative misrepresentation, but there
is also nothing in the court's order to support Deep's
interpretation. The court stated:

[A] partner in the firm of Boies, Schiller
& Flexner advised this Court that the firm
and Defendant Deep "reached an
agreement" on September [*144] 17,
2002 that its withdrawal "would be in
Defendant's best interest." [The lawyer]

explained that there is a "difference
between client and counsel as to the
manner in which the action should be
defended" that prevents counsel "from
rendering effective assistance . . . to
Defendants."

This Court deems that Defendants'
counsel have demonstrated that good
cause exists for their withdrawal from
representing Defendants in this matter. We
therefore grant Defendants' counsel
motion to withdraw.

In re Aimster Copyright Litig., No. 01-C-8933 (N.D. Ill.
Nov. 4, 2002) (Docket Item 58) (citations removed). 19

18 Deep also adds at P 225 the undisclosed
conflict of representing Trans World in In re
Compact Disc Litigation.

[**26]
19 [HN6] I may properly consider "matters of
public record in deciding a Rule 12(b)(6) motion."
Greene v. Rhode Island, 398 F.3d 45, 48-49 (1st
Cir. 2005) (quoting Boateng v. InterAmerican
Univ., Inc., 210 F.3d 56, 60 (1st Cir. 2000)). The
public record includes filings in other cases. See
In re Colonial Mortgage Bankers Corp., 324 F.3d
at 16-17 (looking to complaint filed in other case
to determine whether affirmative defense
satisfied).

I make no determination as to whether there is any
basis for bar discipline or a legal malpractice lawsuit
against the Lawyers. But there is no sufficient allegation
to support Deep's claim of fraud on the court. I therefore
DISMISS Count I as to the Lawyers from both
complaints.

(2) The Record and Movie Companies

Deep does not allege in the complaint that the
Record and Movie Companies committed fraud on the
court. 20 Therefore, I DISMISS Count I as to the Record
and Movie Companies from both complaints.

20 In his opposition, Deep argues that the
Record and Movie Companies are implicated in
allegations of fraud on the court. Opp'n at 11-12.
But his arguments are based on vague assertions
of "collusion," and they do not change the fact
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that his complaints fail to allege any conduct by
the Record and Movie Companies that could
constitute fraud on the court (except for a
conclusory assertion that they were part of an
"inducement of or conspiracy in the fraud. . . ."
Compl. P 311.

[**27] (3) Trans World

The complaint, taken as a whole, could fairly be read
to allege that Trans World had knowledge of the
Lawyers' simultaneous representation of Deep and Trans
World in all the foregoing courts or fora. See Compl. P
88 (alleging that an agent of Trans World, Bill Duker,
advised Deep to retain the Lawyers). Nevertheless, this
Count fails as to Trans World for the same reasons that it
fails as to the Lawyers: Deep has not alleged that Trans
World made any affirmative misrepresentation to a court.
Therefore, I DISMISS Count I as to Trans World from
both complaints.

B. 60(b)(3) Fraud

Deep says that if his claim for fraud on the court
does not survive, he should be able to proceed under
[HN7] Fed. R. Civ. P. 60(b)(3), Opp'n 14-16, which
permits attack on a final judgment for "fraud . . . of an
adverse party." Deep has not provided factual allegations
in his complaint to support such a claim. It therefore fails.

C. Sarbanes-Oxley Claim

This is Count VII of the Second Amended Complaint
(05-cv-118). It is not asserted in the First Amended
Complaint (05-cv-149).

In this Count, Deep alleges [**28] that the
defendants conspired to violate the Sarbanes-Oxley Act,
18 U.S.C § 1513(e). Compl. PP 492-93. A liberal reading
suggests that Deep is alleging that the defendants took
harmful action against him because [*145] he
"conveyed truthful information to the Department of
Justice . . . relating to the possible commission [by the
Record Companies] of the federal offenses of criminal
antitrust violations and securities fraud." Compl. P178. In
retaliation for this "whistleblowing," Deep contends,
Hilary Rosen (the president of a Record Company
defendant) directed Robert Higgins (the president of
Trans World) to "fire" Deep by telling Higgins over the
phone "Let's just work this out." Compl. P 184.

The Record and Movie Companies argue that U.S.C.
§ 1513(e) creates no private cause of action, and that only
18 U.S.C. § 1514A confers a private right of action to
remedy whistleblowing. Because section 1514A requires
an actual employment relationship, they contend that
Deep may not assert this claim. 21 Record & Movie Cos.
Mem. at 29-30. Trans World and the Lawyers adopt these
arguments. Trans World Mem. at 30; Lawyers Mem. at 8
n.9. Deep concedes [**29] that he was not an employee
(and thus cannot meet the requirements of 18 U.S.C. §
1514A), Opp'n at 19, but argues that "Congress implied a
private cause of action for a class of persons like [him]
[with 18 U.S.C. § 1513(e)], though it did not expressly
provide one," id. at 20.

21 See 18 U.S.C. 1514A(a) ([HN8] "No
[publicly traded] company . . . may discharge,
demote, suspend, threaten, harass, or in any other
manner discriminate against [a whistleblower]
employee in the terms and conditions of
employment . . . ."); id. § 1514A(b)(1) (conferring
standing to sue in district court upon any "person
who alleges discharge or other discrimination . . .
in violation of subsection (a)").

[HN9] 18 U.S.C. § 1513(e) prohibits "knowingly,
with the intent to retaliate, tak[ing] any action harmful to
any person . . . for providing to a law enforcement officer
any truthful information relating to the . . [**30] .
possible commission of any Federal offense . . . ." 18
U.S.C. § 1513(e). But this provision is criminal, not civil.
It prescribes fines or imprisonment of up to ten years as
punishment. See Carnero v. Boston Scientific Corp., 433
F.3d 1, 10 (1st Cir. 2006) (18 U.S.C. § 1513 "provid[es]
criminal sanctions for retaliation") (emphasis supplied). It
therefore does not grant Deep a private right of action.
Private citizens "lack[] a judicially cognizable interest in
the prosecution or nonprosecution of another." Linda R.
S. v. Richard D., 410 U.S. 614, 619, 93 S. Ct. 1146, 35 L.
Ed. 2d 536 (1973); see also Cok v. Cosentino, 876 F.2d 1,
2 (1st Cir. 1989) (per curiam) ("Generally, a private
citizen has no authority to initiate a federal criminal
prosecution."). [HN10] As the Seventh Circuit has stated:

Criminal statutes, which express
prohibitions rather than personal
entitlements and specify a particular
remedy other than civil litigation, are . . .
poor candidates for the imputation of
private rights of action. . . . [T]he Supreme
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Court has been unwilling to treat criminal
laws as implying private entitlements
[**31] . . . and has held that the victims of
crime therefore lack any legal right to
compel a criminal prosecution. That
reluctance to form private entitlements
from criminal prohibitions blocks the
judicial creation of private rights of action
as well.

Chapa v. Adams, 168 F.3d 1036, 1038 (7th Cir. 1999)
(citations omitted); see also Alexander v. Sandoval, 532
U.S. 275, 289, 121 S. Ct. 1511, 149 L. Ed. 2d 517 (2001)
("Statutes that focus on the person regulated rather than
the individuals protected create no implication of an
intent to confer rights on a particular class of persons.")
(quoting California v. Sierra Club, 451 U.S. 287, 294,
101 S. Ct. 1775, 68 L. Ed. 2d 101 (1981) [*146]
(quotation marks omitted)).

Accordingly, I DISMISS Count VII from the
05-cv-118 complaint as to all defendants.

D. Federal Antitrust Claims

These are Counts II and III of the Second Amended
Complaint (05-cv-118). They are not asserted in the First
Amended Complaint (05cv149).

In Counts II and III, Deep asserts both per se and
rule of reason violations of § 1 of the Sherman Act, 15
U.S.C. § 1, alleging wide-ranging antitrust conspiracies
involving all the defendants. Although [**32] Deep
mentions various alleged promotional schemes and
kickbacks, his allegations boil down to three theories of
antitrust conspiracy. First, he asserts that the defendants
engaged in a price-fixing conspiracy to maintain the
minimum prices of retail CDs, and that he was harmed as
a provider of a technology that calculated discount prices
of CDs. Second, he alleges that the defendants engaged in
a concerted refusal to license copyrighted musical
recordings in order to prevent competition in online
music distribution. Third, he asserts that the defendants
engaged in a price fixing conspiracy and a concerted
refusal to license copyrighted movies in order to prevent
competition in the online "video-on-demand" market.

The Record and Movie Companies assert that Deep's
antitrust claims should be dismissed because he has failed
to allege antitrust standing or antitrust injury, and that he
is otherwise an improper plaintiff according to the factors

of Associated General Contractors of Cal. v. Cal. State
Council of Carpenters, 459 U.S. 519, 103 S. Ct. 897, 74
L. Ed. 2d 723 (1983). Record & Movie Cos. Mem. at
12-20. They also argue that he has not sufficiently alleged
a conspiracy. Record & Movie Cos. Mem. at [**33]
20-23. Trans World and the Lawyers adopt these
arguments. Trans World Mem. at 28-30; Lawyers Mem.
at 8.

[HN11] The First Circuit has instructed that the six
factors set forth in Associated General Contractors "must
be evaluated on a case-by-case basis to determine
whether a plaintiff has standing to bring an antitrust
action." Serpa Corp. v. McWane, Inc., 199 F.3d 6, 10
(1999). 22 Although, no single factor is dispositive, "the
absence of antitrust injury weighs heavily against a grant
of standing." Sullivan v. Tagliabue, 25 F.3d 43, 47 n. 9
(1st Cir. 1994). Antitrust injury is an "injury of the type
the antitrust laws were intended to prevent and that flows
from that which makes defendants' acts unlawful." Serpa
Corp., 199 F.3d at 10 (quoting Brunswick Corp. v.
Pueblo Bowl-O-Mat, Inc., 429 U.S. 477, 489, 97 S. Ct.
690, 50 L. Ed. 2d 701 (1977). "[T]he presumptively
'proper' plaintiff [to allege an antitrust injury] is a
customer who obtains services in the threatened market
or a competitor who seeks to serve that market." SAS of
Puerto Rico v. Puerto Rico Tel. Co., 48 F.3d 39, 44 (1st
Cir. 1995). The First Circuit has made [**34] it clear
that suppliers are not preferred plaintiffs. Id. In general,
suppliers are "held not to have suffered 'antitrust injury'. .
. ." Id. Suppliers may [*147] have an antitrust claim if
the supplier "is a participant in the very market where
competition is impaired." Id.

22 [HN12] These factors are:

(1) the causal connections
between the alleged antitrust
violation and the harm to the
plaintiff; (2) an improper motive;
(3) the nature of the plaintiff's
alleged injury and whether the
injury was of a type that Congress
sought to redress with the antitrust
laws ("antitrust injury"); (4) the
directness with which the alleged
market restraint caused the asserted
injury; (5) the speculative nature of
the damages; and (6) the risk of
duplicative recovery or complex
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apportionment of damages.

Serpa Corp., 199 F.3d at 10.

(1) The alleged conspiracy to maintain minimum
retail CD prices

Deep asserts that the record companies conspired to
maintain the minimum advertised price [**35] of retail
CDs, thereby maintaining higher prices for consumers.
See, e.g., Compl. PP 351, 355, 363-64. He asserts that in
order to maintain their prices, the Record Companies
exerted financial pressure on Trans World to "impose
increased pricing policies, rather than use" Deep's
technology, id. P 351; "prosecuted unlawful and sham
litigation" against Deep "to interfere with and delay"
development of his technology, id. P 356; and "prevented
[Trans World] from performing its contractual obligation
to [Deep] . . . to track and make payments of promotional
funds . . .", id. P 365. As a consequence of these
combined actions, Deep alleges, he "was effectively
forced out of . . . business." Id. P 380.

Under this first theory of antitrust conspiracy, Deep
alleges impaired competition in the retail CD market.
Deep does not allege, however, that he was a consumer
who paid a higher price for CDs or that he was a
competitor adversely affected by the minimum advertised
pricing. Instead, Deep alleges that he developed a
technological product (Aimster), which he licensed to
Trans World. 23 That technology, Aimster, was designed
to determine a consumer's discount CD price [**36]
online, and was intended to be used by Trans World in its
retail sale or distribution of CDs. Deep expected to
receive profits based on Trans World's use of his
technology. Id. P 336 (alleging that Deep would be
entitled to "remuneration based on [Trans World's]
conduct of business" in consideration for granting Trans
World exclusive rights to his "targeted-marketing
invention.").

23 Deep has alleged on the one hand that Trans
World is a co-conspirator of the Record and
Music Companies, see id. PP 318-19, and on the
other hand that it was coerced by the Record and
Music Companies (rather than voluntarily
agreeing) to do what it did, id. P 351. If Trans
World was a co-conspirator, Deep was a would-be
supplier to an antitrust violator that "in the course
of its own violation allegedly breached its
agreement to use" Deep's technology. As such, he

has no standing. SAS of Puerto Rico, 48 F.3d at
44. Alternatively, if Deep's theory is that Trans
World was a victim of the record companies'
conspiracy, Deep nevertheless lacks standing. See
id. ([HN13] a "supplier who suffers because an
antitrust violation curtails a business that would
otherwise have purchased from [it]" has not
"suffered antitrust injury") (internal quotation
marks omitted).

[**37] Deep does not bring his claim as either a
consumer or a competitor in the CD retail market but as a
supplier of a technological product that Trans World (a
CD distributor) refused to use. 24 [HN14] As a supplier
he is disfavored as a plaintiff. SAS of Puerto Rico, 48
F.3d at 44. Although the First Circuit has recognized that
"there may be some instances where presumptively
disfavored plaintiffs do have standing to bring an antitrust
action," see Serpa Corp., 199 F. 3d at 12, Deep has not
provided any reason why he fits the exception, and "good
cause" is required. SAS of Puerto Rico, 48 F.3d at 45.
Furthermore, Deep's injuries flow from an alleged breach
of contract, unlawful transfer of proprietary information,
and breach of fiduciary duty. [*148] These are not the
type of injury that the antitrust laws were meant to
protect. I conclude that Deep does not have standing to
bring a claim under this theory of antitrust conspiracy.

24 Deep does allege that he formed an
unincorporated joint venture with Trans World.
Compl. P 31, Opp'n at 22 ff. But as I explain in
text later, in dismissing the breach of fiduciary
claim, Deep has not set forth adequate factual
allegations to support his assertion that Deep and
Trans World were engaged in a joint venture. As a
result, Deep cannot be characterized as a
competitor in the market for online distribution of
music.

[**38] (2) The alleged conspiracy to prevent
licensing of online music

Deep also alleges that certain Record Companies
"persistently and concertedly refused to license any
online distribution of their copyrighted works by any
entity other than their own" online distributors. Compl. P
386. This concerted refusal to license was effective, he
maintains, because these defendants "controlled access to
over 85% of the world's copyrighted musical works." Id.
P 385. Such conduct, if proven, can constitute a violation
of the antitrust laws. Data Gen. Corp. v. Grumman Sys.
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Support Corp., 36 F.3d 1147, 1185 n.63 (1st Cir. 1994);
Primetime 24 Joint Venture v. NBC, 219 F.3d 92, 103 (2d
Cir. 2000) ([HN15] "[a] concerted refusal to license
copyrighted [works] in order to prevent competition . . .
is a boycott that, if proven, violates" antitrust law) (citing
Klor's, Inc. v. Broadway-Hale Stores, Inc., 359 U.S. 207,
212, 79 S. Ct. 705, 3 L. Ed. 2d 741 (1959); Broadcast
Music, Inc. v. Columbia Broad. Sys., Inc., 441 U.S. 1, 19,
99 S. Ct. 1551, 60 L. Ed. 2d 1 (1979).

Deep does not allege, however, that he sought and
was denied a license by the record companies. Instead
[**39] he alleges that during "the early stages of [his]
business, [he] entered into exclusive licensing agreements
with Trans World . . . ." Compl. P 387. Deep asserts that
the Record and Movie Companies gained "proprietary
information about and control over" his contract with
Trans World. Id. P 390. He further asserts that the
defendants transferred this proprietary information to
MusicNet on or about October 2004 and that
approximately six months later MusicNet was sold for
"an amount in excess of $ 25 million [], the benefit of
which directly resulted from the transfer to MusicNet of
[his] proprietary information . . . ." Id. PP 390-91. But
that sort of injury is not the concern of the antitrust laws:

[HN16] [A]ntitrust injury [is] an injury
of the type the antitrust laws were
intended to prevent and that flows from
that which makes defendants' acts
unlawful. The harm should reflect the
anticompetitive effect either of the
violation or of anticompetitive acts made
possible by the violation. It should, in
short, be the type of loss that the claimed
violations. . . would be likely to cause.
Consequently, a proper plaintiff must
prove more than injury causally linked
[**40] to an illegal presence in the
market.

Serpa Corp., 199 F.3d at 10 (internal citations and
quotation marks omitted). Without an allegation that he
was denied a musical recording license, and that this led
to harm, I conclude that Deep does not have standing to
bring a claim under this theory of antitrust conspiracy.

(3) The alleged conspiracy to restrain the
video-on-demand market

Deep alleges that all the defendants engaged in
anticompetitive activity in the "video-on-demand"
market. Compl. PP 405, 407. "Video-on-demand services
allow consumers to order and watch theatrical motion
pictures through a personal computer at any time, 24
hours per day, 7 days per week." Id. P 392. Deep asserts
that he was a competitor in this market, contending that
his Aimster technology "was designed to be used for the
technology and services necessary to provide" this
service. Id. P 394. He alleges that he entered into
licensing agreements with Trans World to distribute
movies using the Aimster system, and that all the
defendants, beginning at an unknown date, "acted [*149]
in concert to conspire and combine to fix prices,
organized a group boycott of Aimster, reneged [**41] on
their licensing agreements that [the defendants] promised
[him] were negotiated, and otherwise tried . . . to destroy
Aimster's viability." Id. P 408.

As before, it appears that Deep is alleging that the
defendants engaged in a concerted refusal to license and
to fix prices. Although Deep has asserted that he was
injured by the defendants "conspiracy and combination,"
id., what he fails to allege in this count is any factual
underpinning for an antitrust conspiracy. [HN17] For an
alleged antitrust conspiracy to survive a motion to
dismiss, the plaintiff must "allege a factual predicate
concrete enough to warrant further proceedings . . . ." DM
Research, Inc. v. College of American Pathologists, 170
F.3d 53, 55 (1st Cir. 1999) (emphasis original). Although
"almost any agreement between independent actors that
restrains competition" could be the requisite conspiracy, a
plaintiff still must plead such an agreement in more than
conclusory terms. Id. at 55. "Conclusory allegations in a
complaint, if they stand alone, are a danger sign that the
plaintiff is engaged in a fishing expedition." Id.; see also
In re Compact Disc Litig., 138 F. Supp. 2d 25, 28 (D. Me.
2001) [**42] (quoting DM Research, Inc., 170 F.3d at
55).

Deep's Second Amended Complaint fails to meet this
requirement. It consists largely of conclusory assertions
that there was a combination and conspiracy, coupled
with an assertion that a Sony announcement of
Movielink, a joint venture to distribute movies as
video-on-demand, was a "device" for collusion. Compl.
PP 406, 408. The factual assertions are insufficient to
withstand the motion to dismiss.

I DISMISS Counts II and III of the Second
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Amended Complaint in 05-cv-118 as to all defendants.

E. RICO Claim

This is Count VI of the Second Amended Complaint
(05-cv-118). It is not asserted in the First Amended
Complaint (05-cv-149).

Deep alleges that the defendants engaged in unlawful
activity in violation of the Racketeer Influenced and
Corrupt Organizations Act ("RICO"), 18 U.S.C. §§
1962(c) and (d). Compl. PP 433-91. 25 He asserts that
they committed and conspired to commit various
predicate acts including: mail and wire fraud, 18 U.S.C.
§§ 1341-43, 1346; receipt and payment of monies and
other things of value, [**43] 18 U.S.C. § 1954;
interstate transportation of stolen property, 18 U.S.C. §
2314; criminal infringement of a copyright, 18 U.S.C. §
2319; extortion, 18 U.S.C. § 1951; and obstruction of
justice, 18 U.S.C. §§ 1512-13, 1519.

25 It is unclear from Deep's complaint if he is
alleging only a violation of 1962(d) or a violation
of 1962(c) and (d). The defendants read Deep's
complaint as alleging only a violation of 1962(d).
Though the defendants' reading is reasonable, I
treat his complaint as alleging both a substantive
violation of 1962(c) and a conspiracy claim under
1962(d). In any event, the defendants' motions to
dismiss clearly argue that Deep has failed to
allege the necessary elements to satisfy a claim
under both 1962(c) and (d). Record & Movie Cos.
Mem. at 23-29; Lawyers Mem. at 9-10; Trans
World Mem. at 30.

[HN18] RICO claims are subject to a heightened
[**44] pleading standard, Bessette v. Avco Fin. Servs.,
Inc., 230 F.3d 439, 450 (1st Cir. 2000), and "require[]
more detailed statements of claim . . . ." Garita Hotel Ltd.
P'ship v. Ponce Fed. Bank, F.S.B., 958 F.2d 15, 17 n.1
(1st Cir. 1992). A RICO plaintiff must allege the
following elements in order to survive a motion to
dismiss: "(1) conduct, (2) of an enterprise [*150] (3)
through a pattern (4) of racketeering activity." Bessette,
230 F.3d at 448 (quoting Sedima, S.P.R.L. v. Imrex Co.,
473 U.S. 479, 496, 105 S. Ct. 3275, 87 L. Ed. 2d 346
(1985)). "Racketeering activity" is defined statutorily; it
includes only the various offenses listed under 18 U.S.C.
§ 1961(1). A "pattern" requires at least two predicate acts
of such racketeering activity, 18 U.S.C. § 1961(5), and
the plaintiff must "demonstrate that the 'predicates are

related, and that they amount to or pose a threat of
continued criminal activity . . . .'" N. Bridge Assocs., Inc.
v. Boldt, 274 F.3d 38, 42 (1st Cir. 2001) (quoting Efron
v. Embassy Suites (P.R.), Inc., 223 F.3d 12, 15 (1st Cir.
2000)) (emphasis original). [**45] A "RICO conspiracy
claim must charge that defendants knowingly entered into
an agreement to commit two or more predicate crimes."
Miranda v. Ponce Fed. Bank, 948 F.2d 41, 47 (1st Cir.
1991) (dismissing conclusory conspiracy claim).

Moreover, [HN19] to have standing in a civil RICO
claim, a plaintiff must allege that he has been "injured in
his business or property by reason of" the claimed RICO
violations. 18 U.S.C. § 1964(c). In order to satisfy this
requirement, a plaintiff must show "some direct relation
between the injury asserted and the injurious conduct
alleged." Holmes v. Sec. Investor Prot. Corp., 503 U.S.
258, 268, 112 S. Ct. 1311, 117 L. Ed. 2d 532 (1992). This
requires a showing of proximate cause; "[o]therwise,
plaintiffs may not recover in a civil RICO claim if their
injuries are so far removed from the defendant's acts that
they are indirect and derivative." George Lussier Enters.
v. Subaru of New Eng., Inc., 393 F.3d 36, 51 (1st Cir.
2004). The injury must be "caused by the commission of
a [section 1961] predicate act," and not just any overt act
furthering the RICO conspiracy. Miranda, 948 F.2d at
48.

Here, the Record and Movie Companies, [**46]
Trans World and the Lawyers all argue that Deep has
failed to adequately allege: (1) an enterprise, (2) a pattern
of racketeering activity, (3) the actual predicate acts
themselves, (4) a conspiracy, (5) that the defendants each
knowingly agreed to commit two predicate acts, and (6)
that his injuries were caused by the RICO acts. Record &
Movie Cos. Mem. at 23-29; Lawyers Mem. at 9-10;
Trans World Mem. at 30 (adopting others' arguments). I
agree that Deep's RICO allegations fail to state a claim
upon which relief can be granted. I take each allegation in
turn.

(1) Mail and Wire Fraud

Deep alleges that acts of mail and wire fraud, 18
U.S.C. §§ 1341, 1343, constituted predicate RICO acts.
Compl. P 467(a). 26 [HN20] Because Deep is alleging
fraud here, he must satisfy Fed. R. Civ. P. 9(b)'s
requirement that he plead the circumstances "with
particularity." The First Circuit says that "[t]his degree of
specificity is no more nor less than we have required in
general fraud and securities fraud cases." New Eng. Data
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Servs., Inc., v. Becher, 829 F.2d 286, 290 (1st Cir. 1987).
Deep [**47] alleges that the defendants' "use of the
mails and wires to perpetrate their fraud involved
thousands of communications," Compl. P 461, and that
they "caused matter and things to be delivered" in the
mail, including "correspondence, policy materials,
requests for proposals, invoices, payments and CD/DVDs
sent from or to Label and Studio Defendants, and the
resulting Transfers of Funds made by wire [*151]
transfer by Trans World . . . ." Id. P 467(a). That
statement is plainly insufficient. [HN21] Under Rule 9(b)
the complaint is required to "go beyond a showing of
fraud and state the time, place and content of the alleged
mail and wire communications perpetrating that fraud."
Cordero-Hernandez v. Hernandez-Ballesteros, 449 F.3d
240, 244 (1st Cir. 2006) (quoting Feinstein v. Resolution
Trust Corp., 942 F.2d 34, 42 (1st Cir. 1991) (emphasis
added)). See Ahmed, 118 F.3d at 889 (upholding
dismissal on 9(b) grounds because "pleading contains
only the bald assertion that the defendants (unspecified)
used the U.S. mails to [commit fraud], that the defendants
(again unspecified) used the U.S. Postal Service by
mailing unspecified materials, and [**48] that the
defendants used wire communications"). Deep's
conclusory allegations, made only generally against the
thirty-plus defendants, fall measurably short of the
particularity required by Rule 9(b). 27

26 Deep also cites 18 U.S.C. § 1342 (unlawful
use of fictitious name or address) and § 1349
(definition of "scheme or artifice to defraud") in
his mail and wire fraud allegations. Compl. P
467(a). Whatever these claims may have been,
Deep has waived them. Opp'n at 30 (Deep only
refers to §§ 1341, 1343).
27 [HN22] The Second Circuit has said: "Where
multiple defendants are asked to respond to
allegations of fraud, the complaint should inform
each defendant of the nature of his alleged
participation in the fraud." DiVitorrio v. Equidyne
Extractive Industries, Inc., 822 F.2d 1242, 1247
(2d Cir. 1987). The First Circuit seems to agree.
See Romani v. Shearson Lehman Hutton, 929
F.2d 875, 880 n.4 (1st Cir. 1991).

The most specific allegation of mail or wire [**49]
fraud in the complaint is Deep's "Transfers of Funds"
language:

[U]nbeknownst to me, Trans World's

transfer of funds and loan and securities
documents by wire in order to finance and
gain control of my business (of $ 200,000
in October and again in November of
2000, of $ 500,000 in January of 2001 and
of 4 payments of $ 250,000 during the
period February 2001 to August 2001)
("Transfer of Funds") were an investment
at least in part of racketeering income
from kickbacks paid to Trans World by
the Labels and Studios, including
fraudulent stock credits, unlawful profits
from "clears," and rigged bids for
promotional funds, and also from
interstate transportation of stolen money
of numerous investors in California, New
York and other states throughout the
United States.

Compl. P 450. That assertion is obviously vague on the
dates of the wire transmissions. More important, it fails
utterly to identify any recipient of the wire transfers. It
falls far short of Rule 9(b)'s requirement, and a defendant
cannot reasonably be asked to respond to it. 28

28 One possible interpretation is that Trans
World fraudulently wired funds to the other
defendants, the Labels and Studios, in furtherance
of its RICO conspiracy against Deep. But Deep
alleges that the first such transfer occurred in
October 2000, which is at a time before he had
even engaged Attorney David Boies (November
2000, id. P 89,) to negotiate the relationship with
Trans World. Thus, this reading makes no sense.

Another interpretation is that Deep is
describing wire transfers that Trans World made
directly to him in order to gain control of his
targeted marketing method. Such an
interpretation, although slightly more
comprehensible, fails to raise any recognizable
RICO claim against the defendants. The assertion
would be that the money Trans World transferred
to Deep was "an investment at least in part of
racketeering income from kickbacks paid to Trans
World by the Labels and Studios." Id. P 450. But
the complaint fails to account for how such a
transfer of kickback funds to Deep injured Deep.

Fortunately, I am not required to act as a
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mind reader. Feinstein, 942 F.2d at 44.

[**50] I heed the First Circuit's admonition,
however, that [HN23] dismissal should not be automatic.
Becher, 829 F.2d at 290. I assess, therefore, whether
information about the defendants' use of the mails or
wires for the alleged fraud was "likely in the exclusive
control of the defendant[s,]" id., such that Deep needs
discovery on that topic [*152] first, with the opportunity
to file a Third Amended Complaint to meet Rule 9(b)'s
standards thereafter. Whether any mail or wire
communications "were between the defendants solely or
between the defendants and the plaintiff[] . . . would
affect the . . . factor of whether the facts were peculiarly
within the defendants' control." Id. at 291-92.

To the extent that I can follow Deep's reasoning on
his RICO theory of mail and wire fraud, it is clear that
some, if not many, of the allegedly fraudulent
communications were directly to him. See, e.g., Compl. P
459 ("providing me with false, misleading and
incomplete information"), P 461(c) ("misleading
materials intended to induce me"). There was nothing to
prevent Deep, therefore, from identifying dates, and
himself as a recipient, in the two amended complaints he
[**51] has already filed. Then the defendants would
have been able to respond to a specific mail or wire
transmission and admit or deny that it qualified under
RICO. As the First Circuit said in another RICO case, the
"underlying rationale for relaxation of pleading
requirements--that the needed information is likely to be
in the exclusive control of the defendant--is absent."
Efron, 223 F.3d at 16 (citation omitted).

Considering Deep's previous two revisions of his
complaint, I conclude that his failure to supply specific
allegations in the Second Amended Complaint makes this
an inappropriate case for the generous discovery rule
adopted in Becher. [HN24] "Although Becher may in
certain circumstances give a plaintiff a second bite at the
apple, its generous formulation is not automatically
bestowed on every litigant." Feinstein, 942 F.2d at 44. In
deciding which cases are appropriate for Becher
discovery,

the court must keep in mind the purpose
of Rule 9(b), including avoiding
groundless claims and strike suits, . . . and
ensuring that defendants have been
adequately put on notice to enable them to

give meaningful responses. . . . On the
other [**52] side of the scale, the court
should note the policy in favor of allowing
amendments and trying cases on their
merits, and against dismissals which
would deny plaintiffs their day in court.

Becher, 829 F.2d at 292. Here, these factors call for
dismissal of the mail and wire fraud predicate acts
without opportunity for further discovery.

(2) Receipt and payments of monies and other
things of value

Deep alleges that the defendants committed the
predicate act found in 18 U.S.C. § 1954. Compl. P
467(d). This claim is incomprehensible, for [HN25]
section 1954 prohibits employees of welfare benefit or
pension plans from accepting bribes. Deep's allegations
in no way implicate a welfare benefit or pension plan.

(3) Interstate transportation of stolen property

In his complaint, Deep makes an extremely vague
allegation of interstate transportation of stolen property,
see 18 U.S.C. § 2314, as a predicate act. Compl. P 467
(e). In his opposition to the defendants' motion to dismiss
challenging its vagueness, however, Deep does not
address it. [HN26] A parry's failure to oppose specific
arguments in a motion [**53] to dismiss results in
waiver of those issues. Graham v. United States, 753 F.
Supp. 994, 1000 (D. Me. 1990) (see Collins v.
Marina-Martinez, 894 F.2d 474, 481 n.9 (1st Cir. 1990)
("It is settled beyond peradventure that issues mentioned
in a perfunctory manner, unaccompanied by some effort
at developed [*153] argumentation are deemed
waived.). I treat it, therefore, as waived.

(4) Criminal infringement of a copyright

Deep alleges that as predicate acts the Record and
Movie Companies criminally infringed copyrights.
Compl. P 467(f). See 17 U.S.C. § 506(a)(1)(A). He states
that the Record and Movie Companies created CDs and
DVDs "for the primary purpose of fraudulently paying
kickbacks to Trans World and/or fraudulently inflating
the[ir] revenues . . ., while fraudulently depriving the
artists of their rightful royalties." Compl. P 467(f). The
only alleged injury to Deep is that these CDs and DVDs
were used "to obtain the Transfers of Funds to control
and finance [his] business." Id. It is clear from these
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allegations that Deep cannot meet RICO's strict causation
requirement; even assuming that the defendants did
[**54] indeed infringe copyrights, the victims of these
acts are the artists themselves who, as Deep alleges, were
fraudulently deprived of their rightful royalties. Deep's
claimed injury, on the other hand, is precisely the
"indirect and derivative" injury that does not meet the
causation requirement, Geo. Lussier Enter., Inc., 393
F.3d at 51, and cannot be said to be "caused by the
commission of [the] predicate act. . . ." Miranda, 948
F.2d at 48.

(5) Extortion

Deep's complaint alleges that beginning around July,
2001, Trans World and the Record and Movie Companies
committed the predicate act of interfering with interstate
commerce by means of extortion under 18 U.S.C. § 1951,
Compl. P 467(g), but there is no mention of the extortion
allegation in Deep's opposition to the motion to dismiss.
Opp'n at 26 ("The defendants each engaged in predicate
acts that include mail fraud, wire fraud, money
laundering, copyright infringement, obstruction of justice
and racketeering [with no mention of extortion]. . . .").
Because the defendants challenged the sufficiency of this
allegation in their motion to dismiss, Record & Movie
[**55] Cos. at 27, I treat Deep's failure to respond as a
waiver of his extortion allegation. 29

29 Even had Deep responded in his opposition,
his complaint fails to state a claim under 18
U.S.C. § 1951. [HN27] "Extortion" is defined as
"the obtaining of property from another, with his
consent, induced by wrongful use of actual or
threatened force, violence, or fear, or under color
of official right." 18 U.S.C. § 1951(b)(2). Deep
does not allege that the defendants obtained
property from him with his consent or that they
wrongfully used "actual or threatened force,
violence, or fear," or "color of official right" to do
so. Thus, his extortion allegation fails.

(6) Obstruction of justice

Deep alleges that as predicate acts the defendants
instructed him to withhold information about Trans
World from Department of Justice Investigators, in
violation of 18 U.S.C. § 1512 (witness tampering) and §
1519 (concealing records in a federal investigation),
[**56] and that the defendants "fired" him in retaliation
for conveying truthful information in that investigation,

in violation of 18 U.S.C. § 1513 (retaliation against a
witness). Compl. PP 467(h), 178-85. 30

30 Deep's obstruction of justice allegations in P
467(h), standing alone, are almost entirely
incoherent. My best understanding is that sections
(i) & (iii) are referring to the allegations regarding
the 2001 Department of Justice investigation
outlined in PP 178-85 of the Second Amended
Complaint. To the extent that he is referring to
anything else, I DISMISS the allegations for
failure to meet the heightened pleading standard
for a civil RICO claim. Bessette, 230 F.3d at 450.
I also do not address P 467(h)(ii), obstruction of
justice in In re Compact Disc Litigation, for the
reasons set forth above, dismissing similar claims
for fraud upon the court.

[*154] The First Circuit upheld a dismissal of a
civil RICO claim based on obstruction of justice
allegations very [**57] similar to Deep's, for failure to
establish a "pattern of racketeering activity" as required
by 18 U.S.C. § 1961(5). Miranda, 948 F.2d at 45-46. In
Miranda, the plaintiff, a bank teller, alleged that she was
encouraged "to mislead federal investigators" by her
superiors, and that when she cooperated with the
investigation, she was fired. Id. at 43. The court viewed
the separate allegations of harassment relating to a single
federal investigation as only one predicate act, saying that
viewing "each individual incident of harassment as
constituting a [separate] predicate act . . . . would
eviscerate the pattern requirement upon which RICO
liability depends." Id. at 46 n.6. The Court dismissed the
RICO claim saying, "[w]e believe that the effort to rest a
RICO count on this jerry-built foundation [is flawed]."
Id. at 45.

Following Miranda, I find that Deep's obstruction of
justice allegations regarding a single federal investigation
fail to demonstrate the requisite "pattern of racketeering
activity" required by 18 U.S.C. § 1961(5).

* * * * *

Because the [**58] Complaint fails to allege
adequately any "pattern of racketeering activity," Deep's
1962(c) substantive civil RICO claim must fail. As a
result, I need not address his 1962(d) conspiracy claim.
Efron, 223 F.3d at 21 ([HN28] "[I]f the pleadings do not
state a substantive RICO claim upon which relief may be
granted, then the conspiracy claim also fails.").
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I therefore DISMISS Deep's RICO claim as to all
defendants.

F. Bankruptcy-Related Claims

This is Count V of the Second Amended Complaint
(05cv118). It is not asserted in the First Amended
Complaint (05cv149).

Deep fails to oppose the defendants' arguments for
dismissal of Count V of the Second Amended Complaint,
insofar as that claim alleges a violation of the automatic
stay entered in his bankruptcy proceedings, 11 U.S.C. §
362. That claim is therefore waived.

As for fraudulent transfer, Deep alleges in Count V
that the "Label and Studio Defendants paid, and continue
to pay, promotional funds and remuneration to Trans
World to which I am entitled, in an amount that Trans
World has negligently failed to track or account for."
Compl. P 427. The Record and Movie Companies,
however, [**59] contend that "Deep had no valid
interest in the property that was allegedly transferred . . .
." Record and Movie Cos. Mem. at 32. Trans World
adopts this argument as well. Trans World Mem. at 30.
The Lawyers do not address this issue because they argue
"the cause of action for fraudulent transfer . . . [is] not
asserted against the Attorney Defendants." Lawyers
Mem. at 17 n.12. In Deep's opposition, he ignores the
Record and Movie Companies' argument entirely and
advances a completely different theory of fraudulent
transfer, focusing on the Lawyers. See Opp'n at 46. I
therefore consider the fraudulent transfer claim against
the Record and Movie Companies and Trans World
waived. As for Deep's new arguments against the
Lawyers in his opposition, Count V does not support
them. See Compl. PP 426-32 (no mention of lawyers). I
treat the fraudulent transfer claim waived as to all
defendants.

*****

As a result, I DISMISS WITH PREJUDICE all
Deep's federal claims. Since there are no federal claims
remaining, the Lawyers urge me to abstain from deciding
the state law claims against them, and to leave those
claims to New York state court. For reasons [*155] that
appear near the end [**60] of this opinion, I conclude
that the Lawyers' abstention arguments are
well-grounded. I therefore decline to decide the state law
claims against them and DISMISS WITHOUT

PREJUDICE all remaining claims against the Lawyers.
The other defendants, however, have not asked me to
abstain (nor has the plaintiff Deep). I therefore address
the state law claims against the other defendants
although, as will appear, I decide to abstain as to one
claim against Trans World in each of the two lawsuits.

G. Waiver: New York Consumer Protection Act,
Negligence, Conspiracy, Tortious Interference, Piercing
the Corporate Veil, Declaratory and Injunctive Relief

This analysis applies to Counts IV, X and XII-XV of
the Second Amended Complaint (05-cv-118), and Counts
IV, VI-IX of the First Amended Complaint (05-cv-149).

The Record and Movie Companies assert that Deep
has abandoned six claims. Record & Movie Cos. Reply
Mem. in Supp. of Mot. to Dismiss ("Record & Movie
Cos. Reply") at 10 (Docket Item 63). I agree that Deep
has failed to submit any opposition to the defendants'
motions to dismiss five of these claims: negligence
(Count X in 05-cv-118 and Count IV in 05-cv-149);
conspiracy [**61] (Count XII in 05-cv-118 and Count
VI in 05-cv-149); tortious interference with contract or
business relations (Count XIII in 05-cv-118 and Count
VII in 05-cv-149); piercing the corporate veil (Count XIV
in 05-cv-118 and Count VIII in 05-cv-149); and
declaratory and injunctive relief (Count XV in 05-cv-118
and Count IX in 05-cv-149). 31 I treat these claims,
therefore, as waived.

31 Deep makes no reference whatsoever in his
opposition to "tortious interference," "piercing the
corporate veil," "declaratory and injunctive
relief," or negligence. His only references
whatsoever to "conspiracy" are found within his
discussion of antitrust and RICO claims.

As for Count IV of the Second Amended Complaint
in 05-cv-118, I agree that Deep has waived opposition to
dismissal of his claim under New York's Consumer
Protection Act, N.Y. Gen. Bus. Law §§ 349 et seq. But I
conclude that he has not abandoned his claim under New
York's Donnelly Antitrust Act, N.Y. Gen. Bus. Law §§
340 et seq. [**62] (He asserts both claims in Count IV.)
Deep does respond to the defendants' arguments
regarding his "antitrust injury" and their alleged
anticompetitive conduct. See Opp'n at 21-26. Although
he does not mention the Donnelly Act by name, and cites
only federal antitrust case law, it is fair to read his
opposition as opposing dismissal of his state antitrust
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claims as well.

In the Second Amended Complaint in 05-cv-118, I
therefore DISMISS Count IV insofar as it alleges New
York consumer protection claims, Counts X, XII, XIII,
XIV, and XV, on the basis of waiver. In the First
Amended Complaint in 05-cv-149, I DISMISS the
corresponding Counts IV, VI, VII, VIII, and IX.

H. Donnelly Act (State Antitrust) Claim

This is the second part of Count IV of the Second
Amended Complaint (05-cv-118). It is not asserted in the
First Amended Complaint (05cv149).

Deep asserts that the alleged federal antitrust
violations violate New York's antitrust law, the Donnelly
Act, N.Y. Gen. Bus. Law, §§ 340 et seq., as well.
According to the New York Court of Appeals:

[HN29] [*156] This court has held that
the Donnelly Act, having been modeled
[**63] after the Federal Sherman Act of
1890, should generally be construed in
light of Federal precedent and given a
different interpretation only where State
policy, differences in the statutory
language or the legislative history justifies
such a result.

X.L.O. Concrete Corp. v. Rivergate Corp., 83 N.Y.2d
513, 518, 634 N.E.2d 158, 611 N.Y.S.2d 786 (N.Y. 1994)
(quoting Anheuser-Busch, Inc. v. Abrams, 71 N.Y.2d 327,
335, 520 N.E.2d 535, 525 N.Y.S.2d 816 (N.Y. 1988)
(internal quotation marks removed)). Thus, the burden is
on Deep to show that the Donnelly Act permits his claim
when federal antitrust law does not. See, e.g., People v.
Rattenni, 81 N.Y.2d 166, 172, 613 N.E.2d 155, 597
N.Y.S.2d 280 (N.Y. 1993) ("While defendants argue that
we should reject [the federal rule], they have presented no
persuasive reason . . . for us to depart from the Supreme
Court's interpretation of the Sherman Act"); 4A Robert L.
'Haig, New York Practice § 79:8 (2d ed.) ("[T]he
phrasing of the Court of Appeals in [X.L.O. Concrete
Corp.] suggests that the burden is on the party who
contends that the federal law should not be followed . . .
."). In his opposition, Deep has not argued that his New
York antitrust claims differ from his federal [**64]
claims. Indeed, his antitrust arguments cite only federal
law. Therefore, I construe the Donnelly Act as paralleling
its federal counterpart, and dismiss Deep's New York

antitrust claims for the same reasons.

I. Breach of Contract Claim

This is Count IX of the Second Amended Complaint
(05-cv-118), and Count III of the First Amended
Complaint (05-cv-149).

Deep claims that he entered into contracts with Trans
World and the Record and Movie Companies, and that
they breached these contracts with him, thereby causing
him damage. Compl. PP 505-12. [HN30] Under New
York law, an action for breach of contract requires proof
of "(1) a contract; (2) performance of the contract by one
party; (3) breach by the other party; and (4) damages."
Terwilliger v. Terwilliger, 206 F.3d 240, 246 (2d Cir.
2000) (quoting Rexnord Holdings v. Bidermann, 21 F.3d
522, 525 (2d Cir. 1994)).

(1) The Record and Movie Companies

Deep alleges no facts that could rise to the level of
contract formation with the Record and Movie
Companies, let alone a breach of such a contract.
Therefore, I DISMISS the breach of contract claim as to
the Record and Movie [**65] Companies in both
complaints.

(2) Trans World

Deep asserts that sometime around September 2001,
he met with Trans World agents and discussed possible
business transactions relating to Aimster. Compl. PP
78-89. Deep alleges that at that time he "proposed"
possible uses for Aimster, id. P 85, and that Trans World
president Robert Higgins "proposed" that Deep license
Aimster to another controlled business entity, id. P 86. In
response, Deep "conveyed to [Trans World] my promise
that I would consent to such a transaction, provided that I
could share in the control of and profit from my
proprietary Aimster method. As consideration, I promised
that I would also share in any loss . . . ." Id. P 87
(emphasis added). These allegations show that at this
time Deep had only an expectancy of a future contract,
for he characterizes both parties' actions or words as
proposals. The most that he says that he promised is that
he "would" consent at some time in the future, depending
on whether Trans World [*157] allowed him to share in
the control and profit from the endeavor. [HN31] "The
mere expectation that a contract will be entered into . . .
do[es] not constitute a contract. [**66] " Papa v. New
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York Tel. Co., 72 N.Y.2d 879, 881, 528 N.E.2d 512, 532
N.Y.S.2d 359 (N.Y. 1988) (quoting 1 Williston, Contracts
§ 27, at 66 (3d ed.) (modification in original).

Deep's complaint also contains allegations relating to
a Securities Purchase Agreement. Compl. PP 153-63.
Deep asserts that "Trans World and the corporation
BuddyUSA Inc. entered into a Securities Purchase
Agreement dated January 18, 2001," and that "[Deep's]
signature was attached to" it. Id. PP 153-54. [HN32] On a
motion to dismiss, "courts may consider not only the
complaint but also matters fairly incorporated within it . .
. ." Greene v. Rhode Island 398 F.3d 45, 48 (1st Cir.
2005) (quoting In re Colonial Mortgage Bankers Corp.,
324 F.3d 12, 15 (1st Cir. 2003) (quotation marks
omitted)). In a breach of contract claim, this includes the
contract document itself. Diva's Inc. v. City of Bangor,
411 F.3d 30, 38 (1st Cir. 2005). Upon review of that
document, I conclude that Deep's allegations themselves
characterize it fairly: the parties to this Securities
Purchase Agreement are indeed BuddyUSA, Inc. and
Trans World; Deep's signature is attached on behalf of
BuddyUSA. Because [**67] Deep is not individually a
party to this contract, 32 he may not now sue on it. If a
breach did occur, it is a claim that belongs to BuddyUSA,
not Deep personally.

32 In his opposition, Deep argues that he was a
party to the contract in his individual capacity,
and not just as a representative of BuddyUSA.
Opp'n at 7. To prove this, he "attach[es] and
swear[s] to an exhibit of a different signature page
showing that [he] did in fact sign as a party
personally to the agreement." Id. (emphasis
removed). This signature page, submitted as Ex. 6
to Deep's Declaration in Support of Motion for
Order to Show Cause Re Sanctions (Docket Item
4), contains John Deep's signature as President of
BuddyUSA, Inc. In addition, the operational
provisions of the entire Securities Purchase
Agreement contract refer consistently to "the
Company" and "BuddyUSA, Inc.," not to Deep.
There is no basis to conclude that Deep personally
has any rights under the contract.

Deep's allegations also refer to another possible
contract, [**68] a Consulting Agreement. Compl. PP
158-60. Deep states that this document was "attached" to
the Securities Purchase Agreement, Compl. P 158, but he
does not state that he personally executed or signed it.

This document appears to be "Schedule 5.3" of the same
Securities Purchase Agreement. Pl.'s Decl. in Support of
Mot. to Show Cause re Sanctions, Ex. 10 (Docket Item
4). 33 Of this Schedule, the Securities Purchase
Agreement states: "[W]ithin 90 days [following
execution of the Securities Purchase Agreement], the
Company and the . . . Purchaser . . . shall negotiate in
good faith and enter into the Consulting Agreement
which shall contain provisions substantively
implementing the terms set forth in Schedule 5.3. . . ." Id.
P 5.3 at 9. Once again, Deep is not a party; only "the
Company" (BuddyUSA) is. Moreover, Deep does not
allege that the parties actually did "negotiate in good faith
and enter into" this Consulting Agreement. Instead,
Schedule 5.3 is merely a document purporting to contain
the terms of a future, anticipated, unexecuted, contract.
See id. P 8.4 at 11 (acknowledging the Consulting
Agreement was as yet unexecuted). Deep's allegations do
not plead a contract. [**69]

33 As I have already discussed, I may properly
consider the contract itself in a breach of contract
claim, although it is outside the pleadings. Diva's
Inc., 411 F.3d at 38.

Finally, Deep alleges that his "signature was attached
to a second securities purchase agreement in March 2001,
involving [*158] BuddyUSA Inc. and Bill Duker's wife,
Sharon Duker, on behalf of a separate firm Pi2 Products
LLC." Compl. P 229. Deep makes no further claims as to
the terms of this agreement. Without additional factual
allegations from Deep showing that he signed this
document as an individual, I conclude that, like the first
Securities Purchase Agreement, Deep was not a party to
this contract.

Since Deep has not sufficiently alleged anywhere in
his complaints a contract between himself and either
Trans World or the Record and Movie Companies, his
breach of contract claims fail. I DISMISS the breach of
contracts claims from both complaints.

J. Breach Of Fiduciary Duty

This is Count VIII of [**70] the Second Amended
Complaint (05-cv-118) and Count II of the First
Amended Complaint (05-cv-149).

In this claim, Deep asserts that the defendants owed
him a fiduciary duty, see Compl. f 495 ("Defendants were
fiduciaries of plaintiff"), and that they all breached their
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duties in various ways, id. PP 498-99, 501-02. [HN33]
Under New York law, the elements of a breach of
fiduciary duty claim are (1) the existence of a fiduciary
relationship and (2) breach of a fiduciary duty. United
Republic Ins. Co. v. Chase Manhattan Bank, 168 F. Supp.
2d 8, 15 (N.D.N.Y. 2001); Cramer v. Devon Group. Inc.,
774 F. Supp. 176, 184 (S.D.N.Y. 1991); Restatement
(Second) of Torts § 874 (2005).

(1) Record and Movie Companies

Deep alleges that the Record and Movie Companies
"have breached their fiduciary duties to plaintiff by
concealing and embedding payments to Trans World of
promotional funds to which plaintiff is entitled." Compl.
P 500. Although Deep asserts that these defendants
breached a fiduciary duty, nowhere does he identify what
facts generate the alleged fiduciary duty. Because the
complaint does not allege facts [**71] to establish that
these defendants owed Deep a fiduciary duty, I DISMISS
Count VIII of 05-cv-118 and Count II of 05-cv-149 as to
the Record and Movie Company defendants.

(2) Trans World

In its motion to dismiss, Trans World argues that
Deep has failed to allege the existence of a fiduciary
duty, because the relationship be tween Deep and Trans
World can be characterized as, at most, "a mere business
relationship." Trans World Mem. at 18. In opposition,
Deep argues generally that he "reposed confidence and
trust in defendants," and that they "accepted and solicited
that confidence and trust. . . ." Opp'n at 41.

[HN34] The general rule is that an arms-length
commercial transaction does not give rise to a fiduciary
relationship between the parties; in most cases the terms
of the contract establish the relationship. Northeast Gen.
Corp. v. Wellington Adv., 82 N.Y.2d 158, 160, 624 N.E.2d
129, 604 N.Y.S.2d 1 (N.Y. 1993). However, "a cause of
action for breach of fiduciary duty may survive, for
pleading purposes, where the complaining party sets forth
allegations that, apart from the terms of the contract, the
[parties] created a relationship of higher trust than would
arise from the [contract] [**72] alone." EBC I, Inc. v.
Goldman, Sachs & Co., 5 N.Y.3d 11, 20, 832 N.E.2d 26,
799 N.Y.S.2d 170 (N.Y. 2005). For example, allegations
that the plaintiff "was induced to and did repose
confidence in [the defendant's] knowledge and expertise
to advise [him] . . . and engage in honest dealings with
[the plaintiff's] best interest in mind" would suffice.

[*159] Id. Deep's opposition appears to invoke this
principle; therefore I construe his argument to be that,
despite the existence of written documents defining the
terms of the relationship, Trans World induced him to
repose confidence in its knowledge and expertise, thereby
creating a relationship of higher trust. The problem with
Deep's argument is that his complaint does not make
specific allegations to support the conclusion that Trans
World did induce such trust.

Deep identifies only two agents or officers of Trans
World with whom he had dealings: Robert Higgins (the
president), Compl. P 80; and Bill Duker (some type of
unspecified "agent"), id. PP 3-4, 75, 80, 144. Higgins's
role, according to the complaint, was limited: he merely
"proposed to purchase an interest in" Deep's technology,
said that Duker would represent Trans World in such
[**73] a transaction, and subsequently "work[ed]
together" with Deep. Id. PP 80, 90. These are not
allegations that Higgins induced Deep to repose trust and
confidence in Trans World.

Duker's role appears to be larger, as he allegedly
negotiated extensively with Deep on Trans World's
behalf. Id. PP 3-4, 75, 80-89. But there are no allegations
that during this time Duker induced Deep to trust or
repose a special confidence in him or Trans World.
Instead, all his alleged representations to Deep during the
negotiation concerned Trans World's position and goals.
Id. P 83 ("Duker described his role as an agent for Robert
Higgins who set up legal entities and transactions . . .
analyzing Trans World's special needs, and received a
commission as a percentage of the profit of the entities.");
P 86 ("Duker represented . . . that Robert Higgins
authorized him to set up a special purpose entity . . . to
which Robert Higgins proposed that I license my
[technology]."). These representations are licensing
proposals, not inducements to rely upon Duker's or Trans
World's advice and expertise. As for the period following
the negotiating, the only other representations that Duker
allegedly [**74] made on Trans World's behalf are not
inducements, but instances in which Duker explicitly
took a position contrary to Deep's interests. See, e.g., id.
P 187 (Duker tells Deep that Trans World would not pay
for Deep's trademark lawyer, although Deep believed that
Trans World was obligated to do so).

Deep does allege that Duker gave him one piece of
advice: Duker "advised me [to] engage Boies-Schiller as
my lawyers." Id. P 88. Contrary to inducing trust in Trans
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World, however, this statement is at best a warning that
Deep should retain lawyers to look over the advisability
and propriety of the business transaction. That is the
opposite of inducement. Furthermore, if that statement
could be said to induce Deep to repose trust or confidence
in any party, it would have to be the Lawyers, not Trans
World. 34

34 Deep also alleges that the Lawyers
subsequently held Duker out as a reputable
attorney somehow affiliated with them, and that
Duker gave Deep legal advice. Id. PP 262-80.
There are serious contradictions inherent in
Deep's assertion that he believed Duker to be an
agent of his negotiating adversary, yet
simultaneously also believed him to be a
trustworthy adviser. But even if the Lawyers and
Duker induced Deep to trust Duker in his capacity
as a lawyer somehow affiliated with Deep's
lawyers, not in his capacity as an agent of Trans
World, this would not cause Deep to repose trust
and confidence in Trans World.

[**75] Finally, although Deep has asserted that he
was involved in "an unincorporated joint venture with
Trans World . . .," Compl. P 31, he has not set forth
adequate factual allegations that Higgins or Duker, while
acting as agents for Trans World, created a joint venture
with him or induced [*160] him to repose trust or
confidence in Trans World.

[HN35] Under New York law, "joint venturers owe
each other a fiduciary duty." In re Kressner, 164 B.R.
235, 238 (Bankr. S.D.N.Y. 1994). New York also
recognizes that a joint venture can be "based upon the
implied agreement evidenced by the parties' conduct."
Richbell Info. Servs., Inc. v. Jupiter Partners, L.P., 309
A.D.2d 288, 297, 765 N.Y.S.2d 575 (N.Y. App. Div.
2003):

The indicia of the existence of a joint
venture are: acts manifesting the intent of
the parties to be associated as joint
venturers, mutual contribution to the joint
undertaking through a combination of
property, financial resources, effort, skill
or knowledge, a measure of joint
proprietorship and control over the
enterprise, and a provision for the sharing
of profits and losses.

Id. at 298. As I have set forth in my analysis of Deep's
[**76] contract claims, infra Section I, he may have had
expectancies, but he has not alleged sufficient facts to set
forth an agreement. Therefore, he was not a member of a
joint venture by virtue of an express agreement. For the
implied joint venture in particular, he has not alleged any
agreement, even implied, on "a provision for the sharing
of profits and losses." The closest Deep comes is in his
assertion:

Over the next several months, Trans
World, Robert Higgins and I did in fact
work together, in a series of meetings at
the Trans World offices and during a trip
to Chicago to consult with the firm
Diamond Cluster, by sharing control and
expenses in our common interest
according to the terms that I had promised
Robert Higgins I would consent to,
through my meeting with Bill Duker.

Compl. P 90. Those "terms," to which I referred in the
contract analysis, are equally vague. In response to a
license proposal, Deep alleges:

I conveyed to Robert Higgins through
Bill Duker my promise that I would
consent to such a transaction, provided
that I could share in the control of and
profit from my proprietary Aimster
method. As consideration, I promised that
I would also [**77] share in any loss
arising from the development of my
proprietary Aimster method.

Compl. P 87. These are all assurances of willingness to
agree, not of agreement, even implicit, on how profits and
losses will be shared. As a result, I cannot conclude that
the parties entered into a joint venture and thereby
created a "higher" advisory relationship.

I therefore DISMISS Count VIII of 05-cv-118 and
Count II of 05-cv-149 as to Trans World.

K. Aiding And Abetting Breach Of Fiduciary Duty

This is Count XI of the Second Amended Complaint
(05-cv-118) and Count V of the First Amended
Complaint (05-cv-149).

In this Count, Deep alleges that the defendants "have
knowingly induced or participated in the breach of
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fiduciary duties" and that, as a result, he "has been
deprived of his business and reputation and suffered
damages as alleged herein." Compl. PP 520-21. Deep
maintains that the Record and Movie Companies aided
Trans World's breach (in an undisclosed manner) and that
Trans World aided the Lawyers' breach (he states that
Duker introduced him to his lawyers "in order to carry
out their schemes"). Opp'n at 44. I have already
concluded that Trans World had [**78] no fiduciary
obligation. As a result, the Record and Movie Companies
could not have aided and abetted a breach by Trans
World. The only other claim is that [*161] Trans World
aided and abetted the Lawyers' breach. Since I am
abstaining from deciding the fiduciary breach claim
against the Lawyers, and since this aid and abet claim
against Trans World depends on whether the Lawyers
have breached their fiduciary duty, I conclude that I
should abstain from this aid and abet claim against Trans
World as well.

L. Constructive Trust Claim/Unjust Enrichment

This is Count XVI of the Second Amended
Complaint (05-cv-118), and Count X of the First
Amended Complaint (05-cv-149). Deep's claim here is
based entirely upon a constructive trust; he does not seek
relief in restitution aside from imposition of a
constructive trust.

[HN36] In New York, the elements that must be
established for a constructive trust claim are: "(1) a
confidential or fiduciary relation, (2) a promise, (3) a
transfer in reliance thereon and (4) unjust enrichment."
Sharp v. Kosmalski, 40 N.Y.2d 119, 121, 351 N.E.2d 721,
386 N.Y.S.2d 72 (N.Y. 1976); Church of God Pentecostal
Fountain of Love, MI v. Iglesia de Dios Pentecostal, MI,
27 A.D.3d 685, 812 N.Y.S.2d 131, 133 (N.Y. App. Div.
2006). [**79]

Because I have already concluded that Deep's
complaint does not allege the existence of a fiduciary
relationship with the Record and Movie Companies or
Trans World, I DISMISS this claim.

V. ABSTENTION

Deep's federal claims conferred federal jurisdiction
upon this court under 28 U.S.C. § 1331. Deep also
asserted federal jurisdiction under 28 U.S.C. § 1334, a
bankruptcy provision. See Compl. P 66. 35

35 Diversity jurisdiction, 28 U.S.C § 1332, is
lacking, for Deep is a citizen of New York,
Compl. P 31, and at least the Lawyers are also
citizens of New York, see id. PP 61-63.

[HN37] "The federal courts' jurisdiction over
bankruptcy cases is governed by 28 U.S.C. § 1334 . . . ."
New Eng. Power and Marine, Inc. v. Town of
Tyngsborough (In re Middlesex Power Equip. & Marine,
Inc.), 292 F.3d 61, 66 (1st Cir. 2002). Subsection (a)
confers original and exclusive jurisdiction over "cases
under title 11." This jurisdiction includes only "the
bankruptcy [**80] petition itself," for it "is the umbrella
under which all of the proceedings that follow. . . take
place." Id. (quoting 1 Collier on Bankruptcy, supra, P
3.01 [3], L. King, et al. eds., 15th rev. ed. 2001). By
contrast, subsection (b) confers original (but not
exclusive) jurisdiction over cases "arising under title 11,
or arising in or related to cases under title 11." Deep's
complaints are not bankruptcy petitions and thus not
covered by subsection (a). Instead, jurisdiction is under
subsection (b).

[HN38] A district court may abstain from hearing
any case "arising under," "arising in" or "related to" cases
under title 11, "in the interest of justice, or in the interest
of comity with State courts or respect for State law." 28
U.S.C. § 1334(c)(1). Factors that are important are "the
extent to which state law issues predominate over
bankruptcy issues, the presence of a related proceeding
commenced in state court, [] the likelihood that the
commencement of the proceeding in bankruptcy court
involves forum shopping by one of the litigants" the
interests of judicial economy, and the existence of
unsettled issues of state law. In re Colarusso, 382 F.3d
51, 57 (1st Cir. 2004). [**81]

The Lawyers argue that all these factors counsel
discretionary abstention with respect to the claims Deep
asserts against them. 36 They point out that Deep has
brought a legal malpractice case [*162] against them in
New York Supreme Court, Albany County, Deep v.
Boies, No. 6453-05 (N.Y. Sup. Ct. 2005). Lawyers Mem.
at 13. Deep's only response to this argument is contained
in a footnote on the last page of his opposition; he states
that he filed the New York case "to protect [his] rights,"
and that if the District of Maine exercises jurisdiction
over his claims, he "will move to stay [his] state court
action [asserting malpractice claims against the attorneys]
in order to conserve judicial resources." Opp'n at 50 n.12.
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36 The Lawyers also argue that I must abstain
under 28 U.S.C. § 1334(c)(2), and that I should
decline to exercise supplemental jurisdiction over
the state law claims under 28 U.S.C. § 1367(c)(3).
Lawyers Mem. at 11-15. Because I decide to
abstain as a matter of discretion under §
1334(c)(1), I do not reach these issues.

[**82] I conclude that I should abstain. The
pending New York state court complaint asserts the
essential factual allegations concerning the Lawyers, and
Deep is represented by a lawyer in that lawsuit. 37 This
factor, therefore, counsels abstention. Other factors weigh
heavily for abstention as well. [HN39] The First Circuit's
few forays into this area have focused on whether state or
federal law predominates. see id. (affirming refusal to
abstain, where state law cannot be said to predominate);
In re Middlesex, 292 F.3d at 69 (affirming abstention,
even when issue of federal law existed). Here, state law
incontestably predominates; there is no issue of federal
law remaining. [HN40] The First Circuit also has pointed
to the factors of judicial comity and economy, as well as
avoidance of forum shopping. See In re Colarusso, 382
F.3d at 57 (holding state court litigation no danger to
judicial economy); In re Middlesex, 292 F.3d at 69
(holding that economy and comity counseled
discretionary abstention, and that danger of forum
shopping existed). Here, comity favors abstention, given
the pending New York case. Judicial economy cuts in
neither direction; [**83] as far as I can tell, the state
court case, like this case, still is in the pleading stage. See
Lawyers Mem. at 13 (stating in December, 2005, that the
state court "case is in the pleading stage [and] [a]nswers
are due . . . in mid-December"). Avoidance of forum
shopping heavily favors abstention. Deep has brought at
least four court proceedings against the Lawyers alleging
similar facts, a matter of which I may take judicial notice.
38 See In re Middlesex, 292 F.3d at 69 (affirming
abstention where district court "sagely commented on
'avoidance of forum shopping' as a reason" to abstain).
Similarly, "the interest of justice" would be better served
by resolving this dispute among New York parties in
New York, not hundreds of miles away in a Maine
federal court. Weighing all these factors, I conclude that
abstention is the preferred resolution. I therefore exercise
the discretion vested by 28 U.S.C. § 1334(c)(1) and
abstain from deciding the state law claims asserted
against the Lawyers. I also abstain from deciding the aid
and abet claim against Trans World because it is
inextricably tied to the fiduciary breach claim against the

Lawyers. [**84] Therefore, I DISMISS WITHOUT
PREJUDICE those claims.

37 The state complaint against the Lawyers
focuses on malpractice, negligence, conflicts of
interest, and misappropriation of the Aimster
asset, and names an additional defendant, William
Duker.
38 Two of the cases are in this court and the
subject of this very Order. The third case is in the
Northern District of New York: Deep v. Boies,
No. 05-cv-1187 (N.D.N.Y. 2005). The fourth case
is in New York Supreme Court, Albany County:
Deep v. Boies, No. 6453-05 (N.Y. Sup. Ct. 2005).

VI. OTHER MOTIONS

1. Plaintiff's Motion [*163] for Leave to File
Supplemental Affidavit (Docket Item 65)

After briefing on the motion to dismiss was
completed, Deep submitted a Motion for Leave to File
Supplemental Affidavit ("Supplemental Aff. Mot."). He
argued that the defendants in their reply had "asserted for
the first time 'facts' or exhibits . . . in an attempt to
contradict [the] Complaint," and that his affidavit was
necessary "[i]n order [**85] to be heard in opposition to
such 'facts' and misleading statements . . . ."
Supplemental Aff. Mot. at 1. The defendants all opposed
the motion and Deep replied.

I have reviewed Deep's proposed affidavit and I
agree with the defendants' argument that it is most
accurately characterized as a sur-reply. It is organized
around five points made by the defendants in their replies
that Deep wishes to dispute. Id. at 1, 2, 4, 8. Each
"allegation" attempts to refute an argument, and either
points to where in the complaint Deep pleads a claim or a
fact, or realleges the same facts already alleged in his
complaint. See, e.g., id. P 4 ("My Complaint for
Fraudulent Transfer also repeats and realleges those same
allegations. Compl. P 426"); P 14 ("My Complaint
specifically describes the 'kickbacks' paid to Trans World
. . . at PP 8-11, 21-23, 91-141, 183-184, 196."); P 19(a)
("In September 2000, in a meeting at the corporate
headquarters of Trans World in Albany, New York, . . . I
provided to Trans World my presentation of the general
features of my proprietary Aimster method . . . ."). The
lone exception is where Deep makes reference to two
attachments, copies of news articles discussing [**86] a
recent DOJ investigation of the Lawyers. Id. P 6.
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I therefore construe his motion as one for leave to
file a sur-reply, and GRANT that motion. I disregard any
additional facts (the alleged DOJ investigation of the
Lawyers) raised by the filing. On a Fed. R. Civ. P.
12(b)(6) motion I may not consider anything outside the
complaint's allegations, those documents fairly
incorporated within it, and facts of which I may take
judicial notice. Greene, 398 F.3d at 48-49.

2. Plaintiffs Notices of Recent Decision (Docket
Items 71, 81, 86)

Deep has brought other court proceedings or
decisions to the court's attention. I hereby take notice of
them. No further action is necessary. 39

39 The Lawyers objected to Deep's Notice of the
recent decision In re Napster, Inc. Copyright
Litigation, 235 F.R.D. 463 (N.D. Cal. 2006),
arguing that the case was not relevant; Deep
responded. See Pl.'s Notice of Recent Decision
(Docket 71); Lawyers Objection to Pl.'s Notice of
Recent Decision (Docket Item 72); Pl.'s Response
to Lawyers Objection (Docket Item 73). I hereby
overrule the objection. While I agree that recent
cases brought to the attention of the court should
be relevant to the issue at hand, it is not necessary
to strike or disregard Deep's notice.

[**87] 3. Plaintiff's Emergency Motion to Enforce
the Automatic Stay and Enjoin Threatened Sale of
Debtor's Property (Docket Item 80)

Deep has recently filed another motion in this court,
seeking to have me enforce the automatic stay entered
under 11 U.S.C. § 362 in his Northern District of New
York Chapter 13 bankruptcy case. See In re Deep, No.
05-10040 (Bankr. N.D.N.Y. Jan 4, 2005). (This is a
different bankruptcy case than the one that the MDL
Panel transferred to this court.) He argues that he has a
legal or equitable property interest in Amici, LLC, and
that based on the authority of 11 U.S.C. § 362 I should
enjoin the Lawyers from selling, transferring, or
encumbering that interest because it is property of the
bankruptcy estate. Pl.'s Emergency Mot. to Enforce
Automatic Stay & Enjoin Threatened Sale of Debtor's
Property ("Emergency Mot.") PP 5-6 (Docket Item 80).

[*164] Deep has already brought this motion in the
underlying bankruptcy proceeding itself, and Judge
Littlefield of the Northern District of New York

Bankruptcy Court denied it. SeeDeep v. Amici LLC (In re
Deep), 2006 Bankr. LEXIS 2532, Adv. Proc. No.
06-90169 (Bankr. N.D.N.Y. Jul. 25, 2006) (order denying
[**88] motion to enforce automatic stay). From the
transcript of the hearing that Deep has attached, it appears
that the pendency of the motions to dismiss in this Court
may have affected Judge Littlefield's decision. See
Emergency Mot., Ex. 2 at 13. 40 Therefore, because
Judge Littlefield's denial suggests that he was awaiting
my decision on these motions to dismiss, and I have now
decided them, thereby ending this court's involvement
with Deep's claims, I DENY Deep's motion to enforce
the automatic stay, WITHOUT PREJUDICE to
whatever Judge Littlefield decides to do.

40 Judge Littlefield did not state that the denial
was with prejudice, and some of his words
suggest that he believed that the motion to enforce
the automatic stay might have some merit under
different circumstances. see id. ("I can understand
Mr. Deep's concern that in effect property of the
chapter 13 estate is being transferred without
court authority. That's another issue for a different
day or different complaint heading or a different
pleading, not the pleading that's before me.")

[**89] 4. The Lawyers Motion for Sanctions
(Docket Item 84)

The Lawyers have recently requested sanctions
under Rule 11(c). 41 They ask for a money award against
Deep for having "filed seven (7) separate actions in four
different courts alleging essentially the same allegations,
which allegations are without merit in both fact and law."
Lawyers Mot. for Sanctions at 2. They also request that
Deep be enjoined from beginning any new lawsuits
against them, adding them as defendants in any pending
lawsuits, or making any motions in this or any other
lawsuit without the prior permission of this court. Finally,
they request that Deep be enjoined from filing any paper
authored in whole or in part by a lawyer who does not
sign the paper or comply with this court's rules for
admission to practice. The motion is GRANTED IN
PART and DENIED IN PART.

41 Since neither side refers to the safe harbor
provisions of Rule 11(c), I assume that they have
been satisfied or waived.

Since I am abstaining, at the Lawyers' [**90]
request, from considering the state law allegations of
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Deep's complaints against them, I am not in a position to
determine that his "allegations are without merit in both
fact and law." Making a money award on the basis that
his allegations lack merit would be inconsistent with my
decision to abstain in favor of the New York state court.

I am acutely aware of Deep's repetitive filings, of
their prolixity, of the difficulty in measuring his
wide-ranging allegations against known rules of law, and
of the appearance that someone with legal knowledge has
assisted Deep at some level (not at a high enough level).
It is appropriate, therefore, to put Deep on notice that
filing restrictions "may be in the offing" in this District.
See Cok v. Family Court of R.I., 985 F.2d 32, 35 (1st Cir.
1993). This represents the "cautionary order" of which
Cok speaks. Groundless and inappropriate filings will not
be tolerated.

Until now, I have given Deep the benefit of
treatment as a pro se litigant in interpreting his filings. I
put him on notice that if in the future he files a paper that
appears to have been drafted in part by a lawyer, I may
require him to come to this Court [**91] to be examined
under oath how it was prepared:

[*165] What we fear is that in some
cases actual members of the bar represent
petitioners, informally or otherwise, and
prepare briefs for them which the assisting
lawyers do not sign, and thus escape the
obligation imposed on members of the bar,
typified by Fed. R. Civ. P. 11, but which
exists in all cases, criminal as well as civil,
of representing to the court that there is
good ground to support the assertions
made. We cannot approve of such a
practice. If a brief is prepared in any
substantial part by a member of the bar, it
must be signed by him. We reserve the
right, where a brief gives occasion to
believe that the petitioner has had legal
assistance, to require such signature, if
such, indeed, is the fact.

Ellis v. Maine, 448 F.2d 1325, 1328 (1st Cir. 1971).

Finally, the Lawyers have filed, through their local
attorney of record, a letter dated September 22, 2006,
offering information about "recent events that could have
a bearing on the Attorney Defendants' Motion for

Sanctions under Rule 11." Lawyers
Notice/Correspondence (Docket Item 89). It refers to a
motion [**92] that Deep has filed in U.S. Bankruptcy
Court for the Northern District of New York, seeking a
second reconsideration of that court's order dismissing
Deep's action against Amici LLC. The letter states that
Deep's motion for reconsideration "refers repeatedly to
proceedings in the District of Maine before this Court,
and activities of this Court." Id. It concludes: "If
requested, we will provide the Court with copies of the
September 18, 2006 motion or any other of the
above-referenced . . . pleadings and orders." Id. Without
knowing the significance of "events" or what Deep has
said in his motion, I have no reason to request copies of
the motion or other items. Instead, I expect this Order to
end this court's involvement with this case.

VII. CONCLUSION

As to all defendants, I DISMISS WITH
PREJUDICE Counts I-III, V-VII in 05-cv-118.

As to the Lawyers, I DISMISS WITHOUT
PREJUDICE all remaining counts of 05-cv-118 and all
of 05-cv-149.

As to all the other defendants, I DISMISS WITH
PREJUDICE all remaining counts of 05-cv-118 and all
of 05-cv-149, except that for Trans World only, the
dismissal of Count XI in 05-cv-118, and Count V in
05-cv-149 is without [**93] prejudice. 42

42 I do not permit Deep to amend his complaints
further under Fed. R. Civ. P. 15. He has already
amended both complaints once in this court, and
he also amended the 05-cv-118 complaint once
before its MDL transfer here. See Am. Compl.,
Deep v. Recording Indus. Ass'n of America, Inc.,
No. 05-cv-205 (N.D.N.Y. Feb. 16, 2005).
Additionally, as I have already noted, Deep has an
extensive litigation history. Except for the issues I
have left for state court, it is time for these matters
to come to an end.

So ORDERED.

DATED THIS 2ND DAY OF OCTOBER, 2006

/s/ D. BROCK HORNBY

UNITED STATES DISTRICT JUDGE
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Analysis
As of: Feb 04, 2008

ROGER EDWARDS, LLC, Plaintiff v. FIDDES & SON, LTD., Defendant.

Docket No. 02-105-P-DMC

UNITED STATES DISTRICT COURT FOR THE DISTRICT OF MAINE

227 F.R.D. 19; 2005 U.S. Dist. LEXIS 2328; 61 Fed. R. Serv. 3d (Callaghan) 555

February 16, 2005, Decided

PRIOR HISTORY: Roger Edwards, LLC v. Fiddes &
Son, Ltd., 226 F.R.D. 18, 2005 U.S. Dist. LEXIS 1009 (D.
Me., 2005)

DISPOSITION: Plaintiff and its counsel ordered to
pay defendant reasonable attorney fees and other
expenses of defending against plaintiff's motion for relief
from judgment.

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff importer filed a
suit against defendant foreign supplier. The suit was
referred to a magistrate for decision pursuant to 28
U.S.C.S. § 636(c). The importer filed a Fed. R. Civ. P.
60(b) reconsideration motion after the magistrate granted
summary judgment to the supplier. The motion was
denied. The supplier then moved for an award of
sanctions under Fed. R. Civ. P. 11. It contended that the
reconsideration motion was frivolous.

OVERVIEW: In response to the importer's complaint,
the supplier counterclaimed for the value of products that
it had shipped to and were retained by the importer. The
importer answered the counterclaim by contending that it
had rejected the suppliers' goods because the supplier had
failed to comply with applicable labeling laws, which

rendered its products unsaleable in the United States. The
magistrate did not reach the labeling issue when granting
summary judgment to the supplier. In its reconsideration
motion, the importer alleged that the summary judgment
should be vacated because the supplier had fraudulently
concealed or misrepresented facts about the labeling of its
products. The magistrate concluded that, even if the
reconsideration motion was not made in subjective bad
faith, it was frivolous, unreasonable and without
foundation. The supplier was entitled to sanctions
because it had complied with the "safe harbor"
requirements of Fed. R. Civ. P. 11(c)(1)(A). The fraud
claim was frivolous because none of the magistrate's
rulings depended or relied in any way on any alleged
assertions made by the supplier with regard to whether its
packaging complied with United States law.

OUTCOME: The magistrate granted the motion for
sanctions and ordered the importer and its attorney to pay
an amount representing the reasonable attorney fees and
other expenses incurred by the supplier in defending
against the importer's reconsideration motion. The parties
were directed to undertake serious, good-faith efforts to
reach agreement on the amount to be paid. The supplier
could apply for fees if an agreement could not be
reached.

CORE TERMS: summary judgment, labeling,

Page 510



misrepresentation, surreply, revocation, counterclaim,
frivolous, complied, administration of justice, material
fact, fraudulent, patent, distributor, customs, award of
sanctions, claim of fraud, evidentiary support, subjective
bad faith, garden variety, misrepresented, presenting,
withdrawn, colorable, packaging, tampering, opposing,
sentence, shipped, harass, gap

LexisNexis(R) Headnotes

Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN1] See Fed. R. Civ. P. 11(b).

Civil Procedure > Judicial Officers > Judges >
Discretion
Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN2] A court may impose sanctions for violation of any
one or more of a party's representational duties either
upon motion of a party or on its own initiative. Fed. R.
Civ. P. 11(c)(1).

Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN3] See Fed. R. Civ. P. 11(c)(1)(A).

Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN4] The mere fact that a claim ultimately proves
unavailing, without more, cannot support the imposition
of Fed. R. Civ. P. 11 sanctions. However, a pleading or
paper does violate Rule 11 if it is frivolous, legally
unreasonable, or factually without foundation, even
though not signed in subjective bad faith.

Civil Procedure > Summary Judgment > Motions for
Summary Judgment > General Overview
Civil Procedure > Summary Judgment > Standards >
Materiality
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN5] Where the court has not relied upon alleged
misrepresentations, statements, or assertions by the
movant's counsel in reaching its conclusions on a motion

for summary judgment, the court cannot be said to have
been misled, nor the administration of justice tampered
with, as the result of the alleged misrepresentations,
statements, or assertions.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN6] The United States Court of Appeals for the First
Circuit has stated that "garden variety" deceit and fraud
by a party do not rise to the level of a Fed. R. Civ. P.
60(b)(6) claim or fraud upon the court.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
Civil Procedure > Sanctions > Baseless Filings >
General Overview
Legal Ethics > Professional Conduct > Frivolous
Claims
[HN7] A party's attorney has an affirmative duty to
inquire into the facts and law before filing a pleading. His
inquiry must be reasonable under the circumstances.

COUNSEL: [**1] For ROGER EDWARDS LLC,
Plaintiff: THOMAS F. HALLETT, LAW OFFICE OF
THOMAS F. HALLETT, PORTLAND, ME.

For FIDDES & SON LTD., Defendant: DAVID SOLEY,
RONALD W. SCHNEIDER, JR., BERNSTEIN, SHUR,
SAWYER, & NELSON, PORTLAND, ME.

JUDGES: David M. Cohen, United States Magistrate
Judge.

OPINION BY: David M. Cohen

OPINION

[*20] MEMORANDUM DECISION ON
DEFENDANT'S MOTION FOR SANCTIONS

1

1 Pursuant to 28 U.S.C. § 636(c), the parties
have consented to have United States Magistrate
Judge David M. Cohen conduct all proceedings in
this case.

The defendant, Fiddes & Son, Ltd., moves for an
award of sanctions pursuant to Fed. R. Civ. P. 11 against
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the plaintiff, Roger Edwards, LLC, and its counsel in
connection with the plaintiff's motion for relief from
judgment which was filed on July 22, 2004. Defendant's
Motion for Sanctions Pursuant to Fed. R. Civ. P. 11, etc.
("Motion") (Docket No. 108). I denied that motion on
January 26, 2005. Memorandum [**2] Decision on
Plaintiff's Motion for Relief From Judgment ("Decision")
(Docket No. 115). The defendant contends that the
motion for relief from judgment was frivolous, designed
to mislead the court and intended to harass the defendant.
Motion at 1.

I. Applicable Legal Standard

[HN1] Federal Rule of Civil Procedure 11 provides
in relevant part:

(b) Representations to Court. By
presenting to the court (whether by
signing, filing, submitting, or later
advocating) a pleading, written motion, or
other paper, an attorney or unrepresented
party is certifying that to the best of the
person's knowledge, information, and
belief, formed after an inquiry reasonable
under the circumstances, --

(1) it is not being
presented for any improper
purpose, such as to harass
or to cause unnecessary
delay or needless increase
in the cost of litigation;

(2) the claims,
defenses, and other legal
contentions therein are
warranted by existing law
or by a nonfrivolous
argument for the extension,
modification, or reversal of
existing law or the
establishment of new law;

(3) the allegations and
other factual contentions
have evidentiary support
[**3] or, if specifically so
identified, are likely to
have evidentiary support
after a reasonable

opportunity for further
investigation or discovery;
and

(4) the denials of
factual contentions are
warranted on the evidence
or, if specifically so
identified, are reasonably
based on a lack of
information or belief.

Fed. R. Civ. P. 11(b). [HN2] A court may impose
sanctions for violation of any one or more of these duties
either upon motion of a party or on its own initiative. Id.§
(c)(1). With respect to motions for sanctions, the rule
provides:

[HN3] A motion for sanctions under this
rule shall be made separately from other
motions or requests and shall describe the
specific conduct alleged to violate
subdivision (b). It shall be served as
provided in Rule 5, but shall not be filed
with or presented to the court unless,
within 21 days after service of the motion
(or such other period as the court may
prescribe), the challenged paper, claim,
defense, contention, allegation, or denial is
not withdrawn or appropriately corrected.
If warranted, the court may award to the
party prevailing on the motion the
reasonable expenses and attorney's [**4]
fees incurred in presenting or opposing the
motion. Absent exceptional circumstances,
a law firm shall be held jointly responsible
for violations committed by its partners,
associates, and employees.

Id.§ (c)(1)(A).

[HN4] "The mere fact that a claim ultimately proves
unavailing, without more, cannot support the imposition
of Rule 11 sanctions." Protective Life Ins. Co. v. Dignity
Viatical Settlement Partners, L.P., 171 F.3d 52, 58 (1st
Cir. 1999). However, a pleading or paper does violate
Rule 11 if it is "frivolous, legally unreasonable, or
factually without foundation, even though not signed in
subjective bad faith." Safe-Strap Co. v. Koala Corp., 270
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F. Supp.2d 407, 411 (S.D.N.Y. 2003) (citation omitted).
See also Dubois v. United States Dept. of Agric., 270
F.3d 77, 80 (1st Cir. 2001).

II. Discussion

The plaintiff's Rule 60(b) motion alleged that the
defendant had concealed or [*21] misrepresented facts
about the labeling of its products, thus engaging in fraud
upon the court and fraudulent conduct towards the
plaintiff. Plaintiff's Memorandum of Law in Support of
Plaintiff's Motion for Relief from Judgment
("Memorandum") [**5] (filed with Docket No. 98) at
1-16. The plaintiff now contends that the motion was not
frivolous because it asserted a "colorable claim" of fraud.
Plaintiff's Surreply to Defendant's Motion for Sanctions,
etc. ("Surreply") (Docket No. 123)at 1-2. This argument
entirely misses the point. As I noted in my denial of the
Rule 60(b) motion, none of my rulings before or during
the trial in this case depended or relied in any way on the
alleged assertions by the defendant or its counsel that its
packaging complied with applicable United States law,
Decision at 5, which is the source of the plaintiff's fraud
allegation, Memorandum at 1-7, 9-13. Since the question
whether the defendant's packaging rendered its products
unsaleable in the United States due to lack of compliance
with applicable labeling law -- presented by the plaintiff
as a defense to the defendant's counterclaim for the value
of product shipped to and retained by the plaintiff -- was
never reached in the proceeding below, whether the claim
that any representation by the defendant with respect to
this issue was fraudulent was "colorable" is irrelevant. As
I noted in my decision on the motion for relief from
judgment, the plaintiff [**6] would not be entitled to
relief even if the defendant had made the alleged
fraudulent misrepresentations. 2

2 The plaintiff makes much of its assertion that
the defendant "does [not] ever refute that they
engaged in improper labeling of their products,"
Plaintiff's Opposition to Defendant's Motion for
F.R.Civ.P. 11 Sanctions ("Opposition") (Docket
No. 114) at 1, going so far as to assert that the
defendant "conceded" that it did so, id. at 2. The
plaintiff confuses an argument to the effect that
the validity of its accusations is beside the point
with an admission of guilt. The two are certainly
not the same. At no point in its pleadings with
respect to this issue can the defendant reasonably
be characterized as having admitted the plaintiff's

factual allegations.

The plaintiff asserts that the court "would very well
have been swayed," presumably at some point before
trial, by the "fact" that "Defendant knowingly dumped
improper, non-compliant product on the [**7] Plaintiff
which would subject Plaintiff to severe sanction and
penalty if entered by Plaintiff into the stream of
commerce." Opposition at 4. The point in the proceedings
in this case identified by the plaintiff as the critical time
with respect to the alleged misrepresentations is the
consideration of the defendant's motion for summary
judgment. Memorandum at 3. The alleged
misrepresentations by Fiddes, as distinct from its counsel,
id. at 12, could only have become an issue at this time as
well. The plaintiff asserted that the defendant had failed
to comply with applicable labeling laws only in
connection with its opposition to the defendant's
counterclaim. Memorandum Decision on Defendant's
Motion for Summary Judgment, etc. ("First Summary
Judgment Decision") (Docket No. 36) at 15-18; Plaintiff's
Memorandum in Opposition to Defendant's Motion for
Summary Judgment ("Plaintiff's Summary Judgment
Opposition") (Docket No. 28) at 17-18. This assertion
was made only to support the plaintiff's contention that it
had revoked its acceptance of the defendant's products.
Plaintiff's Summary Judgment Opposition at 17-18. I
determined that, as a matter of law, the plaintiff's asserted
revocation [**8] came too late to allow it to avoid its
payment obligation, First Summary Judgment Decision at
17, and accordingly did not reach the labeling issue.
Thus, whether or not the defendant had misrepresented its
compliance with applicable labeling laws -- the gravamen
of the plaintiff's claim of fraud that provided the basis for
its motion for relief from judgment -- that question had
no bearing on the outcome of the motion. This fact
should have been apparent to the plaintiff's attorney, who
represented the plaintiff in connection with the motion for
summary judgment, as he does now.

I also granted the defendant's motion for summary
judgment on any claim for damages arising from the
alleged improper labeling because the plaintiff submitted
no evidence to support such a claim in opposition to the
defendant's motion for summary judgment on the
counterclaim. Memorandum Decision on Defendant's
Motion for Summary Judgment on Damages, etc.
(Docket No. 78) at 11-12. To the extent that the plaintiff
means to argue that it could not [*22] have presented
such evidence with respect to either claim before
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September 2003, Opposition at 4; 3 Memorandum at 15,
the evidence makes that claim untenable. As I [**9]
noted in my decision on the motion for relief from
judgment, the plaintiff had in its possession at least as
early as November 21, 2001 4 the very containers of the
defendant's products that were examined by its expert.
Yet the expert only executed his affidavit on July 21,
2004, Affidavit [of Henry S. Woods, III] (Docket No. 99)
P 6 & jurat. First Summary Judgment Decision at 4. The
plaintiff's assertion that it "had no way of establishing"
fraud until it learned in September 2003 of the results of
an investigation by the federal Department of
Transportation, Surreply at 2 & n.3, is simply contrary to
the facts. Woods' affidavit does not refer to any such
investigation and cannot reasonably be read to depend on
the results of that investigation in any way.

3 This argument leaves unexplained the gap
between September 2003 and July 2004, when the
plaintiff filed its motion for relief from judgment.
This gap, coupled with the fact that the motion
was filed two days before the one-year period
allowed by Fed. R. Civ. P. 60(b)(3) expired,
certainly suggests that the motion was filed to
cause delay and/or to increase the cost of
litigation to the defendant.

[**10]
4 This is the date when the defendant accepted
the plaintiff's termination of their business
relationship. First Summary Judgment Decision at
13-14.

The plaintiff argues that its motion for relief from
judgment was proper even if it knew of the fraud,
Surreply at 3, presumably at some point before it brought
the motion, citing Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 88 L. Ed. 1250, 64 S.
Ct. 997, 1944 Dec. Comm'r Pat. 675 (1944), overruled on
other grounds Standard Oil Co. of California v. United
States, 429 U.S. 17, 18 n.2, 50 L. Ed. 2d 21, 97 S. Ct. 31
(1976). In that case, the Supreme Court stated that "even
if [the party seeking to set aside the judgment] did not
exercise the highest degree of diligence [in uncovering
the fraud the opposing party's] fraud cannot be condoned
for that reason alone." Id.322 U.S. at 246, 88 L. Ed. 1250,
64 S. Ct. 997. That is the sentence quoted by the plaintiff.
The text of the opinion goes on as follows:

This matter does not concern only
private parties. There are issues of great

moment to the public in a patent suit.
Furthermore, tampering with the
administration of justice in the manner
indisputably shown here [**11]
[defendant planted favorable article in
trade journal in which ostensible expert
extolled defendant's new product as a
remarkable advance in its field, then used
the article in successful defense against
patent infringement claim] involves far
more than an injury to a single litigant. It
is a wrong against the institutions set up to
protect and safeguard the public,
institutions in which fraud cannot
complacently be tolerated consistently
with the good order of society.

Id. Obviously, no patent is involved in this contract
dispute. 5 Nor does the fraud alleged by the plaintiff
begin to reach the level proved to have occurred in
Hazel-Atlas.

5 Contrary to the plaintiff's assertion,
Memorandum at 14, the Hazel-Atlas opinion does
not "hold[] that a defendant cannot be heard to
complain of lack of materiality when it believed
the issue significant enough to make the
misrepresentation in the first place."

The only "fraud" upon the court identified by the
plaintiff, as distinguished from [**12] alleged fraud
directed at the plaintiff, was two representations by
defendant's counsel: a statement of material fact 6 and an
assertion in [*23] the defendant's motion for summary
judgment on damages. 7 Memorandum at 9-11. Since,
unlike the trial court inHazel-Atlas, [HN5] I did not rely
on either of those statements or assertions in reaching my
conclusions on the motion for summary judgment, the
court cannot be said to have been misled, nor the
administration of justice tampered with. Hazel-Atlas
provides no refuge for the plaintiff and its counsel.

6 The statement at issue is one phrase in
paragraph 34 of the defendant's response to the
statement of material facts submitted by the
plaintiff in support of its opposition to the
defendant's first motion for summary judgment.
Memorandum at 9. After objecting to the
plaintiff's assertion that the defendant's "product
lacks certification necessary to continue in U.S.
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commerce trade," Plaintiff's Statement of Material
Facts in Dispute ("Plaintiff's SMF") (Docket No.
30) P 34, as requiring expert testimony, the
defendant qualified the statement "by stating that
Fiddes expressed its refusal to recognize the
Plaintiff's attempt at revocation and confirmed
that Fiddes' goods complied with U.S. laws,"
Defendant's Reply to Plaintiff's Statement of
Additional Facts in Dispute (Docket No. 33) P 34.
This sentence refers to a meeting between Larry
Mann, the plaintiff's principal, and Robert Fiddes
Gooding of the defendant, that took place in
October 2001 and merely reports what Fiddes
Gooding said to Mann at that time. It is not
presented as an avowal by the defendant to the
court that the labels on the defendant's products
actually met all requirements of United States
law.

[**13]
7 The assertion at issue is the following: "In
short, as the importer, Roger Edwards, was
charged with the responsibility of ensuring that
the merchandise it was importing into the United
States complied with all U.S. regulations. . . ."
Defendant's Motion for Summary Judgment on
the Plaintiff's Claim for Damages, etc. (Docket
No. 53) at 16. In fact, this assertion is merely a
paraphrase of a United States Customs Service
publication, id. at 15, a fact made clear in the
motion, and cannot reasonably be characterized as
a misrepresentation, let alone "tampering with the
administration of justice." See U.S. Import
Requirements, a pamphlet published by the U.S.
Customs Service, at [3] ("It is the importers [sic]
responsibility to ensure that his or her goods
being imported meet admissibility requirements --
such as proper marking, safety standards, etc. --
and that the proper permits, if required, have been
obtained in advance of the goods arriving in the
United States."), available at
www.customs.ustreas.gov/linkhandler/cgov
/toolbox/publications/trade/
usimportrequirements.ctt/usimportrequirements.doc.
In addition, the materials submitted by the
plaintiff in support of its motion for relief suggest
that the responsibility does rest with the
distributor in the United States. All of the
violations noted in the report of the investigation
of East Fork Enterprises, Inc., which the plaintiff
now claims first alerted it to the defendant's

alleged labeling violations, are violations by the
distributor in Texas, not by the defendant, which
shipped the products in question to the distributor.
Exh. 7 to Memorandum at 17-25; Affidavit of
Larry Mann (Docket No. 100) P 7.

[**14] [HN6] The First Circuit has stated that
"garden variety deceit and fraud by a party" do not rise to
the level of a Rule 60(b)(6) claim or fraud upon the court.
Simon v. Navon, 116 F.3d 1, 6 (1st Cir. 1997). The
plaintiffs evidence of fraud does not rise even to the level
of garden variety.

As I also noted in my decision denying the motion
for relief from judgment, I am troubled by the plaintiff's
current assertion that it withdrew its attempted revocation
of its acceptance of the defendant's products on
December 17, 2002. Memorandum at 2 & Exh. 5 thereto.
In its opposition to the motion for summary judgment,
submitted to the court on December 23, 2002, the
plaintiff took the position that the defendant was not
entitled to summary judgment on its counterclaim for the
value of the goods it had delivered to the plaintiff because
the plaintiff had revoked its acceptance of those goods.
Plaintiff's Summary Judgment Opposition at 17;
Plaintiff's SMF P 32; Affidavit of Larry Mann (Docket
No. 31) P 10. While Exhibit 5 to the plaintiff's
memorandum of law in support of its motion for relief
from judgment was executed by Larry Mann on
December 16, 2002, the plaintiff's present counsel [**15]
represented it at the time its opposition to the motion for
summary judgment was filed and must therefore have
been aware of the position taken in that document with
respect to revocation of acceptance of the goods at issue.
To now represent to the court that the plaintiff had
actually withdrawn its revocation before pleadings
relying on that revocation were filed with the court is to
admit that the plaintiff engaged in a misrepresentation to
this court. Counsel for the plaintiff failed to acknowledge
this fact, even with the benefit of leave to file a surreply
after the discrepancy was pointed out in my decision
denying the motion for relief from judgment.

With respect to the request for sanctions against the
plaintiff's attorney, I note that [HN7] "the attorney has an
affirmative duty to inquire into the facts and law before
filing a pleading. His inquiry must be reasonable under
the circumstances." Coffey v. Healthtrust, Inc., 1 F.3d
1101, 1104 (10th Cir. 1993). From all that appears in the
record, counsel for the plaintiff did not engage in such a
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reasonable inquiry before filing the motion for relief from
judgment.

I can only conclude that the filing of the motion
[**16] was, under the circumstances, frivolous,
unreasonable and without foundation, even though it may
not have been made in subjective bad faith. Dubois, 270
F.3d at 80. The defendant complied with the "safe
harbor" requirements of Fed. R. Civ. P. 11(c)(1)(A).
Motion at 13. 8 An award of sanctions is accordingly in
order.

8 Plaintiff's counsel acknowledged this fact
during a telephone hearing on February 7, 2005
on the plaintiff's motion for leave to file a
surreply.

[*24] The plaintiff and its attorney of record are
hereby ordered to pay the defendant an amount

representing the reasonable attorney fees and other
expenses incurred by the defendant in defending against
the plaintiff's motion for relief from judgment. The
parties, through their attorneys, are directed to undertake
a serious good-faith effort to reach agreement on this
amount. If they are unable to reach agreement, the
defendant shall file a properly supported fee application
with the court by [**17] March 15, 2005. The plaintiff
shall respond thereto within 14 calendar days of its filing
and the defendant shall file any reply within 7 calendar
days thereafter.

Dated this 16th day of February 2005.

David M. Cohen

United States Magistrate Judge
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DISPOSITION: [**1] Defendants' motion to dismiss
action with prejudice was granted. Plaintiffs paid to the
defendants all the reasonable attorney's fees and costs

incurred in presenting this issue to the court. Pre-Trial
Conference set for October 15, 2002 and the Jury
Selection and Trial set for October 28 & 29, 2002 was
vacated and set aside. Defendants' motion to dismiss for
fraud on the court granted, action was dismissed with
prejudice.

CASE SUMMARY:

Page 516



PROCEDURAL POSTURE: Plaintiffs, a pedestrian
and his wife, sued defendants for negligence in
connection with the pedestrian's fall on a sidewalk. The
trial was continued to allow for further discovery by
defendants. Defendants moved for a non-resident bond of
$ 75,000 and moved to dismiss the case for fraud on the
court.

OVERVIEW: The pedestrian claimed to have suffered
numerous injuries as a result of falling on the sidewalk,
including nose trauma, head and neck injuries, a fractured
elbow, and severe bilateral carpal tunnel syndrome. At
his deposition, when asked about prior injuries and
accidents, the pedestrian mentioned incidents that had
occurred during the 1960s. He failed to mention a 1982
back injury, a 1995 neck injury, and a 1996 slip and fall,
after which the pedestrian was diagnosed with severe
carpal tunnel syndrome; he failed to have recommended
surgery until after the accident at issue in the instant case.
The court found that it had a sufficient basis to require a
non-resident bond in excess of $ 250, but chose instead to
focus on the issue of fraud on the court. The court was
unconvinced by plaintiffs' claim that the pedestrian failed
to remember the more recent injuries, finding that the
pedestrian misled his own attorneys as well as defendants
and the court. Dismissal was found to be the appropriate
remedy. Although plaintiffs' counsel improperly
characterized plaintiffs' actions as cooperative, the court
decided not to impose sanctions under Fed. R. Civ. P. 11.

OUTCOME: Defendants' motion to dismiss the suit with
prejudice was granted, and plaintiffs were ordered to pay
defendants' attorneys' fees and costs.

CORE TERMS: docket entry, carpal tunnel syndrome,
non-resident, deposition, medical records, doctor, clinic,
penalty of perjury, bilateral, perjury, surgery, attorneys'
fees, orthopaedic, incur, box, medical history, pain,
opposing party, fracture, remember, shoulder, settlement,
diagnosed, discovery, hotel, nose, neck, chiropractor's,
probability, declaration

LexisNexis(R) Headnotes

Civil Procedure > Remedies > Bonds > General
Overview
[HN1] U.S. Dist. Ct., D.P.R., R. 304 provides that when a
plaintiff is domiciled outside of Puerto Rico, a bond shall

be required to secure the costs, expenses and attorneys'
fees which may be awarded. The court may require an
additional bond upon a showing that the original bond is
not sufficient security, and may stay the proceeding in the
action until such additional bond is given.

Civil Procedure > Remedies > Bonds > General
Overview
[HN2] U.S. Dist. Ct., D.P.R., R. 304 does not impose any
time limits on a court and or opposing party to proceed
with respect to a non-resident bond. The only time limit
is for the actual posting of the bond once ordered by the
court.

Civil Procedure > Remedies > Bonds > General
Overview
[HN3] The purpose of a non-resident bond is to ensure
that a prevailing party will be able to collect a judicial
award of costs, expenses, and attorneys' fees from a
non-resident litigant. In determining whether a
non-resident bond in excess of $ 250.00 should be
required, a court must consider at least three factors: (1)
the plaintiff's probability of success on the merits, and the
background and purpose of the suit; (2) the reasonable
extent of the security to be posted, if any, viewed from
the defendant's perspective; and (3) the reasonable extent
of the security to be posted, if any, viewed from the
non-domiciliary plaintiff's perspective.

Civil Procedure > Remedies > Bonds > General
Overview
[HN4] The purpose of a non-resident bond is not to
sanction a party who has engaged in wrongful acts but to
safeguard a party who has the probability of prevailing in
the merits.

Civil Procedure > Judicial Officers > Judges >
Discretion
[HN5] It is well established that federal courts possess
plenary authority to process litigation to a just and
equitable conclusion and to manage their own affairs so
as to achieve the orderly and expeditious disposition of
cases. Consequently, district courts are accorded
considerable latitude in dealing with serious abuses of the
judicial process.

Civil Procedure > Sanctions > Misconduct & Unethical
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Behavior > General Overview
[HN6] The worst abuse of the judicial process a litigant
can incur is fraud on the court. Fraud consists of a
concealment of material fact or a reckless
misrepresentation to induce another person to act. Fraud
on the court occurs when a party has sentiently set in
motion some unconscionable scheme calculated to
interfere with the judicial system's ability to impartially
adjudicate a matter by improperly influencing the trier or
unfairly hampering the presentation of the opposing
party's claim or defense. Because corrupt intent knows no
stylistic boundaries, fraud on the court can take many
forms. It need not be a concoction between attorney and
client. What is critical is the mischievous doing, whether
it comes from the party, the attorney, both or in
combination with a third party.

Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
[HN7] Fraud on the court is a lawyer's or party's
misconduct in a judicial proceeding so serious that it
undermines or is intended to undermine the integrity of
the proceeding.

Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
Criminal Law & Procedure > Criminal Offenses >
Miscellaneous Offenses > Perjury > Elements
[HN8] Perjury is the act or an instance of a person's
deliberately making material false or misleading
statements while under oath.

Civil Procedure > Dismissals > Involuntary Dismissals
> General Overview
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
[HN9] When evidence of a fraud on the court is adduced
prior to trial, the district court may fashion an appropriate
pre-trial remedy to cure the effect of any misconduct. The
choice of remedy is committed to the broad discretion of
the trial court. In order to properly protect the sanctity of
the judicial process, the remedy may include dismissing
the action.

Civil Procedure > Discovery > Misconduct
Civil Procedure > Discovery > Relevance
Legal Ethics > Sanctions > General Overview

[HN10] A litigant's duty under the Federal Rules of Civil
Procedure is not to give "clues" for the opposing party to
prove whether vel non it is a good detective. The United
States' judicial system has progressed from those dark
ages in which the litigation of a case was best described
as the battle of the fittest. Modern litigation requires a
litigant to provide useful, competent information that can
reasonably and in good faith assist the opposing party to
conduct a proper discovery, especially so when relevant
evidence or leading to relevant evidence has been directly
requested. The contrary would be totally at odds with the
notions of fairness central to the United States' system of
litigation.

COUNSEL: For Plaintiffs: TRONCOSO & SCHELL,
SAN JUAN, PR.

For Defendants: LUIS G. MARTINEZ-LLORENS,
COLON, COLON & MARTINEZ, SAN JUAN, PR.

JUDGES: GILBERTO GIERBOLINI, Senior U.S.
District Court.

OPINION BY: Gilberto Gierbolini

OPINION

[*239] OPINION AND ORDER

Pending before this court is the defendants' motion
for a non-resident bond in the sum of $ 75,000.00 and a
"Motion to [*240] Dismiss for Fraud on the Court".
Both requests are based on the plaintiffs' failure to
disclose significant and relevant prior medical problems
and treatment in an attempt to misled the defendants and
the court and augment the damages suffered as a
consequence of the 1999 fall. (Docket entry # 45 & 73).
The plaintiffs oppose both motions negating that they
intentionally withheld medical information. As to the
motion [**2] for a non-resident bond, they assert that
their economic situation prevents them from posting such
a bond. (Docket entry # 56 & 77).

BACKGROUND

This is a tort action brought to this court pursuant to
the diversity of citizenship statute. Co-plaintiff Mr.
Andrew Hull is the President of Settlement Associates,
Inc., a company that sells insurance and structured
settlements to law firms and other companies.
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Co-plaintiff Patricia Rivera Hull is his wife. On
November 8, 1999, Mr. Hull arrived at Puerto Rico for
business. Around 7:00 p.m. he left his hotel with business
associate Joseph Munoz to have dinner at a nearby Italian
restaurant. While walking on a sidewalk under
construction at Condado, Puerto Rico, Mr. Hull's feet
were caught in some wire mesh that was still attached to
the tiles that had been installed in the sidewalk. He fell
face down hitting his nose and left elbow on the ground.
The plaintiffs argue that this dangerous condition was not
readily visible due to the poor visibility in the area and
the fact that the wire mesh was of the same color as the
tiles.

The plaintiffs claim that, as a consequence of the fall,
Mr. Hull suffered a nose trauma, breathing difficulty
[**3] through his nose, deviated septum, head injury,
strong physical pain in the cervical area and left arm,
fracture of the radial head of the left elbow, pinched
nerve in said area, numbness and a tingling sensation
radiating to his arms and his legs, bilateral carpal tunnel
syndrome of a severe nature, sleep problems, post
concussion syndrome with Aphasia, mild problems with
sexual dysfunction, among others. Mr. Hull underwent a
decompression surgery for the bilateral carpal tunnel
syndrome, a septoplasthy to correct the nose condition, an
anterior cervical partial vertebrectomy, a micro
discectomy and an anterior cervical fusion. Mr. Hull has
been diagnosed as follows: (1) herniated nucleus
pulposus C6-7 left and central with extrusion disc
fragment; (2) herniated pulposus C5-6; (3)multi level
neuroforaminal stenosis C5-6 and C6-7; (4) traumatic
elbow injury; (5) cerebral concussion with posttraumatic
symptoms, including Aphasia; (6) early cervical
myelopathy resolved; (7) traumatic nasal injury; (8)
bilateral carpal tunnel syndrome. See, Complaint
PP10-25, docket entry # 1; Joint Initial Scheduling
Memorandum, pp. 3-6, docket entry # 6; Plaintiff's Letter
of Settlement Demand, [**4] PP13-34, Exhibit # 7,
Reply to Opposition to Request for Non-Resident Bond,
docket entry # 62. The plaintiffs assert that the defendants
were negligent in not keeping the sidewalk in safe
conditions for the pedestrians and that said negligence
was the sole cause of all the injuries he endured, as above
described. In total, they claim compensation in an amount
no less than $ 2,861,000.00. Id. at p. 11.

Two months before the commencement of the trial
scheduled for April 2002, the defendants requested us to
continue it because of problems during the discovery

phase of the case. Namely, because the plaintiffs' failure
to provide all the medical records requested and
information regarding a previous slip and fall, forced
them to conduct further discovery to properly assess the
true magnitude of the damages alleged in this case.
(Docket entries # 36 & 41). This discovery definitely
opened a can of worms. (Docket entries # 44, 47 & 48).
In view of the medical evidence withheld [*241] by the
plaintiffs, we continued the trial and ordered them to
furnish to the defendants all the information regarding:
(1) a rear end collision suffered in 1982; (2) any other
accidents and/ or injuries suffered [**5] prior to
November 1999; (3) any medical condition, treatment or
record not previously disclosed to the defendants.
(Docket entry # 52 & 54).

Meanwhile, and based on the situation above
mentioned, the defendants requested the posting of a
non-resident bond in the amount of $ 75,000.00. (Docket
entry # 45). The parties were given ample opportunity to
present and further supplement their positions regarding
the merits of the motion for a non-resident bond. (Docket
entries # 45, 50, 56, 62, 63, 64 & 67). W ordered the
plaintiffs to file a certified copy of their 2001 tax returns
and any documentary evidence to substantiate the
allegations of economic difficulties to post the bond.
Likewise, we ordered the defendants to file evidence of
the necessary costs incurred by them related to the issue
of damages, particularly, those related to their efforts to
obtain Mr. Hull's prior medical history. (Docket entry #
66). Both parties complied with our order. (Docket
entries # 68 & 69).

Recently, the defendants filed a motion to dismiss for
fraud to the court based on the same facts and theory set
forth in the motion for a non-resident bond. (Docket entry
# 73). The plaintiffs demur reiterating [**6] the
arguments presented in opposition to the motion for a
non-resident bond. (Docket entry # 77).

NON-RESIDENT BOND

Rule 304 of the Local Rules of this Court [HN1]
provides that when a plaintiff is domiciled outside of
Puerto Rico, a bond shall be required to secure the costs,
expenses and attorneys' fees which may be awarded. The
court may require an additional bond upon a showing that
the original bond is not sufficient security, and may stay
the proceeding in the action until such additional bond is
given. There is no controversy in this case that the
plaintiffs are citizens of the State of California. See,
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Uncontested Fact # 1 of the Proposed Pre-Trial Order, pp.
21 & 23, docket entry # 76. It is also undisputed that the
plaintiffs have never posted a non-resident bond in this
case. However, this does not mean that this court's
authority to require it, or for an opposing party to request
its imposition, has been waived by the mere lapse of time.
Rule 304 [HN2] does not impose any time limits on the
court and or opposing party to so proceed. The only time
limit is for the actual posting of the bond once ordered by
the court. Hence, we have plenary power to consider the
defendants' [**7] request for posting of a non-resident
bond in excess of $ 250.00.

[HN3] The purpose of the non-resident bond is "to
ensure that a prevailing party will be able to collect a
judicial award of costs, expenses, and attorney's fees
from a non-resident litigant." Murphy v. Ginorio, 989
F.2d 566, 568 (1st Cir. 1993). In determining whether a
non-resident bond in excess of $ 250.00 should be
required, a court must consider at least three (3) factors:
"(1) the plaintiff's probability of success on the merits,
and the background and purpose of the suit; (2) the
reasonable extent of the security to be posted, if any,
viewed from the defendant's perspective; and (3) the
reasonable extent of the security to be posted, if any,
viewed from the non-domiciliary plaintiff's perspective."
Aggarwal v. Ponce Sch. of Medicine, 745 F.2d 723,
727-28 (1st Cir. 1984).

Though we have sufficient basis to require a
non-resident bond in excess of $ 250.00 1, we find that
we will not serve justice by following that avenue. [HN4]
The purpose [*242] of a bond is not to sanction the
party who has incurred in wrongful acts but to safeguard
a party who has the probability of prevailing in the
merits. [**8] Therefore, we will focus our discussion
under the parameters set forth by the Court of Appeals for
the First Circuit in Aoude v. Mobil Oil Corp., infra,
regarding fraud to the court.

1 Without prejudging the issue of negligence,
which has not been fully presented to the court at
this stage of the case, we believe that the
plaintiffs' probability to prevail in the merits is
highly questionable. Mr. Hull's credibility, in
conjunction with the evidence discovered by the
defendants regarding his pre-existing medical
conditions, greatly diminishes their probability of
obtaining an award of damages. Mr. Hull's
conduct has forced the defendants to incur in

unnecessary litigation costs. Though the economic
situation presented by the plaintiffs, at first
glance, seems precarious, a more thorough
analysis of the same allows the imposition of a
bond in excess of $ 250.00.

[HN5] It is well established that federal courts
possess plenary authority to process litigation to a just
and equitable conclusion and to manage their [**9] own
affairs so as to achieve the orderly and expeditious
disposition of cases. See, Link v. Wabash R.R. Co., 370
U.S. 626 at 630-31, 82 S. Ct. at 1388-89 (1962); HMG
Property Investors, Inc. v. Parque Indus. Rio Canas, Inc.,
847 F.2d 908, 915 (1st Cir. 1988). Consequently, district
courts are accorded considerable latitude in dealing with
serious abuses of the judicial process. See, Aoude v.
Mobil Oil Corp., 892 F.2d 1115, 1117 (1st Cir.
1989)(and cases therein cited). Otherwise, the courts
would be hindered to defend "their integrity against
unscrupulous marauders" putting at risk the very
fundament of the judicial system. Id.

ABUSE OF THE JUDICIAL PROCESS-FRAUD

The defendants assert that the plaintiffs'
misrepresentations to this court, the opposing party and
their own experts and treating physicians, and the
withholding of important evidence, all regarding Mr.
Hull's prior medical history, is tantamount to fraud to the
court. Additionally, they assert that said conduct has
caused them to incur in unnecessary litigation costs. After
a careful review of the record before us, we find that Mr.
Hull has not [**10] been forthcoming in revealing his
prior medical history and has incurred in serious and
material inconsistencies in his testimonies under oath and
penalty of perjury.

We consider that [HN6] the worst abuse of the
judicial process a litigant can incur in is fraud on the
court. Fraud consists of a concealment of material fact or
a reckless misrepresentation to induce another person to
act. See, Black's Law Dictionary, 670 (7th ed. 1999).
Fraud on the court occurs when "a party has sentiently set
in motion some unconscionable scheme calculated to
interfere with the judicial system's ability to impartially
adjudicate a matter by improperly influencing the trier or
unfairly hampering the presentation of the opposing
party's claim or defense". See, Aoude v. Mobil Oil Corp,
892 F.2d at 1117. "Because corrupt intent knows no
stylistic boundaries, fraud on the court can take many
forms." Id. Contrary to the plaintiffs' argument, it need
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not be a concoction between attorney and client. 2 What
is critical is the mischievous doing, whether it comes
from the party, the attorney, both or in combination with
a third party. Here, the sole culprit is co-plaintiff, Mr.
Hull. [**11]

2 [HN7] "Fraud on the court-a lawyer's or party's
misconduct in a judicial proceeding so serious
that it undermines or is intended to undermine the
integrity of the proceeding." Black's Law
Dictionary 671, supra.

THE EVIDENCE OF FRAUD AND PERJURY

In an effort to justify Mr. Hull's failure to provide
during the discovery relevant information of his prior
medical history, the plaintiffs rely on the fact that
question [*243] # 5 of the Interrogatory submitted by
the defendants excluded information of personal injury.
Indeed question # 5 excludes that information 3, but the
fact remains unaltered that in the answer to question # 6
of the Interrogatory 4 Mr. Hull represented to the
defendants that "all the injuries ... [he] had were as a
result of the 11-9-99 incident which is object of the
Complaint." See, Answers to Interrogatory, Exhibit # 3 of
the Reply to Opposition to Request for Non-Resident
Bond, docket entry # 62. As will be shown herein below,
this representation, made under penalty of perjury, [**12]
was false, for not all the injuries claimed were caused by
the fall.

3 Question # 5:

"If during the ten years immediately prior to
the date of said accident you were confined in a
hospital, treated by a doctor or x-rayed for any
reason, other than personal injury, give the
name and address of each such hospital,
physician, technician or clinic, the approximate
date of such confinement or service, and state, in
general, the reason for such confinement or
service." (Our emphasis). See, Interrogatory, p. 2,
Exhibit # 2, Reply, supra.
4 Question # 6:

"State whether since the date of said accident
you have suffered any other bodily injury or
illness that required the care of a doctor and, if so,
state when, where and how you were injured, and
describe in general the injuries suffered, or, in the
alternative, state when you were ill, and describe

in general the nature of the illness." Id.

Though specifically asked during his September 7,
2001, deposition about prior injuries or accidents, [**13]
Mr. Hull only mentioned a right wrist fracture in 1966, a
hospitalization for a bleeding ulcer in 1968 and a knee
surgery in 1969. See, Deposition Testimony, Exhibit # 4,
pp. 31-36, supra. No mention was made of a rear end
collision in 1982, where he suffered back injuries and
permanent soreness in his right scapular, nor reference
was made of the time when he hurt his neck laying bricks
in his house back in 1995 and the concomitant diagnose
of neuropathy. See, Case History File and Med-Legal
Intake and Examination Form, Exhibit # 15 of the Motion
to Dismiss for Fraud to the Court, docket entry # 73;
Declaration Under Penalty of Perjury of April 6, 2002, p.
4, Exhibit # 13, Reply, supra. Lastly, Mr. Hull failed to
mention a 1996 slip and fall in a hotel in Orlando, Florida
for which he was seen by at least four (4) doctors, several
diagnostic exams were performed, various conditions
were diagnosed including, SEVERE CARPAL
TUNNEL SYNDROME for which
DECOMPRESSION SURGERY WAS HIGHLY
RECOMMENDED. See, Medical Record at the
Kerlan-Jobe Orthopaedic Clinic, Exhibit # 9, Reply,
supra.

Now the plaintiffs try to justify Mr. Hull's failure to
provide this [**14] information, claiming that "in the
heat of the deposition" he simply did not remember it.
We find this argument unconvincing. First of all, six (6)
months before this deposition, Mr. Hull was deposed in
relation to a workman's compensation claim he presented
for the same facts of this action. In that deposition he was
asked whether before the fall in November 1999 he had
been involved in any accidents causing him to seek
medical treatment. Curiously, he made reference to the
same three (3) injuries suffered in the 1960's, but did not
remember any other. See, Deposition Testimony, Exhibit
# 8, pp. 31-33, Reply, supra.

What is most amazing is Mr. Hull's ability to, "in the
heat" of the depositions related to actions in which he
seeks economic redress for "catastrophic" 5 damages,
[*244] remember very specific details of, e.g., a thirty
five (35) year old right wrist fracture which healed with
no complications, while forgetting three/ four year old
injuries that are related to the damages now claimed.
Given the extent and nature of those younger injuries, a
candid individual would have remembered them. See, Id.;
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Deposition Testimony, Exhibit # 4, pp. 34-36; Medical
[**15] Record from the Kerlan-Jobe Orthopaedic Clinic,
Exhibit # 9, supra. This rather convenient forgetfulness
can be more reasonably attributed to the fact that the
physical complaints, symptoms, treatment received and
diagnosis obtained in relation to the omitted accidents
and injuries, endured in a time frame more proximate to
the 1999 fall, would have irremediably undermined the
magnitude of the damages claimed, ergo, the economic
compensation herein sought. Otherwise, why, absent any
"heat", would Mr. Hull not mention this information to
his treating physicians and experts?

5 The plaintiffs catalogued the damages endured
by Mr. Hull in this case as almost of a
catastrophic nature. See, Plaintiffs' Settlement
Demand Letter of March 8, 2002, p. 8, Exhibit #
7, supra.

It stems from the record that Mr. Hull not only failed
to reveal to them that some of the symptoms and
conditions he attributes to his fall in 1999 were present
years before, but he expressly represented to these
doctors that he had no [**16] prior history of injuries nor
of back and neck pain. 6 See, Letters of Dr. William
Caton to Dr. Donald Norquist of February 1 and October
20, 2000, Exhibit # 14; Letter of Dr. Vincent Fortanasce
to Dr. Caton of May 1, 2000, Exhibit # 16; Patient
Questionnaire at Dr. Fortanace's office, Exhibit # 17,
Reply, supra. As stated above, these representations are
contradicted by Mr. Hull's admissions on medical files
not revealed to his doctors, the Workman's Compensation
Board and his own attorneys.

6 Mr. Hull also misrepresented to his doctors
that he had suffered a nose fracture due to the
1999 fall. See, Exhibits # 14, 16 & 17, Reply,
supra; Videotaped Deposition of Dr. Caton, pp.
66-67 and exhibits 2 & 8 of said deposition,
Motion Submitting Transcripts of the Video
Depositions that Plaintiffs Intend to Show to the
Jury at Trial, docket entry # 43; Emergency Room
Record at the Ashford Presbyterian Community
Hospital, Exhibit IV, Dr. Norquist's Chart, Exhibit
V, Deposition of Dr. Warren Line (E.N.T.),
Exhibit VII, pp. 38 & 41, Medical Record of Dr.
Michael Schwartz (1st E.N.T. that examined Mr.
Hull eleven (11) days after the fall), Exhibit II,
Opposition to Motion to Dismiss for Fraud to the
Court, docket entry # 77.

[**17] For example, Mr. Hull's concealment and
misrepresentations lead Drs. Norquist and Fortanasce to
diagnose him as having suffered bilateral severe carpal
tunnel syndrome as a sequel to the 1999 fall. See,
Progress Notes of Dr. Norquist, Exhibit III, Opposition to
Motion to Dismiss for Fraud to the Court, docket entry #
77; Dr. Fortanasce's Letter to Dr. Caton, Exhibit # 16,
Reply, supra. Based on the records of these physicians,
the plaintiffs' neurologic expert-Dr. Angel Chinea-, in
turn rendered a report in which he opined that the
bilateral carpal tunnel syndrome was related to Mr. Hull's
November 1999 fall. Dr. Chinea concluded that this
condition represented a five percent (5%) impairment of
the whole person (IWP) for Mr. Hull's left hand and a ten
percent (10%) IWP for his right hand. See, Neurological
Evaluation, pp. 5-6, Exhibit # 6, Reply, supra. It should
be noted that Dr. Chinea determined that all the
conditions suffered by Mr. Hull in 1999 left him with a
thirty nine percent (39%) IWP. Accordingly, the bilateral
carpal tunnel syndrome represents a thirty eight point five
percent (38.5%) of the total disability. In other terms, it
represents over one [**18] third (1/3) of his whole body
impairment. Id.

Very recently, Mr. Hull's legal representatives, in an
effort to avoid sanctions under Rule 11 of the
Fed.R.Civ.Proc., informed the court that their decision to
include in the complaint the damage allegation [*245] of
bilateral carpal tunnel syndrome was made based on the
"available medical opinion of Mr. Hull's physicians
which were available at the time". (Our emphasis). See,
Opposition to Motion to Dismiss for Fraud to the Court,
p. 4, docket entry # 77. Obviously, it was Mr. Hull the
one who provided the attorneys with the factual
information that they poured into the complaint, a
complaint that Mr. Hull admitted under oath having read
before it was filed and that included factual information
that was accurate and correct. See, Hull's Deposition
Testimony, p. 64, Exhibit # 4, Reply, supra. In view of
the foregoing, it is evident that Mr. Hull misled and
concealed material information from his own legal
representatives and in turn, the court, regarding the extent
of the actual damages suffered as a result of the 1999 fall.

It was not until October 2001, when the defendants
found a cursory mention of a "slip [**19] and fall 1995"
7 buried in the medical record of Dr. Caton, that they
were finally en route to open Mr. Hull's "Pandora's box".
8 See, Letter of October 30, 2001, Exhibit # 10, Reply,
supra; Dr. Caton's medical record and Patient Evaluation
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and Management Services Form, p. 3, Exhibit # 8 of Dr.
Caton's Videotaped Deposition, docket entry # 43. Not
even the plaintiffs' attorneys were aware of that accident.
9 See, Letter of November 12, 2001, Exhibit # 11, Reply,
supra. The defendants insistently requested further
specific information regarding this incident. See, Letters
of October 30, November 13 & 28, 2001 and of January
4, 2002, Exhibit # 10, Reply, supra. Three (3) months
after the initial request and just a week before departing
to California to take the depositions of his treating
physicians and experts, Mr. Hull provided, for the first
time, some information about the 1996 slip and fall. See,
Statement Under Penalty of Perjury of January 21, 2002,
Exhibit # 12, Reply, supra.

7 Although the plaintiffs initially indicated that
the slip and fall had been in 1995, the medical
record related to this accident reflected the real
date as May 1996.

[**20]
8 According to Greek Mythology, Pandora's box
was a jar containing a multitude of evils and
plagues. When Pandora's eager curiosity drove
her to open the jar to find what it contained, the
evils and plagues escaped and scattered
throughout the Earth making mankind miserable.
The only thing that remained in Pandora's box
was hope. In this case, the prior medical
information that Mr. Hull kept sealed in his box
was finally let loose by the defendants' zealous
execution of their duty to have the truth surface.
This information has now escaped Mr. Hull's box,
only to haunt him. Unfortunately, there is no hope
at the bottom of his box.
9 In response to the defendants' first letter
requesting information of the 1996 slip and fall,
the plaintiffs' counsel responded:

"We wish to know where did you
came up with the information that
our client sustained an accident
back in 1996. We wish an
explanation from you in this regard
...".

In a statement under penalty of perjury Mr. Hull
indicated that during his stay at the Hyatt Grand Regency
Hotel in Orlando, Florida in late May 1996, while [**21]
descending toward a restaurant to eat breakfast he fell in

a spiral staircase. He further stated that:

"As a result of this accident I spent a day
with my leg elevated and I was seen by the
Hotel's physician a couple of days later. I
was given medication to lower my blood
pressure and released. I did not receive
any further treatment and I do not have
any records related to the limited
treatment that I received. I do not recall
the name nor the address of the physician
that saw me."

Id. He also declared that he visited a chiropractor in 1995
because after resetting some bricks in the patio of his
house, [*246] he suffered a "tight neck and shoulders".
Id.

Mr. Hull's selective memory strikes back. However,
this time absent any "heat". While he is able to remember
specific details of how the 1996 fall occurred, he is
unable to remember any information of the initial medical
treatment received that could help the defendants obtain
relevant or leading to relevant evidence. Even worst, in a
patent attempt to dissuade the defendants from further
pursuing the issue, he made reference to the medical
treatment received immediately after the fall but
conveniently omitted [**22] any mention to the
substantial treatment received a month after the fall at an
orthopaedic clinic. Even assuming that he did not have
any medical records to jog his memory, which is refuted
by the record, 10 with little effort he could have obtained
additional information to adequately fulfill his duty under
Rule 26(e) of the Fed.R.Civ.Proc. This is so because his
wife holds a managerial position with State Farm
Insurance Co. (State Farm), Mr. Hull's health insurance
provider.

10 It stems from the record that on July 1997
Mr. Hull requested and obtained a copy of the
medical record related to the 1996 fall injuries.
See, Chart Notes of the Kerlan-Jobe Orthopaedic
Clinic. p. 8, Exhibit # 9, Reply, supra.

Despite Mr. Hull's desperate efforts to minimize the
importance of these prior accidents, with the manifest
intent of halting the defendants' quest for the truth, the
defendants did not surrender. Through a subpoena to
State Farm, the defendants were finally able to obtain
vital information regarding [**23] Mr. Hull's
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undisclosed prior medical history. See, "Motion for Brief
Continuance of Trial [sic] Light of Medical Evidence
Obtained Yesterday but Previously Undisclosed (And
Denied) by Plaintiffs", docket entry # 41.

The chiropractor's records showed that in 1995 Mr.
Hull's complaints included a pinched nerve in the neck,
pain in the hands, numbness, sensation of pins and
needles and pain in the fingers, difficulty sleeping, upper
back and shoulder stress and loss of grip and strength in
the right hand. At that time, Mr. Hull informed the
chiropractor that he had those or similar conditions in the
past but that they were not as severe. He was diagnosed
as suffering a neuropathy and received three (3)
treatments. See, Case History File and Med-Legal Intake
and Examination Form, Exhibit # 15 of the Motion to
Dismiss for Fraud to the Court, docket entry # 73.
Certainly, Mr. Hull had more than a "stiff neck and
shoulders." See, Statement Under Penalty of Perjury of
January 21, 2002, Exhibit # 12, Reply, supra.

A month after the 1996 fall, Mr. Hull visited the
Kerlan-Jobe Orthopaedic Clinic for complaints related to
the fall at the Hyatt Hotel in Orlando, Florida. [**24]
Namely, he complained of pain in the left knee and right
arm, sensation of tingling and numbness in the right
upper extremity, index, middle, ring and little fingers,
radiating pain from the right shoulder to the hand and
soreness in said area. In striking contrast with Mr. Hull's
representations under penalty of perjury regarding the
limited treatment received, the medical record at the
Kerlan-Jobe's Clinic shows a substantial treatment. He
made several visits to the clinic during 1996 and 1997,
was submitted to various X-Rays, a nerve conduction and
EMG study of the right upper extremity and was referred
to three (3) other specialists. Among other diagnosis not
relevant here, he was found as suffering a significant
carpal tunnel syndrome in the right hand and wrist and a
mild lateral epicondylitis in the right wrist.
Decompression surgery for the carpal tunnel syndrome
was suggested and Mr. Hull was advised against waiting
an extensive amount of time because it would worsen
[*247] his condition. Notwithstanding such admonition,
Mr. Hull never scheduled the surgery. See, Drs. Neal
ElAttrach and Norman Zemel's Chart Notes at the
Kerlan-Jobe Orthopaedic Clinic, Exhibit # 9, Reply,
[**25] supra. A year after the 1996 fall, Mr. Hull visited
Dr. Chadwick Smith because his left knee continued
bothering him. He was referred to said physician by a
lawyer friend. Dr. Smith diagnosed degenerative

osteoarthritis of the left knee, which he opined
pre-existed the 1996 fall, and carpal tunnel syndrome in
Mr. Hull's right upper extremity. See, Declaration Under
Penalty of Perjury of April 6, 2002, Exhibit # 13, supra.

In addition, after being specifically ordered by the
court, Mr. Hull divulged, for the first time, that he
suffered a right collar bone fracture as a child. As to the
1982 rear end car accident, he mentioned that his car
suffered minor damage to the rear and front and that he
retained the services of an attorney. As a consequence of
said collision he had X-rays taken, he received massage
and ultrasound treatments for approximately one or two
months and he suffered muscle stiffness from his
shoulders to his waist. Id. at pp. 4 & 6. Regarding this
accident, the chiropractor's record revealed that he
suffered "back injuries" and was left with permanent
soreness in his right scapular. See, Dr. Marazzoni's Case
History File and Med-Legal Intake [**26] and
Examination Form, Exhibit # 15 of the Motion to
Dismiss for Fraud to the Court, docket entry # 73.

In sum, Mr. Hull's pre-existent symptoms, conditions
and injuries related to prior accidents, are the same or
similar to many of the complaints referred by him now
and which have been used to diagnose bilateral carpal
tunnel syndrome and other conditions claimed in this
case. In view of the extent and nature of Mr. Hull's prior
medical history and it's direct bearing on the facts of this
case, we find that the representations made by him in his
statement under penalty of perjury of January 21, 2002
are unworthy of any credence. Equally so, those made in
a subsequent declaration under penalty of perjury
submitted on April 6, 2002 claiming that he had forgotten
those prior accidents. Id. It is simply hard to believe that
he could have consistently forgotten, at least, that he had
been previously diagnosed with carpal tunnel syndrome
and recommended surgery.

Even after being cornered with the undeniable truth
of these medical records, Mr. Hull subscribed the above
mentioned declaration of April 6, 2002. On this occasion
he had the insolence of attesting under penalty of perjury
[**27] that he was not "making a claim for damages in
this lawsuit associated with carpal tunnel syndrome." Id.
at p. 2. His audacity took him a step further. He also
declared that his doctors "are not able to state that the
condition is the result of any one event including the
accident of November 8, 1999 in San Juan." Id. at pp. 2
& 3. These statements cannot be farther away from the
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truth. In fact they are clear evidence of perjury 11.

11 [HN8] Perjury is the act or an instance of a
person's deliberately making material false or
misleading statements while under oath. See,
Black's Law Dictionary 1160, supra.

First of all, the carpal tunnel condition is specifically
claimed in the complaint, not only as one of the damages
he avowedly suffered, but also as grounds to sustain the
compensatory damages suffered by his wife 12. As we
previously pointed out, Mr. [*248] Hull admitted under
oath that he read the complaint before it was filed and
that the factual information it contained was correct and
accurate. [**28] Second, in his answer to the
Interrogatory he stated under penalty of perjury that all
the injuries now claimed were as a result of the 1999 fall.
Third, in the deposition before the Workman's
Compensation Board he also declared under oath that the
carpal tunnel syndrome had been related to his 1999 fall.
Fourth, Dr. Chinea concluded that the carpal tunnel was
related to the 1999 fall and ascribed to it specific
percentages of disability. Fifth, on March 8, 2002, the
plaintiffs' attorneys made to the defendants a settlement
demand which included the diagnosis of carpal tunnel
syndrome and the related percentages of disability
ascribed to that condition. See, Letter of March 8, 2002,
p. 7, Exhibit # 7, Reply, supra. Finally, it is not until
thirteen (13) days after the defendants filed their motion
to dismiss for fraud to the court that the plaintiffs' counsel
admit that the carpal tunnel syndrome cannot be causally
related to the 1999 fall, thus, conceding that it was
claimed in the complaint. See, Opposition to Motion to
Dismiss for Fraud to the Court, p. 11, docket entry # 77.

12 Paragraph 30 of the Complaint reads, in its
pertinent part, as follows:

"Plaintiff Patricia Rivera-Hull
has sustained damages consisting
of mental anguish and lost income
because of her husband's accident
... has taken a significant amount
of time off from word due to her
husband's injuries. She has taken
him to the doctor appointments, ....
[and] continues to go with him to
the doctor appointments,
evaluations, and carpal tunnel
surgeries ...." (Our emphasis). See,

Complaint, p. 10, docket entry # 1.

[**29] We are perplexed by the conduct displayed
by Mr. Hull in this case. By concealing relevant prior
medical information to his physicians and experts, Mr.
Hull initiated a chain reaction that allowed him to obtain
"objective" evidence with which his attorneys, in good
faith, filed a claim for certain damages that, in reality,
were not causally related to the facts of this case. He then
attempted to hamper the presentation of the defendants'
defenses in order to bolster his position and prevail. It is
unquestionable that this scheme was aimed at improperly
influencing the trier of fact. In sum, we find that the
defendants have presented clear and convincing evidence
constitutive of fraud to the court, besides the manifest
perjury in which Mr. Hull has repeatedly incurred.

FRAUD SANCTIONS

[HN9] When evidence of a fraud on the court is
adduced prior to trial, the district court may fashion an
appropriate pre-trial remedy to cure the effect of any
misconduct. See, Aoude v. Mobile Oil Corp., 892 F.2d at
1119. The choice of remedy is committed to the broad
discretion of the trial court. In order to properly protect
the sanctity of the judicial process, the remedy [**30]
may include dismissing the action. See, Hazel-Atlas
Glass Co. v. Hartford-Empire Empire Co., 322 U.S. 238,
250, 64 S. Ct. 997, 1003, 88 L. Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (overruled on other grounds); Aoude v.
Mobile Oil Corp., 892 F.2d at 1122; Brockton Savings
Bank v. Peat Marwick, Mitchell & Co., 771 F.2d 5, 11-12
(1st Cir. 1985) cert. denied 475 U.S. 1018, 106 S. Ct.
1204, 89 L. Ed. 2d 317 (1986). After carefully weighing
all the circumstances in this case, we find that the
dismissal of the action is the proper sanction,
commensurate with Mr. Hull's conduct, to deter this type
of behavior from recurring. Moreover, it is the course of
action that better protects the integrity of this court. In the
words of Justice Black in Hazel-Atlas Glass Co. v.
Harford Empire Co., 322 U.S. at 246, 64 S. Ct. at 1001
(1944):

Tampering with the administration of
justice in the manner indisputably shown
here involves far more than an injury to a
single litigant. It is a wrong against the
institutions set up to protect and safeguard
the public, institutions in which fraud

Page 525



cannot complacently be tolerated
consistently with the good [**31] order of
society.

[*249] Hence, the defendants' motion to dismiss is
GRANTED.

In addition, the plaintiffs are ORDERED to pay to
the defendants all the reasonable attorney's fees and costs
incurred in the presentation of this issue. Mr. Hull's
conduct caused the defendants to incur in unnecessary
litigation costs. Had he been forthcoming, at least when
initially confronted with the notation in Dr. Caton's
medical record regarding the prior slip & fall, the
defendants would not have had to incur in the duplicative
costs related to the second trip to California to depose the
physicians who treated him for prior accidents. See,
Motion Complying with Order to Submit Proof of
Expenses, docket entry # 69. Neither would they have
had to incur in the costs and attorney's fees related to the
myriad of motions filed to bring this situation to the
court's attention. See, Docket entries # 36, 41, 44, 45, 46,
47, 60, 62, 64, 69, 70, 71, 73, 74. Not only has Mr. Hull
needlessly wasted the defendants time, effort and
resources, but the court's as well. See, docket entries #
42, 48, 50, 61, 65, 66, 75.

RULE 11 SANCTIONS

Regarding the plaintiffs' counsel, [**32] we are
astounded and disappointed with their reiterated
characterization that the plaintiffs have voluntarily and
freely provided the defendants evidence of prior
accidents, that they have not purposely withheld this
information and that they gave them the "clues" to look
for said information. See, Opposition to Motion
Requesting Plaintiffs to Post a Non-resident Bond, pp. 5
& 6, docket entry # 56; Plaintiffs' Sur-Reply to "Reply to
Opposition to Request for Non-Resident Bond, p. 6,
docket entry # 67; Opposition to Motion for Fraud to the
Court, docket entry # 77. To state that the plaintiffs have
voluntarily and freely cooperated in disclosing this
information, is but an insult to the intelligence of the
court.

Moreover, [HN10] a litigant's duty under the Federal
Rules of Civil Procedure is not to give "clues" for the
opposing party to prove whether vel non it is a good
detective. Our judicial system has progressed from those
dark ages in which the litigation of a case was best

described as the battle of the fittest. Modern litigation
requires a litigant to provide useful, competent
information that can reasonably and in good faith assist
the opposing party to conduct a proper [**33] discovery,
specially so when relevant evidence or leading to relevant
evidence has been directly requested. The contrary would
be totally at odds with the notions of fairness central to
our system of litigation.

We have seriously pondered whether to impose
sanctions upon the plaintiffs' counsel under Rule 11 of the
Fed.R.Civ.Proc. Nonetheless, in light of the
particularities of this case, we will not in the hope that
our admonition will be sufficient to prevent them from
incurring in further conduct that could transgress the
boundaries of Rule 11.

WHEREFORE, for the reasons herein stated, the
defendants' motion to dismiss this action with prejudice is
GRANTED. In addition, the plaintiffs are ORDERED to
pay to the defendants all the reasonable attorney's fees
and costs incurred in presenting this issue to the court.
Accordingly, the defendants are ORDERED to file, by
October 22, 2002, a detailed statement of the reasonable
attorney's fees and costs so incurred. The Pre-Trial
Conference set for October 15, 2002 and the Jury
Selection and Trial set for October 28 & 29, 2002 are
VACATED AND SET ASIDE.

SO ORDERED.

San Juan, Puerto [**34] Rico, this 10th day of
October, 2002.

GILBERTO GIERBOLINI

JUDGMENT

Pursuant to the Opinion and Order of even date
granting the defendants' motion [*250] to dismiss for
fraud on the court, this action is DISMISSED WITH
PREJUDICE. Judgment is hereby entered accordingly.

SO ADJUDGED.

In San Juan, Puerto Rico, this 10th day of October,
2002.

GILBERTO GIERBOLINI

Senior U.S. District Court
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LEXSEE 2002 U.S. DIST. LEXIS 9571

Analysis
As of: Feb 04, 2008

DONALD DAVIDSON and ABBOTT LABORATORIES, Plaintiffs, v. YIHAI CAO,
JUDAH FOLKMAN, MICHAEL S. O'REILLY, THE CHILDREN'S MEDICAL

CENTER CORPORATION and ENTREMED, INC., Defendants.

CIVIL ACTION NO. 00-11046-DPW

UNITED STATES DISTRICT COURT FOR THE DISTRICT OF
MASSACHUSETTS

211 F. Supp. 2d 264; 2002 U.S. Dist. LEXIS 9571

April 11, 2002, Decided

DISPOSITION: [**1] Magistrate judge
recommended that plaintiffs' motion to dismiss CMCC
defendants' counterclaim be granted in part and denied in
part. and that plaintiffs' motion to dismiss defendant
Entremed's counterclaim be denied.

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiffs, a laboratory
corporation and researcher, alleged, inter alia, that the
corporation should be the named inventor on a patent and
that defendants, the named inventors, a medical center,
and a research company, misappropriated trade secrets
and breached a confidentiality agreement. The
corporation and researcher moved to dismiss numerous
counterclaims.

OVERVIEW: The parties' dispute centered around the
inventorship of methods of using the Kringle 5 region of
plasminogen to treat cancer. The laboratory corporation
alleged, in part, that the named inventors acquired
information about certain properties of Kringle 5 from its
researcher under an obligation of confidentiality and then
used the proprietary information to obtain a patent ('221
patent). The laboratories corporation eventually received
a patent ('146 patent) which the medical center and
named inventors contended was the direct result of

information one of the named inventors provided to the
laboratory corporation's researcher. The magistrate judge
concluded that the defamation counterclaim was not
subject to dismissal as it sufficiently identified the false
statements and referred to the publications where the
defamatory statements were repeated. The fraud on the
court count was dismissed, and the breach of contract
count was dismissed as to the breach of contract claim
under a 1998 confidentiality agreement. Inequitable
conduct, abuse of process, and Mass. Gen. Law ch. 93A
counterclaims survived, as did the research company's
counterclaim for breach of contract.

OUTCOME: The magistrate judge recommended that
the motion to dismiss the counterclaim of the named
inventors and medical center be denied, with two
exceptions. The court further recommended that the
motion to dismiss the research company's counterclaim
be denied.

CORE TERMS: kringle, counterclaim, confidential,
invention, fragment, patent, inventor, confidential
information, laboratory, inequitable conduct, defamation,
contract claim, plasminogen, anti-angiogenic,
inventorship, novel, breach of contract, marking, party
beneficiaries, ulterior purpose, stamped, abuse of process,
disclosure, reputation, marked, summary judgment,
defamation claim, confidentiality, groundless, discovery
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LexisNexis(R) Headnotes

Contracts Law > Formation > General Overview
[HN1] Under Illinois law, a contract must be delivered to
create a binding agreement.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
Civil Procedure > Pleading & Practice > Pleadings >
Counterclaims > General Overview
[HN2] On motion to dismiss, the court accepts all
allegations in complaint as true and construes all
reasonable inferences in favor of the plaintiffs.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
[HN3] On a motion to dismiss, dismissal appropriate only
if it appears to a certainty that the plaintiff would be
unable to recover under any set of facts.

Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > Supplemental Jurisdiction > Pendent
Claims
Civil Procedure > Federal & State Interrelationships >
Choice of Law > General Overview
[HN4] A federal court adjudicating state law claims that
are pendent to a federal claim must apply the choice of
law rules of the forum state.

Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > General Overview
Torts > Procedure > Commencement & Prosecution >
General Overview
Torts > Procedure > Conflicts of Laws > Place of Injury
[HN5] Examining Massachusetts choice of law rules in
tort actions, Massachusetts does not strictly adhere to the
rule of lex loci delicti and, instead, employs a more
flexible approach. The Supreme Judicial Court thus
refuses to bind itself to a single choice of law doctrine
applicable to torts. Rather, Massachusetts courts assess
various choice-influencing considerations.

Civil Procedure > Federal & State Interrelationships >
Choice of Law > Significant Relationships

[HN6] Unless another state has a more significant
relationship under certain principles, the law of the state
where the defamed person was domiciled at the time of
publication applies if the matter complained of was
published in that state. Similarly, for corporations, unless
another state has a more significant relationship under the
certain principles, the law of the state where the
corporation has its principal place of business at the time
of the publication applies if the matter complained of was
published in that state.

Civil Procedure > Pleading & Practice > Pleadings >
Complaints > General Overview
Torts > Intentional Torts > Defamation > Defenses >
Privileges > General Overview
[HN7] Statements by a party, counsel or witness in the
institution of a judicial proceeding are absolutely
privileged provided such statements relate to the
proceeding. The privilege rests on the policy of
permitting attorneys complete freedom of expression and
candor in communications in their efforts to secure
justice for their clients. The privilege may be lost by
unnecessary or unreasonable publication to one for whom
the occasion is not privileged. Allowing defamation suits
for communications to the news media will not generally
inhibit parties or their attorneys from fully investigating
their claims, and, therefore, does not interfere with the
underlying policy rationale for the privilege.

Civil Procedure > Pleading & Practice > Pleadings >
Rule Application & Interpretation
Torts > Intentional Torts > Defamation > Elements >
General Overview
Torts > Intentional Torts > Defamation > Procedure
[HN8] The Federal Rules of Civil Procedure, not state
rules, govern the adequacy of the pleading. Consequently,
the strict pleading requirements for defamation at
common law do not apply in federal court.

Civil Procedure > Pleading & Practice > Pleadings >
Rule Application & Interpretation
Torts > Intentional Torts > Defamation > Procedure
[HN9] Defamation claims are subject to the more relaxed
pleading requirements of Fed. R. Civ. P. 8, as opposed to
Fed. R. Civ. P. 9. Federal courts consistently refuse to
require plaintiffs to set forth allegedly defamatory
statements en haec verbis.
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Civil Procedure > Federal & State Interrelationships >
Federal Common Law > General Overview
Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Common Law
[HN10] Fraud on the court is not recognized as an
independent cause of action in Massachusetts. Fraud on
the court, however, has its genesis in the federal court's
inherent power to regulate and control abusive litigation
tactics effecting the institutional integrity of the court.
Accordingly, it is not an issue of state law. Logically, the
equitable power to dismiss a case because of a fraud on
the federal court is governed by federal common law. Not
only has the United States Court of Appeals for the First
Circuit relied exclusively on federal case law in limning
the doctrine but the United States Court of Appeals for
the Second Circuit expressly views fraud on the court as
an issue of federal law.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
Civil Procedure > Judgments > Relief From Judgment
> Prior Judgment Reversed
[HN11] Federal law permits an independent action to
attack and vacate a prior judgment for fraud on the court.
Fed. R. Civ. P. 60(b). This inherent power lies in equity
and is characterized by flexibility which enables it to
meet new situations which demand equitable
intervention. Similarly, there is often a need to permit an
independent action to relieve a party from a judgment
under the inherent power of a court due to the expiration
of the time frames set forth in Fed. R. Civ. P.60(b).

Civil Procedure > Dismissals > General Overview
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN12] Numerous federal courts allow parties to file
motions to dismiss due to a fraud on the court. The
court's ability to dismiss an entire action due to a fraud on
the court may arise under various statutory rules, or under
the inherent power of the court.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN13] A "fraud on the court" occurs where it can be
demonstrated, clearly and convincingly, that a party has

sentiently set in motion some unconscionable scheme
calculated to interfere with the judicial system's ability
impartially to adjudicate a matter by improperly
influencing the trier or unfairly hampering the
presentation of the opposing party's claim or defense.

Civil Procedure > Pleading & Practice > Pleadings >
Complaints > Requirements
Civil Procedure > Pleading & Practice > Pleadings >
Rule Application & Interpretation
[HN14] The pleading rules do not require a claimant to
set out in detail the facts upon which he bases his claim.
Rather, all that is required is a short and plain statement
of the claim showing that the pleader is entitled to relief.
As long as the facts in the pleading give the defendant
sufficient notice to file a responsive pleading, a
generalized statement of facts is adequate. Accordingly, it
is not necessary to include evidentiary detail. These
requirements, which the United States Court of Appeals
for the First Circuit describes as minimal, are
nevertheless not nonexistent. The complaint must set
forth factual allegations, direct or circumstantial,
respecting each material element necessary to sustain
recovery under some actionable legal theory. Bald
assertions as well as subjective characterizations need not
be accepted and conclusory allegations, standing alone,
are a danger sign that the plaintiff is engaged in a fishing
expedition.

Contracts Law > Breach > Causes of Action > General
Overview
[HN15] In order to establish a breach of contract claim
under Illinois law, the plaintiffs must establish: (1) the
existence of a valid contract; (2) the plaintiffs'
performance of their obligations under the contract; (3)
the defendant's breach; and (4) damages as a result of the
breach.

Civil Procedure > Pleading & Practice > Pleadings >
Counterclaims > General Overview
Contracts Law > Breach > Material Breach
Contracts Law > Contract Interpretation > General
Overview
[HN16] In order to survive a motion to dismiss, a breach
of contract claim must set forth facts respecting the
material element of the defendant's breach necessary to
sustain recovery under some actionable legal theory.
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Civil Procedure > Pleading & Practice > Pleadings >
Rule Application & Interpretation
[HN17] When a written instrument contradicts
allegations in the complaint to which it is attached, the
exhibit trumps the allegations.

Contracts Law > Contract Modifications > General
Overview
[HN18] Under Illinois law, a contract is validly modified
if the party which did not propose the changes is shown
to acquiesce in the modification through a course of
conduct.

Contracts Law > Contract Modifications > Oral
Modifications
[HN19] Under Illinois law, oral modification of a written
agreement is possible even where the contract precludes
oral modifications.

Contracts Law > Third Parties > Beneficiaries > Claims
& Enforcement
[HN20] In Illinois, an individual not a party to a contract
may only enforce the contract's rights when that
contract's original parties intentionally enter into the
contract for the direct benefit of the individual. Although
the language of the contract need not expressly designate
the third party as a third party beneficiary, the promisor's
intention must be shown by an express provision in the
contract identifying the third party beneficiary. Moreover,
there is a strong presumption that a non-party to a
contract cannot enforce the contract.

Contracts Law > Third Parties > Beneficiaries > Claims
& Enforcement
[HN21] Illinois law requires the agreement to at least
identify the third party beneficiary by name or class
description.

Civil Procedure > Pleading & Practice > Pleadings >
Complaints > Requirements
Civil Procedure > Discovery > General Overview
Civil Procedure > Summary Judgment > Notices
[HN22] Simplified notice pleading relies on liberal
discovery rules and summary judgment motions to
dispose of unmeritorious claims.

Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > General Overview
Patent Law > Inequitable Conduct > General Overview
[HN23] Although the United States Court of Appeals for
the Federal Circuit has not directly addressed the
applicability of Fed. R. Civ. P. 9(b) to inequitable
conduct claims, the majority of courts reaching the issue
require such claims to satisfy Rule 9(b)'s particularity
requirement.

Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > Fraud Claims
Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > Elements
[HN24] Fed. R. Civ. P. 9(b) expressly governs fraud
claims and an inequitable conduct claim is markedly
similar to a fraud claim. Succinctly stated, inequitable
conduct requires that the patentee withheld material
information from the patent examiner or submitted false
material information, with the intent to deceive or
mislead the examiner into granting the patent.

Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > General Overview
Patent Law > Inequitable Conduct > General Overview
Patent Law > Jurisdiction & Review > Subject Matter
Jurisdiction > Appeals
[HN25] Fed. R. Civ. P. 9(b) applies to an inequitable
conduct count.

Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > General Overview
[HN26] See Fed. R. Civ. P. 9(b).

Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > General Overview
[HN27] The United States Court of Appeals for the First
Circuit interprets Fed. R. Civ. P. 9(b) to require
specification of the time, place, and content of an alleged
false representation.

Civil Procedure > Pleading & Practice > Pleadings >
Heightened Pleading Requirements > Fraud Claims
[HN28] Fed. R. Civ. P. 9(b) allows the accused party to
prepare meaningful defenses, prevents conclusory
allegations of fraud from serving as a basis for strike suits
and protects the accused party from groundless charges
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that may damage their reputations.

Torts > Intentional Torts > Abuse of Process >
Elements
Torts > Intentional Torts > Malicious Prosecution >
General Overview
[HN29] The essential elements of an abuse of process
claim are that: (1) process was used; (2) for an ulterior or
illegitimate purpose; (3) resulting in damage.

Torts > Intentional Torts > Malicious Prosecution >
General Overview
[HN30] An ulterior or illegitimate purpose consists of
using process to accomplish some ulterior purpose for
which it was not designed or intended, or which was not
the legitimate purpose of the particular process employed.
Although the plaintiff need not establish that the
defendant's suit is groundless, the plaintiff's knowledge
that his claim is groundless may show that the plaintiff
used the legal process for an ulterior purpose.

Torts > Intentional Torts > Malicious Prosecution >
General Overview
[HN31] Using a lawsuit to cause the other party to
expend substantial sums to mount a defense does not
amount to an ulterior purpose.

Torts > Intentional Torts > Malicious Prosecution >
General Overview
[HN32] Mere commencement of litigation to enforce a
claim which the person commencing the litigation knows
or reasonably should have known to be groundless does
not constitute abuse of process without proof of an
ulterior purpose. There is no liability where the defendant
has done nothing more than carry out the process to its
authorized conclusion, even though with bad intentions;
the case is otherwise where there is a form of coercion to
obtain a collateral advantage, not properly involved in the
proceeding itself, such as the surrender of property or the
payment of money, by the use of the process as a threat
or club.

Criminal Law & Procedure > Accusatory Instruments >
Complaints
Torts > Intentional Torts > Malicious Prosecution >
General Overview
[HN33] Regarding abuse of process, examples of

sufficient ulterior purposes clarify that the purpose must
be extraneous or collateral to the proceeding itself.

Torts > Intentional Torts > Abuse of Process >
Elements
Torts > Intentional Torts > Malicious Prosecution >
General Overview
[HN34] The United States Court of Appeals for the First
Circuit recognizes that the desire to injure a business or
business reputation is an improper ulterior motive
sufficient to state a claim for abuse of process.

Contracts Law > Breach > General Overview
Contracts Law > Remedies > Foreseeable Damages >
General Overview
Contracts Law > Remedies > Nominal Damages
[HN35] Illinois law allows the victim of a breach of
contract to recover nominal damages.
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OPINION

[*267] REPORT AND RECOMMENDATION RE:
PLAINTIFFS' RULE 12(b) (6) MOTION TO
DISMISS ENTREMED, INC.'S AMENDED
COUNTERCLAIMS (DOCKET ENTRY # 181);
PLAINTIFFS' MOTION TO DISMISS COUNTS I,
II, III, IV, V, AND VII OF THE THIRD AMENDED
COUNTERCLAIM OF YIHAI CAO, JUDAH
FOLKMAN, MICHAEL S. O'REILLY AND THE
CHILDREN'S MEDICAL CENTER
CORPORATION (DOCKET ENTRY # 180)

April 11, 2002

BOWLER, Ch.U.S.M.J.

Plaintiffs Donald Davidson ("Davidson") and Abbott
Laboratories ("Abbott") (collectively: "plaintiffs") move
to dismiss counts I, II, III, IV, V and VII of the third
amended counterclaim (Docket Entry # 175) filed by
defendants Yihai Cao ("Cao"), Judah Folkman
("Folkman"), Michael S. O'Reilly ("O'Reilly") and The
Children's Medical Center Corporation ("CMCC")
(collectively: "CMCC defendants"). (Docket Entry #
180). Plaintiffs also move to [**4] dismiss the amended
counterclaims of defendant Entremed, Inc. ("Entremed").
1 (Docket Entry # 181). After conducting a hearing on
March 19, 2002, this court took the motions (Docket
Entry ## 180 & 181) and the related filings (Docket Entry
## 18, 20, 30, 32, 34, 36, 61, 63, 76, 89, 178, 184, 187,
188, 202, 203 & 225) under advisement.

1 Entremed filed a notice of voluntary dismissal
of counts I though V and VII of its counterclaim.
Consequently, the motion to dismiss is moot as to
these counts. The only remaining count is Count
VI for breach of contract.

BACKGROUND

2

2 Background facts are taken from the facts and
reasonable inferences in the counterclaims.
Additional facts are included in the course of
discussing the merits of the particular counts.
Allegations made by plaintiffs are clearly labeled
as such and not considered part of the factual
record.

In the course of reviewing the motions to
dismiss, this court considered the documents
attached to the counterclaim. See Blackstone
Realty, LLC v. FDIC, 244 F.3d 193, 195 n. 1 (1st
Cir. 2001) (exhibits attached to complaint
properly considered for purposes of Rule 12(b)
(6), Fed. R. Civ. P.). This court also considered
the patents attached to the amended complaint
inasmuch as the parties do not dispute their
authenticity and they are official public records
central to the claims. See Alternative Energy v.
St. Paul Fire and Marine, 267 F.3d 30, 33-34 (1st
Cir. 2001); Watterson v. Page, 987 F.2d 1, 3 (1st
Cir. 1993). This court, however, did not consider
the documents attached to the various filings
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unless they fell within a recognized exception to
the rule prohibiting such consideration under a
Rule 12(b) (6), Fed. R. Civ. P., motion. For
example, this court did not consider inter alia an
affidavit (Docket Entry # 76, Ex. A) or excerpts
of depositions submitted by both parties. With
few exceptions, consideration of documents
outside the counterclaim is improper when
reviewing a motion to dismiss unless the court
converts the motion to one for summary
judgment. See Alternative Energy v. St. Paul Fire
and Marine, 267 F.3d at 33; Watterson v. Page,
987 F.2d at 3 ("consideration of documents not
attached to the complaint, or not expressly
incorporated therein, is forbidden, unless the
proceeding is properly converted into one for
summary judgment"). Inasmuch as this court did
not take cognizance of the supplementary
materials, no conversion of the motion to dismiss
into a motion for summary judgment occurred.
See Garita Hotel Limited v. Ponce Federal Bank,
958 F.2d 15, 18-19 (1st Cir. 1992) (test for
conversion is whether district court "actually took
cognizance of [the supplementary materials]").

[**5] The parties' dispute centers around the
inventorship of methods of using the Kringle 5 region of
plasminogen to treat cancer and other angiogenic diseases
such as diabetic retinopathy. Folkman, Director of the
Surgical Research Laboratory at Boston's Children's
Hospital and a widely respected scientist in the area of
cancer research, first posited the theory that tumors
[*268] require angiogenesis 3 for their growth in a 1971
article published in The New England Journal of
Medicine.

3 Angiogenesis is the process of forming new
blood vessels. Tissues in need of an increased
blood supply release angiogenic substances which
stimulate the endothelial cells in blood vessels to
multiply off the parent blood vessel and sprout
hollow tubes. These tubes then connect with other
blood vessels and establish an open vascular
system through which blood then circulates.

Since 1971, Folkman's laboratory has been a leader
in the area of angiogenesis research. Indeed, his
laboratory is the source of the discovery of two promising
[**6] cancer drugs, angiostatin and endostatin, which are
now in human clinical trials.

In early 1994, Folkman, O'Reilly and Cao 4

conceived the idea of investigating the anti-angiogenic
effects of the Kringle fragments in plasminogen. Folkman
theorized that tumors produce anti-angiogenic substances
as well as angiogenic substances that stimulate their
growth. If identified, these anti-angiogenic substances
might suppress tumor growth.

4 O'Reilly worked as a researcher at Children's
Hospital from 1991 through 2000. He currently
resides in Houston, Texas and is on the faculty of
the M.D. Anderson Cancer Center. Cao worked in
the Department of Surgical Research at Children's
Hospital from November 1993 to July 1, 1996. He
presently resides in Stockholm, Sweden as a
faculty member at the Karolinska Institute in
Stockholm.

In April 1994 O'Reilly and Folkman filed a patent
application wherein they disclosed and claimed the
discovery of the protein known as angiostatin that
inhibits the proliferation of blood vessels. [**7] Entitled
"Angiostatin Protein," the patent issued in June 1997
(United States Patent No. 5,639,725). Angiostatin,
presently in phase I clinical trials, is part of a larger
protein commonly known as plasminogen which contains
five distinct regions known as "Kringles" and one
non-Kringle region known as the protease domain.
Angiostatin consists of Kringles 1 through 4 of
plasminogen and does not include Kringle 5.

Thereafter, O'Reilly concentrated his research in the
area of in vitro testing of Kringles 1 through 4 on mice
tumors. Meanwhile, in 1994 and 1995 Cao proceeded to
investigate the anti-angiogenic effects of plasminogen
fragments including Kringle 5. In order to do so,
however, he needed plasminogen fragments in addition to
those he prepared himself. Accordingly, in or around
April 1994 Cao asked Davidson, a research biochemist at
Abbott, if he could provide fragments of human
plasminogen for Cao's research at Children's Hospital.

In late May 1994 Davidson supplied Cao with
approximately 750 milligrams of human plasminogen. At
the time, Davidson did not request a confidentiality
agreement or otherwise indicate that the fragments were
proprietary to Abbott. In March 1995, [**8] again
without a confidentiality agreement, Davidson furnished
Cao with one milligram of recombinant Kringle 1.

In early June 1995 Davidson sent Folkman a
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confidentiality agreement ("CDA") [*269] signed by
Abbott. 5 Back dated to April 1995, the CDA attached to
the complaint and the amended complaint contains no
revisions, underlinings or markings by Christopher
Dippel ("Dippel"), an officer in Children's Hospital's
Technology Transfer Office. The first sentence of the
CDA provides that, "Subject to the full execution of this
Agreement," Abbott will provide the Kringle fragments. 6

5 Plaintiffs include the CDA as exhibit B to the
amended complaint. They also attached the CDA
as an exhibit to the complaint.

In the complaint, plaintiffs never stated that a
fully signed CDA or even the CDA signed by
Folkman alone had not been delivered back to
plaintiffs. The CDA contains a choice of law
clause dictating the application of Illinois law.
[HN1] Under Illinois law, a contract must be
delivered to create a binding agreement. Galbman
v. Bouhall, 401 N.E.2d 990, 993 (Ill.App.Ct.
1980) (delivery and acceptance of written contract
necessary to be binding). The CMCC defendants
argue that this material omission supports their
fraud on the court count in the counterclaim. The
CDA forms the basis of plaintiffs' breach of
contract claim in Count III of the complaint and
Count IV of the amended complaint.

[**9]
6 Arguably, the November 8, 1995 letter from
Abbott's Project Leader to Folkman impliedly
acknowledges the continued vitality of this
condition. It is also worth noting that the CDA
defines "Kringles Fragments" as "Kringles
Fragments 1 and 1-3" as opposed to Kringle 5.

The broad language of the CDA contains a provision
stating that Children's Hospital "agrees that any . . .
inventions . . . made or developed independently by
Abbott or by [Children's] Hospital . . . as a result of
exposure to Abbott's [Kringle fragments] . . . shall be
promptly disclosed to Abbott and shall be the sole
property of Abbott." (Amended Complaint ("AC"), No
Docket Entry No. Assigned, Filed Dec. 3, 2001, Ex. B,
P5). The CDA also includes a provision giving Abbott a
six month period to exercise an exclusive option to
purchase the Children's Hospital's share of any joint
invention resulting from studies at Children's Hospital
utilizing the Kringle fragments from Abbott. In short, the
CDA strongly favored Abbott and disfavored Children's

Hospital.

When Folkman received the CDA, he signed it
without reviewing it in [**10] any detail and forwarded
it to the Technology Transfer Office. Dippel reviewed the
agreement, determined it was unacceptable to Children's
Hospital and, as a result, never signed the CDA or
returned it in an executed form to Abbott. Rather, he
made various revisions, underlinings and markings on the
CDA. 7

7 The CMCC defendants argue that plaintiffs
fraudulently edited and redacted Dippel's
markings and submitted the clean copy to the
court attached as an exhibit to the complaint and
amended complaint.

By letter dated July 5, 1995, Dippel sent Davidson an
alternate proposal based on the Uniform Biological
Materials Transfer Agreement ("the UBA"). The cover
letter advised Abbott that the UBA would be Children's
Hospital's "version of an agreement for" the transfer of
the material from Abbott. In sharp contrast to the CDA,
the UBA proposed that Children's Hospital would be
"free to file patent applications" and claim inventions
through the use of the material supplied by Abbott.

Meanwhile, on June 22, 1995, Davidson [**11] sent
Cao samples of Kringle 1, Kringle 1-3 and Kringle 1-4 as
well as recombinant mini-plasminogen. CMCC did not
inform Abbott that the CDA was not acceptable before
Davidson sent these fragments to Cao. Nor did CMCC
ever return these or other fragments received from
Abbott.

In mid-October 1995, Davidson sent Cao additional
samples of Kringle fragments, including a novel Kringle
5. This novel [*270] Kringle 5 was the first Kringle 5
that Folkman's laboratory received from any source. In
return, Cao continued to share experimental results with
Davidson in the summer and fall of 1995. 8

8 Plaintiffs allege that after providing Cao with
the material, Davidson worked at isolating
Kringle fragments and exploring the
anti-angiogenic properties of Kringle 5.
According to plaintiffs, Davidson devised the
above noted novel Kringle 5 fragment and
determined that this novel Kringle 5 had greater
anti-angiogenic potency than angiostatin. Abbott
later applied for and was issued two patents based
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on Davidson's Kringle 5 discovery, as alleged by
plaintiffs. The first patent, No. 5,801,146 ("the
'146 patent"), issued on September 1, 1998. The
'146 patent claimed Kringle 5, isolated from
mammalian plasminogen, as a method for treating
patients in need of anti-angiogenesis therapy. The
second patent, No. 5,981,484 ("the '484 patent"),
claimed a method of treating patients in need of
anti-angiogenesis therapy with a therapeutically
effective amount of a mammalian Kringle 5
peptide fragment. This second patent is based on a
continuation in part of the application for the '146
patent. Davidson is the named inventor and
Abbott is the assignee on both patents.

[**12] In November 1995 Davidson's supervisor,
Jack Henkin ("Henkin"), wrote to Folkman and proposed
a "gentlemen's agreement" under which Davidson would
supply Children's Hospital with Kringle fragments "with
the understanding that the techniques and knowledge of
[Folkman's] lab would be readily available to us." Henkin
also suggested allowing Davidson to visit Folkman's lab.
Shortly after receiving the letter, Folkman telephoned
Henkin and declined the proposal.

In December 1995 a provisional patent application
naming Folkman and Cao as inventors 9 was filed on the
use of Kringle 5 to inhibit endothelial cell growth. At the
time, the only Kringle 5 fragment tested was the novel
Kringle 5 provided by Davidson. The application
eventually issued as United States Patent No. 5,854,221
("the '221 patent") on December 28, 1998, with CMCC
as the assignee. Entitled "Endothelial Cell Proliferation
Inhibitor and Method of Use," the '221 patent claims,
inter alia, a method of inhibiting endothelial cell
proliferation in vitro by administering a Kringle 5 peptide
and a method of treating an individual with an
angiogenesis mediated disease with a Kringle 5 peptide.
10

9 O'Reilly was later added as an inventor.
[**13]

10 In the amended complaint, plaintiffs allege
that Folkman, Cao and O'Reilly based their
invention on Davidson's novel Kringle 5. In
Count I of the amended complaint, plaintiffs
maintain that Davidson should be the named
inventor on the '221 patent as well as on related
United States and foreign patent applications
based on Davidson's Kringle 5 invention. Counts

II and III are respectively for misappropriation of
trade secrets and unjust enrichment. In essence,
plaintiffs allege that Folkman, O'Reilly and Cao
acquired the information about the
anti-angiogenic properties of Kringle 5 from
Davidson under an obligation of secrecy and
confidentiality and then used the proprietary
information for their own benefit to obtain the
'221 patent.

In Count IV, plaintiffs allege that the CMCC
defendants breached the CDA inasmuch as
Folkman signed the CDA and CMCC ratified the
CDA. Plaintiffs additionally seek a declaratory
judgment invalidating agreements between
CMCC and Entremed relating to the Kringle 5
discovery. Alternatively, plaintiffs submit that the
'221 patent is invalid for various reasons,
including anticipation, best mode and inequitable
conduct before the United States Patent and
Trademark Office ("PTO").

[**14] In January 1996 Abbott sent Folkman two
copies of a different Confidential Disclosure Agreement
("CDA-2") signed by an Abbott official. CDA-2
proposed that Abbott supply Children's Hospital with
Kringle 5 fragments, Kringle 5 peptides and proprietary
information relating to angiogenesis inhibitors. Under
CDA-2, "Information and any developments materially
[*271] based thereon are and shall remain the sole
property of Abbott and [Children's Hospital] will assert
no patent, copyright or other claim to such information or
developments." (Docket Entry # 175, Ex. D).

In a letter dated February 1, 1996, Dippel rejected
the proposal and informed Abbott that "there is some
misunderstanding between the two parties." (Docket
Entry # 175, Ex. E). Dippel, in turn, asked Abbott to send
him a materials transfer agreement under which
Children's Hospital would agree not to give material
supplied by Abbott "to anyone else, to share data with
Abbott, and to acknowledge the source of the material in
publication." (Docket Entry # 175, Ex. E).

In May 1996 Abbott filed a patent application which
eventually issued as the '146 patent claiming a method for
treating patients with angiogenic diseases with
therapeutically [**15] effective amounts of Kringle 5.
The CMCC defendants contend that the '146 patent was
the direct result of information Cao provided to Davidson
including the idea to investigate the anti-angiogenic
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properties of various plasminogen fragments and the
methods for conducting such research. 11 In fact,
Davidson told Cao in early 1996 that he would include
Cao on any patent application filed on work derived from
his discussions with Cao.

11 Accordingly, Count VI of the counterclaim
seeks to substitute Folkman, O'Reilly and Cao as
the named inventors of the '146 patent in lieu of
Davidson under 35 U.S.C. § 256.

During the prosecution of the '146 patent, plaintiffs
represented that Davidson was the sole inventor of the
claimed invention. They did not advise the PTO that
Davidson acquired the idea that plasminogen fragments
could inhibit endothelial cell growth from Folkman,
O'Reilly and Cao. Nor did Davidson disclose to the PTO
that he had acquired the methods and the means to
conduct the necessary [**16] research from Folkman,
O'Reilly and Cao. 12

12 For example, in August 1995 Cao sent
Davidson the protocol of "the sophisticated BCE
assay" used at Children's Hospital to test the
inhibitory effect of plasminogen fragments. In
September 1995 Cao sent Davidson a protocol of
how to grow and maintain BCE cells. In
November 1995 Children's Hospital sent
Davidson a batch of BCE cells.

In April 1997 Davidson, as the inventor, and Abbott,
as the assignee, filed a continuation in part application
which eventually issued as the '484 patent on November
9, 1999. In January 1999 the patent examiner rejected the
April 1997 application for the '484 patent because it was
anticipated by the '221 patent. In response, Davidson
averred to the examiner that he had conceived and
reduced to practice his invention prior to the December
13, 1995 provisional patent application which led to the
'221 patent. In so doing, Davidson did not disclose that
he had acquired his knowledge from Cao.

In July 1997 CMCC first published the patent [**17]
application on Kringle 5. In September 1997 Abbott's
attorney contacted Children's Hospital, asserted that
Davidson was the inventor and demanded that Children's
Hospital assign all rights to the '221 patent to Abbott.
CMCC refused but embarked on informal discussions
with Abbott that also included Entremed in the fall of
1997 in an attempt to resolve the inventorship issue.
Pursuant to confidentiality agreements, the parties

exchanged "confidential information," 13 including lab
[*272] notes, the CDA with Dippel's handwritten notes
and markings and other documents.

13 The counterclaim's use of the term
"confidential information" to describe the
disclosed documents supports the inference that
such documents fell within the reach of both
confidentiality agreements notwithstanding the
absence of any stamped marking. To the extent
the descriptive term "confidential" is borderline,
the factual specificity of the counterclaim cures
any deficiency. See DM Research, Inc. v. College
of American Pathologists, 170 F.3d 53, 56 (1st
Cir. 1999).

[**18] Abbott and CMCC entered into the first
confidentiality agreement in October 1997 ("the 1997
CDA"). Abbott and Entremed entered into another
confidentiality agreement in May 1998 ("the 1998
CDA"). Plaintiffs obtained the CDA in June 1998 during
the informal discussions over the inventorship dispute.
Both agreements contain choice of law clauses requiring
the application of Illinois law. They also prohibit the
receiving party from disclosing any of the documents
received under the agreements to more than the minimum
number of the receiving party's employees. Each
agreement also provided that the disclosure of
confidential information would be "inadmissible by the
receiving party in any subsequent legal . . . proceeding."
(Docket Entry # 175, Ex. F & G).

The 1997 CDA with CMCC defines "confidential
information" as written or oral information "identified as
'Confidential' at the time of disclosure." (Docket Entry #
175, Ex. F). In slight contrast, the definition of
"confidential information" in the 1998 CDA with
Entremed required that written information be "marked
'confidential'" and that oral information be identified as
confidential at the time of disclosure, reduced to written
form [**19] within 30 days and then marked
confidential. (Docket Entry # 175, Ex. G).

During the discussions, Abbott threatened to publicly
embarrass Folkman if its demands were not met. The
discussions ended in the early fall of 1998 without a
resolution of the inventorship dispute.

In May 2000, shortly before plaintiffs filed this
lawsuit, Abbott contacted Children's Hospital and
repeated its demand to add Davidson as a named inventor
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on the '221 patent and to assign all rights to the '221
patent to Abbott. Abbott informed Children's Hospital
that it would file suit if its demand were not met.

On May 30, 2000, plaintiffs filed the complaint
which contains many of the same allegations in the
previously described amended complaint. 14 The CMCC
defendants argue that the complaint contains false
allegations that CMCC had a contractual obligation to
cede the Kringle 5 invention to Abbott based on the
CDA, that Folkman, O'Reilly and Cao stole the
proprietary information about Kringle 5 from plaintiffs
and that Davidson was the first to determine that Kringle
5 had anti-angiogenic properties and was therefore the
true inventor of the invention claimed in the '221 patent.
The complaint and amended [**20] complaint also
inaccurately quote excerpts from Folkman's laboratory
meeting minutes as stating that the CMCC defendants
"'agreed' that they had 'overlooked' Kringle 5." 15

14 See footnote number ten.
15 Plaintiffs acquired the lab notes under the
terms of either the 1997 or the 1998 CDA. In
Count III, the CMCC defendants condemn this
improper use of the lab notes as a violation of the
1997 or 1998 CDA.

Abbott discussed the allegations in the lawsuit with
the press. Abbott also disseminated the false allegations
in the complaint to the press resulting in articles
published in newspapers such as The New York Times
and The Boston Globe as well as scientific journals. The
dissemination inevitably damaged the reputations of
Folkman, Cao and O'Reilly.

[*273] I. PLAINTIFFS' MOTION TO DISMISS
COUNTS I, II, III, IV, V, AND VII OF THE THIRD
AMENDED COUNTERCLAIM OF YIHAI CAO,
JUDAH FOLKMAN, MICHAEL S. O'REILLY AND
THE CHILDREN'S MEDICAL CENTER
CORPORATION (DOCKET ENTRY # 180)

In reviewing the motion [**21] to dismiss the
CMCC defendants' counterclaim, as well as in reviewing
the motion to dismiss Count VI in Entremed's
counterclaim, this court accepts the factual allegations in
the counterclaims as true and makes all reasonable
inferences in favor of the CMCC defendants and/or
Entremed. See Alternative Energy v. St. Paul Fire &
Marine, 267 F.3d at 33 ([HN2] on motion to dismiss,
court accepts all allegations in complaint as true and

construes "all reasonable inferences in favor of the
plaintiffs"). Dismissal is proper "only if, under the facts
alleged," the CMCC defendants and/or Entremed "cannot
recover on any viable theory." Blackstone Realty LLC v.
FDIC, 244 F.3d 193, 197 (1st Cir. 2001) (internal
quotation marks omitted); accord State Street Bank and
Trust Company v. Denman Tire Corporation, 240 F.3d
83, 87 (1st Cir. 2001) ([HN3] dismissal appropriate "only
if it 'appears to a certainty that the plaintiff would be
unable to recover under any set of facts'").

Turning to plaintiffs' motion to dismiss the CMCC
defendants' counterclaim, plaintiffs move to dismiss the
following counts: (1) defamation (Count I); (2) fraud on
the court (Count II); [**22] (3) breach of contract
(Count III); (4) violation of section 11 of Massachusetts
General Laws chapter 93 ("chapter 93A"); (5) inequitable
conduct (Count V); and (6) abuse of process (Count VII).
This court turns seriatim to these counts and to plaintiffs'
arguments for their dismissal.

1. Defamation

Plaintiffs seek to dismiss the defamation count under
Rule 12(b) (6), Fed. R. Civ. P. ("Rule 12(b) (6)"), on the
basis that it fails to state a cause of action for defamation.
As an initial matter, it is necessary to resolve whether
Illinois or Massachusetts law applies to the defamation
count.

"[HN4] A federal court . . . adjudicating state law
claims that are pendent to a federal claim must apply the
choice of law rules of the forum state." Rogers v.
Grimaldi, 875 F.2d 994, 1002 (2d Cir. 1989); see
Klaxon Co. v. Stentor Elec. Mfg. Co., 313 U.S. 487, 496,
85 L. Ed. 1477, 61 S. Ct. 1020 (1941); see, e.g., Estates
of Ungar Ex Rel. Strachman v. Palestinian, 153 F.
Supp.2d 76, 98 (D.R.I. 2001) (applying choice of law
rules of forum state to determine substantive law
applicable to state law claims over which court had
supplemental jurisdiction in action based on [**23]
federal statute and federal question jurisdiction). [HN5]
Examining Massachusetts choice of law rules in tort
actions, Massachusetts does not strictly adhere to the rule
of lex loci delicti and, instead, employs a more flexible
approach. Eagle-Pitcher Industries v. Liberty Mutual
Insurance Company, 829 F.2d 227, 247-248 (1st Cir.
1987); Alves v. Siegel's Broadway Auto Parts, Inc., 710
F. Supp. 864, 869-870 (D.Mass. 1989). The SJC thus
"refuse[s] to bind itself to a single choice of law doctrine"
applicable to torts. Reisch v. McGuigan, 745 F. Supp. 56,
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59 (D.Mass. 1990); see Alves v. Siegel's Broadway Auto
Parts, Inc., 710 F. Supp. at 870 (collecting Massachusetts
state and federal cases using different approaches).
Rather, Massachusetts courts assess "various
choice-influencing considerations,'" including those
provided in the Restatement (Second) Conflict of Laws
(1971)." Cosme v. Whitin Machinery Works, Inc., 417
Mass. 643, 632 N.E.2d 832, 834 (Mass. 1994); accord
[*274] Continental Cablevision, Inc. v. Storer
Broadcasting Company, 653 F. Supp. 451, 454 (D.Mass.
1996); see Bushkin Associates, Inc. v. Raytheon
Company, 393 Mass. 622, 473 N.E.2d 662, 670 (D.Mass.
1985); [**24] see also American Management Services,
Inc. v. George S. May International Company, 933 F.
Supp. 64, 69 (D.Mass. 1996) (quoting Cosme).

Section 150 of the Restatement (Second) of Conflict
of Laws (1971) addresses the issue of what law to apply
where, as here, publication took place in several states. 16

Under section 150, [HN6] unless another state has a more
significant relationship under the principles set forth in
section six, 17 the law of the state where the defamed
person was domiciled at the time of publication applies
"if the matter complained of was published in that state."
Restatement (Second) of Conflict of Laws § 150(2) &
comment b (1971). Similarly, for corporations such as
CMCC, unless another state has a more significant
relationship under the principles set forth in section six,
the law of the state where the corporation has its principal
place of business at the time of the publication applies "if
the matter complained of was published in that state."
Restatement (Second) of Conflict of Laws § 150 (3)
(1971).

16 The "concerns" arising when the forum state
has little connection to a so-called multistate
defamation claim, see Keeton v. Hustler
Magazine, Inc., 828 F.2d 64, 66 (1st Cir. 1987),
do not arise inasmuch as Massachusetts has a
significant relationship to all of the defamation
claims.

[**25]
17 Section six lists a number of factors to
consider in determining the appropriate law. The
list includes "the relative interests of [interested]
states in the determination of the particular issue,"
"the protection of justified expectations," the
"uniformity of result" and the "ease in the
determination and application of the law to be
applied." Restatement (Second) of Conflict of

Laws § 6(2) (f) & (g) (1971).

Plaintiffs published the defamatory statements by
filing the complaint and then unnecessarily distributing
the complaint to news organizations including The
Boston Globe. (Docket Entry # 175, PP78-79 & 85). At
or around the time plaintiffs filed the complaint in May
2000, O'Reilly and Folkman resided in Massachusetts
and Cao resided in Stockholm. CMCC's principal place
of business was in Massachusetts. (Docket Entry # 175,
PP6-7, 78-79 & 85). Under the principles set forth in the
Restatement (Second) of Conflict of Laws (1971), the
law of Massachusetts therefore applies to O'Reilly,
Folkman and CMCC's defamation claims against
plaintiffs inasmuch as section six does not [**26] dictate
otherwise.

As to Cao, section six militates in favor of applying
Massachusetts law. Massachusetts has a legitimate
interest in protecting the reputations of its research
hospitals and the research scientists in its medical
community. 18 The location of the anti-angiogenic
research of Folkman, O'Reilly and Cao in a Boston
laboratory creates a justified expectation that
Massachusetts law would apply to any tort arising out of
such research. Uniformity of result supports the
application of Massachusetts law to Cao's defamation
claim in conformity with the application of such law to
O'Reilly's, Folkman's and CMCC's defamation claims.
Finally, the ease of determining and applying
Massachusetts, as opposed to Swedish law, weighs in
favor of the application of Massachusetts law. This court
therefore concludes that Massachusetts [*275] law
applies to Count I of the counterclaim.

18 Illinois' interest in a private corporation and
the reputation of an employee is less than
Massachusetts' interest. Abbott also maintains
manufacturing and research facilities in Bedford,
Massachusetts thereby strengthening
Massachusetts' interest in the present dispute.

[**27] As the basis to dismiss the defamation
count, plaintiffs argue that statements made in a
complaint and the distribution of that complaint to the
media are absolutely privileged. They additionally assert
that the CMCC defendants do not identify any
defamatory statements other than generally alleging that
Abbott discussed the complaint with the media.

As to the first two arguments, it is true that, "[HN7]
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Statements by a party, counsel or witness in the
institution of . . . a judicial proceeding are absolutely
privileged provided such statements relate to the
proceeding." Sriberg v. Raymond, 370 Mass. 105, 345
N.E.2d 882, 883 (Mass. 1976); accord Restatement
(Second) of Torts § 586 (1976). The privilege rests on the
"policy of permitting attorneys complete freedom of
expression and candor in communications in their efforts
to secure justice for their clients." Sriberg v. Raymond,
345 N.E.2d at 884; accord Milford Power Limited
Partnership v. New England Power Company, 918 F.
Supp. 471, 485-486 (D.Mass. 1996) (quoting Sriberg).
Simply filing the complaint containing the false
assertions that CMCC had a contractual obligation to
cede the Kringle [**28] 5 invention to Abbott and that
the CMCC defendants stole plaintiffs' Kringle 5
invention, without more, does not state a claim for
defamation. See Sullivan v. Birmingham, 416 N.E.2d
528, 533 (Mass.App.Ct. 1981).

Plaintiffs, however, did more than simply file the
complaint. They affirmatively and unnecessarily
disseminated the complaint containing the false
statements to the press. (Docket Entry # 175, P78).
Consequently, their conduct falls squarely within the
reach of the limitation to the privilege carved out in
Sullivan. As expressed in Sullivan, "The privilege may be
lost by unnecessary or unreasonable publication to one
for whom the occasion is not privileged." Sullivan v.
Birmingham, 416 N.E.2d 528 at 530. "Allowing
defamation suits for communications to the news media
will not generally inhibit parties or their attorneys from
fully investigating their claims," Sullivan v. Birmingham,
416 N.E.2d at 531, 19 and, therefore, does not interfere
with the underlying policy rationale for the privilege.

19 Although other jurisdictions may extend the
privilege to distributing a complaint to the media,
see, e.g., Hill v. Herald-Post Publishing
Company, 877 S.W.2d 774, 783 (Tx.Ct.App.), aff'd
in part and rev'd in part, 891 S.W.2d 638, 38 Tex.
Sup. Ct. J. 153 (Tx. 1994); Kelley v. Bonney, 221
Conn. 549, 606 A.2d 693, 707 (Conn. 1992), this
court must adhere to Massachusetts law.
Plaintiffs' reliance on Grossman v. Perry, 1999
Mass. Super. LEXIS 162, 1999 WL 1318984 at *1
(Mass.Super. April 15, 1999), is misplaced
inasmuch as the claim at issue was an abuse of
process claim as opposed to a defamation claim.

[**29] Plaintiffs also complain that the CMCC
defendants do not identify the defamatory statements or
allege that Abbott said anything that was false. As to the
latter, the counterclaim is replete with references to the
falsity of the statements in the complaint including, inter
alia, paragraph 76. The Repucci 20 case cited by plaintiffs
is distinguishable on the basis that it involved a summary
judgment motion. The counterclaim sufficiently identifies
the false statements for purposes of a motion to dismiss
and also refers to the publications wherein the defamatory
statements in the complaint were repeated.

20 Repucci v. Salem News Publishing Company,
1994 Mass. Super. LEXIS 56, 1994 WL 903010 at
*2 (Mass.Super. Oct. 10, 1994).

Finally, plaintiffs' citation to Lykowski v. Bergman,
299 Ill. App. 3d 157, 700 N.E.2d 1064, 1069-1070
[*276] (Ill.App.Ct. 1998), and their accompanying
argument that the defamation count does not allege "with
particularity to whom the defamatory statements were
communicated" (Docket Entry # 34) misunderstands
[**30] the pleading requirements applicable to a
defamation claim in federal court. To state the obvious,
"[HN8] The Federal Rules of Civil Procedure, not state
rules, govern the adequacy of the pleading." Baxter
Travenol Laboratories, Inc. v. LeMay, 93 F.R.D. 379,
381 (S.D.Oh. 1981) (examining sufficiency of
counterclaim for defamation); accord Barber v.
Nationwide Communications, Inc., 1995 WL 940517 at
*3 (N.D.Tx. 1995) (adequacy of defamation plaintiff's
pleading in federal court "is judged according to the
Federal Rules of Civil Procedure"). Consequently, the
strict pleading requirements for defamation at common
law do not apply in federal court. Baxter Travenol
Laboratories, Inc. v. LeMay, 93 F.R.D. at 381.

[HN9] Defamation claims are subject to the more
relaxed pleading requirements of Rule 8, Fed. R. Civ. P.,
as opposed to Rule 9, Fed. R. Civ. P. Croixland
Properties Limited Partnership v. Corcoan, 174 F.3d
213, 215 n. 2 (D.D.Cir. 1999) ("Federal Rules of Civil
Procedure impose no special pleading requirements for
defamation"); Geisler v. Petrocelli, 616 F.2d 636, 640
(2d Cir. 1980) ("pleading defamation is [**31] governed
by Rule 8, Fed. R. Civ. P., which requires only that [the]
plaintiff's charges be set forth in a short and concise
statement"); Markovic v. New York City School
Construction Authority, 2000 U.S. Dist. LEXIS 13130,
2000 WL 1290604 at 3 (Sept. 13, 2000) (defamation

Page 539



claims "have expressly been found to be subject to Fed.
R. Civ. P. 8(a) and not a more heightened standard of
pleading"); DeSalle v. Key Bank of Southern Maine, 685
F. Supp. 282, 283 (D.Me. 1988) ("defamation claim need
only satisfy the Federal Rules of Civil Procedure" which
only require a short plain statement of the claim). Federal
courts "consistently refuse[] to require plaintiffs to set
forth allegedly defamatory statements en haec verbis."
Barber v. Nationwide Communications, Inc., 1995 WL
940517 at *3 (N.D.Tx. 1995).

The counterclaim states that Abbott disseminated
and discussed the complaint and the allegations contained
therein with the press. It identifies the place by naming
the various newspapers containing the false and
defamatory statements and reasonably infers the time as
at or around the time of the May 2000 filing of the
complaint. See generally Mesiti v. Microdot, Inc., 739 F.
Supp. 57, 66 (D.N.H. 1990). [**32] Such specificity
more than satisfies federal pleading standards. See, e.g.,
Stabler v. New York Times Company, 569 F. Supp. 1131,
1138 (S.D.Tx. 1983); Baxter Travenol Laboratories, Inc.
v. LeMay, 93 F.R.D. at 381. In sum, the defamation count
is not subject to dismissal.

2. Fraud on the Court

Count II of the counterclaim alleges a cause of action
based on "fraud on the court." Plaintiffs move to dismiss
the count because it cannot be brought as a counterclaim
and because the facts alleged do not amount to a fraud on
the court.

Addressing the former argument, plaintiffs correctly
note that, "[HN10] Fraud on the court is not recognized
as an independent cause of action in Massachusetts."
National Engineering Service v. Galello, 1995 Mass.
Super. LEXIS 779, 1995 WL 859241 at *2 (Mass.Super.
May 9, 1995). Fraud on the court, however, has its
genesis in the federal court's inherent power to regulate
and control abusive litigation tactics effecting the
institutional integrity of the court. See Aoude v. Mobil
Oil Corporation, 892 F.2d 1115, 1117-1118 (1st Cir.
1989). Accordingly, it is not an issue of state law.
Logically, the equitable power to [**33] dismiss a case
because of a fraud [*277] on the federal court is
governed by federal common law. Not only did the First
Circuit in Aoude rely exclusively on federal case law in
limning the doctrine 21 but the Second Circuit in JC's
East, Inc. v. Traub, 92 F.3d 26 (2d Cir. 1996), expressly
views fraud on the court as an issue of federal law. JC's

East, Inc. v. Traub, 92 F.3d at 26 (further describing New
York contract law as "irrelevant").

21 The court's single citation of a state court case
occurred in the context of discussing the in pari
delicto doctrine. See Aoude v. Mobil Oil
Corporation, 892 F.2d at 1121 (citing Pantely v.
Garris, Garris & Garris, P.C., 180 Mich. App.
768, 447 N.W.2d 864, 868 (Mich.App.Ct. 1989)).

[HN11] Federal law permits an independent action to
attack and vacate a prior judgment for fraud on the court.
Rule 60(b), Fed. R. Civ. P.; Hazel-Atlas Glass Company
v. Hartford-Empire Company, 322 U.S. 238, 245, 88 L.
Ed. 1250, 64 S. Ct. 997, 1944 Dec. Comm'r Pat. 675-248
(1944). This inherent [**34] power lies in equity and is
"characterized by flexibility which enables it to meet new
situations which demand equitable intervention."
Hazel-Atlas Glass Company v. Hartford-Empire
Company, 322 U.S. at 248. In Hazel, the majority needed
such flexibility in order to bypass the longstanding
principle that a court lacks the power to reexamine a
judgment after expiration of the term in order to provide
relief from that judgment. See Hazel-Atlas Glass
Company v. Hartford-Empire Company, 322 U.S. at 244
& 255 (majority recognizing rule that federal courts
"would not alter or set aside their judgments after the
expiration of the term at which the judgments were
finally entered" with dissent citing numerous cases for
the rule). Similarly, there is often a need to permit an
independent action to relieve a party from a judgment
under the inherent power of a court due to the expiration
of the time frames set forth in Rule 60(b), Fed. R. Civ. P.
22 See, e.g., In re R & R Associates of Hampton, 248
B.R. 1, 5 (D.N.H. 2000) (finding Rule 60(b)(3) motion
untimely but construing complaint as seeking damages in
independent action for fraud on court). [**35] 23

22 Unlike the bases for relief set forth in Rule
60(b)(1)-(6), Fed. R. Civ. P., fraud on the court
has no set time limit. See In Re R & R Associates
of Hampton, 248 B.R. at 5 (unlike Rule 60(b)(3),
Fed. R. Civ. P., "relief for fraud on the court is not
limited by a one year time limitation"); 12 James
Wm. Moore Moore's Federal Practice §
60.21[4][g] (2001) (no time limit applicable to
relief based on fraud on court).
23 The Hampton decision is therefore
distinguishable from the circumstances in the case
at bar for this reason as well as the decision's
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reliance, discussed infra, on the savings clause in
Rule 60(b), Fed. R. Civ. P.

In the case at bar, however, there is no need to
overlook or bypass the proper procedure for bringing the
present fraud on the court before the court. That
procedure in the form of a motion to dismiss remains
fully available to the CMCC defendants. 24

24 Requiring the CMCC defendants to bring
their allegations by motion would only elevate
form over substance if this court foreclosed the
CMCC defendants' ability to bring the argument
through any procedure.

[**36] [HN12] Numerous federal courts allow
parties to file motions to dismiss due to a fraud on the
court. See, e.g., Aoude v. Mobil Oil Corporation, 892
F.2d at 1117 (motions to dismiss raising fraud on court);
Derzack v. County of Allegheny, Pennsylvania, 173
F.R.D. 400, 412-413 (W.D.Pa. 1996) (allowing motion to
dismiss amended complaint due to fraud on court);
McDowell v. Seaboard Farms of Athens, Inc., 1996 U.S.
Dist. LEXIS 19558, 1996 WL 684140 at *1-2 (M.D.Fla.
Nov. 4, 1996) (allowing motion for involuntary dismissal
due to fabrication of evidence as fraud on [*278] court).
The court's ability to dismiss an entire action due to a
fraud on the court may arise under various statutory rules,
see Pope v. Federal Express Corporation, 138 F.R.D.
675, 681-683 (W.D.Mo. 1990) (discussing ability to
dismiss action under Rules 11, 26(g) and 41(b), Fed. R.
Civ. P.), 25 or under the inherent power of the court. See
Derzack v. County of Allegheny, Pennsylvania, 173
F.R.D. 400, 412-413 (W.D.Pa. 1996) (exhaustively
listing cases wherein courts use their inherent power to
curb misconduct when it constitutes fraud on court by
dismissing action or entering [**37] other sanctions).

25 On appeal in Pope, the Eighth Circuit
affirmed the decision in part, vacated the Rule 11
monetary award and remanded the case for further
proceedings to consider a subsequent
development in a decision relied upon by the
district court. Pope v. Federal Express
Corporation, 974 F.2d 982 (8th Cir. 1992).

To support their ability to bring the fraud on the
court claim in the counterclaim, the CMCC defendants
cite to In Re R & R Associates of Hampton, 248 B.R. 1
(D.N.H. 2000) (denying motion to dismiss fraud on the
court claim attacking, inter alia, bankruptcy court's prior

approval of the defendants as counsel for debtor). As
correctly posited by plaintiffs, the court in Hampton,
which allowed the trustee to maintain an independent
action for damages, heavily relied on the savings clause
in Rule 60(b), Fed. R. Civ. P., which acknowledges a
court's continued ability "to entertain an independent
action to relieve a party from a judgment, order or
[**38] proceedings . . . or to set aside a judgment for
fraud upon the court." Rule 60(b), Fed. R. Civ. P.
(emphasis added). To state the obvious, plaintiffs' alleged
fraud on the court does not involve an attack on a prior
judgment or order.

To the extent Hampton authorizes an independent
action for damages on the basis of the defendants' failure
to disclose previous activities with the debtor as a fraud
on the court, the decision conflicts with another court's
decision in this circuit, Federal Deposit Insurance
Corporation v. Prawer, 829 F. Supp. 439, 444-445
(D.Me. 1993). The court in Prawer dismissed the count in
the counterclaim for fraud on the court because such a
claim "may and should be raised by motion." Federal
Deposit Insurance Corporation v. Prawer, 829 F. Supp.
at 445. Prawer, which involves a motion to dismiss a
counterclaim for fraud on the court, is more on point to
the case at bar than Hampton which, as previously noted,
relies on Rule 60(b)'s savings clause which applies to
attacks on judgments and orders. Indeed, the CMCC
defendants agree to pursue the matter by motion if the
court determines that it should be raised [**39] in that
form. (Docket Entry # 30, p. 12).

The fact that a motion is the proper means to raise
the argument, however, does not detract from the merits
of the CMCC defendants' contentions. "[HN13] A 'fraud
on the court' occurs where it can be demonstrated, clearly
and convincingly, that a party has sentiently set in motion
some unconscionable scheme calculated to interfere with
the judicial system's ability impartially to adjudicate a
matter by improperly influencing the trier or unfairly
hampering the presentation of the opposing party's claim
or defense." Aoude v. Mobil Oil Corporation, 892 F.2d at
1118. The facts set forth in the counterclaim, if true, fall
within the range of conduct which, in this circuit, may
amount to a fraud on the court. See, e.g., Aoude v. Mobil
Oil Corporation, 892 F.2d at 1118 (attaching fabricated
purchase agreement to complaint and thereby
representing it as authentic to gain unfair advantage
against opposing party amounted to a [*279]
"near-classic example" of fraud on court); see generally
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McDowell v. Seaboard Farms of Athens, Inc., 1996 U.S.
Dist. LEXIS 19558, 1996 WL 684140 at *2 (M.D.Fla.
Nov. 4, 1996) (where "party fabricates evidence
purporting [**40] to substantiate its claims, federal case
law is well established that dismissal is appropriate").

While the facts alleged in the counterclaim are less
egregious than those at issue in Aoude, the misconduct in
Aoude was not the outer boundary of a fraud on the court.
Rather, the First Circuit in Aoude cited a litany of fraud
on the court cases, the majority of which involved
conduct that was "less reprehensible than in the case at
bar." Aoude v. Mobil Oil Corporation, 892 F.2d at 1120.

The contentions in the counterclaim show that
plaintiffs filed the CDA with the court and alleged that
Folkman breached that document and that CMCC ratified
that document. In attaching the document to the
complaint, plaintiffs redacted Dippel's markings thereby
concealing CMCC's objections to the "contract" which
belied its ratification.

Plaintiffs also did not inform the court that they
received the CDA in or around June 1998 during
confidential discussions to resolve the inventorship
dispute as opposed to in 1995 in the ordinary course after
Folkman signed the CDA. Notwithstanding the apparent
lack of delivery of the CDA in the ordinary course which
Illinois law requires, [**41] see Glabman v. Bouhall,
401 N.E.2d at 993, 26 plaintiffs filed a breach of contract
claim against Folkman based on the express terms of the
CDA as opposed to an implied at law or in fact breach of
contract claim. 27 Plaintiffs' after the fact attempt to
recharacterize their allegation against Folkman as an
estoppel or implied breach of contract claim does not
rewrite the complaint or otherwise cure the misconduct.
Nor does a subsequent amendment. See Aoude v. Mobil
Oil Corporation, 892 F.2d at 1120; Derzack v. County of
Allegheny, Pennsylvania, 173 F.R.D. at 415.

26 The CDA has a choice of law provision
dictating the application of Illinois law to the
CDA while excluding application of Illinois
choice of law rules. The relevant provision reads
as follows:

18. Governing Law. This
agreement shall be governed by
and construed in accordance with
the law of the State of Illinois
excluding its conflict of laws

principles.

(AC, Ex. B).
27 In no uncertain terms, the breach of contract
claim in the complaint and in the amended
complaint alleges that, "The CDA is a binding and
enforceable agreement," and, one sentence later,
that, "Folkman signed the CDA agreement."

[**42] In addition, the allegations in the complaint
amount to serious issues of importance to the public. See
Hazel-Atlas Glass Company v. Hartford-Empire
Company, 322 U.S. at 246 (noting that patent issues were
"of great moment to the public"). Furthermore, plaintiffs
unnecessarily distributed 28 the complaint with the
redacted "contract," under which Folkman purported to
cede his right to the Kringle 5 invention, to the press and
the allegations foreseeably garnered national attention
thereby damaging Folkman's reputation.

28 The reasonable inference from this allegation
is that Abbott distributed the complaint to the
press on its own accord independently of any
request from a member of the press for a copy of
the complaint.

Irrespective of the CMCC defendants' additional
basis for their fraud on the court claim, 29 they are, at a
minimum, entitled [*280] to engage in discovery to
explore the merits of their fraud on the court allegations.
In the event discovery supports a fraud on the court
argument, [**43] CMCC may raise the issue by motion.
30

29 The CMCC defendants submit that the
complaint falsely alleged that CMCC "stood
silent" for at least six months and never
disavowed the CDA before receiving Kringle 5
(Docket Entry # 1, PP35-36) when, in fact,
Dippel's facsimile transmission to Davidson
(Docket Entry # 175, Ex. B) rejected the CDA in
July 5, 1995, well before Cao received Davidson's
novel Kringle 5 in October 1995 (Docket Entry #
175, P36).
30 Contrary to plaintiffs' argument (Docket
Entry # 63), sanctions are not warranted for the
CMCC defendants' brevis statement that exhibit B
"never existed."

3. Breach of Contract
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In seeking to dismiss the breach of contract count in
the counterclaim, 31 plaintiffs assert that the CMCC
defendants fail to allege the two essential elements of
Abbott's breach and the CMCC defendants' damages of
either the 1997 or the 1998 CDA. Plaintiffs also argue
that the CMCC defendants lack standing because they are
not third party beneficiaries of the 1998 CDA between
[**44] Entremed and Abbott.

31 The breach of contract count is based on
Abbott's breach of the 1997 and 1998 CDAs
through its disclosure and use of, inter alia, the
CDA and Folkman's laboratory notes in the
complaint. The counterclaim describes both the
CDA and Folkman's laboratory notes as
"confidential information" (Docket Entry # 175,
P73) and that Abbott breached the 1997 or 1998
CDA by using the laboratory notes and the CDA
to support its claims (Docket Entry # 175,
PP99-101). Both the 1997 and 1998 CDAs
prohibited the receiving party from disclosing or
seeking to admit confidential information in a
subsequent legal proceeding. (Docket Entry #
175, Ex. F & G).

As to the laboratory notes, the complaint
alleges that "defendants" stole Davidson's Kringle
5 invention and that Folkman's laboratory meeting
minutes dated December 1, 1995, state that
"defendants had 'agreed' that they 'overlooked'
Kringle 5." (Docket Entry # 1, P43 & caption).
The amended complaint includes a similar
allegation relative to Folkman's laboratory
meeting minutes. (AC, P48).

As to the CDA, Abbott acquired the CDA in
or around June 1998 during the parties'
discussions about the inventorship dispute.
(Docket Entry # 175, P89). Abbott then redacted
Dippel's markings and attached the redacted CDA
as an exhibit to the complaint to support its breach
of contract claim. (Docket Entry # 175, PP91, 99
& 101).

[**45] The standard applicable to a motion to
dismiss bears repeating as well as further elaboration.
"[HN14] The pleading rules do not require a claimant to
set out in detail the facts upon which he bases his claim."
Langadinos v. American Airlines, Inc., 199 F.3d 68, 72
(1st Cir. 2000) (internal quotation marks omitted).
Rather, all that is required is "'a short and plain statement'

of the claim showing that the pleader is entitled to relief."
DM Research, Inc. v. College of American Pathologists,
170 F.3d 53, 55 (1st Cir. 1999). As long as the facts in
the pleading "give[] the defendant sufficient notice to file
a responsive pleading," a generalized statement of facts is
adequate. 32 Langadinos v. American Airlines, Inc., 199
F.3d at 72-73; accord Swierkiewicz v. Soreman, U.S.

, 534 U.S. 506, 152 L. Ed. 2d 1, 122 S. Ct. 992, 998
(2002) (Rule 8 statement "must simply 'give the
defendant fair notice of what the plaintiff's claim is and
the grounds upon which it rests'"). Accordingly, it is not
necessary to include evidentiary detail. DM Research,
Inc. v. College of American Pathologists, 170 F.3d at 55.

32 Indeed, the forms appended to the rules,
which are themselves "'sufficient'" and also
"'indicate the simplicity and brevity of statement
which the rules contemplate,'" Swierkiewicz v.
Soreman, U.S. , 122 S. Ct. 992, 998 n. 4
(2002), typically encompass a few, brief
paragraphs.

[**46] These requirements, which the First Circuit
describes as "minimal," are nevertheless not
"nonexistent." Cooperman v. Individual, Inc., 171 F.3d
43, 47 (1st Cir. [*281] 1999). The complaint must set
forth factual allegations, direct or circumstantial,
"respecting each material element necessary to sustain
recovery under some actionable legal theory."
Cooperman v. Individual, Inc., 171 F.3d at 47. "Bald
assertions as well as "subjective characterizations" need
not be accepted and "conclusory allegations," standing
alone, "are a danger sign that the plaintiff is engaged in a
fishing expedition." DM Research, Inc. v. College of
American Pathologists, 170 F.3d at 55.

[HN15] In order to establish a breach of contract
claim under Illinois law, the plaintiffs, in this instance the
CMCC defendants, must establish: (1) the existence of a
valid contract; (2) the plaintiffs' performance of their
obligations under the contract; (3) the defendant's breach;
and (4) damages as a result of the breach. CGE Ford
Heights v. Miller, 306 Ill. App. 3d 431, 714 N.E.2d 35, 41
(Ill.App.Ct. 1999); Talbert v. Homes Savings of America,
265 Ill. App. 3d 376, 638 N.E.2d 354, 357 (Ill.App.Ct.
1994); [**47] Berry v. Oak Park Hospital, 256 Ill. App.
3d 11, 628 N.E.2d 1159, 1165 (Ill.App.Ct. 1993). With
respect to the absence of factual support for the third
element, plaintiffs point to the lack of a stamp on the
CDA designating the document as "confidential."
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First and foremost, the breach of contract count does
not rely exclusively on Abbott's disclosure and use of the
CDA. Rather, Abbott's use and quotation of Folkman's
laboratory minutes also form the basis for the count. The
counterclaim does not attach a copy of these minutes. As
set forth in the counterclaim, these notes fall within the
definition of "confidential information" contained in the
1997 or 1998 CDA. (Docket Entry # 175, P73). The
counterclaim also states that CMCC exchanged
"confidential information" with Abbott during their
discussions regarding the inventorship dispute. (Docket
Entry # 175, P95). Finally, in no uncertain terms, the
counterclaim identifies the breach as Abbott's use of the
information "to support its claims in this litigation."
(Docket Entry # 175, P99).

Not only does the counterclaim clarify the breach, it
also alleges that the CMCC defendants "have been
damaged as a result of Abbott's misuse of confidential
[**48] documents and information exchanged pursuant
to the confidentiality agreement." (Docket Entry # 175,
P103). This statement, while brief, does not stand alone.
See generally In Re Compact Disc Minimum Advertised
Price, 138 F. Supp.2d 25, 28 (D.Me. 2001). Rather,
Abbott has notice that the damage resulted from its use in
the complaint of the laboratory notes and the CDA. This
factual predicate for the description of damages cures any
deficiency when viewing the allegation in isolation and
adequately enables Abbott to frame a responsive
pleading. Dismissal of the breach of contract claim due to
the failure to set forth a breach vis-a-vis Folkman's
laboratory notes and the alleged failure to set forth the
material element of damages is unwarranted.

The viability of the breach of contract claim based on
the CDA is slightly more problematic. [HN16] In order to
survive the motion to dismiss, the counterclaim must set
forth facts respecting the material element of Abbott's
breach "necessary to sustain recovery under some
actionable legal theory." Cooperman v. Individual, Inc.,
171 F.3d at 47. The CDA attached to the counterclaim is
not stamped or marked "confidential. [**49] " 33 The
1998 CDA defines [*282] "confidential information" as
information disclosed under the agreement "and marked
'Confidential.'" Significantly, Illinois law interprets
similar contract language as requiring a stamp or mark of
"confidential" on written disclosures. See Nilssen v.
Motorola, Inc., 963 F. Supp. 664, 668, 681-682 & n.
18-19 (finding similar definition unambiguous and that
the definition requires written information to be marked

or stamped "confidential").

33 Plaintiffs correctly posit that, "[HN17] 'When
a written instrument contradicts allegations in the
complaint to which it is attached, the exhibit
trumps the allegations.'" Clorox Company Puerto
Rico v. Proctor & Gamble, 228 F.3d 24, 32 (1st
Cir. 2000) (quoting Seventh Circuit case).

The CMCC defendants nevertheless argue that the
parties' subsequent course of conduct modified the
contractual provision requiring that confidential
information be marked or stamped "confidential." The
facts in the complaint support such modification. [**50]
The counterclaim notes that both Abbott and CMCC
exchanged confidential information under the terms of
the 1997 and 1998 CDAs. (Docket Entry # 175,
PP72-74). CMCC's exchange of "confidential
information" included the CDA which is not stamped
"confidential." (Docket Entry # 175, P73 & Ex. A). The
assertion that the CDA is confidential information
(Docket Entry # 175, P73) does not necessarily contradict
the absence of a "confidential" stamp on the CDA
attached to the counterclaim. Rather, the counterclaim
implies that the parties exchanged documents without the
stamped marking, as shown by the absence of a stamp on
the CDA. Such facts support recovery under the
actionable theory that the parties modified the 1998 CDA
by mutually accepting and exchanging documents
without stamped markings and treating such documents
as confidential and subject to the 1998 CDA.

[HN18] Under Illinois law, "'A contract is validly
modified if the party which did not propose the changes
is shown to acquiesce in the modification through a
course of conduct.'" Household Finance Services, Inc. v.
Coastal Mortgage Services, Inc., 152 F. Supp.2d 1015,
1022 (N.D.Ill. 2001) (quoting International Business
Lists v. American Telephone and Telegraph Company,
147 F.3d 636, 641 (7th Cir. 1998), [**51] citing Maher
& Associates, Inc. v. Quality Cabinets, 640 N.E.2d 100,
1007 (Ill.App.Ct. 1994)). Under the facts and reasonable
inferences of the counterclaim, the parties' course of
conduct waived or modified any requirement in the CDA
to stamp the exchanged document "confidential." 34

Furthermore, [HN19] oral modification of a written
agreement is possible even where, as here, "the contract
precludes oral modifications." Household Finance
Services, Inc. v. Coastal Mortgage Services, Inc., 152 F.
Supp.2d at 1022; accord United States v. Wil-Freds
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Construction, Inc., 1997 U.S. Dist. LEXIS 75, 1997 WL
11041 at *3 (N.D.Ill. Jan. 7, 1997) ("written contract may
be modified by a subsequent oral agreement even when
the contract precludes oral modifications"). Nor, in light
of the facts in Household Finance and its parenthetical
quotation of the language in Maher of modifying a
contract by "'acts or conduct,'" does this court read
Illinois law as limiting modifications to oral agreements.
In sum, the breach of contract claim adequately pleads
the essential [*283] elements of breach and damages
both as to Folkman's laboratory notes and the CDA.

34 For present purposes, it is not necessary to
resolve or definitively determine whether the
contract language required exchanged information
to be stamped "confidential." Although the
Nilssen decision points to such a conclusion, this
court leaves the issue for the court to determine at
a later date. For present purposes, this court
assumes arguendo that the 1998 CDA requires
this construction but concludes that the parties'
subsequent course of conduct under the facts and
reasonable inferences of the counterclaim waived
or modified this requirement.

[**52] Plaintiffs also submit that the CMCC
defendants are not third party beneficiaries of the 1998
CDA. 35 As to Folkman, Cao and O'Reilly, this court
agrees. The counterclaim's statement that Folkman, Cao
and O'Reilly are third party beneficiaries (Docket Entry #
175, P96) amounts to a legal conclusion not entitled to
weight in resolving the motion to dismiss. The 1998
CDA does not expressly refer to Folkman, Cao or
O'Reilly.

35 Plaintiffs limit their third party beneficiary
argument to the inability of "CMCC," defined as
the CMCC defendants in plaintiffs' papers, to
bring a breach of contract claim based on the
Abbott/Entremed agreement, i.e., the 1998 CDA.
This court expresses no opinion on the ability of
Folkman, Cao and O'Reilly to recover under the
1997 CDA.

"[HN20] In Illinois, an individual not a party to a
contract may only enforce the contract's rights when that
contract's original parties intentionally enter into the
contract for the direct benefit of the individual." Cahill v.
Eastern Benefit System, Inc., 603 N.E.2d 788, 791
(Ill.App.Ct. 1992). [**53] Although the language of the
contract need not expressly designate the third party as a

third party beneficiary, see, e.g., People ex rel. Resnik v.
Curtis & Davis, Architects and Planners, Inc., 78 Ill. 2d
381, 400 N.E.2d 918, 919 (Ill. 1980), "the promisor's
intention must be shown by an express provision in the
contract identifying the third party beneficiary." Cahill v.
Eastern Benefit System, Inc., 603 N.E.2d 788 at 791-792;
see Arlington Financial Corporation v. Ben Franklin
Bank of Illinois, 1999 U.S. Dist. LEXIS 1690, 1999 WL
89567 at *5 (N.D.Ill. Feb. 16, 1999) ("intent of the
original parties to directly benefit the third party must be
shown by an express provision specifically identifying
the third party beneficiary"). 36 Abbott's liability "'can not
be extended or enlarged on the ground, alone, that the
situation and circumstances of the parties justify or
demand further or other liability.'" People ex rel. Resnik
v. Curtis & Davis, Architects and Planners, Inc., 400
N.E.2d at 919 (emphasis added). Moreover, "There is a
strong presumption that a non-party to a contract cannot
enforce the contract." Arlington Financial Corporation v.
Ben Franklin Bank of Illinois, 1999 U.S. Dist. LEXIS
1690, 1999 WL 89567 at *5 (N.D.Ill. Feb. 16, 1999)
[**54] . The 1998 CDA's failure to name Folkman, Cao
or O'Reilly is fatal to their ability to recover on that
contract.

36 To the extent Lynch v. Marklin of America,
Inc., 724 F. Supp. 595, 598 (N.D.Ill. 1989),
concludes that language manifesting an intent to
confer a direct benefit is not required when the
surrounding circumstances "clearly demonstrate
that the contracting parties intended directly to
benefit [the third party," the Lynch decision
pre-dates the 1992 Cahill and the 1999 Arlington
decisions. These decisions clarify that [HN21]
Illinois law requires the agreement to at least
identify the third party beneficiary by name or
class description. See Garcia v. Lovellette, 265
Ill. App. 3d 724, 639 N.E.2d 935, 940 (Ill.App.Ct.
1994) (contract may define the party benefitted by
class description.)

Turning to CMCC's ability to recover on the 1998
CDA, its position is extremely weak given the brevity of
the language in the 1998 CDA identifying CMCC. The
express purpose [**55] of the agreement, however, is to
exchange documents in confidence to determine the
"Inventorship of [Kringle 5]." (Docket Entry # 175, Ex.
G). The 1998 CDA identifies CMCC as the assignee of
the patent application directed to fragments of the Kringle
5 region of human plasminogen and Entremed as only the
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licensee. Such language demonstrates that the
contemplated exchange of documents would primarily
involve confidential documents originating from CMCC
as opposed [*284] to Entremed. CMCC therefore stood
to directly benefit from the protection afforded by the
1998 CDA to its confidential information. Solely for
purposes of the motion to dismiss, this court finds the
language sufficient to support a finding that Abbott and
Entremed intended to enter into the 1998 CDA for the
direct benefit of CMCC. 37 The counterclaim gives
plaintiffs sufficient notice to file a responsive pleading. It
is the province of discovery and summary judgment
motions to further elucidate the merits of CMCC's breach
of contract claim vis-a-vis the 1998 CDA. Swierkiewicz v.
Soreman, 122 S. Ct. 992 at 998 (recognizing that
"[HN22] simplified notice pleading relies on liberal
discovery rules and summary judgment [**56] motions .
. . to dispose of unmeritorious claims"). CMCC's breach
of contract claim is therefore not subject to dismissal at
this stage in the proceedings.

37 Accordingly, the law of the case does bar a
contrary determination of the language of the
contract by the trial judge. On summary
judgment, plaintiffs are free to argue to the court
that the language is unambiguous and does not as
a matter of law confer third party beneficiary
status on CMCC. Inasmuch as this court does not
resort to extrinsic evidence to reach this
conclusion, it is not necessary to resolve the issue
of the integration clause's import with respect to
the third party beneficiary argument. See
generally Air Safety, Inc. v. Teachers Realty
Corporation, 185 Ill. 2d 457, 706 N.E.2d 882,
884-886 (Ill. 1999) (discussing four corners rules
albeit not in context of third party beneficiary
claim).

4. Chapter 93A

Plaintiffs next submit that the CMCC defendants fail
to state a claim under section 11 of chapter 93A.
Plaintiffs assert that [**57] the failure of the defamation
and breach of contract counts to survive dismissal
warrants the dismissal of the chapter 93A count. Due to
the viability of the defamation count and the breach of
contract count brought by CMCC, plaintiffs' argument
lacks merit.

In addition, the alleged facts, if true, fall comfortably
within the reach of liability under section 11. During

confidential discussions to resolve the inventorship
dispute, Abbott threatened to publicly embarrass
Folkman and his colleagues and to file suit if Abbott's
demands to name Davidson as an inventor of the '221
patent were not met. Davidson, however, was not the
inventor of Kringle 5 and thus had no right to be named
as such on the '221 patent. (Docket Entry # 175,
PP60-64). Having fraudulently concealed the true
inventor of the '221 patent to the PTO, Abbott then
attempted to use this claim to force the CMCC
defendants, by threats of public embarrassment and
damage to their reputations, to name Davidson as an
inventor on the '221 patent. When the discussions proved
unsatisfactory, Abbott then used confidential documents
obtained under the 1997 or 1998 CDA in the complaint.
Moreover, plaintiffs concealed the true nature [**58] of
the CDA to the public and to this court by altering and
redacting Dippel's comments. Abbott then disseminated
the complaint to the press containing the altered and
misleading document which formed the basis for
plaintiffs' contention that Abbott owned the Kringle 5
invention.

Such conduct goes beyond a mere litigation mistake
in assessing the viability and reasonableness of the breach
of contract claim based on the express terms of the CDA.
Rather, it possesses the element of unfairness and
deception inherent to a chapter 93A claim. See
Datacomm Interface, Inc. v. Computerworld, Inc., 396
Mass. 760, 489 N.E.2d 185, 197 (Mass. 1986)
(Datacomm's misrepresentation that it did not retain copy
of competitor's circulation list and its commencement of
action on oath [*285] with misstated fact and its use of
litigation as "marketing tool" amounted to knowing
violation of section 11); see also Kattar v. Demoulas,
433 Mass. 1, 739 N.E.2d 246, 257 (Mass. 2000)
("conduct occasioning foreclosure as retribution for
Kattar's refusal to testify qualifies as actionable conduct
under § 11"); Commercial Union Insurance v. Seven
Provinces Insurance Company, 217 F.3d 33, 43 (1st Cir.
2000) [**59] (conduct of raising multiple defenses,
"stringing Commercial Union along, with the intent (as
its own witnesses admitted) of pressuring Commercial
Union to compromise its claim" had "extortionate quality
that marks a 93A violation"), cert. denied, 531 U.S. 1146
(2001).

5. Inequitable Conduct

Plaintiffs move to dismiss Count V (inequitable
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conduct) of the counterclaim under Rule 12(b) (6) or, in
the alternative, to strike the count under Rule 12(f), Fed.
R. Civ. P. ("Rule 12(f)"), for failure to comply with Rule
9(b), Fed. R. Civ. P. ("Rule 9(b)"). The CMCC
defendants submit that the counterclaim complies with
Rule 9(b). This court agrees.

[HN23] Although the Federal Circuit has not directly
addressed the applicability of Rule 9(b) to inequitable
conduct claims, the majority of courts reaching the issue
require such claims to satisfy Rule 9(b)'s particularity
requirement. See Systemation, Inc. v. Engel Industries,
Inc., 183 F.R.D. 49, 51 (D.Mass. 1998) (collecting cases
holding Rule 9(b) applicable to inequitable conduct
claims); Samsung Electronics Company, Limited v. Texas
Instruments, Inc., 1996 U.S. Dist. LEXIS 15111, 1996 WL
343330 at *2 n. 3 (N.D.Tx.1996) [**60] (same). Two
justifications militate in favor of applying Rule 9(b) to an
inequitable conduct claim.

First, there is the Federal Circuit's expressed concern
about the "habit of charging inequitable conduct in
almost every major patent case." Burlington Industries,
Inc. v. Dayco Corporation, 849 F.2d 1418, 1422
(Fed.Cir. 1988) (describing the habit as "an absolute
plague"). Stricter pleading requirements "might act as a
check on such abuses." Systemation, Inc. v. Engel
Industries, Inc., 183 F.R.D. at 51.

Second, [HN24] Rule 9(b) expressly governs fraud
claims and an inequitable conduct claim is markedly
similar to a fraud claim. Systemation, Inc. v. Engel
Industries, Inc., 183 F.R.D. at 51 (describing inequitable
conduct claim as "a form of fraud"). Succinctly stated,
"Inequitable conduct requires that the patentee withheld
material information from the patent examiner or
submitted false material information, with the intent to
deceive or mislead the examiner into granting the patent."
Upjohn Company v. Mova Pharmaceutical Corporation,
225 F.3d 1306, 1312 (Fed.Cir. 2000).

Following the lead of the majority view, this [**61]
court similarly concludes that [HN25] Rule 9(b) applies
to the inequitable conduct count in the counterclaim. In
matters of procedure not unique to patent law, the Federal
Circuit applies the law of the forum's circuit court of
appeals. Systemation, Inc. v. Engel Industries, Inc., 183
F.R.D. at 51 n. 1 (citing Panduit Corporation v. All
States Plastic Manufacturing, Inc., 744 F.2d 1564,
1574-1575 (Fed.Cir. 1984)).

Rule 9(b) requires that "[HN26] in all averments of
fraud or mistake, the circumstances constituting fraud or
mistake shall be stated with particularity. Malice, intent
[and] knowledge . . . may be averred generally." 38 Fed.
R. Civ. P. 9(b) (emphasis [*286] added). [HN27] The
First Circuit interprets "Rule 9(b) to require 'specification
of the time, place, and content of an alleged false
representation.'" Johnson v. Brown & Williamson
Tobacco Corporation, 122 F. Supp.2d 194, 207 (D.Mass.
2000); see also Systemation, Inc. v. Engel Industries,
Inc., 183 F.R.D. at 51 (recognizing that First Circuit
strictly applies Rule 9(b)). The CMCC defendants must
therefore "state the time, place and content of the alleged
inequitable conduct. [**62] " Systemation, Inc. v. Engel
Industries, Inc., 183 F.R.D. at 51.

38 [HN28] Rule 9(b) allows the accused party
"to prepare meaningful defenses," prevents
"conclusory allegations of fraud from serving as a
basis for strike suits" and protects the accused
party "from groundless charges that may damage
their reputations." United States v. Park-Davis,
147 F. Supp.2d 39, 46 (D.Mass. 2001); see New
England Data Services, Inc. v. Becher, 829 F.2d
286, 289 (1st Cir. 1987).

Paragraph 113 of the counterclaim identifies the
content of the inequitable conduct claim. It is based on
Abbott's false representation to the PTO that Davidson
was the sole inventor of the inventions claimed in the
'146 and '484 patents; 39 Abbott's failure to disclose that
Folkman, O'Reilly and Cao were the true inventors of
these inventions; and Abbott's failure to disclose its
inventorship dispute with Children's Hospital. (Docket
Entry # 175, P113). The counterclaim fully details the
communications [**63] between Cao and Davidson as
well as Cao's disclosures in August, September and
October of 1995 of experimental results and research
protocols for testing the anti-angiogenic effect of
plasminogen fragments such as Kringle 5. (Docket Entry
# 175, PP37 & 40-41). Using the information and ideas
of Cao, including the idea of investigating the
anti-angiogenic effect of plasminogen fragments, Abbott
filed the patent application which led to the '146 patent in
May 1996. (Docket Entry # 175, PP59-60).

39 As previously described, these patents dealt
with the anti-angiogenic properties of Kringle 5.

Such allegations more than sufficiently outline the
misrepresentation and omissions at issue. Plaintiffs'
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reliance on Poly-America, Inc. v. GSE Lining
Technology, Inc., 1998 U.S. Dist. LEXIS 9996, 1998 WL
355477 at *5 (N.D.Tx. June 29, 1998) , is misplaced. The
allegation of inequitable conduct regarding the
inventorship dispute in Poly-America was far more
general than the allegations in the case at bar. 40 The
court in Poly-America [**64] considered deficient the
plaintiff's failure to identify the previous inventors, to
provide a time period and to specify the country in
Europe wherein the inspection at issue took place. In
contrast, the CMCC defendants' counterclaim identifies
the inventors (Folkman, Cao and O'Reilly) and details the
circumstances surrounding the invention.

40 The relevant allegation of inequitable conduct
in Poly-America is as follows:

intentionally and deliberately
misleading the Patent Office by
swearing that the inventors were
the original inventors of the
invention claimed in the '272
Patent when the invention was
actually conceived by one or more
of the inventors after inspecting
liners with reflective and
non-reflective sides in Europe or
documentation disclosing such
liners.

Poly-America, Inc. v. GSE Lining Technology,
Inc., 1998 U.S. Dist. LEXIS 9996, 1998 WL
355477 at *5 (N.D.Tx. June 29, 1998) (internal
quotation marks omitted).

The counterclaim also specifies that the
misrepresentation and omissions occurred [**65] during
the prosecution of the May 1996 application that led to
the '146 patent and the April 1997 application that led to
the '484 patent. (Docket Entry # 175, PP59-64 & 113).
Indeed, the counterclaim provides the example that in
January 1999 the patent examiner challenged Abbott that
the claims in the April 1997 application were anticipated
by the '221 patent. In response, Davidson asserted that he
[*287] reduced his invention to practice before the
December 13, 1995 application date of the '221 patent
without disclosing "that he derived his knowledge from
Children's Hospital." (Docket Entry # 175, PP65-66). The
counterclaim therefore complies with Rule 9(b)'s
requirements to specify the time and place of the

inequitable conduct. See, e.g., Poly-America, Inc. v. GSE
Lining Technology, Inc., 1998 U.S. Dist. LEXIS 9996,
1998 WL 355477 at *3 (N.D.Tx. June 29, 1998)
(allegation that inequitable conduct occurred "during
prosecution of the '272 Patent before the PTO" satisfied
time and place requirements of Rule 9(b)).

Assuming arguendo that Rule 9(b) also requires the
counterclaim to identify the material element of intent,
see Simpson v. Stand 21, S.A., 1994 U.S. Dist. LEXIS
19607, 1994 WL 735936 at *2 (S.D. Ind. Sept. 1, 1994)
[**66] ("under Rule 9(b), the defendants must
specifically plead . . . the requisite intent" with respect to
inequitable conduct claim); see also Samsung
Electronics Company, Limited v. Texas Instruments, Inc.,
1996 U.S. Dist. LEXIS 15111, 1996 WL 343330 at *3
(N.D.Tx. 1996) (noting, in passing, that "some of the
paragraphs do not allege the requisite intent necessary to
sustain an inequitable conduct claim"), paragraph 66 of
the counterclaim satisfies any such requirement. In
essence, the counterclaim alleges that Davidson and, by
implication Abbott, intentionally concealed from the PTO
the information that Davidson acquired his knowledge for
the inventions from Cao and others at Children's
Hospital.

In sum, the counterclaim satisfies Rule 9(b) and
adequately serves the purposes 41 behind Rule 9(b)'s
particularity requirements. It provides plaintiffs with
sufficient notice to prepare a meaningful response. It is
sufficiently specific to demonstrate that the CMCC
defendants are not filing frivolous allegations or
submitting a groundless claim. Because the counterclaim
complies with Rule 9(b), dismissal under Rule 12(b) (6)
or striking the claim under Rule 12(f) is unwarranted.

41 See footnote number 38.

[**67] 6. Abuse of Process

Plaintiffs assert that the CMCC defendants' failure to
set forth a cognizable ulterior purpose mandates dismissal
of their abuse of process claim. This court disagrees.

[HN29] The essential elements of an abuse of
process claim are that: "(1) process was used; (2) for an
ulterior or illegitimate purpose; (3) resulting in damage."
Datacomm Interface, Inc. v. Computerworld, Inc., 489
N.E.2d 185, 195 (Mass. 1986). Plaintiffs submit that the
second element is missing from the counterclaim. They
argue that the CMCC defendants must allege that
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plaintiffs used the legal process to obtain a collateral
advantage that is not properly part of the lawsuit. Because
the CMCC defendants fail to allege any such collateral
benefit outside of plaintiffs' attempt to secure
inventorship and assignment rights to the Kringle 5
invention, the CMCC defendants fail to allege an ulterior
purpose, according to plaintiffs.

[HN30] An ulterior or illegitimate purpose "consists
of using process 'to accomplish some ulterior purpose for
which it was not designed or intended, or which was not
the legitimate purpose of the particular process
employed.'" Ferraro v. First Safety Fund National Bank,
11 Mass. App. Ct. 928, 416 N.E.2d 225, 226
(Mass.App.Ct. 1981) [**68] (citations omitted); Jones v.
Brockton Public Markets, Inc., 369 Mass. 387, 340
N.E.2d 484, 485 (Mass. 1975) (same); Cohen v. Hurley,
20 Mass. App. Ct. 439, 480 N.E.2d 658, 660
(Mass.App.Ct. 1985). Although the [*288] plaintiff need
not establish that the defendant's suit is groundless, the
plaintiff's knowledge that his claim is groundless may
show that the plaintiff used the legal process for an
ulterior purpose. Fishman v. Brooks, 396 Mass. 643, 487
N.E.2d 1377, 1383 (Mass. 1986); see, e.g., Lorusso v.
Bloom, 321 Mass. 9, 71 N.E.2d 218, 218 (Mass. 1947)
(commencement of supplementary process "action known
to be groundless" to collect twice on debt already paid
constitutes abuse of the legal process).

[HN31] Using the lawsuit to cause the other party to
expend substantial sums to mount a defense, however,
does not amount to an ulterior purpose. See Broadway
Management Services v. Cullinet Software, 652 F. Supp.
1501, 1503 (D.Mass. 1987) (interests of extracting
financial benefit and causing substantial expenditure of
money are naturally part of counts in complaint and
consequently not illegitimate). The court in Cohen
summarized the line between legitimately asserting a
[**69] claim and illegitimately using the legal process
for an improper purpose:

[HN32] mere commencement of
litigation to enforce a claim which the
person commencing the litigation knows
or reasonably should have known to be
groundless does not constitute abuse of
process without proof of an ulterior
purpose. Groundless Cohen's action may
have been, but it was aimed, professedly
and actually, at defeating the subdivision

proposal, nothing more or different. There
was no perversion of process to achieve an
extraneous end. There is no liability where
the defendant has done nothing more than
carry out the process to its authorized
conclusion, even though with bad
intentions; the case is otherwise where
there is a form of coercion to obtain a
collateral advantage, not properly involved
in the proceeding itself, such as the
surrender of property or the payment of
money, by the use of the process as a
threat or club.

Cohen v. Hurley, 480 N.E.2d at 660 (citations and
internal quotation marks omitted).

[HN33] Examples of sufficient ulterior purposes
clarify that the purpose must be extraneous or collateral
to the proceeding itself. See, e.g., American Velodur
Metal, Inc. v. Schinabeck, 20 Mass. App. Ct. 460, 481
N.E.2d 209, 215 (Mass.App.Ct. 1985) [**70] (sufficient
facts for the jury to infer ulterior purpose that the
husband/plaintiff filed complaint against the
defendant/wife for ulterior purpose of coercing more
favorable settlement in separate action for divorce);
Carroll v. Gillespie, 14 Mass. App. Ct. 12, 436 N.E.2d
431, 439 (Mass.App.Ct. 1982) (knowingly initiating
groundless criminal complaints to collect a civil debt
constitutes illegitimate purpose); Stromberg v. Costello,
456 F. Supp. 848, 849-850 (D.Mass. 1978) (applying for
criminal complaint, maliciously and without probable
cause, to coerce the plaintiff to withdraw civil action
constitutes ulterior purpose); cf. Cohen v. Hurley, 480
N.E.2d at 661 (bringing groundless allegations to
challenge proposed subdivision of land is not illegitimate
purpose when lawsuit was aimed at defeating the
subdivision proposals).

The counterclaim alleges that in the course of the
discussions to resolve the inventorship dispute, Abbott
threatened to publically embarrass and humiliate
Folkman and his colleagues if the CMCC defendants did
not meet Abbott's demands to name Davidson as an
inventor on the '221 patent and assign all rights to the
invention to Abbott. [**71] (Docket Entry # 175, PP69
& 74). Abbott then filed a false complaint based on the
redacted CDA which purported to give Abbott joint or
exclusive property rights to the Kringle 5 invention.
(Docket Entry # 175, PP75, 76, [*289] 88 & 91). Abbott
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also unnecessarily distributed the complaint to the press
knowing that it contained the redacted CDA and the
accompanying false claim of Folkman's express breach of
the redacted CDA. The dissemination of the defamatory
statements in the complaint, including that the CDA was
a binding agreement that gave Abbott rights to the
Kringle 5 invention (Docket Entry # 1, PP29, 70 &,
73(d)), naturally damaged the good name and reputations
of Folkman, Cao, O'Reilly and Children's Hospital in the
relevant communities. (Docket Entry # 175, PP78-80).
Finally, and significantly, Abbott did not file the lawsuit
simply to acquire the rights to the Kringle 5 invention.
Rather, it filed the lawsuit with the intent "to publically
embarrass and humiliate the individual scientists and
Children's Hospital." (Docket Entry # 175, P81).

Although the issue is close, see Broadway
Management Services v. Cullinet Software, 652 F. Supp.
at 1503 (ulterior motives [**72] insufficient inasmuch as
they "are naturally tied up with the interests properly part
of the counts in BMS's complaint"), [HN34] the First
Circuit "recognize[s] that the desire to injure a business
or business reputation is an improper ulterior motive
sufficient to state a claim for abuse of process." General
Electric Company v. Lyon, 894 F. Supp. 544, 552
(D.Mass. 1995) (denying Rule 12(b) (6) motion to
dismiss abuse of process claim). Moreover, the desire to
damage the reputations is collateral to the allegations in
plaintiffs' complaint. The fact that the CMCC defendants
allege such damage in a defamation count in their
counterclaim should not bar them from pleading an abuse
of process count. Solely for purposes of resolving the
motion to dismiss, 42 plaintiffs' threats to publically
embarrass Folkman and his colleagues and Abbott's
motive of filing the lawsuit to damage the reputations and
publically humiliate the individual scientists and
Children's Hospital constitute an ulterior purpose that is
sufficiently collateral to maintain, at this stage, an abuse
of process claim.

42 Accordingly, the law of the case doctrine
does not bar plaintiffs from raising this issue in a
subsequent filing such as in a motion for
summary judgment.

[**73] II. PLAINTIFFS' RULE 12(b) (6) MOTION TO
DISMISS ENTREMED, INC.'S AMENDED
COUNTERCLAIMS (DOCKET ENTRY # 181)

In seeking to dismiss Entremed's breach of contract
count in Entremed's counterclaim, 43 plaintiffs assert, as

they did with the CMCC defendants, that Entremed fails
to allege the two essential elements of Abbott's breach
and Entremed's damages. The allegations in Entremed's
counterclaim (Docket Entry # 174), taken as true,
together with the terms of the 1998 CDA, 44 show the
following.

43 The breach of contract count is based on
Abbott's breach of the 1998 CDA between Abbott
and Entremed.
44 Although Entremed did not attach the 1998
CDA to its counterclaim, the document is central
to Entremed's breach of contract claim and neither
party challenges this court's ability to consider the
document without converting the motion to
dismiss into a motion for summary judgment. See
Beddal v. State Street Bank and Trust Company,
137 F.3d 12, 16-17 (1st Cir. 1998).

In May 1998 [**74] Abbott and Entremed entered
into the 1998 CDA. The 1998 CDA governed the
exchange of confidential information between Abbott and
Entremed during the course of their discussions to resolve
the inventorship dispute regarding the Kringle 5
invention. Although summarized supra, in pertinent part,
the 1998 CDA provided for the exchange of confidential
information and prohibited the admission [*290] by the
receiving party of such confidential information in any
subsequent legal proceeding. The document defined
"Confidential Information" as "information disclosed
hereunder in writing and marked 'Confidential,' or if
information by a Disclosing Party is initially disclosed
orally, visually and/or in another form, it shall be
identified as confidential at the time of disclosure and
summarized in writing marked 'Confidential' and
provided to the Receiving Party within thirty (30) days of
initial disclosure." (Docket Entry # 175, Ex. G).

Pursuant to the 1998 CDA, Entremed shared
documents with Abbott including the CDA signed by
Folkman containing the underlinings and markings by
Dippel. Also pursuant to the 1998 CDA, Entremed shared
a page of Folkman's laboratory notebook from on or
about December 1, 1995, wherein [**75] Folkman states
that, "[Cao] was the first to alert everyone at these two
places [Abbott and Carnegie Mellon] by asking for all
kringle fragments." (Docket Entry # 174, P47).

Similar to CMCC's counterclaim, Entremed's
counterclaim alleges that Abbott breached the terms of
the 1998 CDA by: (1) attaching the altered CDA to the
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complaint and representing the altered document as an
agreement between Abbott, Folkman and CMCC; and (2)
misleadingly quoting an entry in Folkman's laboratory
notebook dated on or about December 1, 1995, in the
complaint. As a result of these two breaches, Entremed
suffered "actual damages." (Docket Entry # 174, P49(c)).

In moving to dismiss the breach of contract claim,
Abbott argues that Entremed never alleges that it marked
the disclosed documents "confidential" and that the CDA
attached to the CMCC defendants' counterclaim is not
marked or otherwise stamped "confidential."
Accordingly, Entremed purportedly fails to adequately
plead a breach of the 1998 CDA by Abbott. For reasons
already explained in part I(3) and briefly elucidated
below, the argument is unavailing.

Turning to the alleged failure to set forth the material
element of Abbott's breach, [**76] Folkman's laboratory
notes are not attached to the counterclaim and the
reasonable inference from the counterclaim is that they
fall within the 1998 CDA's definition of confidential
information. As to the allegation that Abbott breached the
1998 CDA by attaching the CDA to its complaint, the
1998 CDA describes the parties' desire to exchange
documents relating to Kringle 5 and that each party will
receive and evaluate the documents received from the
other party under the terms of the agreement. The
executed 1998 CDA therefore infers that the parties
exchanged confidential information and documents
relative to the Kringle 5 invention. The assertion that
Entremed supplied the CDA pursuant to the 1998 CDA
(Docket Entry # 174, P46) does not necessarily contradict
the absence of a "confidential" stamp on the CDA
attached to the counterclaim. Rather, Entremed's
counterclaim implies that the parties exchanged
documents without the stamped marking, as shown by the
absence of a stamp on the CDA. Such facts support
recovery under the actionable theory that the parties
modified the 1998 CDA by mutually accepting and
exchanging documents without stamped markings and
treating such documents as [**77] confidential and
subject to the 1998 CDA. 45

45 At the summary judgment hearing,
Entremed's counsel adopted the arguments of the
CMCC defendants' counsel including the
argument that the parties modified their
agreement by their conduct and course of dealing.

Abbott's second argument relative to the failure to

plead damages is also [*291] unavailing. The allegation
that Entremed suffered actual damages is sufficient.
Although brief, the allegation does not stand alone.
Rather, Abbott has notice that Entremed's damages
resulted from its use in the complaint of the laboratory
notes and the CDA. This factual predicate for the
description of damages cures any deficiency when
viewing the allegation in isolation and adequately enables
Abbott to frame a responsive pleading. Moreover,
[HN35] Illinois law allows the victim of a breach of
contract to recover nominal damages. See Stromberger v.
3M Company, 990 F.2d 974, 976 (7th Cir. 1993) (dicta
noting that, "victim of a breach of contract is entitled to
nominal damages [**78] even if he is not injured by the
breach"). Entremed's allegation of "actual damage"
therefore provides a further description of the damages
sought.

CONCLUSION

In accordance with the foregoing discussion, this
court RECOMMENDS 46 that plaintiffs' motion to
dismiss the CMCC defendants' counterclaim (Docket
Entry # 180) be DENIED except to the extent that Count
II for fraud on the court be DISMISSED 47 and Count III
for breach of contract be DISMISSED as to the breach of
contract claim under the 1998 CDA by Folkman, Cao and
O'Reilly. This court further RECOMMENDS 48 that
plaintiffs' motion to dismiss Entremed's counterclaim
(Docket Entry # 181) be DENIED.

46 Any objections to this Report and
Recommendation must be filed with the Clerk of
Court within ten days of receipt of the Report and
Recommendation to which objection is made and
the basis for such objection. Any party may
respond to another party's objections within ten
days after service of the objections. Failure to file
objections within the specified time waives the
right to appeal the order. United States v.
Escoboza Vega, 678 F.2d 378-379 (1st Cir. 1982);
United States v. Valencia-Copete, 792 F.2d 4, 6
(1st Cir. 1986).

[**79]
47 As discussed supra, the CMCC defendants
may bring the claim by motion in the event
discovery supports the allegations in the
counterclaim.
48 See footnote nuber 46.

MARIANNE B. BOWLER
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Chief United States Magistrate Judge

Plaintiffs failed to inform the court that the CDA had
not been delivered to Abbott by CCMC in the ordinary
course. 49 Instead, plaintiffs only aquired the CDA when,
pursuant to confidential discussions to resolve the
inventorship dispute several years later, Abbott obtained
a copy of the CDA signed by Folkman in June 1998
under the terms of, presumably, the 1998 CDA. In
addition, the complaint falsely alleged that CMCC "stood
silent" for at least six months, allowed its employees to
use Kringle fragments received from Abbott and never
disavowed the CDA before receving Kringle 5. (Docket
Entry # 1, PP35-36). Dippell's fascimile transmission to
Davidson (Docket Entry # 175, Ex. B), however,
evidences that Dippell advised Davidson that the CDA
was unacceptable as early as July 5, 1995, well before
Cao received Davidson's novel Kringle 5 in October
1995. [**80] 50

49 Illinois law requires the delivery of a contract
"if it is to be of binding effect." Glabman v.
Bouhall, 401 N.E.2d 990, 993 Ill.App.Ct. 1980).
Thus, even though Folkman signed the CDA it
was not binding absent delivery. The complaint,
however, which plaintiffs distributed to the press,
omits this material fact and, instead, alleges that
Folkman is bound by the terms of the CDA
because he signed it. (Docket Entry # 1, PP35 &
70).
50 On or about October 18, 1995, Davidson sent
Cao the first samples of Kringle 5. (Docket Entry
# 175, P36).

Plaintiffs' ommssion of the material element of
delivery from the complaint may render the complaint

subject to a Rule 12 (b) (6) dimissal. It does not, however,
amount to a fraud on the court. Other causes of action
exist, including the abuse of process alleged by the
CMCC defendants, which encompass plaintiffs' conduct.

On or about October 18, 1995, Davidson sent Cao
the first samples of Kringle 5. (Docket Entry # 175, P36).
Prior thereto in the [**81] summer of 1995 and upon
Davidson's request, Cao shared his knowledge of how to
test plasminogen framgents for their anti-angiogenic
properties with Davidson. In September 1995 Cao sent
Davidson a protocol of how to grow and maintain BCE
cells. (Docket Entry # 175, P40). Davidson required the
information due to his lack of expertise in the area of
angiogensis research. (Docket Entry # 175, P41).

Plaintiffs allege that Davidson performed certain
tests before sending the novel Kringle 5 to Cao and that
such tests revealed the anti-angiogenic properties of the
novel Kringle 5. In sending novel Kringle 5 to Cao,
Davidson allegedly asked Cao to confirm Davidson's test
results.

In mid-November 1995 Cao's assistant performed
tests demonstrating that novel Kringle 5 inhibited the
growth of endothelial cells. Cao informed Davidson of
those tests results on or about November 29, 1995.

Plaintiffs therefore assert that Davidson first
disclosed the Kringle 5 invention to the CMCC
defendants. In fact, the '221 depicts the novel Kringle 5
fragment in figures 1 and 2. Plaintiffs argue that the
CMCC defendants used the novel Kringle 5 compound
first discovered by Davidson as the Kringle 5 endothelial
[**82] inhibitor used to support the '221 patent.
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UNITED STATES DISTRICT COURT FOR THE DISTRICT OF
MASSACHUSETTS

867 F. Supp. 84; 1994 U.S. Dist. LEXIS 16212; 34 U.S.P.Q.2D (BNA) 1026

November 9, 1994, Decided

CASE SUMMARY:

PROCEDURAL POSTURE: In a consolidated
declaratory judgment action and patent infringement
case, a jury returned a verdict in favor of defendant in an
action alleging patent infringement. The plaintiff
contended the patent was unenforceable due to the
inequitable conduct of defendant. The court reserved the
right to enter a comprehensive written opinion on that
issue.

OVERVIEW: Two patent cases were consolidated. A
plaintiff filed a declaratory action, contending that a
patent issued to the defendant was invalid. In the second
action, defendant alleged patent infringement against the
plaintiff in the first action. The jury returned a verdict in
favor of defendant. The jury found plaintiff willfully
infringed the patent. The plaintiff contended that the
patent was unenforceable due to the inequitable conduct
of defendant in filing and pursuing its patent application.
The court found the judgment was properly entered upon
the jury verdict. In light of all the evidence, the court
could not conclude the conduct was inequitable. The
plaintiff then moved for a motion for judgment
notwithstanding the verdict, which the court denied. The
court also denied plaintiff's request for a new trial,
finding the jury was selected at random despite the fact
that the court excused jurors, and there was no
demonstrable prejudice to plaintiff.

OUTCOME: The court found the judgment was
properly entered upon the jury verdict, because in light of
all the evidence, the court could not conclude the conduct
was inequitable The court also denied plaintiff's request
for a new trial and plaintiff's motion for a judgment
notwithstanding the verdict.

CORE TERMS: patent, juror, prior art, inequitable
conduct, examiner, comparison tests, bulletin,
composition, zinc, mesh, clear and convincing evidence,
disclosure, invention, appropriation, candor,

infringement, appropriated, coating, royalty, galvanized,
jury trial, money to pay, intentionally, equitable,
inventor, withheld, disclose, you'll, fire retardant, jury
verdict

LexisNexis(R) Headnotes

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > General Overview
Trademark Law > Protection of Rights > Registration >
Fraudulent Registration
[HN1] Attorneys, agents, and applicants who have
applications pending with the United States Patent and
Trademark Office or who are parties to Patent and
Trademark Office proceedings have an uncompromising
duty to report to it all facts concerning possible fraud or
inequitableness underlying the applications in issue.

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > General Overview
[HN2] The court must address four issues to determine
whether there was inequitable conduct in withholding
information from the United States Patent and Trademark
Office: whether they were material, if they were material,
whether they were intentionally withheld. The court must
weigh the relative materiality and the relative culpability
or egregiousness of the withholding, and the court must
add everything together to see whether in conjunction
there is clear and convincing evidence of inequitable
conduct.

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > General Overview
Patent Law > U.S. Patent & Trademark Office
Proceedings > Examinations > General Overview
[HN3] In determining materiality, the test is whether
there is a substantial likelihood that a reasonable
examiner would consider the omitted reference important
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in deciding whether to allow the application and issue a
patent.

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > Duties
[HN4] As a predicate for establishing a duty to disclose, a
party claiming inequitable conduct must first show that
the patent applicants knew of the existence of the prior art
and knew that it was material.

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > General Overview
[HN5] While a patent applicant cannot cultivate
ignorance, or disregard numerous warnings that material
information or prior art may exist in order to avoid actual
knowledge of the prior art, there is no general duty that
an applicant disclose all pertinent prior art or other
pertinent information of which he is aware.

Patent Law > Anticipation & Novelty > General
Overview
Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > General Overview
[HN6] An affidavit offering comparison test data
constitutes a representation to the United States Patent
Office that the showing is a fair and accurate
demonstration of the closest prior art of which the
applicant is aware.

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > General Overview
[HN7] Submission of comparison tests to the United
States Patent Office implicates the duty to compare the
closest prior art.

Patent Law > Inequitable Conduct > Burdens of Proof
Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > General Overview
[HN8] In the absence of clear and convincing evidence of
elements equivalent to common law fraud, an intent to
deceive cannot be inferred.

Patent Law > Inequitable Conduct > Burdens of Proof
Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > General Overview
[HN9] The court must find that in light of all the

evidence the conduct in its totality manifests a
sufficiently culpable state of mind to warrant a
determination that it was inequitable.

Civil Procedure > Trials > Jury Trials > Jurors >
Selection > General Overview
Civil Procedure > Trials > Jury Trials > Province of
Court & Jury
[HN10] Judges possess the discretion to excuse jurors in
appropriate circumstances. These circumstances include
financial hardship and other personal difficulties
attendant upon jury service. Proper exercise of that
discretion does not impair the requirement of a random
selection of jurors.

Civil Procedure > Trials > Jury Trials > Province of
Court & Jury
Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > General Overview
[HN11] The defense of inequitable conduct in a patent
suit, being entirely equitable in nature, is not an issue for
a jury to decide.

Civil Procedure > Trials > Jury Trials > Actions in
Equity
Civil Procedure > Trials > Jury Trials > Province of
Court & Jury
[HN12] Where factual issues overlap between legal and
equitable claims, what is crucial is the order in which the
matters are resolved. The jury should decide legal claims
before the court rules on the equitable claims.

COUNSEL: [**1] For AVCO CORP, by its Textron
Specialty Materials Division, Plaintiff: Peter B. Ellis,
Foley, Hoag & Eliot, Boston, MA. Nicholas L. Coch,
Shea & Gould, New York, NY. John E. Kidd, Rogers &
Wells, New York, NY.

For PPG INDUSTRIES, INC., Defendant: John M.
Skenyon, Fish & Richardson, Boston, MA. Mark Levin,
PPG Industries, inc., Pittsburgh, PA.

For PPG INDUSTRIES, INC., Counter-Claimant: John
M. Skenyon, Fish & Richardson, Boston, MA. Mark
Levin, PPG Industries, inc., Pittsburgh, PA.

For AVCO CORP, Counter-Defendant: Peter B. Ellis,
Foley, Hoag & Eliot, Boston, MA.
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JUDGES: YOUNG

OPINION BY: WILLIAM G. YOUNG

OPINION

[*86] MEMORANDUM AND ORDER

YOUNG, D.J.

November 9, 1994

I. The Trial

A. PROCEDURAL BACKGROUND

Avco Corporation ("Avco") brought the first of these
two consolidated cases seeking a declaration that United
States Patent No. 4,529,467 ("the Ward patent") issued to
PPG Industries, Inc. ("PPG") was void or invalid on
various grounds. PPG brought the second action alleging
patent infringement by Avco and claimed a jury trial.

After consolidation, the issues triable as of right to a
jury came on for such a trial. At trial, Avco admitted that
its product, CHARTEK III, infringed certain claims of
[**2] the Ward patent. The Court directed a verdict for
Avco as to the remaining claims of the Ward patent. On
the thirteenth day of trial, the remaining issues in the case
were submitted to the jury which duly rendered a verdict
on July 26, 1993, wholly in favor of [*87] PPG. The
jury found that Avco Corporation had failed to prove by
clear and convincing evidence that the Ward patent was
void or invalid on the ground that it was obvious or that it
was anticipated by another Avco product, CHARTEK 59.
It followed ineluctably that the Ward patent was valid
and infringed by Avco's CHARTEK III. Indeed, the jury
went on to find that Avco had, in fact, willfully infringed
the Ward patent and, applying a lost profits analysis,
awarded damages of $ 25,571,824.00. Despite the jury's
finding of willfulness, this Court did not impose any
multiplier of damages, nor did this Court impose any
attorneys' fees. Given the size of the jury verdict and its
obvious lost profits analysis, this Court was satisfied that
PPG would be fully compensated by entering judgment
on the jury verdict without a multiplier or attorneys' fees.

The Court then, see Beacon Theatres, Inc. v.
Westover, 359 U.S. 500, 510, 3 L. Ed. 2d 988, 79 S. Ct.
948 (1959), [**3] turned to Avco's last ditch defense.
Avco contended that the Ward patent was invalid and

unenforceable due to the inequitable conduct of PPG in
filing and pursuing its patent application. 1 On July 27,
1993, ruling from the bench, this Court rejected the
inequitable conduct defense. In setting forth its oral
findings and rulings, the Court reserved the right to enter
a comprehensive written opinion. This is that opinion.

1 Avco argued strenuously that its inequitable
conduct defense ought be presented to the jury
along with the other issues so tried. This Court
ruled that the defense was one properly presented
to the Court under Federal Circuit precedent. See
infra at II(B)(2).

B. FACTUAL BACKGROUND

To understand Avco's inequitable conduct defense,
one must first understand the marketplace in which the
patent at issue finds its commercial expression. The
market is comprised of specialized fire protective
coatings for large steel structures, primarily offshore
drilling rigs and oil refineries. These coatings [**4] are
designed to retard the buckling and actual consumption
by fire of steel structural members for as long as possible
when exposed to the extremely high temperatures of an
oil fire.

Avco first dominated this market, having
successfully developed, marketed, and supplied a product
known as CHARTEK 59. CHARTEK 59 is customarily
applied using galvanized mesh to support the fire
protective coating. The galvanized mesh contains zinc.
CHARTEK 59 is not patented, and was generally
available on the market. Avco, however, did take some
care to keep secret the actual composition of CHARTEK
59.

PPG made a considered corporate decision to enter
this market. First, PPG reverse engineered CHARTEK
59. Mr. Ward, one of the inventors named in the Ward
patent, prepared an in-house PPG version of CHARTEK
59. This initial composition contained no zinc. In July,
1980, PPG conducted a computer-based prior art search.
The Sawko patent, a patent mentioning zinc as a
fire-retardant substance, was ordered as a result of this
computer search and was placed in Mr. Ward's personal
files. The PPG laboratory also made frequent comparison
and reference tests to the commercially competitive
product it was imitating, [**5] CHARTEK 59.
Throughout the testing, PPG referred to CHARTEK 59 as
the control, the product against which PPG intended to
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measure its own commercial product. PPG called its
prototype composition PITT-CHAR.

During the developmental work of PITT-CHAR at
PPG, Mr. Ward, or someone acting on his behalf,
contacted Dorothy MacFarlane at U.S. Borax and
requested a fifty pound sample of FIREBRAKE ZB. Ms.
MacFarlane specifically recalled this fifty pound request
because most other requests for samples of FIREBRAKE
ZB were in the one-half to two pound range.
Accordingly, Ms. MacFarlane considered PPG to be a hot
prospect for FIREBRAKE ZB. In filling its request, she
also forwarded U.S. Borax bulletin 1281 to PPG. 2

2 Bulletin 1281 was available from U.S. Borax
beginning in 1981 and was sent out to anyone
who requested FIREBRAKE ZB. The bulletin
describes the fire retardant qualities of
FIREBRAKE ZB, a compound containing zinc.

[*88] For two years, culminating in September,
1983, Mr. Ward compared and tested PPG's PITT-CHAR
precursor [**6] against CHARTEK 59 at Underwriters
Laboratories ("UL Labs"). In September, 1983, one
month prior to the Ward patent application filing date,
Mr. Ward subjected CHARTEK 59 and PPG's
PITT-CHAR to UL Lab's crucial 1709 rapid rise fire test.
The results showed that PPG's PITT-CHAR product
performed comparably to CHARTEK 59, with its
standard galvanized, i.e. zinc-coated, mesh
reinforcement. It was time to seek patent rights.

In submitting the application to the Patent Office on
the PITT-CHAR product, Mr. Ward and the other
inventors submitted internal PPG documents entitled
Memorandum of Invention that referred to data which
they considered prior art. Among the internal documents
submitted were notes of telephone conversations between
Mr. Ward and Linda Pignitore, a patent attorney at PPG.

Mr. Ward disclosed to Ms. Pignitore that CHARTEK
59 was an epoxy polyamide composition. He told Ms.
Pignitore that CHARTEK 59 had been used as his base
line and was a product he was trying to trump by the
development of PITT-CHAR. In addition, Mr. Ward
disclosed to Ms. Pignitore in his Memorandum of
Invention certain tests from UL Labs which eventually
became Example 9 of the Ward patent.

The notes [**7] reveal that Mr. Ward made mention
of the commercial universe in which PITT-CHAR was

intended to be marketed and the market against which
PITT-CHAR was intended to be more effective. Mr.
Ward mentioned the competition to be expected from
cementitious products and mentioned to Ms. Pignitore the
advantages and disadvantages of those products. Mr.
Ward specifically mentioned CHARTEK 59 to Ms.
Pignitore as a commercially viable PITT-CHAR
competitor. Mr. Ward thought that PITT-CHAR was
patentable because it was a sufficient advance over this
competition.

In July, 1984, the Patent Office rejected the Ward
patent application as obvious. Even though the patent
examiner presumably knew about the Sawko patent 3

which mentions the role of zinc in fire retardation, the
primary references relied upon by the patent examiner as
prior art epoxy intumescent fire retardant compositions
were the Lloyd-Lucas and Matsumoto patents.
Significantly, both these patents are devoid of any
teaching that zinc is a source of the fire retardant
capability of the patent issued.

3 The Court reaches the conclusion that the
patent examiner knew about the Sawko patent in
the following fashion: The patent examiner lists,
as part of his examination, the patent categories
and subcategories searched. An actual search of
these categories and subcategories would have
revealed the Sawko patent. This Court adopts the
presumption that the patent categories listed by
the patent examiner are presumed to have been
reviewed. Fed. R. Evid. 301. In the absence of any
contrary evidence which would burst the bubble
of the presumption under Federal Rule of
Evidence 301, see Panduit Corp. v. All States
Plastic Mfg. Co., Inc., 744 F.2d 1564, 1579 (Fed.
Cir. 1984), this Court, to give the presumption its
proper effect, finds the patent examiner knew
about the Sawko patent.

[**8] To overcome the patent application rejection,
Mr. Ward devised certain comparative tests to show that
in fact it was the use of zinc that gave PPG's PITT-CHAR
the unexpected superiority over the prior art. The
comparison tests submitted by Mr. Ward in his affidavit
were not the comparison tests already conducted between
PITT-CHAR and CHARTEK 59 at UL Labs. Rather, the
tests were comparisons created solely for the purposes of
submission to the Patent Office. The control in these tests
was not CHARTEK 59. Instead, the tests compared
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compositions of the supposed prior art referred to by the
patent examiner with the PITT-CHAR of the Ward patent
application. The tests demonstrated the marked advantage
of the Ward patent application composition, i.e.
PITT-CHAR. Thereafter, the Ward patent issued.

Based on these facts, Avco contends that the patent
should be declared invalid due to inequitable conduct by
PPG. Avco raises four grounds of alleged invalidity.
First, Avco claims that the Sawko patent was material
and intentionally withheld from the Patent Office.
Second, Avco argues that U.S. Borax Bulletin 1281 was
material information and was likewise intentionally
withheld. [*89] Third, Avco argues [**9] that the
existence of CHARTEK 59 was material and
intentionally withheld. Last, Avco claims that the UL
Labs comparison tests between CHARTEK 59 and
PITT-CHAR, the commercial application of the Ward
patent, was material and intentionally withheld.

C. DUTY TOWARDS THE PATENT OFFICE

The Supreme Court has held that [HN1] attorneys,
agents, and applicants "who have applications pending
with the Patent [and Trademark] Office or who are
parties to Patent [and Trademark] Office proceedings
have an uncompromising duty to report to it all facts
concerning possible fraud or inequitableness underlying
the applications in issue." Precision Instrument Mfg. Co.
v. Automotive Maintenance Mach. Co., 324 U.S. 806,
818, 89 L. Ed. 1381, 65 S. Ct. 993 (1945). See also 3
Ernest B. Lipscomb III, Lipscomb's Walker on Patents §
9:51, at 91 (3d ed. 1985). The Supreme Court imposed
the duty to reveal in order to prevent the Patent Office
from being classed among the "mute and helpless victims
of deception and fraud." Precision Instrument, 324 U.S.
at 818 (quoting Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 246, 88 L. Ed. 1250,
64 S. Ct. 997 [**10] [1944]). The highest level of
honesty and candor on the part of applicants in reporting
the material facts is essential in the patent system. Norton
v. Curtiss, 57 C.C.P.A. 1384, 433 F.2d 779, 794
(C.C.P.A. 1970); Hycor Corp. v. Schlueter Co., 740 F.2d
1529, 1538 (Fed. Cir. 1984).

The duty of candor and good faith to the Patent and
Trademark Office is embodied in 37 C.F.R. § 1.56(a)
(1993). 4 So compelling is this duty that the Patent and
Trademark Office devotes an entire chapter of the
Manual of Patent Examining Procedure to it. Patent and
Trademark Office, U.S. Dep't of Commerce, Manual of

Patent Examining Procedure § 2001 (5th ed 1983); 4
Ernest B. Lipscomb III, Lipscomb's Walker on Patents §
12:4, at 10 (3d ed. 1985).

4 This section provides that a

'duty of candor and good faith'
toward the Patent and Trademark
office rests on the inventor, on
each attorney or agent who
prepares or prosecutes the
application and on every other
individual who is substantively
involved in the preparation or
prosecution of the application and
who is associated with the
inventor, with the assignee or with
anyone to whom there is an
obligation to assign the
application. All such individuals
have a duty to disclose to the
Office information they are aware
of which is material to the
examination of an application.
Such information is material where
there is a substantial likelihood that
a reasonable examiner would
consider it important in deciding
whether to allow the application to
issue as a patent. American Hoist
& Derrick Co. v. Sowa & Sons,
Inc., 725 F.2d 1350, 1362 (Fed.
Cir. 1984), cert. denied 469 U.S.
821, 83 L. Ed. 2d 41, 105 S. Ct. 95
(1984). The duty is commensurate
with the degree of involvement in
the preparation or prosecution of
the application.

37 C.F.R. § 1.56(a) (1993).

[**11] This Court therefore construes the standard
set forth in Precision Instrument and the Patent Office
regulations as one of utmost candor, akin to that of a
fiduciary duty.

In interpreting Precision Instrument and the
regulations of the Patent Office, the Federal Circuit
originally concluded that an objective test was intended
with respect to the issue of mental state and that test was
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to be worked out in a case-by case basis. American Hoist
& Derrick Co. v. Sowa & Sons, Inc., 725 F.2d 1350,
1362-63 (Fed Cir.), cert. denied, 469 U.S. 821, 83 L. Ed.
2d 41, 105 S. Ct. 95 (1984); J.P. Stevens & Co., Inc. v.
Lex Tex Ltd., Inc., 747 F.2d 1553, 1559 (Fed. Cir. 1984),
cert. denied, 474 U.S. 822, 88 L. Ed. 2d 60, 106 S. Ct. 73
(1985). Under the objective test, a patent rises or falls
based upon what the patent applicant and its attorneys
should have done or should have known. Argus Chem.
Corp. v. Fibre Glass-Evercoat Co., Inc., 759 F.2d 10, 14,
15 (Fed. Cir.), [**12] cert. denied, 474 U.S. 903, 88 L.
Ed. 2d 230, 106 S. Ct. 231 (1985).

As time passed, the Federal Circuit criticized the too
frequent resort to the inequitable conduct defense. See,
e.g., Burlington Indus. Inc. v. Dayco Corp., 849 F.2d
1418, 1422 (Fed. Cir. 1988) (inequitable conduct defense
appears in almost every patent case, is overplayed, and
clutters the system); Kimberly-Clark Corp. v. Johnson &
Johnson, 745 F.2d 1437, 1454, (Fed. Cir. 1984) (defense
of [*90] fraud on the Patent Office "fraught with
confusion and contradiction"). See also E.I. Du Pont de
Nemours & Co. v. Phillips Petroleum Co., 849 F.2d
1430, 1439 (Fed. Cir.), cert. denied, 488 U.S. 986, 102 L.
Ed. 2d 572, 109 S. Ct. 542 (1988).

The Federal Circuit has been very active
in the area of fraud, or as it prefers to call
it, 'inequitable conduct,' that is alleged to
have occurred during the prosecution of a
patent application before the [Patent and
Trademark Office]. A careful review of
this activity [**13] leaves one with the
distinct impression that the court will
scrutinize charges of fraud very closely
and will be disinclined to uphold an
inequitable conduct defense in the absence
of truly egregious conduct, such as
falsification of data, or a clear showing of
intent to deceive.

Robert L. Harmon, Patents and the Federal Circuit §
9.5(a), at 285 (2d ed. 1991) (citations omitted).

Indeed, in 1986, the Federal Circuit rejected the
objective test, see Akzo N.V. v. U.S. Intl. Trade Comm'n,
808 F.2d 1471, 1481 (Fed. Cir. 1986), cert. denied, 482
U.S. 909, 96 L. Ed. 2d 382, 107 S. Ct. 2490 (1987);
Merck & Co., Inc. v. Danbury Pharmacal, Inc., 873 F.2d
1418, 1422 (Fed Cir. 1989), and two years later, in

Kingsdown Medical Consultants, Ltd. v. Hollister Inc.,
863 F.2d 867, 876 (Fed. Cir. 1988), cert. denied, 490
U.S. 1067, 104 L. Ed. 2d 633, 109 S. Ct. 2068 (1989) (en
banc), 5 the Court stated that the conduct must be
sufficient to require a finding of deceitful [**14] intent
in light of all the circumstances.

5 The fact that the Supreme Court has denied
certiorari on this issue is not to be construed as
adoption of the views of a circuit court. Maryland
v. Baltimore Radio Show, 338 U.S. 912, 919, 94
L. Ed. 562, 70 S. Ct. 252 (1950).

D. DETERMINING INEQUITABLE CONDUCT

This Court is, of course, obligated to follow the
current case law in the Federal Circuit as that court
explicates the standards set forth by the Supreme Court.
The Court is concerned, however, with the indisputable
fact that there is a tension between the standard as
announced by the Federal Circuit and the duty of utmost
candor set forth by the Supreme Court in Precision
Instrument. 6

6 The decisions in Precision Instrument and
Kingsdown Medical Center are increasingly hard
to reconcile in light of today's heightened
emphasis on this aspect of the lawyer's fiduciary
duty to the legal system itself.

Pursuant to the general revision of civil
practice mandated by the Civil Justice Reform
Act of 1990, see 28 U.S.C.A. § 471 (1993) and
accompanying congressional notes, many district
courts have adopted cost and delay reduction
plans which emphasize the duty of an attorney as
officer of the court. In many districts, a lawyer, as
an officer of the court, has the high professional
ethic of making voluntary disclosure of all
documents "relevant to disputed facts alleged with
particularity in the pleadings." Fed. R. Civ. P.
26(a)(1)(B). This requirement appears to impose
an objective standard of conduct on the part of
attorneys. What is more, this duty imposed on the
lawyer by the rules of court is candidly at
variance with the imperatives of the adversary
system. As seems to be the desire of the public, it
calls the attorney to a higher standard of conduct
-- a standard of fidelity to the process, rather than
simply a crabbed and cautious standard of
disclosure designed solely to benefit the client in
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light of the admitted inadequacies of the process.
In the civil justice system these inadequacies
manifest themselves in overcrowded dockets, the
lack of timely appointment of judges and the
inadequate funding of core programs such as civil
juries and defender services. It is in part to
counter these inadequacies that ever higher
standards are expected of practicing attorneys.

Similar inadequacies plague the patent
system -- inadequate funding of the Patent Office,
the avalanche of patent applications before that
office, the limited training of patent examiners to
search through the extraordinarily high number of
patents and prior art. Does it not seem proper that
patent attorneys be held to the same broad duty of
disclosure as is now the rule in civil litigation? In
any event it is against this background that this
Court must wrestle with the standard to be applied
here with respect to inequitable conduct,
particularly as respects the issue of intent.

[**15] [HN2] As to each of the four items claimed
to have been intentionally withheld, the Court must
address four issues to determine whether there was
inequitable conduct. First, were they material? Second, if
they were material, were they intentionally withheld?
Third, the Court must weigh the relative materiality and
the relative culpability or egregiousness of the
withholding. Fourth, the Court must add everything
together to [*91] see whether in conjunction there is
clear and convincing evidence of inequitable conduct.
FMC Corp v. Manitowoc Co., Inc., 835 F.2d 1411, 1415
(Fed. Cir. 1987).

1. Materiality

[HN3] In determining materiality, the test is whether
there is a substantial likelihood that a reasonable
examiner would consider the omitted reference important
in deciding whether to allow the application and issue a
patent. American Hoist & Derrick, 725 F.2d at 1362.

a. Sawko patent

The Sawko patent reference adds little or nothing to
the issue of obviousness. A person of ordinary skill in the
art, attempting to develop a long-term high performance
epoxy intumescent coating for structural steel, would not
be motivated to combine [**16] Sawko with any other
prior art reference. Indeed, Sawko teaches away from the

use of phosphorus, describing albator compositions for
extremely short-term protection, and recommending zinc
borate only in certain combinations, none of which are
used in the Ward patent. In fact, Sawko does not teach
the use of epoxy as a "resin," but only as an additive to a
different resin. Sawko is less pertinent than the disclosure
of zinc borate in the Ward patent, which reference PPG
cited to the Patent Office. This court presumes that the
examiner considered Sawko, see footnote 3, supra, and
found it less relevant than the references that he cited. E.I
Du Pont de Nemours & Co. v. Berkley and Co., Inc., 620
F.2d 1247, 1266-67 (8th Cir. 1980); Polaroid Corp. v.
Eastman Kodak Co., 789 F.2d 1556, 1560 (Fed Cir.),
cert. denied, 479 U.S. 850, 93 L. Ed. 2d 114, 107 S. Ct.
178 (1986), aff'g 641 F. Supp. 828, 867 (D. Mass. 1985).
The Sawko reference is thus not material.

b. Bulletin 1281

Nor is Bulletin 1281 material. Bulletin 1281 [**17]
did not deal with long term intumescent coatings for
steel, but rather with short-term, quick ignition burning
(as of fabrics) and the resulting char. The tests employed
in the Bulletin are not the long-term (several hours)
UL-263 and 1709 tests, but the very short-term UL 94
test (involving repeated applications of a Bunsen burner
for 10 seconds at a time) and Oxygen Index Tests.
Moreover, there is no teaching in the Bulletin concerning
the importance of using phosphorous in the composition.

It is true that Bulletin 1281 found its way into the
possession of PPG. Indeed, Bulletin 1281 was in Mr.
Ward's own files. This court cannot, however, find by
clear and convincing evidence that Mr. Ward or anyone
else in authority ever looked at Bulletin 1281 or used it as
an actual basis for analysis or invention.

c. CHARTEK 59

PPG entered the market to beat out CHARTEK 59
and reverse engineered CHARTEK 59 for the very
purpose of developing and designing a better product.
Moreover, CHARTEK 59 was the control for many tests
run by PPG. There is a substantial likelihood that a
reasonable examiner would have considered the existence
of CHARTEK 59 material in deciding whether to issue a
patent. [**18] This Court finds that the existence of
CHARTEK 59 was material.

Since the existence of CHARTEK 59 was material
information, what of PPG's duty to disclose? If this Court
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were the Platonic lawgiver, it would follow as matter of
law that when a company successfully designs around an
established product and applies for a patent, there would
be a requirement that in order to meet the test of good
faith and utmost candor, the commercial name of the
established product should be disclosed in a prominent
fashion to the Patent Office as prior art. It would follow,
therefore, that the failure to make such prior art
disclosure by commercial name of the product sought to
be trumped by the patent applied for would constitute a
failure of the duty of utmost candor. 7 Under the standard
that this Court [*92] submits that the Patent Office
should adopt, the existence of CHARTEK 59 should have
been disclosed as matter of law. This standard is not,
however, presently the law.

7 The Patent Office might want to establish this
obligation as an express requirement in its
manual. It has not done so and, of course, this
Court has nothing to say about that. Had the
Patent Office followed this standard, it would be
impossible for the Court to conclude that a duty of
utmost good faith and candor had been met by
PPG.

[**19] [HN4] As a predicate for establishing a duty
to disclose, a party claiming inequitable conduct must
first show that the patent applicants knew of the existence
of the prior art and knew that it was material. FMC Corp.,
835 F.2d at 1415; cf. American Hoist & Derrick, 725
F.2d at 1362. [HN5] While an applicant cannot "cultivate
ignorance, or disregard numerous warnings that material
information or prior art may exist" in order to avoid
actual knowledge of the prior art, FMC Corp. v.
Hennessy Indus., Inc., 836 F.2d 521, 526 n.6 (Fed. Cir.
1987), there is no general duty that an applicant disclose
"all pertinent prior art or other pertinent information of
which he is aware." American Hoist & Derrick, 725 F.2d
at 1362. [HN6] An affidavit offering comparison test
data, however, constitutes a representation to the Patent
Office that the showing is a fair and accurate
demonstration of the closest prior art of which the
applicant is aware. Norton v. Curtiss, 57 C.C.P.A. 1384,
433 F.2d 779, 794 (C.C.P.A. 1970).

This duty to disclose [**20] the closest prior art in
comparison tests is critical. Here, disclosures were made.
PPG made some disclosures in the prior art section of its
patent application. There were generic references to a
class of products which included the product CHARTEK

59 within such generic description. Similarly, there are
references to cementitious products in the background
portion of the patent. Among the prior art references that
were cited to the Patent Office is at least one reference
which itself scientifically describes CHARTEK 59. This
Court is not able to find by clear and convincing evidence
that Mr. Ward and his colleagues at PPG recognized that
there was some chemical reaction between the galvanized
mesh and the composition of CHARTEK 59 which gave
it its heightened fire protection properties. Mr. Ward
recognized that CHARTEK 59 had heightened fire
protection properties in comparison with then existing
commercial alternatives. He also recognized its problems.
CHARTEK 59 was difficult to use commercially since it
was designed to be used with galvanized mesh and the
time to erect the mesh had to be added to the application
time for CHARTEK 59. Indeed, Mr. Ward thought that
one of the outstanding [**21] commercial benefits of the
PITT-CHAR product was the fact that it achieved its fire
protection times without the necessity of mesh
reinforcement.

In sum, Avco has not proved by clear and convincing
evidence that Mr. Ward or his co-inventors recognized as
a matter of fact that CHARTEK 59 was the closest prior
art, even though this Court concludes that it was, in fact,
the closest prior art.

d. The control tests

The control or comparison tests between CHARTEK
59 and PITT-CHAR were neither disclosed, nor
mentioned generally, nor were they referred to by PPG in
any of it's patent application materials. All of those tests
should have been disclosed, however, because they were
all material. Even allowing for the fact that the PPG
inventors never explored the chemical relationship
between CHARTEK 59 and its galvanized mesh supports
(and thus they did not perceive the role zinc played in
CHARTEK 59's success), once the patent application had
been rejected and the decision had been made to
re-submit it (supported by the new, non-CHARTEK
comparison tests), it must have become apparent to any
fair-minded observer that PPG's earlier tests in
developing PITT-CHAR -- tests that used CHARTEK
[**22] 59 as the control -- were central to PPG's claim
then being pressed on the Patent Office. These tests were
thus material and should have been disclosed.

2. Intentional withholding? 8

Page 560



8 Since neither the Sawko patent nor Bulletin
1281 are material, there was no duty to disclose
them and they do not figure in this part of the
analysis.

In light of the factual setting limned above, it is not
difficult to discern what -- more probably than not --
happened here.

[*93] PPG is a large corporation, functioning as a
complex bureaucracy. A major strength of the
bureaucratic model lies in its ability to integrate
extraordinary specialization of function with clear lines
of responsibility and authority. See Max Weber,
Bureaucracy, in From Max Weber: Essays in Sociology
196-98 (H. H. Gerth & C. Wright Mills eds., 1946). The
bureaucratic model poses special problems for in-house
counsel, however, since the very essence of the lawyer's
role is to serve as a teacher of the fact-law relationship
and the primary expression [**23] of this teaching is to
the client, see United States v. Angiulo, 852 F. Supp. 54,
57 (D. Mass. 1994), in this case one's sole employer, the
source of one's very livelihood. In such circumstances, it
is vital that a corporation take steps to secure the
independent judgment of its own legal staff and insure
such internal quality control as will avoid suborning
lawyers into becoming mere toadies. In this regard, PPG
fails abysmally.

Remember, Dr. Ward and his colleagues did not
recognize the contribution made to CHARTEK 59 from
the galvanized wire mesh. They sought to develop a more
fire retardant chemical composition without the need for
any supporting mesh whatsoever. Once they hit upon a
composition that performed markedly better than
CHARTEK 59 in the UL Lab's crucial 1709 rapid rise
fire test, they were ready to seek patent protection. Mr.
Ward and his co-inventors thereafter acted ethically by
disclosing CHARTEK 59 to Ms. Pignitore and revealing
to her the commercial setting in which they were
operating.

One can readily infer that Ms. Pignitore is familiar
with the requirements of the Patent Office and the
decisions of the Federal Circuit. Doubtless [**24] she
recognized that she was not required to explain the
competitive setting and PPG's commercial goals to a
patent examiner, but that a mere generic reference to
CHARTEK 59 would suffice. Andrew Corp. v. Gabriel
Elecs., Inc., 847 F.2d 819, 823-24 (Fed. Cir.), cert.
denied 488 U.S. 927, 102 L. Ed. 2d 330, 109 S. Ct. 312

(1988) (affirming district court's finding that a prior art
horn antenna that was in the patent's applicant's
possession was "disclosed generically in the patent
application" and that there was no intent to withhold this
information); Vandenberg v. Dairy Equip. Co., 740 F.2d
1560, 1568 (Fed. Cir. 1984) (generic disclosure in the
patent application of patent applicant's own prior art
device held "inconsistent with intent to perpetrate fraud"
on the Patent Office). In this she appears to be correct.
She, and therefore PPG, originally intended to tell the
Patent Office just as little as legally permissible about
CHARTEK 59, the product which at that time dominated
the market PPG sought to capture. Though sailing close
to the wind, she satisfied [**25] the minimum
requirements for disclosure as matter of law.

But all for naught, as the patent examiner rejected
the original application as obvious. Now all is
consternation. Dr. Ward and his colleagues reasonably
devise a series of comparison tests to demonstrate the
advantages of PITT-CHAR over the sources cited by the
patent examiner. This, of course, places a fearful
dilemma in Ms. Pignatore's lap. She knows and
appreciates that [HN7] submission of comparison tests to
the Patent Office implicates the duty to compare the
closest prior art. In re Johnson, 747 F.2d 1456, 1461
(Fed. Cir. 1984); Norton v. Curtiss, 57 C.C.P.A. 1384,
433 F.2d 779, 794 (C.C.P.A. 1970). She also knows and
appreciates that CHARTEK 59 is the product to beat and
that PPG has run numerous comparison tests between it
and PITT-CHAR. Yet she does nothing. Fancying herself
an "advocate" for PPG, she allows the supplemental
application to be submitted without any mention
whatever of the CHARTEK 59 - PITT-CHAR
comparison tests, lamely seeking to justify her conduct
with the bureaucratic excuse that she herself did not
appreciate the [**26] true relevance of the CHARTEK
59 prior art. While this is true, it is a sorry excuse indeed
from an attorney charged with "candor and good faith."
37 C.F.R. § 1.56(a) (1993).

By a fair preponderance of the evidence, this Court
infers that PPG fostered an environment that allowed
deception in the manner in which it sought commercially
valuable patents. It did so in the manner in which it
divided duties as between inventors and patent attorneys,
and in having but minimal quality control over the
conduct of its attorneys, [*94] a lapse which created an
environment that led to the disclosure of only such
information as was necessary to get a patent. The fault is
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that of corporate bureaucracy and PPG management for
failing adequately to recognize their duties and supervise
their subordinates.

By a fair preponderance of the evidence, it can fairly
be inferred that PPG as a corporate citizen intended to
deceive the United States Patent Office by its failure to
mention the comparison tests between CHARTEK 59 and
PITT-CHAR. CHARTEK 59 was the product that
PITT-CHAR was designed around, the product that PPG
reverse engineered, and the product that it sought to
trump in the marketplace. PPG through [**27] its
directors, especially its outside directors, should examine
its internal processes and reflect on whether, as a good
corporate citizen, it has adequately discharged its duty to
its shareholders and society as a whole. More
importantly, PPG should examine whether it has
discharged its duty to the United States Patent Office, an
office underfunded, straining fairly to draw that complex
line which will ensure invention and progress and at the
same time not improperly, not excessively, confer the
legal monopoly of a patent.

The test set forth by the Federal Circuit is not,
however, proof by a fair preponderance of the evidence.
On the issue of intent, this Court is bound by precedent in
the Federal Circuit to hold Avco to a burden of proof by
clear and convincing evidence that there was an actual
intent to deceive the Patent Office by the conduct
involved herein. Northern Telecom, Inc. v. Datapoint
Corp., 908 F.2d 931, 939 (Fed. Cir.), cert. denied 498
U.S. 920, 112 L. Ed. 2d 250, 111 S. Ct. 296 (1990);
Kingsdown, 863 F.2d at 872. This Court interprets the
decisions of the Federal Circuit as holding that [HN8] in
the absence [**28] of clear and convincing evidence of
elements equivalent to common law fraud, an intent to
deceive cannot be inferred. Northern Telecom, 908 F.2d
at 939. There is no such clear and convincing evidence
here, no clear and convincing evidence that Ms.
Pignatore's intentional omission of the CHARTEK -
PITT-CHAR comparison tests was the knowing omission
of material evidence intended affirmatively to mislead the
Patent Office. In light of the requirement of proof by
clear and convincing evidence, therefore -- and solely
because of this requirement of a heightened standard of
proof -- this Court is unable to [HN9] find that "in light
of all the evidence . . . . [the] conduct in its totality
manifests a sufficiently culpable state of mind to warrant
a determination that it was inequitable." Consolidated
Aluminum Corp v. Foseco Int'l. Ltd., 910 F.2d 804, 809

(Fed Cir. 1990).

Accordingly, Avco's inequitable conduct defense
fails and, since the Ward Patent is valid and infringed,
judgment properly entered upon the jury verdict.

II. Post-Trial Issues

A. MOTION FOR JUDGMENT
NOTWITHSTANDING THE VERDICT

Avco promptly moved pursuant [**29] to Fed. R.
Civ. P. 50 for judgment notwithstanding the verdict on
the ground that the evidence was insufficient as matter of
law to support a lost profits analysis. After an exhaustive
review of the entire record, this Court concludes that the
evidence was more than sufficient to warrant the jury's
verdict. The motion for judgment notwithstanding the
verdict is DENIED.

B. MOTION FOR A NEW TRIAL

Avco also moved for a new trial pursuant to Fed. R.
Civ. P. 59, raising a host of issues. Two are worthy of
comment.

1. A volunteer jury?

Avco complains that the Court empanelled a
volunteer jury in violation of its right to be tried before a
jury selected at random.

There was no volunteer jury here. The jury venire in
this case was summoned to court and sent from the jury
pool to the courtroom in precisely the same fashion as
any other jury in this District. Avco recognizes these facts
and makes no challenge thereto.

It happens, however, that the jury selected for the
trial of this case was empanelled at a time when the fiscal
year 1993 appropriation [*95] of funds for the fees of
jurors had been so depleted that the Executive Committee
of the United States Judicial Conference had restricted
[**30] the further expenditure of such funds only to
jurors empanelled in criminal cases. While a
supplemental appropriation was then pending before
Congress, no final action had -- on the date of
empanellment -- been taken. In short, there was at that
time no money to pay the jurors.

The Court thus decided upon a policy of excusing
those jurors who, due to the uncertainty of payment of
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juror fees, felt they could not remain for the trial.
Accordingly, the following colloquy with the jury took
place.

THE COURT: I've got something very
serious to talk with you about now, and
that's how I mean to say it, to talk with
you.

This case is over three years old.
These people, and corporations, of course,
are people, they're companies but they're
people, they have, people work there, they
have stockholders. The only way this
dispute can be resolved is if a jury resolves
it. That's the Constitution of the United
States. And these people have waited for
over three years, three years to have their
case tried. And it is my duty to tell you
that on the 12th of June the court system
of the United States ran out of money to
pay civil jurors.

Now, that doesn't mean there won't be
money. I can tell you [**31] exactly
where things stand. The House of
Representatives has passed a supplemental
appropriation and that money, along with
money for Somalia and some other things,
has money to pay civil jurors. The Senate,
last Tuesday, passed a supplemental
appropriation and that bill, along with
some other things, has money to pay civil
jurors. The two bills do not mesh. So those
of you who are students of government
know that what happens now is that the
bill that has the money for civil jurors
goes to a conference committee. If the
conference committee approves the
legislation, it will then go to the President
of the United States 9 and we will see if
the President signs it, and I have no
indication that he will not. I don't mean to
give the implication I talk to him on a
regular basis, but I haven't heard that he
will not.

9 The Court recognizes the inaccuracy here in
that I omitted to explain the crucial step of final

enactment by each house of Congress. Nothing
turns on the point.

I share all this with you because, [**32]
you see, though the law says that jurors
are entitled to their pay, not much, I agree,
but some pay day by day, including your
parking fees and the like, Article I of the
Constitution of the United States says
Congress shall appropriate the money to
run the government. As I stand before you,
Congress has not appropriated the money
to pay for the constitutional rights that is
the right of these litigants. So what to do?

If Congress appropriates the money
you'll all get paid. As soon as it's
appropriated we'll cut the checks and
you'll be paid. But I cannot promise you
Congress will appropriate the money.
Indeed, I cannot, though I am a federal
judge, obligate the government of the
United States to pay the money. And I am
very serious here, it would be a crime, and
I would commit it, if I promised you that
they will appropriate the money. All I can
tell you is what I know. That each house in
separate legislation has appropriated the
money and that it's going to conference to
see if they will appropriate it and we
expect the President to sign it.

This is the second time since I have
been a federal judge that the Congress of
the United States has failed to appropriate
enough money to pay [**33] for the direct
democracy which, of course, is the essence
of the jury system. I suppose I could wait
until the money was appropriated. Because
I can tell you I expect it to be appropriated
and we are doing everything we can to
urge its appropriation. It costs the
taxpayers $ 16,000 a day to run this
courtroom. And this is a case that's ready
for trial.

Now, I'll be very honest. They're still
paying me. They're still paying Ms. Smith.
These are interns, they don't get paid.
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They're paying Mr. Womack because
[*96] the funds are there. I feel very much
-- it you've ever read the story, or even
seen the movie, it's said that when, in the
Alamo, they really realized that no help
was coming, that they had played out the
string, Colonel Travis went and he drew
with his sword in the sand and he said,
"Anyone who wants to leave is free to
leave. No ignominy will attach to you. No,
no one will question if you now walk out.
I cannot require that you stay." 10

10 For the film treatment of this incident, see
The Last Command (1955). Compare The
Alamo (1959) and Thirteen Days to Glory
(1986). The incident is, however, almost certainly
apocryphal. Albert A. Nofi, The Alamo and the
Texas War for Independence 114-15 (1992).

[**34]

So I put it to you. This case is here to be
tried. It will take 13 days to try. 11 Once I
start, we're going on on each of the days I
said until we're done, so that justice will
keep being given in this courtroom by the
people. If we cannot put a jury together
here today, I will shut down. I'll try the
criminal cases I have and the next one I
have due is the one on the 19th.

11 The Court was able to be very explicit about
the length of this civil trial since, under this
District's Cost and Delay Reduction Plan, the
imposition of time limits is encouraged. Expense
and Delay Reduction Plan Rule 5.03. In this case,
after discussion with the parties, a 13-day trial
was planned in the final pre-trial order.

So if you can stay, you will be paid if
Congress appropriates the money when
they appropriate the money. But if you
choose to leave, you are now free to go.
And since I need to know who to pick

from, feel free to go if you choose to
leave.

You're excused, sir.

A JUROR: Do we need a good
reason?

THE COURT: [**35] Absolutely
not. It's -- I want to exercise no pressure
on you. I've asked all the questions. If I
had the money to carry out the law, the
Congressional mandate, I would do just as
I did on the other case. I would say this
jury is indifferent. In other words, this is
the group from which we can pick a fair
jury. But I can't hold you here if you want
to leave, and I, I don't want to put any
pressure on anyone.

So anyone who needs to leave, leave
now, but give your name because we're
going to have to know who we've got left.

(Pause.)

A JUROR: May I ask a question?

THE COURT: Of course you may,
ma'am.

A JUROR: Okay. Assuming that they
do appropriate money even if it is 25, 30
days later.

THE COURT: You'll be paid for
every day of service and any expenses
under the law that the -- the check, it's like
the check will be in the mail. You'll get
paid. I just can't, I just cannot, I would
violate the law to -- I cannot promise you
that they'll ever pass it. I think they will.
But I don't know. If you stay the
likelihood is you'll be paid sometime in
the future. I cannot promise you you will
be paid. think we pay at the end of every
week otherwise.

Yes, ma'am?

A JUROR: I was just wondering if
[**36] it was possible if we could be paid
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transportation and maybe not --

THE COURT: I haven't --

A JUROR: You don't know?

THE COURT: Oh, I know very well.
I know that there is no money in the
account, I know that I am the responsible
officer, and I know that I would violate
criminal law if I promised to pay you any
money. I cannot do it. All I can say is that
as soon as we get the money, if we do,
you'll be paid.

Yes, ma'am?

A JUROR: Are you going to one
o'clock?

THE COURT: One o'clock --
guarantee, 9:00 to 1:00 every day. We'll
never keep you later than 1:00 until we get
to the 22nd, the day the case comes to you,
and then we will expect you to stay into
the afternoon to deliberate and for
whatever days succeeding.

Yes, sir?

A JUROR: Will we get a receipt for
all the days we're here?

[*97] THE COURT: Yes, sir, we
will keep all the records. We'll keep
names, we'll keep the records in the
normal course. And, you're not
volunteering the time, but on the other
hand, I can't promise payment. But we'll
keep the records the way we normally do
and anyone who serves, if they appropriate
the money, will be paid.

Thirteen jurors then left the courtroom, deemed
excused by the Court. Fifteen jurors remained. [**37]
Avco duly objected to this procedure at the side bar. The
Court thanked the jurors who remained:

THE COURT: Ladies and gentlemen,
there are in the whole United States 654
United States District Judges. This is one

district judge who wants to say to you
very personally how deeply I am honored
by your participation in this process. If
anyone ever wonders what patriotism is,
and we use that word too loosely in
society today, they have only to look
around the quiet of this courtroom where
the government has failed the people but
the people have seen to it that justice can
go on.

I find this panel indifferent. Proceed,
Madam Clerk.

The jury was then empanelled and the trial commenced.

Avco contends that the procedure followed by the
Court disturbed the requirement that juries be chosen at
random and impermissibly skewed the venire such that it
was composed only of people with a heightened sense of
civic responsibility. This, Avco contends, prejudiced it,
since its defense depended on proof that the United States
Patent Office mistakenly issued the Ward patent. Avco
infers that those jurors who would tend to be most
skeptical of government agencies are those who would
also take their [**38] civic responsibilities more casually
and would more likely seize the chance to be excused
from jury duty. Thus, Avco concludes it was left with a
jury of authoritarian personalities predisposed to uphold
the decisions of the Patent Office to an infringer's
detriment.

This entire argument is nothing more than rank
speculation. One could argue with equal plausibility that
the jury would be hostile to the Patent Office as an
appendage of a government so crippled by gridlock as
unable timely so to organize itself to pay the jury fees
mandated by statute. 28 U.S.C.A. § 1871 (1994). Both
suppositions are wholly lacking support in the record.

Although federal jurors have been compensated for
their service since 1791, [HN10] judges have always
possessed the discretion to excuse jurors in appropriate
circumstances. See Report of the Judicial Conference
Committee on the Operation of the Jury System, "The
Jury System in the Federal Courts," reprinted at 26
F.R.D. 409, 488-91 (1960) (detailing history of payment
of federal jurors and noting that jury service "must be
considered as a patriotic duty . . . with a common
understanding [**39] that the per diem cannot be
considered as more than token compensation for the time
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given"); Act of March 3, 1791, 1 Stat. 217 (establishing
per diem of 50 cents). These circumstances include
financial hardship and other personal difficulties
attendant upon jury service. Proper exercise of that
discretion has never been held to impair the requirement
of a random selection of jurors. Here, these jurors were
summoned to court in an entirely random fashion strictly
in accordance with 28 U.S.C.A. §§ 1861-63 and the jury
plan for this district. The only change from standard
practice was the liberal excuse afforded jurors who could
not remain in light of the Court's inability to guarantee
payment of the jury fee. Exhaustion of the jury fee
appropriation necessarily frustrates the statutory mandate
of 28 U.S.C.A. § 1871 and warrants excusing jurors
desiring to rely on the promise of the law that they will be
paid for their service. It does not and cannot follow,
however, that exhaustion of the jury fee appropriation can
suspend, even temporarily, the Seventh Amendment's
constitutional guarantee of a jury trial in civil [**40]
cases. Simply put, the Bill of Rights operates wholly
independent of the appropriations process. Under the
Fifth Amendment, municipalities are not relieved of the
requirement to pay "just compensation" for takings due to
inadequate funding; under the Sixth Amendment, the right
to counsel does not turn on appropriated funding; and
under the Seventh Amendment, the judiciary cannot close
the courthouse doors to civil litigants simply because
[*98] appropriated funds run out. Any such acquiescence
on the part of the judiciary -- even a temporary
acquiescence upon assurance of supplemental
appropriation -- would vitiate the constitutional doctrine
of separation of powers and establish the dangerous
precedent that the discharge of the judicial power of the
United States in upholding the Bill of Rights must wait
upon action by the Congress and the president. That is
not our constitutional form of government.

In the circumstances of this case, a liberalized excuse
policy was well warranted, occasioned no demonstrable
prejudice to Avco, and constitutes no error.

2. Extent of the right to a jury trial

[HN11] "The defense of inequitable conduct in a
patent suit, being entirely equitable in nature, is [**41]
not an issue for a jury to decide." Paragon Podiatry Lab.,
Inc. v. KLM Lab., Inc., 984 F.2d 1182, 1190 (Fed. Cir.
1993) (per curiam) citing Ross v. Bernhard, 396 U.S. 531,
538, 24 L. Ed. 2d 729, 90 S. Ct. 733 (1970); Transmatic,
Inc. v. Gulton Indus., Inc., 835 F. Supp. 1026, 1031 (E.D.

Mich. 1993). Despite the Federal Circuit's explicit
holding, Avco argues that its prima facie showing of
commonality between the factual issues underlying the
invalidity claim and the inequitable conduct claim entitle
it to a jury trial as to inequitable conduct.

Even if Avco had made a prima facie showing of
commonality, a point the Court does not decide, 12 the
Court's decision was proper. [HN12] Where factual
issues overlap between legal and equitable claims, what
is crucial is the order in which the matters are resolved.
See Gardco Mfg., Inc. v. Herst Lighting Co., 820 F.2d
1209, 1213 (Fed. Cir. 1987) (considering commonality
issue where the court held the trial on inequitable conduct
before the patent infringement trial). The jury should
[**42] decide legal claims before the Court rules on the
equitable claims. Dairy Queen, Inc. v. Wood, 369 U.S.
469, 479, 8 L. Ed. 2d 44, 82 S. Ct. 894 (1962); see also
Beacon Theatres, Inc. v. Westover, 359 U.S. 500, 510-11,
3 L. Ed. 2d 988, 79 S. Ct. 948 (1959) ("only under the
most imperative circumstances . . . can the right to a jury
trial of legal issues be lost through prior determination of
equitable claims"). Here, the Court did not rule on the
inequitable conduct claim until the jury decided the
invalidity issue. In light of this, there is no basis for
attempting to carve out an exception to the Federal
Circuit's clear mandate in Paragon.

12 The fact that some of the same evidence is
relevant to both the legal and equitable claims is
not enough to establish "commonality." "The
argument that the same art submitted as material
in a [patent infringement trial] may be presented
in a trial of [an equitable claim] is without merit,
for there is a fundamental difference between
evidence and issues." Gardco Mfg., Inc. v. Herst
Lighting Co., 820 F.2d 1209, 1213 (Fed. Cir.
1987) (emphasis in original) (no showing of
commonality).

[**43] Avco's motion for a new trial is DENIED.

3. Supplementary damages

At the conclusion of the jury-waived portion of the
trial, the Court entered its findings and rulings from the
bench, concluded that the inequitable conduct defense
failed, and thus upheld the jury verdict. At the same
hearing, the Court permanently enjoined Avco from
further infringement. At Avco's insistence, however, in
view of the public safety concerns inherent in the prompt
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provision of these fire retardant coatings to projects
already in progress, the Court allowed Avco to perform
such contractual obligations as were then extant.

Such an injunction, of course, necessarily
contemplates some limited further infringement on
Avco's part. PPG promptly moved for supplementary
monetary damages for this infringement. Avco countered,
claiming a right to a jury trial on such damages. The
Court rejected this claim, reasoning that Avco's request
that it be allowed to fulfill its then extant contracts
necessarily constituted an admission that the Court might
calculate the monetary damages flowing from anything
less than an immediate, blanket injunction.

The parties next fell to sparring over the nature and
extent of [**44] the record upon which the Court was to
measure the supplementary damages. While Avco
cooperated in the production of the financial data
necessary to [*99] calculate the extent of its permitted
post-injunction sales of CHARTEK III, it continued to
press for a further, full-blown evidentiary hearing prior to
any finding by the Court as to PPG's lost profits from
these sales. PPG, however, obviated the need for any
possible further evidentiary hearing by limiting its
request for supplementary damages to the 15% royalty on
the Avco sales which its trial experts had testified was
reasonable. This made eminent sense and the parties thus
fashioned their positions on the undisputed amount of
Avco's permitted post injunction sales of CHARTEK III
and the hotly-disputed issue of the reasonable royalty
thereon -- issues already fully developed in the trial
record before judge and jury.

Paralleling these developments, PPG sought to have
Avco held in contempt when it brought yet another
competitive fire retardant coating to market. PPG
abandoned this petition, however, when its own chemical
testing revealed the absence of zinc in the new Avco
formula.

In calculating a reasonable royalty, the Court follows
[**45] the criteria set forth in Georgia-Pacific Corp. v.
U.S. Plywood Corp., 318 F. Supp. 1116 (S.D.N.Y. 1970),
modified, 446 F.2d 295 (2d Cir.), cert. denied, 404 U.S.
870 (1971). The Court has considered the fifteen factors
relevant to a determination of a reasonable royalty. 13

Application of the 15-part Georgia-Pacific test indicates
that a royalty of three percent is appropriate here.
Compare Pall Corp. v. Micron Separations, Inc., 792 F.
Supp. 1298, 1330-31 (D. Mass. 1992) (appeal pending).

13 As stated by the court in Georgia-Pacific,
those factors are as follows:

The royalties received by the
patentee for the licensing of the
patent in suit . . . [,] the rates paid
by the licensee for the use of other
patents comparable to the patent in
suit[,] the nature and scope of the
license, as exclusive or
non-exclusive; or as restricted or
non-restricted in terms of territory
or with respect to whom the
manufactured product may be
sold[,] the licensor's established
policy and marketing program to
maintain his patent monopoly . . .
[,] the commercial relationship
between the licensor and licensee .
. . [,] the effect of selling the
patented specialty in promoting
sales of other products of the
licensee . . . [,] the duration of the
patent and the term of the license[,]
the established profitability of the
product made under the patent; its
commercial success; and its current
popularity[,] the utility and
advantages of the patent property
over the old modes or devices, if
any, that had been used for
working out similar results[,] the
nature of the patented invention;
the character of the commercial
embodiment of it as owned and
produced by the licensor; and the
benefits to those who have used the
invention[,] the extent to which the
infringer has made use of the
invention; and any evidence
probative of the value of that use[,]
the portion of the profit or of the
selling price that may be
customary in the particular
business or in comparable
businesses to allow for the use of
the invention or analogous
inventions[,] the portion of the
realizable profit that should be
credited to the invention . . . [,] the
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opinion testimony of qualified
experts[,] the amount that a
licensor (such as the patentee) and
a licensee (such as the infringer)
would have agreed upon (at the
time the infringement began) if
both had been reasonably and
voluntarily trying to reach an
agreement[.]

318 F. Supp. at 1120.

[**46] The Court substantially discounts the 15%
royalty sought by PPG based upon its independent
assessment of the trial record and the likelihood that
Avco, as the industry leader, would relatively promptly

bring out a competitive, non-infringing product. This
likelihood would, of course, adversely affect the
profitability of the product made under the Ward patent
and the utility and advantages of the patented property
over the non-infringing product which could be used for
working out similar results.

Accordingly, the Court assesses supplementary
damages of $ 284,192.79 plus prejudgment interest
thereon based upon the three month U.S. Treasury bill for
the secondary market. The parties shall promptly prepare
a form of judgment.

WILLIAM G. YOUNG

UNITED STATES DISTRICT JUDGE

LEXSEE 1989 U.S. DIST. LEXIS 3127
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The following constitute the Court's Findings of Fact
and Conclusions of Law [*459] on the government's
motion to vacate the amended judgment and reinstate the
defendant's original sentence.

I. FINDINGS OF FACT

1. On January 6, 1988, the defendant, John W. Gray,
pled guilty to three counts of a superseding indictment
charging credit card fraud in violation of 18 U.S.C. §
1029(a)(2). On February 23, 1988, this Court sentenced
the defendant to a one-year prison term on each count, to
be served concurrently. The defendant was immediately
taken into custody by the United States Marshal.

2. In early March 1988, the Federal Bureau of
Prisons determined that the defendant should serve his
sentence at the Northeast Correctional Center ("NCC"),
which is located adjacent to the Massachusetts
Correctional Institution at Concord, Massachusetts
("MCI-Concord"). The defendant was housed temporarily
at the Federal Correctional Institution at Otisville, New
York, while this designation was made.

3. On March 14, 1988, the defendant was transported
by United States Marshals from Otisville to
MCI-Concord, [**2] where all NCC inmates are first
processed. He arrived late in the day and was placed in
temporary quarters until he could be processed the
following morning.

4. On the morning of March 15, 1988, Gray was
processed at MCI-Concord. This involved being
fingerprinted and photographed and receiving a physical
examination at the infirmary. After the processing was
completed, Gray was transported across the street to NCC
in order to begin serving his federal prison sentence.

5. Two weeks later, on March 29, 1988, United
States Probation Officer Frederick Ford received a
telephone call from Gray's mother. During their
conversation, Mrs. Gray informed Ford that her son had
told her that he had been anally raped by an inmate at
MCI-Concord while he was forcibly restrained by two
correctional officers.

6. Two days later, on March 31, 1988, Ford and
Gardner Spencer, Community Program Manager of the
Bureau of Prisons, travelled to NCC in order to interview
Gray concerning the alleged assault.

7. Ford and Spencer met with Gray in an empty
classroom at NCC. NCC guards occasionally appeared at
the door during their discussion. At first Gray apparently
assumed Ford and Spencer had come to discuss [**3]
possible transfer to Otisville. When the two men told
Gray his mother had related the alleged assault to them,
Gray broke down and reluctantly told them the story.

8. Gray informed Ford and Spencer that while he
was being processed at MCI-Concord on the morning of
March 15, 1988, two uniformed correctional officers in
the fingerprint processing room restrained him while an
inmate assaulted him. Transcript of Hearing on
Government's Motion to Vacate Amended Judgment,
Dec. 20, 1988, at 133.

9. After conferring between themselves, Ford and
Spencer determined that they believed Gray's story and
that it would be appropriate to immediately remove Gray
from NCC. Spencer signed Gray out of the institution and
the three returned to the federal courthouse in Boston in
Ford's automobile.

10. Once back in the courthouse, Gray and Ford
discussed the matter with Thomas Weadock, Chief
United States Probation Officer. Mr. Weadock directed
Gray to write a letter to this Court stating what had
happened and the action he requested. Gray wrote: "To
the Honorable Judge Caffrey. I, John Gray, would
humbly ask that you consider my request for a sentence
change to probation. While in the custody of MCI
Concord [**4] I was raped. Thank you for considering
this request. Thank you, John Gray."

11. Mr. Weadock presented the matter and Gray's
letter to this Court and, on March 31, 1988, we amended
Gray's sentence, allowing credit for time served and
placing him on probation for two years.

12. On or about April 1, 1988, the United States
Attorney's Office first became aware of Gray's allegations
and the amended judgment. Assistant United States
Attorney [*460] Paul V. Kelly, who had prosecuted
Gray on the original credit card fraud charges,
immediately contacted the Federal Bureau of
Investigation and requested that it initiate a civil rights
investigation into Gray's allegations. Special Agents
Edwin Goedde and Ellen Kearns were assigned to the
task.

13. During the following months the FBI conducted
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a detailed investigation. The Special Agents interviewed
Gray, Ford, several correctional officers and prison
personnel at MCI-Concord, and certain medical
practitioners. They toured the MCI-Concord and NCC
facilities, examined prison documents and records, and
conducted polygraph examinations of Gray and one of
the suspect correctional officers, Donnell Graves.

14. At the completion of the investigation, Special
[**5] Agent Goedde filed a report, dated May 27, 1988,
that concluded that:

It should be noted that [MCI-Concord]
was originally constructed to handle 250
inmates. At the present time there are 788
inmates being supervised by 207
correctional officers.

Because of the obvious overcrowding
and understaffing it is conceivable for
anything to have occurred there. But the
probability of the victim having been
raped in the manner, time, and place he
said, is extremely remote . . . .

15. Based on the results of the FBI investigation, on
October 15, 1988 the United States Attorney's Office
filed a motion to vacate the amended judgment and
reinstate Gray's original sentence, based on its belief that
"sentence modification was obtained fraudulently by the
knowing and intentional misrepresentations of defendant
John W. Gray."

16. On December 20, 1988, this Court held an
evidentiary hearing on the government's motion. Gray
was represented by appointed counsel. The Court heard
testimony from eight witnesses, including the
transvestite-inmate who Gray alleged had raped him, the
two correctional officers who Gray alleged had forcibly
restrained him, and the physician's assistant who
examined Gray, [**6] as part of the standard processing
of new inmates, within one hour of the alleged assault.
Thirteen exhibits were also introduced into evidence.

17. The physician's assistant testified that her records
showed that on the day and within hours of the alleged
assault, the defendant's blood pressure was 110/80, his
heart rate was 60, and he showed no signs of recent
trauma.

18. The inmate identified by the FBI Special Agents
as the most likely suspect in the alleged rape testified that
he had been taking estrogen, the female hormone, for
some time and that this made it impossible for him to
have an erection.

19. Based on all the evidence presented and a careful
review of the record, this Court is satisfied beyond doubt
that Gray perpetrated a fraud on the United States
Probation Department and this Court. We have found
little evidence that supports Gray's allegations and
overwhelming evidence upon which we must conclude
that while Gray may have come in contact with the
correctional officers and inmate he described, no assault
or rape occurred at MCI-Concord on the morning of
March 15, 1988.

II. CONCLUSIONS OF LAW

1. "There is no double jeopardy protection against
revocation of probation [**7] and the imposition of
imprisonment." United States v. Di Francesco, 449 U.S.
117, 137, 66 L. Ed. 2d 328, 101 S. Ct. 426 (1980). A
district court has inherent authority to set aside a
judgment obtained by fraud. Hazel-Atlas Glass Co. v.
Hartford Empire Co., 322 U.S. 238, 244-45, 88 L. Ed.
1250, 64 S. Ct. 997 (1944).

2. The authority of the Court to correct judgments
obtained by fraud applies to criminal, as well as to civil
cases, and is not limited by Rule 35(b) of the Federal
Rules of Criminal Procedure. See United States v.
Bishop, 774 F.2d 771, 774 n.5 (7th Cir. 1985) ("The fact
that this case involves a fraud perpetrated upon the court
during the criminal sentencing process rather than during
a civil proceeding, such as in Hazel-Atlas, does not
change the [*461] result. It is the power of the court to
correct the judgment gained through fraud which is
determinative and not the nature of the proceeding in
which the fraud was committed."); United States v.
Ecton, 454 F.2d 464, 466 (9th Cir. 1972) ("Trueblood
Longknife v. United States, 381 F.2d 17 (9th Cir. 1967),
is authority for the proposition that a probation granted as
a result of a fraudulent concealment may be revoked in
the absence of any post-probation violation."); [**8]
United States v. Rundle, 435 F.2d 721 (3d Cir. 1971)
("The receipt of a probationary sentence is not a right
guaranteed by the federal constitution, but it is a privilege
granted through legislative grace.").

3. Pursuant to the Sentencing Reform Act, 18 U.S.C.
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§ 3564(e), "[a] sentence of probation remains conditional
and subject to revocation until its expiration or
termination."

4. The United States Attorney's minimal delay in
bringing its Motion to Vacate the Amended Judgment
does not constitute negligence where, as here, the
sentence of probation had not expired and the Court thus
retained jurisdiction over the defendant.

5. Revocation of probation and reinstatement of the
original sentence is proper when a defendant has obtained
a modified sentence through his deliberate fraud. See
Annotation, Revocation of Probation Based on
Defendant's Misrepresentation or Concealment of
Information from Trial Court, 36 ALR 4th 1182 (1985).

6. In conducting the hearing on this matter, the Court
followed the provisions of Rule 32.1(a)(2) concerning
probation revocation hearings, which appeared most
closely analogous to the situation before the Court. The
defendant was represented by [**9] able counsel,
appointed by the Court; the defendant was present when
the government's evidence was presented and his counsel
cross-examined the government's witnesses; the
defendant's counsel presented evidence and argument on
his own behalf. The evidence presented leaves the Court
with no doubt but that the defendant, John W. Gray,
made intentionally fraudulent misrepresentations to the
United States Probation Department and this Court, and
thereby obtained a modification of his sentence.

7. The government's motion should, therefore, be
allowed.

So Ordered.

ORDER

Andrew A. Caffrey, Senior United States District
Judge

In accordance with Memorandum filed this date, it is
ORDERED that:

1. The Court's amended judgment entered March 31,
1988 is hereby VACATED;

2. The original judgment entered February 23, 1988
is hereby REINSTATED: to wit, defendant John W.
Gray, on each of Counts I, II, and III of the Indictment, is
sentenced to a term of imprisonment of one year, said
sentences to be served concurrently with each other, with
credit for time served. The Court also imposes a special
assessment totalling $ 150.

3. The defendant, John W. Gray, is ordered to
surrender himself to the United [**10] States Marshal's
Office at the federal courthouse in Boston,
Massachusetts, by Monday, March 27, 1989, at 11:00
a.m., to recommence serving his sentence.

LEXSEE 1986 U.S. DIST. LEXIS 30188
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January 22, 1986

CASE SUMMARY:

PROCEDURAL POSTURE: The Court of Appeals for
the First Judicial Circuit dismissed plaintiff developer's
appeal from a dismissal and summary judgment granted
to defendant attorneys pursuant to U.S. Dist. Ct., Me.
Dist., R. 19(c) because the appeal was not from a final
judgment as there remained outstanding an unadjudicated
counterclaim of the attorneys against the developer. The
case was remanded for re-evaluation of the order denying
reconsideration.

OVERVIEW: In applying the interest of justice
standard, the court reinstated the action, finding that the
developer's Rule 19(c) violation was not egregious. The
mortgagee was successful in defending the breach of
contract suit and its counterclaim for default. The
developer's motion for a new trial based on a fraudulent
demand letter and his appeal were both denied. He
brought an action in the district court against the
attorneys seeking damages and relief from judgment as a
result of the jury verdict based upon the alleged
fabricated exhibit in state court. The attorneys asserted
collateral estoppel since the developer made the same
arguments against the mortgagee. Because the court
realized its order dismissing the suit against the
mortgagee was erroneous, it declined to use that theory
since Me. Rev. Stat. Ann. tit. 14, § 870 did permit an
action for the recovery of damages arising out of a
judgment allegedly based on false testimony. Therefore,
the magistrates ruling was not a bar, where his
recommendation was wrong. However, since the court
was not the proper forum for the relief sought under the
federal anti-injunction statute, 28 U.S.C.S. § 2283, the
case had to be dismissed.

OUTCOME: The court vacated its previous order
dismissing the developer's claims against the attorneys.
On reconsideration, the court ordered the attorneys'
motion to dismiss be denied to the extent that it sought to
dismiss the developer's claim for damages for a judgment
allegedly based on false testimony, but granted the
motion to the extent it sought to dismiss the developer's
claim to set aside the judgment rendered against them in
the state courts.

CORE TERMS: mortgage, reconsideration, interests of
justice, adverse party, injured party, perjury, summary
judgment, final judgment, false testimony, former action,
counterclaim, cumulative, default, falsity, judgment
rendered, demand letter, collaterally estopped, fabricated

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Excusable Neglect & Mistakes > General Overview
Civil Procedure > Judgments > Relief From Judgment
> Motions to Alter & Amend
[HN1] Several factors that might be considered by the
court in assessing where the interests of justice lie on a
motion for reconsideration, which seeks to have an
untimely filing excused include: egregiousness of the
lateness, prejudice caused to the moving party by the
delay, and proffered excuse for the delay.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Criminal Law & Procedure > Criminal Offenses >
Miscellaneous Offenses > Perjury > General Overview
[HN2] Me. Rev. Stat. Ann. tit. 14, § 870, first enacted in
1864, does permit an independent action brought to
recover damages arising out of a judgment allegedly
based on false testimony. That statute provides: When a
judgment is obtained against a party by the perjury of a
witness introduced at the trial by the adverse party, the
injured party may, within three years after such judgment
or after final disposition of any motion for relief from the
judgment, bring an action against such adverse party, or
any perjured witness or confederate in the perjury, to
recover the damages sustained by him by reason of such
perjury; and the judgment in the former action is no bar
thereto.

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Estoppel > Collateral Estoppel
[HN3] The general rule of issue preclusion is that if an
issue of fact or law was actually litigated and determined
by a valid and final judgment, the determination is
conclusive in a subsequent action between the parties.
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Civil Procedure > Federal & State Interrelationships >
Anti-Injunction Acts > Anti-Injunction Act
Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN4] Setting aside a judgment for fraud on the court is
an extraordinary remedy, warranted when officers of the
court have been implicated in practices that undermine
the integrity of the court. However, the federal
anti-injunction statute, 28 U.S.C.S. § 2283, prohibits a
federal court from enjoining the enforcement of or setting
aside of a state court judgment, even if that judgment is
obtained by fraud.

COUNSEL: [**1] Robert D. Spickler (Pro Se),
Portsmouth, New Hampshire.

Harrison L. Richardson, Esq., John W. Chapman, Esq.,
Richardson, Tyler & Troubh, Portland, Maine, for
Defendants.

JUDGES: Gene Carter, District Judge.

OPINION BY: CARTER

OPINION

[*1092] MEMORANDUM AND ORDER AFTER
REMAND

GENE CARTER, District Judge

On August 10, 1984, Defendants Levenson's motions
to dismiss and for summary [*1093] judgment were
granted pursuant to Local Rule 19(c) when Plaintiff failed
to object to the motions within the prescribed period.
After this Court denied reconsideration of its decision,
Plaintiff's claims against Defendants Levenson were
dismissed. Plaintiff's claims against Defendant Dube had
been dismissed on May 29, 1984, after this Court had
accepted the decision of the United States Magistrate
recommending dismissal. Plaintiff appealed the
dismissals and the Court of Appeals for the First Judicial
Circuit dismissed the appeal as premature. The Court of
Appeals noted that the decision from which appeal was
taken was not a final judgment as there remained
outstanding an unadjudicated counterclaim filed by the
Levensons against the Plaintiff on which the Court had
not acted and as to which no [**2] dismissal pursuant to
Fed. R. Civ. P. 41(a)(1)(ii) had been accomplished. 1 The
Court of Appeals, 774 F.2d 1149, remanded the case

indicating that this Court should use the "interests of
justice" standard recently enunciated in Greene v. Union
Mutual Life Insurance Company of America, 764 F.2d
19, 22 (1st Cir. 1985), to re-evaluate its September 13,
1984 Order denying reconsideration.

1 The Court notes that Defendants Levenson
filed a voluntary dismissal of the counterclaim the
day after Plaintiff filed his appeal.

In Greene, the Court of Appeals suggested [HN1]
several factors that might be considered by the Court in
assessing where the interests of justice lie on a motion for
reconsideration like the instant one, which seeks to have
an untimely filing excused. These include: egregiousness
of the lateness, prejudice caused to the moving party by
the delay, and proffered excuse for the delay. Greene at
23.

Plaintiff here, like the plaintiff in Greene, was only a
few days late in responding to Defendants' [**3]
motions. In fact, he responded immediately upon learning
that the motions had been granted. Although Plaintiff
clearly violated Rule 19(c), the violation was not
egregious. The short delay occasioned no prejudice to
Defendants. As in Greene, both of these factors weigh in
favor of the motion. In Greene, Plaintiff's counsel could
offer no real excuse for the delay. He cited office
procedure failures, misunderstandings between counsel,
and his quasi vacation, all of which served to demonstrate
rather than excuse the neglect. Id. Here, in contrast,
Plaintiff asserted in his motion for reconsideration that he
was confused about the interrelationship between Local
Rule 19(c) and Fed. R. Civ. P. 56, which specifically
mentions the timing of filing of opposing affidavits in
relation to the date of a hearing. This contention was not
elaborated upon and the Court at that time did not find
that Plaintiff had presented a reasonable excuse. Shortly
thereafter, however, the Court had occasion to consider,
after fully developed argument, the relationship between
the rules. In McDermott v. Lehman, 594 F. Supp. 1315
(D. Me. 1984), this Court determined that there was
indeed some conflict [**4] between the rules and
established a procedure reconciling them. Id. Thus,
although it was not fully articulated, Plaintiff's reason for
the late filing of his response to the motion was not
without some merit. The Court finds, therefore, that in the
interests of justice, Plaintiff's claims against the
Levensons should be reinstated and the motions for
summary judgment and to dismiss addressed on their
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merits.

Factual and Procedural Background

In 1973 Plaintiff purchased R.D. Realty Corp. and
land held by that company from Defendant Dube.
Plaintiff paid $30,000 and executed four notes for the
balance of the purchase price. The notes were secured by
mortgages on the land. Plaintiff developed the land and
was prepared to sell it, but Dube refused to release the
mortgages, claiming R.D. Realty had defaulted in its
mortgage payments. R.D. Realty brought an action in
Maine Superior Court against Dube for breach of contract
and Dube counterclaimed for default. At trial Defendant
introduced a demand letter from [*1094] Dube to
Plaintiff dated September 2, 1982. Plaintiff testified that
he had never seen the letter. The jury found for Dube on
both claims.

Plaintiff brought a [**5] Rule 59 motion for a new
trial, supported by affidavits and exhibits. The motion
alleged that Defendants' exhibit 19, the demand letter,
was a false writing and therefore fabricated evidence.
The motion was denied by the trial court without a
hearing on the grounds that

the material sought to be considered now
was addressed by the parties at trial. Part
is privileged and part cumulative.

The jury had the testimony of Mr.
Spickler re the letter of September 2,
1974, for consideration in opposition to
Mr. Dube's testimony. The matter was
available for the jury's consideration.

Ruling by Justice Sumner Goffin, December 13, 1982.

The Maine Supreme Judicial Court affirmed the
denial of the Rule 59 motion stating: "The record
supports a conclusion that any alleged falsity of
Defendant's Exhibit #19 could have been discovered
before trial if Spickler had exercised due diligence. . . .
Moreover, the record indicates that such evidence was
'merely cumulative or impeaching'." Spickler v. Dube,
463 A.2d 739, 740 (Me. 1983). The Law Court
specifically distinguished the Rule 59 motion that had
been brought by Plaintiff from a Rule 60(b)(3) motion for
relief from judgment on [**6] the grounds of fraud of an
adverse party. The Court stated: "This ruling neither
prohibits nor prevents Spickler from asserting fraud in a

Rule 60(b) motion so long as it is filed within one year of
judgment." Id. at 741.

Two days after the Law Court issued its opinion,
Plaintiff filed a motion in state court under Me. R. Civ. P.
60(b)(3) for relief from judgment, alleging that Dube had
willfully and purposefully presented false evidence in the
case. On November 11, 1983, Plaintiff's motion to
withdraw his Rule 60(b)(3) motion was granted without
prejudice.

In February 1984 Plaintiff filed this diversity action
seeking damages from Dube and his attorneys, Mayo and
Alan Levenson, "as a result of [the] jury verdict" based
upon the alleged fabricated exhibit in state court. The
complaint was amended to seek relief from judgment.
Defendant Dube moved to dismiss the complaint for
failure to state a claim and, as noted above, this Court
granted the motion. The claims made against the
Levensons are substantially the same as those made
against Dube. Defendants Levenson have moved for
summary judgment, arguing that since identical
allegations of fraud have already been decided in Dube's
[**7] motion to dismiss, Plaintiff should be collaterally
estopped from relitigating the issues against the
Levensons. Because it now realizes that its Order
dismissing Plaintiff's case against Dube was erroneous,
the Court declines to use it to bar Plaintiff's current claim.

Discussion

The Magistrate determined, and this Court accepted
the determination, that under Maine law Plaintiff's claim
for money damages against Defendant Dube failed to
state a claim. The Magistrate relied on Dunlap v.
Glidden, 31 Me. 435, 437 (1850), in which the Law Court
held that an independent action may not be brought to
recover damages arising out of a judgment allegedly
based on false testimony.

The Court of Appeals pointed out that a current
Maine statute, [HN2] 14 M.R.S.A. § 870, first enacted in
1864, does permit such an action. That statute provides:

When a judgment has been obtained
against a party by the perjury of a witness
introduced at the trial by the adverse party,
the injured party may, within 3 years after
such judgment or after final disposition of
any motion for relief from the judgment,
bring an action against such adverse party,
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or any perjured witness or confederate in
the [**8] perjury, to recover the damages
sustained by him by reason of such
perjury; and the judgment in the former
action is no bar thereto.

[*1095] The Law Court has acknowledged the
possibility of such a statutory action in civil cases since at
least 1882. See Severance v. Judkins, 73 Me. 376, 379
(1882). Although neither party mentioned the statute in
the proceedings before the Magistrate or in the papers
addressing the objections to the Magistrate's
recommendation, it is plain that it and not Dunlap was
the controlling law.

It is also apparent that Spickler, the plaintiff here, is
an injured party able to invoke the remedy set forth in the
statute. Although not an original plaintiff, Spickler and
his wife were added as plaintiffs during the course of the
litigation in Maine Superior Court. Thus, the judgment
there was entered against them. Spickler, his wife, and
children were the only shareholders of R.D. Realty, the
company whose mortgages were held by Dube. The
judgment entered in Superior Court established R.D.
Realty's default on the mortgages, and allowed Dube to
proceed on foreclosure of his mortgages against R.D.
Realty "and/or proceed on the guarantees of [**9] Robert
Spickler as appropriate." Judgment, December 9, 1983. In
the current complaint, Plaintiff alleges that he, as opposed
to R.D. Realty, incurred damages as a result of the
judgment in the previous case. The Court finds that he is
an injured party within the meaning of 14 M.R.S.A. § 870.
2

2 The motion now before the Court does not
address in any respect the judgment rendered in
favor of Defendant Dube on his motion to
dismiss. A separate motion must be made for the
Court to reconsider that judgment.

Defendant has argued that Plaintiff is collaterally
estopped to relitigate the issues decided by the
Magistrate. [HN3] The "general rule of issue preclusion,
however, is that if an issue of fact or law was actually
litigated and determined by a valid and final judgment,
the determination is conclusive in a subsequent action
between the parties." C. Wright, Law of Federal Courts
682 (1983) (emphasis added). Since this is the same
action as that in which the claims against Dube were
dismissed, the doctrine [**10] of collateral estoppel is
not applicable. Rather, the rulings of the Magistrate, as

accepted by this Court, establish the "law of the case."
This Court does not shrink from abandoning the law of
the case, however, when that rule has been shown to be
wrong. See McCann v. Royal Indemnity Co., Civ. No.
80-0059-P (May 16, 1984). Thus, the Magistrate's ruling
on Dube's motion to dismiss is not a bar to this action
against the Levensons.

Defendants also try to raise the state court litigation
as a bar to this action, arguing that the issue of the falsity
of Exhibit 19 has already been determined. Section 870,
however, provides specifically that "the judgment in the
former action is no bar" to the action contemplated in that
section.

Plaintiff further alleges that the Levensons have
worked a fraud on the Court by either aiding or initiating
the presentation of the allegedly false document. The
Magistrate allowed Plaintiff to amend his complaint to
seek relief from the state court judgment as well as
damages. [HN4] Setting aside a judgment for fraud on the
Court is an extraordinary remedy, warranted when
officers of the court have been implicated in practices
that undermine the integrity of [**11] the court. See
Hazel-Atlas Glass Co. v. Hartford Empire Co., 322 U.S.
238, 64 S. Ct. 997, 88 L. Ed. 1250 (1944). However, as
the Magistrate determined on Dube's Motion to Dismiss,
the federal anti-injunction statute, 28 U.S.C. § 2283,
prohibits a federal court from enjoining the enforcement
of or setting aside of a state court judgment, even if that
judgment has been obtained by fraud. Warriner v. Fink,
307 F.2d 933 (5th Cir. 1962), see also Furnish v. Board
of Medical Examiners, 257 F.2d 520 (9th Cir. 1958); C.
Wright, A. Miller & E. Cooper, 17 Federal Practice and
Procedure § 4223 at 326 (1978). Since this is an
inappropriate forum which could not afford the relief
sought, Plaintiff's claim to set aside the judgment for
fraud on the Court must be dismissed.

[*1096] Accordingly, it is ORDERED that the
Court's previous order in this case dismissing Plaintiff's
claims against the Levensons is hereby VACATED. It is
FURTHER ORDERED, on reconsideration, that the
Motion to Dismiss of Defendants Levenson is DENIED
to the extent that it seeks to dismiss Plaintiff's claim for
damages for a judgment allegedly based on false
testimony. The motion is GRANTED to the extent [**12]
that it seeks to dismiss Plaintiff's claim to set aside the
judgment rendered against him in the state courts.
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LEXSEE 1981 U.S. DIST. LEXIS 10673

Analysis
As of: Feb 04, 2008

DANKESE ENGINEERING, INC., Plaintiff, v. IONICS, INC., ET AL, Defendants.

Civ. A. No. 72-3901

UNITED STATES DISTRICT COURT FOR THE DISTRICT OF
MASSACHUSETTS

89 F.R.D. 154; 1981 U.S. Dist. LEXIS 10673; 1980-81 Trade Cas. (CCH) P63,830

February 10, 1981

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff product
developer originally brought suit against defendant
companies alleging that they conspired to prevent
introduction of the product developer's product into the
dairy and cheese whey desalting market. The court
granted summary judgment to the companies on all
claims of the complaint and the product developer filed a
motion under Fed. R. Civ. P. 60(b) to have the judgment
against it set aside.

OVERVIEW: The court noted that the product
developer's motion did not specify the grounds upon
which relief was sought but concluded that the grounds
were either fraud under Fed. R. Civ. P. 60(b)(3) or newly
discovered evidence under Fed. R. Civ. P. 60(b)(2). The
court also noted that Fed. R. Civ. P. 60(b) allowed it to
consider the motion as either an independent action to set
aside a judgment or an action to set aside a judgment for
fraud upon the court. The court found that the motion
raised nothing new as to one of the companies. As to the
other company, the court noted the one-year time limit
for motions filed under Fed. R. Civ. P. 60(b)(1), (2), (3)
and found that the product developer's motion was
untimely. The court, concluding that it could not consider

the motion as an independent action to set aside the
judgment, followed recent precedent holding that leave of
the appellate court was required before the court could
hear an independent action attacking a judgment that had
been affirmed on appeal. Finally, and denying the product
developer's motion, the court determined that the
misconduct alleged fell short of the that needed to set
aside a judgment for fraud upon the court.

OUTCOME: The motion of the product developer to
have the judgment against it set aside was denied.

CORE TERMS: independent action, savings clauses,
misrepresentation, relieve, Sherman Act, time period,
attacking, membranes, final judgment, bill of review,
nondisclosure, advantageous, conspiracy, misconduct,
discovery, finality, patent, newly

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN1] Fed. R. Civ. P. 60(b)(3) provides that, on motion
and upon such terms as are just, a court may relieve a
party or his legal representative from a final judgment,
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order, or proceeding for fraud (whether heretofore
denominated intrinsic or extrinsic), misrepresentation, or
other misconduct of an adverse party.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
[HN2] A court may also view a motion to set aside a
judgment, which raises no question of prejudice to the
defendants, as either an independent action to relieve a
party from a judgment or an action to set aside a
judgment for fraud upon the court. Fed. R. Civ. P. 60(b).

Civil Procedure > Pleading & Practice > Motion
Practice > Time Limitations
Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
[HN3] The text of Fed. R. Civ. P. 60(b) provides that
motions made under Fed. R. Civ. P. 60(b)(1), (2), (3)
shall be made within a reasonable time, and not more
than one year after the judgment, order, or proceeding
was entered or taken. Filing an appeal does not toll the
one year time period. The presence of savings clauses in
Fed. R. Civ. P. 60(b) itself is further textual support for
strict adherence to the one-year time period for motions
under Fed. R. Civ. P. 60(b)(1), (2), (3).

Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN4] Whether or not leave of the appellate court is
required before the district court may hear an independent
action attacking a judgment that has been affirmed on
appeal is open to some question. The more recent
authority upholds the requirement on the basis of at least
three general reasons; finality of judgments, absence of
power in the lower court to change or revise the mandate
of an appellate court, and the authority and rightful
concern of an appellate court to protect the integrity of its
judgments.

Civil Procedure > Judgments > Relief From Judgment
> Fraud

Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN5] "Fraud upon the court" is a special kind of fraud,
more serious in scope and implication than fraud
sufficient for relief under Fed. R. Civ. P. 60(b)(3) or as a
ground for an independent action. Perjury of a single
witness is not sufficient to set aside a judgment for "fraud
upon the court." Nor is proof of nondisclosure adequate.
To meet the standard of "fraud upon the court" one needs
fraud which generally involves far more than an injury to
a single litigant. It is action which represents a
deliberately planned and carefully executed scheme to
defraud public institutions.

COUNSEL: [**1] Joseph P. Dankese, pro se.

Malloy & Sullivan, Ralph Warren Sullivan, Hingham,
Mass., for Dankese Engineering, Inc.

Laura Steinberg, Edward R. Lev, Sullivan & Worcester,
Boston, Mass., for Ionics, Inc.

Jerome P. Facher, Hale & Dorr, Boston, Mass., for
American Research & Development Corp.

OPINION BY: CAFFREY

OPINION

[*156] MEMORANDUM

This is a motion under Fed.R.Civ.P. 60(b) to set
aside a final judgment entered in favor of the defendants
by this Court on March 28, 1979. The Court of Appeals
for the First Circuit affirmed the decision, per curiam, on
December 10, 1979.

The plaintiff's 1972 complaint alleged that defendant
Ionics, Inc. violated §§ 1 and 2 of the Sherman Act, 15
U.S.C. §§ 1 and 2, by conspiring with defendant
American Research and Development Corp. (ARD) to
prevent introduction of the Dankese product into the
dairy and cheese whey desalting market and by
attempting to monopolize such market. The complaint
alleged, in addition, that Ionics maliciously interfered
with the plaintiff's advantageous business position. ARD
was also a defendant on two of the three claims, the
Sherman Act § 1 conspiracy and the state law tort. This
Court granted summary judgment for [**2] both
defendants on all claims in March 1979.
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Dankese Engineering, Inc., does not state which
sub-part of Fed.R.Civ.P. 60(b) serves as the primary basis
for its motion, but its supporting memorandum points
toward [HN1] Fed.R.Civ.P. 60(b)(3): "On motion and
upon such terms as are just, the Court may relieve a party
or his legal representative from a final judgment, order,
or proceeding for the following reasons: .... (3) fraud
(whether heretofore denominated intrinsic or extrinsic),
misrepresentation, or other misconduct of an adverse
party." The plaintiff contends that defendant Ionics, Inc.,
through its officers and attorneys, engaged in a pattern of
fraudulent conduct by falsely answering questions in
depositions and open court on its research and
development of reverse-osmosis (RO) or ultra-filtration
(UF) membranes. The discovery of a previously
undisclosed patent, arguably related to RO-UF
membranes, the application for which was filed by the
President of Ionics in August of 1977, one month before
this case was heard before a Magistrate, is the gravamen
of plaintiff's motion. It raises a question, therefore, of
"newly discovered evidence" under Fed.R.Civ.P. 60(b)
(2), as well as fraud [**3] under 60(b)(3). [HN2] This
Court may also, in theory, view this motion, which raises
no question of prejudice to the defendants, as either "an
independent action to relieve a party from a judgment" or
an action "to set aside a judgment for fraud upon the
court." Fed.R.Civ.P. 60(b). Bankers Mortgage Co. v. U.
S., 423 F.2d 73, 77 n.7, cert. denied, 399 U.S. 927, 90 S.
Ct. 2242, 26 L. Ed. 2d 793 (1970).

It is clear from the record that this motion raises
nothing new between the plaintiff and defendant ARD.
Assuming that all the plaintiff's allegations are true, that
Ionics failed to disclose its research of RO-UF
membranes, that still presents no evidence of conspiracy,
combination or agreement by ARD with Ionics in
violation of the Sherman Act § 1. Nor does it alter in the
slightest this Court's finding of March 29, 1979 that
"there is no evidence that plaintiff was in an
advantageous position with ARD" for purposes of the
state tort claim. I rule that the motion has no merit
whatsoever as against ARD.

As against defendant Ionics, Inc., I rule that this
motion under Rule 60(b)(2) and (b)(3) is untimely, that
leave of the Court of Appeals is required before a District
Court may consider [**4] the plaintiff's motion as an
independent action attacking the mandate of the Court of
Appeals (such leave has not been sought or obtained),
and that in any event the alleged fraud at issue here is not

so extraordinary as to represent a "fraud upon the court"
within the meaning of Rule 60(b).

[HN3] The text of Fed.R.Civ.P. 60(b) provides that
motions made under 60(b)(1), (b) (2), and (b)(3), "shall
be made within a reasonable time," and "not more than
one year after the judgment, order, or proceeding was
entered or taken." Case law establishes that filing an
appeal does not toll the one year time period. Carr v.
District of Columbia, 177 U.S. App. D.C. 432, 543 F.2d
917, 926 (D.C.Cir.1976); Transit Casualty Co. v.
Security Trust Co., 441 F.2d 788 (5th Cir. 1971), cert.
denied 404 U.S. 883, 92 S. Ct. 211, 30 L. Ed. 2d 164
(1971); U. S. Ex Rel. Bonner v. Warden, [*157]
Stateville Correctional Center, 78 F.R.D. 344
(N.D.Ill.1978). The presence of savings clauses in Rule
60(b) itself is further textual support for strict adherence
to the one-year time period for motions under 60(b)(1),
(b)(2) and (b)(3). This Court entered a final order on
March 28, 1979. The Court of Appeals affirmed [**5]
on December 10, 1979. The time period for motions
under 60(b) (1), (b)(2) and (b)(3) expired on March 28,
1980. The plaintiff's motion was not filed until October
9, 1980, thus I rule that it is time-barred. 1

1. The argument that Local Rule 32 extends the
one-year limitation is a red-herring. It merely
provides that a decision of the Court of Appeals
supersedes the District Court's decision of the
same case as the judgment of the case. It does not
affect the finality and binding character of the
District Court's decision from the date of
issuance.

The plaintiff also fails to clear a procedural hurdle in
its bid to have this Court consider its Rule 60(b) motion
as "an independent action to relieve a party from a
judgment" under a savings clause of Fed.R.Civ.P. 60(b).
[HN4] Whether or not leave of the appellate court is
required before the district court may hear an independent
action attacking a judgment that has been affirmed on
appeal is open to some question. 2 This Court elects to
follow the more recent [**6] authority, Geuder,
Paeschke and Frey Co. v. Clark, 288 F.2d 1 (7th Cir.
1961), cert. denied, 368 U.S. 826, 7 L. Ed. 2d 30, 82 S.
Ct. 47 (1961), and upholds the requirement. The court in
the case cited above found at least three general reasons
for requiring such leave; finality of judgments, absence of
power in the lower court to change or revise the mandate
of an appellate court, and the authority and rightful
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concern of an appellate court to protect the integrity of its
judgments. The Court of Appeals affirmed the District
Court decision in this case on December 10, 1979. I rule
that leave of the appellate court is needed before this
Court will consider exercising its equitable powers and
consider plaintiff's independent action attacking the
December 10, 1979 mandate and the March 28, 1979
decision.

2. 11 C. Wright and A. Miller Federal Practice
and Procedure § 2868 p. 241-2 (1973) endorses
such a requirement. 7 Moore's Federal Practice §
60.36 p. 602 (2nd ed. 1975) states that no such
requirement exists.

[**7] Plaintiff's final argument is that this Court
could set aside its earlier judgment "for fraud upon the
court," as provided for by an additional savings clause
under Rule 60(b). The plaintiff makes much of the fact
that the alleged fraud of nondisclosure and
misrepresentation not only occurred in District Court but
continued before the Court of Appeals. If such is the
case, then that Court should have first review. Indeed,
the plaintiff relies heavily on Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 248, 64 S. Ct. 997,
1002, 88 L. Ed. 1250 (1944), a case in which fraud was
practiced on both the district and appellate courts and the
Supreme Court endorsed the procedure of obtaining
appellate court approval of a bill of review before
proceeding with district court review for "fraud upon the
court." "The hearing conducted by the appellate court on
the petition (for a bill of review) ... is not just a
ceremonial gesture. The petition must contain the
necessary averments, supported by affidavits or other
acceptable evidence; and the appellate court may in the
exercise of a proper discretion reject the petition."
Hazel-Atlas Glass Co., supra. I rule that in this instance
[**8] the plaintiff first should have gone to the Court of
Appeals before asking this Court to scrutinize the
litigation for fraud. Moreover, requesting leave of the
appellate court is consistent with what has been said in
regard to the "independent action to relieve a party from a
judgment."

Even if such leave is not required under the "fraud

upon the court" savings clause, the plaintiff's action
would still falter on substantive grounds. [HN5] "Fraud
upon the court" is a special kind of fraud, more serious in
scope and implication than fraud sufficient for relief
under Fed.R.Civ.P. 60(b)(3) or as a ground for an
"independent action." 7 Moore's Federal Practice § 60.33
[*158] p. 515 (2nd ed. 1975). Perjury of a single witness
is not sufficient to set aside a judgment for "fraud upon
the court." Hazel-Atlas Glass Co., supra at 245, 64 S. Ct.
at 1000. Nor is proof of nondisclosure adequate. H. K.
Porter Co. Inc. v. The Goodyear Tire and Rubber Co.,
536 F.2d 1115 (6th Cir. 1976); Kupferman v.
Consolidated Research and Mfg. Co., 459 F.2d 1072,
1081 (2nd Cir. 1972). To meet the standard of "fraud
upon the court" one needs fraud which generally
"involves far more than an injury to a single [**9]
litigant." It is action which represents "a deliberately
planned and carefully executed scheme" to defraud public
institutions. Hazel-Atlas Glass Co., supra at 245-6, 64 S.
Ct. at 1000-1001.

The alleged fraud at issue here is one of
non-disclosure. Plaintiff alleges that many of the
statements are active misrepresentations, made with the
encouragement of counsel. The record at first glance
does not reveal any deliberate scheme of
misrepresentation, and some doubt exists whether any
direct disclosure of the product research culminating in
the newly issued patent was ever in order. Perhaps the
plaintiff merely failed to ask the right discovery
questions. This Court draws no conclusion as to how
plaintiff's claim would have fared under Rule 60(b)(3),
but it has no doubt that the alleged misconduct, if any,
falls short of the standard needed to set aside a judgment
for "fraud upon the court."

The defendant's (Ionics, Inc.) motion for attorneys'
fees is denied. There is no evidence that the plaintiff
brought this action in "bad faith." The record merely
reveals that the plaintiff brought the action late, in the
wrong court, and under the wrong standard of review.

Order accordingly.

LEXSEE 1972 U.S. DIST. LEXIS 13616
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Analysis
As of: Feb 04, 2008

In the Matter of Agregados de MANATI, Debtor

No. B-87-71

UNITED STATES DISTRICT COURT FOR THE DISTRICT OF PUERTO RICO

357 F. Supp. 1253; 1972 U.S. Dist. LEXIS 13616

May 24, 1972

SUBSEQUENT HISTORY: [**1] Motion for
Reconsideration Denied September 1, 1972.

CASE SUMMARY:

PROCEDURAL POSTURE: A debtor filed a motion
for reconsideration of the court's order granting the
creditor's motion to strike certain paragraphs of the
debtor's petition to stay suits.

OVERVIEW: A debtor filed a petition for
reorganization. The debtor asserted that because of an
attachment by a secured creditor of certain assets
indispensable for its business activities, it had ceased
operations. The debtor asserted that the real creditor on
the assets was the creditor's assignee and that the
judgments in repossession suits instituted by the creditor
against the debtor were null and void. The court denied
the debtor's motion for reconsideration of the court's
order granting the creditor's motion to strike certain
paragraphs of the debtor's petition to stay suits. The court
held that the debtor had the opportunity to set aside the
stipulated judgments, if it believed them to be in any
manner objectionable, in the local courts of Puerto Rico.
The court held that there was an identity of litigants in the
case so as to invoke the doctrine of res judicata. The
debtor and the secured creditor were the only parties
involved in the civil actions which the secured creditor
prayed as bars to the debtor's intents of relitigating the
matters therein finally adjudicated.

OUTCOME: The court denied the debtor's motion for

reconsideration of the court's order granting the creditor's
motion to strike certain paragraphs of the debtor's petition
to stay suits.

CORE TERMS: machinery, conditional, default,
stipulated judgments, sales contracts, secured creditors,
repossession, collateral, extrinsic, aforementioned,
reorganization, adjudicated, case law, good faith, new
trial, res adjudicata, impertinent, immaterial, litigated,
bankrupt, modified, decree, reconsideration, notice,
Bankruptcy Act, real party, null and void, public policy,
following statement, attachment

LexisNexis(R) Headnotes

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Motions to Strike >
Immaterial Matters
Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Motions to Strike >
Redundant Matters
Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Motions to Strike >
Scandalous Matters
[HN1] Fed. R. Civ. P. 12(f) provides that upon motion
made by a party before responding to a pleading or, if no
responsive pleading is permitted by these rules, upon
motion made by a party within 20 days after the service
of the pleading upon him or upon the court's own
initiative at any time, the court may order stricken from
any pleading any insufficient defense or any redundant,
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immaterial, impertinent, or scandalous matter.

Civil Procedure > Judgments > Relief From Judgment
> Excusable Neglect & Mistakes > General Overview
[HN2] Rule 49.2 of the Rules of Civil Procedure for the
Commonwealth of Puerto Rico, Title 32, Laws of Puerto
Rico Annotated, provides that on motion and upon such
terms as are just, the court may relieve a party or his legal
representative from a judgment, order, or proceeding for
mistake, inadvertence, surprise, or excusable neglect; and
any other reason justifying relief from the operation of
the judgment.

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Res Judicata
Estate, Gift & Trust Law > Will Contests >
Testamentary Capacity > Presumption
[HN3] Article 1204 of the Civil Code for the
Commonwealth of Puerto Rico, Title 31, Laws of Puerto
Rico Annotated, § 3343, provides that presumptions
established by law may be destroyed by proof to the
contrary, except in the cases in which it is expressly
prohibited. Only a judgment obtained in a suit for
revision shall be effective against the presumption of the
truth of the res adjudicata. In order that the presumption
of the res adjudicata may be valid in another suit, it is
necessary that, between the case decided by the sentence
and that in which the same is invoked, there be the most
perfect identity between the things, causes, and persons
of the litigants, and their capacity as such. In questions
relating to the civil status of persons, and in those
regarding the validity of nullity of testamentary
provisions, the presumption of the res adjudicata shall be
valid against third persons, even if they should not have
litigated. It is understood that there is identity of persons
whenever the litigants of the second suit are legal
representatives of those who litigated in the preceding
suit, or when they are jointly bound with them or by the
relations established by the indivisibility of prestations
among those having a right to demand them, or the
obligation to satisfy the same.

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Res Judicata
Estate, Gift & Trust Law > Probate > Procedures in
Probate > Jurisdiction & Venue > General Overview
[HN4] Article 59 of the Law of Evidence of Puerto Rico,
Title 32, Laws of Puerto Rico Annotated, § 1793,

provides that the effect of a judgment or final order in an
action or special proceeding before a court or judge of
Puerto Rico, or of the United States, having jurisdiction
to pronounce the judgment or order, is as follows, in case
of a judgment or order against a specific thing, or in
respect to the probate of a will, or the administration of
the estate of a decedent, or in respect to the personal,
political, or legal condition or relation of a particular
person, the judgment or order is conclusive upon the title
to the thing, the will, or administration or the condition or
relation of the person. In other cases the judgment or
order is, in respect to the matter directly adjudged,
conclusive between the parties and their successors in
interest by title subsequent to the commencement of the
action or special proceeding, litigating for the same thing
under the same title and in the same capacity, provided
they have notice, actual or constructive, of the pendency
of the action or proceeding.

Civil Procedure > Pretrial Judgments > Default >
Default Judgments
Civil Procedure > Pretrial Judgments > Judgment by
Confession
Civil Procedure > Judgments > Entry of Judgments >
Consent Decrees
[HN5] Debtors in Chapter X proceedings and trustees in
ordinary bankruptcy proceedings are bound by the
general policy that pre-bankruptcy judgments which
adversely bind the bankrupt likewise bind such debtors
and the trustee. This is so, even though the judgment
against the bankrupt was a consent judgment, stipulated
judgment, judgment by confession or default judgment.

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Res Judicata
[HN6] In general a judgment is res adjudicata not only as
to all matters litigated and decided by it, but as to all
relevant issues which could have been but were not raised
and litigated in the suit.

Civil Procedure > Equity > General Overview
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN7] The acts for which a court of equity will on
account of fraud set aside or annul a judgment or decree,
between the same parties, rendered by a court of
competent jurisdiction, have relation to frauds, extrinsic
or collateral, to the matter tried by the first court, and not
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to a fraud in the matter on which the decree was rendered.

JUDGES: Toledo, District Judge.

OPINION BY: TOLEDO

OPINION

[*1254] ORDER GRANTING MOTION TO
STRIKE

Toledo, District Judge.

This case was commenced upon a petition filed by
Agregados de Manati, Inc., (hereinafter Manati), on
October 22, 1971, intending to be reorganized in
accordance with Chapter X of the Bankruptcy Act, Title
11, United States Code, Sections 501-676. 1 After the
usual jurisdictional allegations, petitioner asserted that it
is engaged in the business of a sand and gravel pit and
processing plant; that because of an attachment by one of
its secured creditors, Kane Caribbean, Inc., (hereinafter
Kane Caribbean) of certain assets indispensable for its
business activities, it has ceased operations; that said
attachment was the consequence of execution
proceedings subsequent to stipulated judgments in
repossession suits instituted by such creditor against the
debtor, pursuant to the Conditional Sales Act of Puerto
Rico, in the Superior Court of Puerto Rico, Arecibo
Section, the real creditor thereon not being Kane
Caribbean, but its assignee, Machinery Investment Co.,
Inc., (hereinafter Machinery); that, therefore, the [**2]
said stipulated judgments were null and void. Manati
prayed for [*1255] the approval of its petition, the
appointment of a trustee or trustees, and the stay of the
judicial proceedings formerly referred to.

1 Hereinafter to be cited without reference to the
United States Code.

Simultaneously with such petition, Manati requested
and that every day obtained, an ex-parte order staying
Kane Caribbean from further continuing with the
execution of such judgments, and specifically staying the
public sale of the assets covered by the conditional sales
contracts being judicially enforced.

Kane Caribbean, on November 11, 1971, moved to
set aside the stay order mentioned and for the dismissal of
debtor's petition, alleging that the lessor of debtor's
business premises, one Francisco Sanchez, had rescinded

the lease contract existing with debtor, who had
knowledge thereof on the date of filing its petition, thus
not having been filed in "good faith". Movant's motion
was supported by a memorandum of the applicable [**3]
statutory and case law. The debtor, on November 26,
1971, filed an opposition to said motion, supported by the
corresponding memorandum.

A few days thereafter Kane Caribbean filed a
supplementary brief in support of its aforementioned
motion, based on the authority of the judgment entered by
this Court in the case of In the Matter of Corporacion
Hotelera de Puerto Rico (San Jeronimo Hilton), Debtor,
321 F. Supp. 1180 (D.C. 1971), which held that
opposition by holders of more than two-thirds in amount
of secured claims against a debtor, made it unreasonable
to expect that a plan of reorganization be effected, and
that therefore, the "good faith" requirements of Section
142 of the Act (Section 141 in this proceeding) had not
been met. Said creditor further moved under Rule 12(f)
of the Federal Rules of Civil Procedure 2 to strike
paragraphs 4, 5 and 7 of debtor's petition to stay suits, 3

claiming they contained immaterial and impertinent
matter. In its brief accompanying this last motion, Kane
Caribbean bottomed [*1256] its position on the fact that
this Court is prevented from opening relitigation of
creditor's interest or status as real party plaintiff in the
repossession [**4] proceedings, firstly because to do so
would turn this Court in a court for the review of
proceedings of the Superior Courts of Puerto Rico,
contrary to Rule 53.1(b) of the Rules of Civil Procedure
for the Commonwealth of Puerto Rico, Title 32, Laws of
Puerto Rico Annotated; and, secondly, on the doctrine of
collateral estoppel by judgment, firmly established in
accordance with local and federal case law.

2 [HN1] Rule 12(f) of the Federal Rules of Civil
Procedure, Title 28, United States Code,
provides:

"Upon motion made by a party
before responding to a pleading or,
if no responsive pleading is
permitted by these rules, upon
motion made by a party within 20
days after the service of the
pleading upon him or upon the
court's own initiative at any time,
the court may order stricken from
any pleading any insufficient

Page 582



defense or any redundant,
immaterial, impertinent, or
scandalous matter."

For an extensive analysis on the propriety and
applicability of a Rule 12(f) motion, see this
Court's decision in the case of Gilbert v. Eli Lilly
& Co., Inc., and Lord Electric Co. of Puerto Rico,
Inc., 56 F.R.D. 116 (decision entered on May 19,
1972).

[**5]
3 Paragraphs 4, 5 and 7 of Debtor's Petition to
Stay Suits, read as follows:

"4. The aforesaid Stipulations were agreed
upon by your petitioner and the judgments entered
based on the duly recorded conditional sales
contracts executed by and between the said Kane
Caribbean, Inc. and your petitioner, which at the
time your petitioner was made by said plaintiff to
believe that it was the holder in good faith of said
conditional sales contracts, which had been
previously sold, transferred and assigned to
Machinery Investment Corp., a Minnesota
corporation, in the voluntary petition for
reorganization erroneously named as Machinery
Investment Co., Inc.

5. Your petitioner has learned that the said
sale, transfer and assignment from plaintiff Kane
Caribbean, Inc. to Machinery Investment Corp.,
has never been revoked nor rescinded, whereupon
the true and only vendor-creditor at the time the
complaints were filed, the Stipulations signed, the
judgments entered and the Writs of Repossession
and of Execution sued was not plaintiff Kane
Caribbean, Inc. but Machinery Investment Corp.,
and thus that all the said acts are null and void.

7. The granting of this petition, until the
voluntary petition for reorganization under
Chapter X herein is approved or dismissed, shall
only prejudice plaintiff Kane Caribbean, Inc. if it
were the true vendor-creditor as to the cost of
publication of the Notice of Sales and the short
time the said notice would be published if the
voluntary petition is not approved and the stay
order, if issued is not continued, whereas if the
said sales are not stayed and enjoined, your
petitioner will be financially destroyed."

[**6] On December 16, 1971, the parties filed a
Stipulation of Facts, accompanied by various exhibits and
on January 4, 1972, a hearing was held to consider the
aforementioned motions, during which the Court heard
oral arguments from counsel for both parties. The Court
then requested the filing of briefs solely as to the issue of
whether the motion to strike filed by Kane Caribbean, as
a matter of law, should either be granted or denied.

After having fully read the mentioned briefs and the
Stipulation filed by the parties, the Court is fully advised
to rule on the premises.

In accordance with the Stipulation of Facts filed by
the parties herein, Kane Caribbean as vendor and Manati
as vendee, executed conditional sales contracts for the
acquisition by Manati of certain machinery and
equipment for use in its sand and gravel operation in
Ciales, Puerto Rico. It appears from such Stipulation that
after the said contracts had been assigned by Kane
Caribbean to Machinery, the debtor Manati, defaulted in
its payments, thus causing the devolution of said
contracts from Machinery to Kane Caribbean, (see
Exhibits A and C of the Stipulation of Facts) and that
proceedings for the repossession of [**7] the machinery
sold were instituted by Kane Caribbean against Manati
before the Superior Court of Puerto Rico, Arecibo
Section. After said proceedings had been filed, the
parties then entered into stipulations, made a part of the
Stipulation of Facts filed herein as Exhibits B and D,
under which the parties stipulated that a repossession
order be issued for the return to Kane Caribbean of the
properties covered in mentioned contracts and that the
said order was to be stayed upon agreement of the parties,
in order to give the debtor the opportunity to pay its debts
in accordance with the schedule of payments. It was also
agreed that default by debtor would cause an immediate
execution of the repossession orders, and it was finally
stipulated that the judgments to be entered approving
such stipulations would be final and unappealable ". . .
from the moment same is pronounced and it will
constitute a release and final settlement of the
controversies existing between the parties". Judgments
were entered approving such stipulations on May 6, 1971.
In no occasion during the aforementioned steps taken
before the Superior Court of Arecibo did Manati raise the
issue of Kane Caribbean's title [**8] to institute such
proceedings. To the contrary, to all appearances, it
always accepted as its secured creditor Kane Caribbean
and no other company.
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From the Stipulation of Facts filed, it also appears
that as a consequence of further defaults by Manati,
including issuance to Kane Caribbean of a check without
funds (Paragraph 7 of the Stipulations of Facts), Kane
Caribbean was compelled to move for the execution of
the judgments and the public sale of the personal
properties encumbered in its favor. In no occasion
between May 6, 1971, in which the judgments were
entered, and October 26, 1971, which was the date for the
first public sale of the mentioned properties, did Manati
question Kane Caribbean's title as its secured creditor nor
otherwise filed before any court in Puerto Rico
proceedings to set aside such judgments, upon any
grounds whatsoever. It was not until this Chapter X was
filed before this Court on October 22, 1971, that Manati
raised for the first and only time, the issue that Machinery
and not Kane Caribbean was the real party in interest in
such proceedings and consequently that [*1257] the
judgments entered in Kane Caribbean's favor before the
Superior [**9] Court of Arecibo, were null and void, and
allegedly obtained by a fraudulent representation
concerning title to the conditional sales contract enforced
thereupon.

It appears from the conditional sales contracts
executed by Manati as vendee, back on April 1970,
containing the assignment to Machinery, that Kane
Caribbean remained liable to its assignee for defaults in
payment by Manati. 4 Moreover, on March 4 and 9, 1971,
Machinery gave notice to Kane Caribbean of its desire to
put an end to Manati's repeated defaults, to the extent of
returning to Kane Caribbean ". . . the original contracts
covering Agregados de Manati, Inc.'s equipment"
(Stipulation of Facts, Exhibits I-A and I-B). The
stipulated facts further show that Manati dealt
simultaneously with each one of those companies,
without any preconception whatsoever that it may have
been dealing with any one at odds with the other, as to
the interest in the contracts in question. See, for example,
from the Stipulation of Facts, both inclusive, Exhibits J to
N, this last one in particular, and compare the same with
Paragraph 6 of the mentioned Stipulation, showing
payment by Manati directly to Kane Caribbean,
notwithstanding the [**10] assignment to Machinery.

4 The assignment made by Kane Caribbean to
Machinery (See Exhibit "A" and "C" of the
Stipulation of Facts) states in part:

"* * * We hereby further warrant

the payment promptly when due of
each sum payable thereunder and
the payment on demand of all
unpaid balances in the event of
non-payment by the customer, of
any sum at its due date of any other
default by the customer without
first requiring assignee to proceed
against said customer." See also
Exhibit "O" and Paragraph 30 of
the Stipulation of Facts.

The Court is of the opinion that the debtor had the
opportunity to set aside the stipulated judgments, if it
believed them to be in any manner objectionable, in the
local courts of Puerto Rico. According to Rule 49.2 of
the Rules of Civil Procedure for the Commonwealth of
Puerto Rico, 5 it could have also stayed the execution of
the judgments in question, pursuant to Rule 56.1 of such
Rules. 6 Moreover, if as the debtor asserts in its brief, it
discovered the alleged fraud [**11] " . . . after it had
been induced to enter into stipulations for judgment with
a party which was not the real party in intent", (page 8 of
its brief) it could have also moved for a new trial under
Rule 48 of the Rules of Civil Procedure for the
Commonwealth of Puerto Rico. 7 Neither did debtor
resort to this rule.

5 [HN2] Rule 49.2 of the Rules of Civil
Procedure for the Commonwealth of Puerto Rico,
Title 32, Laws of Puerto Rico Annotated,
provides in part:

"On motion and upon such terms
as are just, the court may relieve a
party or his legal representative
from a judgment, order, or
proceeding for the following
reasons:

(1) Mistake, inadvertence,
surprise, or excusable neglect;

(2) . . . (3) . . . (4) . . (5) . . .

(6) Any other reason justifying
relief from the operation of the
judgment."
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6 Under Rule 56.1 of the Rules of Civil
Procedure for the Commonwealth of Puerto Rico,
it is provided:

"In every action, before or after
entering judgment, on motion of
the claimant, the court may make
such temporary order as may be
necessary to secure the
effectiveness of the judgment. The
court may order the attachment,
garnishment, the prohibition to
alienate, the claim and delivery of
personal property, receivership, an
order to do or desist from doing
any specific act, or it may adopt
any other measure which it may
deem advisable, according to the
circumstances of the case,
regardless of whether according to
the previous proceedings, the
remedy is ancillary to an action or
must be obtained by an
independent action. In every case
in which a temporary remedy is
sought, the court shall consider the
interests of all the parties and shall
enter judgment as substantial
justice may require."

[**12]
7 The last mentioned Rule provides in part:

48.1 Grounds

"A new trial may be granted
on any of the following grounds:

(a) When there is discovered
material evidence which, despite
reasonable diligence, could not be
discovered or produced at the trial.

(b) . . .

(c) When substantial justice so
requires it.

The court may grant a new trial to all or any
of the parties and on all or part of the issues.

[*1258] All the aforementioned circumstances,
support our findings that Kane Caribbean's standing as
real party in interest in the enforcement of the conditional
sales contracts has already been adjudicated, and that
even though we may, as a matter of law, have power to
go beyond the findings of the Superior Court of Puerto
Rico, as a matter of equitable principle we should refrain
from doing so. This is the tenor of the case law
applicable to the aforementioned set of facts.

[HN3] Article 1204 of the Civil Code for the
Commonwealth of Puerto Rico, Title 31, Laws of Puerto
Rico Annotated, Section 3343, reads:

"Presumptions established by law may
be destroyed by proof to the contrary,
[**13] except in the cases in which it is
expressly prohibited.

Only a judgment obtained in a suit for
revision shall be effective against the
presumption of the truth of the res
adjudicata.

In order that the presumption of the
res adjudicata may be valid in another suit,
it is necessary that, between the case
decided by the sentence and that in which
the same is invoked, there be the most
perfect identity between the things, causes,
and persons of the litigants, and their
capacity as such.

In questions relating to the civil status
of persons, and in those regarding the
validity of nullity of testamentary
provisions, the presumption of the res
adjudicata shall be valid against third
persons, even if they should not have
litigated.

It is understood that there is identity
of persons whenever the litigants of the
second suit are legal representatives of
those who litigated in the preceding suit,
or when they are jointly bound with them
or by the relations established by the
indivisibility of prestations among those
having a right to demand them, or the
obligation to satisfy the same."
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Likewise, [HN4] Article 59 of the Law of Evidence
of Puerto Rico, Title 32, Laws of Puerto Rico Annotated,
[**14] Section 1793, states:

"The effect of a judgment or final order
in an action or special proceeding before a
court or judge of Puerto Rico, or of the
United States, having jurisdiction to
pronounce the judgment or order, is as
follows:

1. In case of a judgment or order
against a specific thing, or in respect to the
probate of a will, or the administration of
the estate of a decedent, or in respect to
the personal, political, or legal condition
or relation of a particular person, the
judgment or order is conclusive upon the
title to the thing, the will, or
administration or the condition or relation
of the person;

2. In other cases the judgment or
order is, in respect to the matter directly
adjudged, conclusive between the parties
and their successors in interest by title
subsequent to the commencement of the
action or special proceeding, litigating for
the same thing under the same title and in
the same capacity, provided they have
notice, actual or constructive, of the
pendency of the action or proceeding."

These two provisions establish a sound public policy
towards the desirability that litigation may be finished
some time, and that there may be a stage in which peace
among [**15] litigants in civil actions may prevail. The
public policy rationale which is at the bottom of this idea
is, aside from putting an end to litigation, the necessity
and convenience of acknowledging the dignity of the
decisions of the courts and, furthermore, the wisdom of
not submitting litigants to [*1259] two or more
instances of harassment and burdening that presupposes
litigating a matter more than once. Perez v. Bauza, 83
P.R.R. 213 (1961); Goldsmith v. M. Jackman & Sons,
327 F.2d 184 (C.C.A. 10, 1964).

In the case at bar, there is identity of litigants. Kane
Caribbean is a secured creditor of the debtor Manati.
These two parties were the only ones involved in the civil

actions which Kane Caribbean now prays as bars to
Manati's intents of relitigating the matters therein finally
adjudicated. Hull Dobbs v. Superior Court, 81 P.R.R. 214
(1959). That the proceedings in this case and the former
ones constitute different causes of action and,
consequently, that the quoted articles might not be strictly
applicable in this instance, we concede. Yet, even so, the
facts that were adjudicated directly or indirectly in such
former actions cannot be relitigated in this action by
[**16] the very same parties. This Court is prevented
from doing so under the doctrine of Collateral Estoppel
by Judgment, firmly established by the Supreme Court of
Puerto Rico and the Supreme Court of the United States.
A few cases have so established. See to that effect, Long
Corporation v. District Court, 72 P.R.R. 737 (1951);
Riera v. Piza, 85 P.R.R. 256 (1962); Perez v. Bauza, 83
P.R.R. 213, 217 and 218 (1961); Fuentes v. District
Court, 73 P.R.R. 893-911 (1952); Isaac Sanchez v.
Universal CIT Credit Corp., 95 P.R.R. 372 (1967); Capo
v. Secretary of the Treasury, 90 P.R.R. 145 (1964) and
Pereira v. Hernandez, 83 P.R.R. 156 (1961).

This rule also applies to consent or stipulated
judgments. 1-b Moore's Federal Practice, 2d ed., 4009; 49
C.J.S. Judgments §§ 403 and 429.

[HN5] Debtors in Chapter X proceedings, in this
case a debtor in possession, and trustees in ordinary
bankruptcy proceedings, are bound by the general policy
that pre-bankruptcy judgments which adversely bind the
bankrupt likewise bind such debtors and the trustee. To
that effect, see Heiser v. Woodruff, 327 U.S. 726, 66 S.
Ct. 853, 90 L. Ed. 970 (1946); In re Redwine, 53 F. Supp.
249 (D.C. Ala. 1944). This is so, even [**17] though the
judgment against the bankrupt was a consent judgment,
stipulated judgment, judgment by confession or default
judgment. See Hyman v. McLendon, 140 F.2d 76 (4th
Cir.), cert. denied, 322 U.S. 739, 64 S. Ct. 1055, 88 L. Ed.
1572 (1944) (consent or stipulated judgment); Fox v.
McGrath, 152 F.2d 616 (2d Cir. 1945), cert. denied, 327
U.S. 806, 66 S. Ct. 966, 90 L. Ed. 1030 (1946) (stipulated
judgment); In re Mercury Eng'r, Inc., 68 F. Supp. 376
(S.D. Cal. 1946) (default judgment).

In the quoted case of Heiser v. Woodruff, supra, the
following factual situation was involved. During a
bankruptcy proceeding, the validity of a default money
judgment for $278,000, obtained against the bankrupt
before bankruptcy, was challenged on the ground that the
judgment had been procured by fraud, that is, by perjured
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allegations in the complaint and by perjured testimony as
to the value of certain property allegedly converted by
defendant, later bankrupt. Reversing the Referee, the
District Court disallowed objections to creditor's claim
because the issue of fraud had been previously
adjudicated. The Court of Appeals reversed and in turn
the Supreme Court of the United States reversed the
[**18] Court of Appeals, and reinstated the judgment of
the District Court. At 327 U.S. page 733, 66 S. Ct. page
856 of the opinion, Honorable Chief Justice Stone stated:

" . . . we are aware of no principle of law
or equity which sanctions the rejection by
a federal court of the salutary principle of
res judicata which is founded upon the
generally recognized public policy that
there must be some end to litigation and
that when one appears in court to present
his case, is fully heard, and the contested
issue is decided against him, he may not
later renew the litigation in another court.
Baldwin v. Iowa State Traveling Men's
Ass'n, 283 U.S. 522, 525, 526, [*1260]
51 S. Ct. 517 [518], 75 L. Ed. 1244 [1246,
1247].

Before Erie R. Co. v. Tompkins [304
U.S. 64, 58 S. Ct. 817, 82 L. Ed. 1188] it
was recognized by this Court that, apart
from the full faith and credit clause, a
judgment duly rendered in one court will
be recognized as res judicata in a suit
between the same parties in a federal
court."

At page 735, 66 S. Ct. at page 857 the following
statement was made:

[HN6] "In general a judgment is res
adjudicata not only as to all matters
litigated and decided by it, but as [**19]
to all relevant issues which could have
been but were not raised and litigated in
the suit. Cromwell v. County of Sac,
supra, 94 U.S. [351] 352, 24 L. Ed. 195
[197]; Grubb v. Public Utilities Comm.,
supra, 281 U.S. [470] 479, 50 S. Ct. [374]
378, 74 L. Ed. 972 [979]; Chicot County
[Drainage] Dist. v. Baxter State Bank,

supra, 308 U.S. [371] 375, 60 S. Ct. [317]
319, 84 L. Ed. 329 [333, 41 Am. Bankr.
Rep. (N.S.) 508]."

This Court has already passed on a more serious
question than the one presently before the Court. In
United States v. Rexach, 41 F.R.D. 180 (D.C. 1966), the
former Clemente Ruiz Nazario, once Chief Judge of this
Court, dismissed an action by the United States
Government to set aside on grounds of fraud two
judgments previously entered, wherein the federal tax
liability of the defendant had been adjudicated for certain
years. The Court then held that defendant's failure to list
three contracts was an honest mistake made in good faith,
and did not constitute extrinsic fraud, and that the
Government's inability to include the contracts as part of
its cases in determining defendant's tax liability, was not
caused by any wilful, fraudulent concealment [**20]
from defendant. The then Chief Judge made, at page 185
of the opinion, the following statements:

"I. The acts for which a court of equity
will on account of fraud set aside or annul
a judgment or decree between the same
parties, rendered by a Court of competent
jurisdiction, have relation to frauds,
extrinsic or collateral to the matter tried by
the first Court, and not to a fraud in the
matter on which the decree or judgment
was rendered.

II. The cases where such relief has
been granted are those in which, by fraud
or deception practiced on the unsuccessful
party, he has been prevented from
exhibiting fully his case, by reason of
which there has never been a real contest
before the Court of the subject matter of
the suit.

III. Fraud is regarded as extrinsic or
collateral where it prevents a party from
having a trial or from presenting his cause
of action or his defense, or induces him to
withdraw a defense, or operates upon
matters pertaining not to the judgment
itself but to the manner in which it was
procured."
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Contrary to debtor's thinking, we do not believe the
rule of United States v. Throckmorton, 98 U.S. 61, 68, 25
L. Ed. 93 (1878) has been demonstrably modified.
[**21] The Supreme Court of the United States adopted
there the rule:

" . . . that [HN7] the acts for which a
court of equity will on account of fraud set
aside or annul a judgment or decree,
between the same parties, rendered by a
court of competent jurisdiction, have
relation to frauds, extrinsic or collateral,
to the matter tried by the first court, and
not to a fraud in the matter on which the
decree was rendered." (emphasis added).

We say it has not been modified, not only because
our Rexach case, supra, follows the same line of thinking
in Throckmorton, but, additionally, because the trend of
judicial thinking so establishes. 8 After trying to reconcile
[*1261] Throckmorton and Marshall v. Holmes, 141
U.S. 589, 12 S. Ct. 62, 35 L. Ed. 870 (1891), in the
context of varying interpretations from other courts, and
from the United States Supreme Court itself in
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 64 S. Ct. 997, 88 L. Ed. 1250 (1944) Moore, has
emphasized:

"But the above rationale is more of a
proposed approach than it is a statement of
the rule of the cases, for despite doubts
expressed against Throckmorton and in
favor of Marshall [**22] , the federal
cases generally adhere, at least in
statement, to the Throckmorton dichotomy
of extrinsic and intrinsic fraud. And this is
true rather generally in the state courts,
although an occasional state will grant
independent relief from both extrinsic and
intrinsic fraud." (7 Moore's "Federal
Practice" 615).

8 The debtor in the case herein relies heavily on
the case of Publicker v. Shallcross, 106 F.2d 949
(3 Cir. 1939), to sustain his allegation that the rule
of the case of United States v. Throckmorton,
supra, is no longer the law; but has been modified

by the doctrine of Marshall v. Holmes, infra. An
extensive study of the jurisprudential situation
makes this court be of the opinion that the debtor
is incorrect in his assertion. After the Third
Circuit Court of Appeals' decision in the
Publicker v. Shallcross, supra, case, the Supreme
Court of the United States, has mentioned the
Throckmorton doctrine in the cases of Hazel-Atlas
Glass Co. v. Hartford Empire Co. infra, (1944);
Williams v. North Carolina, 325 U.S. 226, 65 S.
Ct. 1092, 89 L. Ed. 1577 (1945) and Knauer v.
United States, 328 U.S. 654, 66 S. Ct. 1304, 90 L.
Ed. 1500 (1946), without any mention to the
effect that the doctrine of said case has been
modified by the doctrine of the Marshall case. In
the Hazel-Atlas Glass Co., supra, case, no
reference is made to any conflict between the
Throckmorton and the Marshall decisions and
both are cited with approval, even though the
Supreme Court's attention was directly called by
the Publicker v. Shallcross, case, to the fact that
some of the Circuit Court of Appeals have held
there was a conflict between these decisions. See
Hazel-Atlas Glass Co. v. Hartford Empire Co.,
supra, footnote number 1, at page 245. For a
federal court decision which offers a very
appropriate discussion of the Throckmorton,
Marshall, Publicker and Hazel-Atlas Glass Co.
cases, see Josserand v. Taylor, 159 F.2d 249, 34
C.C.P.A. 824 (1946). For other federal court
decisions adopting the Throckmorton doctrine
even after the Publicker decision, see: Myers v.
Gardner, 361 F.2d 343, 346 (9 Cir. 1966);
Midessa Television Co., Inc. v. Motion Pictures
for Television, Inc., 290 F.2d 203, 204-205 (5 Cir.
1961); Johnson v. First National Bank in Wichita,
Kansas, 223 F.2d 31, 34 (10 Cir. 1955); Cuthill v.
Ortman-Miller Machine Co., 216 F.2d 336, 338
(7 Cir. 1954); Durham et al v. New Amsterdam
Cas. Co., 208 F.2d 342, 344 (4 Cir. 1953); Dowdy
v. Hawfield, 88 U.S. App. D.C. 241, 189 F.2d 637,
638 (1951); Chisholm v. House, 160 F.2d 632,
643 (10 Cir. 1947); Beneficial Loan Co. v. Noble,
129 F.2d 425, 427-428 (10 Cir. 1942); Lippmann
v. Hydro-Space Technology, Inc., 235 F. Supp.
860-867 (D.C.N.J. 1964).

[**23] Such also is the rule in the local courts of
Puerto Rico (See Municipio de Coamo v. Tribunal
Superior, 99 D.P.R. 932 (1971) not yet translated into
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English).

Irrespective of our view as hereinbefore stated, if we
were to read Marshall v. Holmes, as constituting an
absolute modification of the rule contained in the former,
as the debtor seems to urge us do in its brief, even so,
Holmes seems not to have gone as far as the debtor
believes. Holmes qualified its ruling to cases in "which
the injured party could not have availed himself in a court
of law . . .", thus giving rise to the intervention of the
equitable arm of the court, at a time in which law and
equity were two distinct forums. As we have stated
before, this is not the case in this instance. Manati was
always aware of the existence of Machinery and its
unwillingness to resort to local court remedies to
complain of the alleged fraud in the obtaining of the
stipulated judgments against it (Manati) places its case
wholly outside the Holmes ruling. Furthermore, Holmes
can only be read in the context of the procedural aspect of
removal to a federal court, which circumstance may have
justified Mr. Justice Harlan's [**24] language and his
overpassing Throckmorton sub silentio. This explains the
following statement of his, 141 [*1262] U.S. at page
600-601, 12 S. Ct. at page 66 of the opinion:

"The case before us is unlike the two last
cited. While the court, upon final hearing,
would not permit Mrs. Marshall -- being a
party to the actions of law -- to plead
ignorance of the evidence introduced at
the trial, it might be that relief could be
granted by reason of the fact, distinctly
alleged, that some of the necessary proof
establishing the forgery of the letter was
discovered after the judgments at law were
rendered, and after the legal delays within
which new trials could have been
obtained, and could not have been
discovered by her sooner. It was not,
however, for the state court to disregard
the right of removal upon the ground
simply that the averments of the petition
were insufficient or too vague to justify a
court of equity in granting the relief asked.
The suit being, in its general nature, one of
which the circuit court of the United States
could rightfully take cognizance, it was for
that court, after the cause was docketed
there and upon final hearing, to determine
whether, [**25] under the allegations and

proof, a case was made which, according
to the established principles of equity,
entitled Mrs. Marshall to protection
against the judgments alleged to have been
fraudulently obtained.

For the reasons stated we are of
opinion that this suit was removable from
the state court; and that the court below
should have reversed the judgment of the
eighth district court for the parish of
Madison, and remanded the cause to the
latter court with direction to set aside all
orders made after the filing of the petition
and bond for the removal of the suit into
the circuit court of the United States, and
to proceed no further in it."

In view of the foregoing reasons, it is the opinion of
this Court that Kane Caribbean's motion to strike should
be granted.

Wherefore, it is ordered, that Paragraphs 4, 5 and 7
of debtor's petition to stay suits and the corresponding
Paragraphs of debtor's petition for reorganization under
Chapter X of the Bankruptcy Act, be and the same hereby
are stricken therefrom because they contain immaterial
and impertinent matter.

It is so ordered.

ORDER DENYING MOTION FOR
RECONSIDERATION

The debtor Agregados de Manati, Inc. has requested
the [**26] reconsideration of the Order entered by this
Court on May 24, 1972 granting the Motion to Strike
filed by secured creditor Kane Caribbean, Inc. Under the
terms of said Order, Paragraphs 4, 5 and 7 of debtor's
petition to stay suits and the corresponding Paragraphs of
its petition for reorganization under Chapter X of the
Bankruptcy Act, were ordered stricken therefrom,
because of containing immaterial and impertinent matter.

Debtor insists again in its main line of argument in
this proceeding, to the effect that Machinery Investment
Company, Inc., rather than Kane Caribbean, Inc., is the
real secured creditor against the debtor herein.

The issue in question has been sufficiently examined
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by the Court in its mentioned Order and decided
adversely to the debtor. After an exhaustive analysis of
the stipulation of facts and the applicable statutory and
case law, the Court can only reaffirm its ruling that the
issue in question was lately passed before the Court and
that the doctrine of collateral estoppel by judgment
prevents us from reopening such issue for judicial
inquiry. Moreover, this Court does not sit to review final
judgments of the courts of the Commonwealth of Puerto
Rico. [**27] To grant debtor's motion for
reconsideration is tantamount to act in such a reviewing
fashion, contrary to the applicable law, and furtherly, to

the comity deserved by such Commonwealth courts.

[*1263] In view of the foregoing, the Court hereby
denies debtor's Motion for Reconsideration of its Order
Granting Motion to Strike, dated May 24, 1972.

The parties are hereby notified that Kane Caribbean
Inc.'s Motion to Dismiss the petition in this case will be
heard on September 13, 1972, at 2:00 p.m.

It is so ordered.

LEXSEE 1972 U.S. DIST. LEXIS 11523

Cited
As of: Feb 04, 2008

UNITED STATES of America, Plaintiff, v. Jose Hernandez ESTELA, Defendant

Civ. No. 117-71

UNITED STATES DISTRICT COURT FOR THE DISTRICT OF PUERTO RICO

58 F.R.D. 210; 1972 U.S. Dist. LEXIS 11523

October 18, 1972

CORE TERMS: sentence, reduction, expiration,
elapsed, federal rules, sentence imposed, imposition of
sentence, reduce a sentence, accompanied, post
conviction, bank robbery, reconsideration, undated

COUNSEL: [**1] Julio Morales-Sanchez, U.S. Atty.,
Old San Juan, Puerto Rico, for plaintiff.

Jose Hernandez Estela, Pro Se.

JUDGES: Toledo, District Judge.

OPINION BY: TOLEDO

OPINION

[*210] ORDER

TOLEDO, District Judge.

On September 15, 1972, defendant herein filed a
motion, wherein he requests, pursuant to Rule 35 of the
Federal Rules of Criminal Procedure, the modification of
the sentence imposed upon him by this Court. Said
motion was accompanied by a memorandum of law in its
support. On the same date, the Court denied the motion
for lack of jurisdiction in view of the fact that more than
120 days had elapsed since the imposition of sentence.

On September 25, 1972, the government filed a
motion in opposition to defendant's motion accompanied
by a memorandum of law; which motion was not
considered, being it unnecessary in view of this Court's
disposition of September 15, 1972.
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Defendant has again, by an undated letter, ordered to
be filed today, referred to his motion filed on September
15, 1971, denied by the Court on the same day. On said
letter, he requests this Court to comment on the validity
of the authorities he cited in his memorandum in support
of his motion of September 15, 1971. 1 [**2]

1 Defendant, in support of his motion on
September 15, 1972, predicated on the assertion
that this Court has jurisdiction to modify its
sentence notwithstanding that more than 120 days
have elapsed since sentence was imposed,
basically asserted as legal authorities the
following federal decisions: United States v.
Murray, 275 U.S. 347, 48 S. Ct. 146, 72 L. Ed.
309 (1928); Hazel-Atlas Glass Co. v. Hartford,
322 U.S. 238, 64 S. Ct. 997, 88 L. Ed. 1250
(1944), reh. den. 322 U.S. 772, 64 S. Ct. 1281, 88
L. Ed. 1596, Roberts v. Hunter, (10 Cir. 1943),
140 F.2d 38; Gilmore v. United States (10 Cir.
1942), 124 F.2d 537; Gargano v. United States (9
Cir. 1944), 140 F.2d 118; Bowen v. United States
(5 Cir. 1943), 134 F.2d 845. The defendant also
cites Daldrone v. United States, supposedly of the
Second Circuit, at 145 F.2d 6, a case this Court
has been unable to find either in the cited volume
or in any other of the Federal Reporters.

The Court deems appropriate to consider defendant's
undated letter-request as a petition [**3] for
reconsideration of the denial of September 15, 1972, of
the post conviction motion for reduction of sentence filed
by him on the same day.

[*211] In the case herein, the defendant, who
pleaded guilty to conspiracy to commit bank robbery
(Count One) and to aiding and abetting in a bank robbery
(Count Two), was sentenced on December 10, 1971, to a
period of confinement of five years in Count One and
twelve years in Count Two, said sentences to be served
concurrently with each other. It is not until September
15, 1972 that is, 280 days after imposition of sentence,
that defendant comes forward with a post conviction
request for a reduction of sentence.

The reduction of sentence is governed by Rule 35 of
the Federal Rules of Criminal Procedure, as amended,
Title 18, United States Code, which states:

"The court may correct an illegal
sentence at any time and may correct a

sentence imposed in an illegal manner
within the time provided herein for the
reduction of sentence. The court may
reduce a sentence within 120 days after
the sentence is imposed, or within 120
days after receipt by the court of a
mandate issued upon affirmance of the
judgment or dismissal of the appeal, [**4]
or within 120 days after entry of any order
or judgment of the Supreme Court
denying review of, or having the effect of
upholding, a judgment of conviction. The
court may also reduce a sentence upon
revocation of probation as provided by
law."

The above cited Rule has to be read in conjunction
with Rule 45(b) of the same federal rules which deals
with the enlargement of time and provides as follows:

"When an act is required or allowed to
be done at or within a specified time, the
court for cause shown may at any time in
its discretion (1) with or without motion or
notice, order the period enlarged if request
therefor is made before the expiration of
the period originally prescribed or as
extended by a previous order or (2) upon
motion made after the expiration of the
specified period permit the act to be done
if the failure to act was the result of
excusable neglect; but the court may not
extend the time for taking any action
under Rules 29, 33, 34 and 35, except to
the extent and under the conditions stated
in them."

Since the adoption of the Federal Rules of Criminal
Procedure in 1946, and the abrogation of any effect of the
expiration of term of court, Rule 45(c) of [**5] the
Federal Rules of Criminal Procedure, on February 28,
1966, effective July 1, 1966, the provisions of Rule 35 of
said Rules have governed the power to reduce sentences
in the federal system. The time limitation stated in Rule
35, first 60 days, now 120 days, is jurisdictional and
cannot, under any circumstances be extended by order of
the court 2 to enlarge the time in which a defendant may
move for a reduction of sentence. 3 That is, if the motion
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is untimely [*212] filed under Rule 35 and the sentence
is a lawful one, the court is powerless to act. United
States v. Gorman (5 Cir. 1970), 431 F.2d 632; United
States v. Marchese (9 Cir. 1965), 341 F.2d 782, cert. den.
382 U.S. 817, 86 S. Ct. 41, 15 L. Ed. 2d 64; United States
v. Koneski (4 Cir. 1963), 323 F.2d 862; Urry v. United
States (10 Cir. 1963), 316 F.2d 185; Stern v. United
States (4 Cir. 1955), 219 F.2d 263; United States v.
Fitzgerald (D.C.Mo.1968), 292 F. Supp. 360; United
States v. Carmel (D.C.N.Y.1963), 215 F. Supp. 269.

2 United States v. Ellenbogen (2 Cir. 1968), 390
F.2d 537; Urry v. United States (10 Cir. 1963),
316 F.2d 185; United States v. Chicago
Professional Schools, Inc. (7 Cir. 1962), 302 F.2d
549.

[**6]
3 The nature of the present case and its
disposition makes it unnecessary to determine
whether this court may validly act on a timely
filed motion for reduction of sentence after the
120 days set forth in Rule 35 has elapsed, without
any consideration on the part of the court. There
are authorities to sustain that a court can so act, as
well as authorities to the contrary. See for
example Leyvas v. United States (9 Cir. 1967),
371 F.2d 714; Dodge v. Bennett (1 Cir. 1964),
335 F.2d 657; United States v. Ursini
(D.Conn.1968), 296 F. Supp. 1152. Contra, see
United States v. Robinson, 361 U.S. 220, 80 S. Ct.
282, 4 L. Ed. 2d 259 (1959); Peterson v. United

States (8 Cir. 1970), 432 F.2d 545; United States
v. Ellenbogen, supra; United States v. Reeves
(D.N.Y.1966), 40 F.R.D. 93; United States v.
Marchese (9 Cir. 1965), 341 F.2d 782, cert. den.
382 U.S. 817, 86 S. Ct. 41, 15 L. Ed. 2d 64. See
also 8-A Moore's Federal Practice, 2d ed., S.
35.02, page 35-6; 2 Federal Practice and
Procedure, Section 587, page 572-73, 1969 ed.
Although Moore, in relation to the pre 1966 Rule
35 recommended the most liberal interpretation,
today he is of the opinion that "with the additional
sixty days now allowed for the court to act upon
the motion, it will hopefully no longer be
necessary to stretch the language of the Rule in
this way." 8-A Moore's Federal Practice, supra,
note 1011, at page 35.6.

[**7] The cases cited by the defendant 4 in support
of his motion are not applicable to the situation herein
being considered for they are all cases decided prior to
the enacement of Rule 35 in 1946.

4 See note number 1.

Wherefore, in view of the foregoing, the Court
hereby orders, that defendant's motion for reconsideration
be and the same is hereby denied for want of jurisdiction
to entertain the same.

It is so ordered.

LEXSEE 1955 U.S. DIST. LEXIS 3494

Caution
As of: Feb 04, 2008

Alvin M. MARKS and Depix Corporation v. POLAROID CORPORATION
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February 28, 1955

CASE SUMMARY:

PROCEDURAL POSTURE: The U.S. District Court
(Massachusetts) issued its findings of fact and
conclusions of law in plaintiffs' patent infringement suit
and defendant's counterclaims for patent and trademark
infringement.

OVERVIEW: Plaintiffs instituted suit for patent
infringement; defendant counterclaimed, alleging
infringement of its patent and its trademark "Polaroid."
The court found in defendant's favor, concluding that
defendant did not infringe plaintiffs' patent. Further, the
court deemed defendants' patent valid and plaintiffs to
have infringed. Plaintiffs' addition of glycerin and silicon
in its Depix product did not withstand a charge of
infringement. It was well settled that the addition of a
substance to a patented substance that did not radically
change the composition of the patent was insufficient to
defeat infringement. Plaintiffs' corporate officer was held
jointly liable for the infringement where, but for his
active participation, the infringement would not have
occurred. The court concluded, however, that plaintiffs'
use of the word "Polalite" did not infringe upon
defendant's registered trademark "Polaroid" in the
absence of evidence of actual consumer confusion.

OUTCOME: Plaintiffs infringed upon defendant's
patents where the addition of substances to plaintiff's
patented solution did not radically change the
composition of the patent. However, plaintiffs did not
infringe defendant's patent because, although the marks
were similar, no actual consumer confusion was
established.

CORE TERMS: patent, sheet, polarizer, iodine,
crystalline, trademark, infringement, crystal, surface,
polyvinyl alcohol, polarizing, polaroid', viewer,
invention, plastic, liquid, rubber-elastic, orientation,
plate, layer, film, disclose, intensification, dichroic, glass,
coating, stretch, disclosure, manufacture, molecule

LexisNexis(R) Headnotes

Patent Law > Anticipation & Novelty > General
Overview
[HN1] A claim that is implicit in an earlier process is
deemed anticipated by prior use. The fact that a product
made in accordance with the earlier process was never
sold or commercially successful does not change this
result.

Patent Law > Anticipation & Novelty > General
Overview
[HN2] One who alleges a secret use should offer
evidence to sustain it.

Patent Law > Claims & Specifications > Description
Requirement > General Overview
Patent Law > Infringement Actions > Defenses >
Marking
Patent Law > U.S. Patent & Trademark Office
Proceedings > Reissues > General Overview
[HN3] Claims are to be read in connection with the
specifications, and a patentee's broadest claim can be no
broader than his actual invention.

Patent Law > Claims & Specifications > General
Overview
[HN4] A claim cannot be saved by reading into it
limitations contained in the specifications or other claims
of the patent.

Patent Law > U.S. Patent & Trademark Office
Proceedings > Continuation Applications > General
Overview
[HN5] Where a patent is a division of another patent, it
must rest upon disclosures in the parent application, with
the added requirement that it must itself contain
patentably distinct subject matter amounting to invention.

Patent Law > Nonobviousness > General Overview
[HN6] Simplicity of operation does not necessarily
negative invention.

Patent Law > Claims & Specifications > General
Overview
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[HN7] A patentee may define his own terms regardless of
common or technical meaning and his definition should
be accepted in construing the patent.

Patent Law > Claims & Specifications > General
Overview
[HN8] It is well recognized that an uncommon word used
in the claims is to be construed in the light of its usage in
the description or other portion of the patent rather than
to limit it to its dictionary meaning.

Patent Law > Infringement Actions > General Overview
[HN9] The addition of other substances to those claimed
in the patent does not avoid infringement where such
additional substances are not shown to radically change
the composition of the patent.

Business & Corporate Law > Corporations > Directors
& Officers > Management Duties & Liabilities >
General Overview
Patent Law > Infringement Actions > General Overview
[HN10] A corporate officer who participates actively in
the business of a corporation and whose actions directly
contribute to the infringement will be held personally
liable with the corporation for such acts of infringement.

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > Effect of Inequitable Conduct
[HN11] Cancellation of patents for misrepresentation in
procurement must be initiated by the United States itself.

Trademark Law > Subject Matter > General Overview
[HN12] A coined word has practical advantages as a
trademark since exclusive use of it ordinarily deprives no
one of any rights that he may possess.

Trademark Law > Subject Matter > Names > Generic
Names > General Overview
[HN13] A defendant alleging invalidity of a trademark
for genericness must show that to the consuming public
as a whole the word has lost all its trademark
significance.

Criminal Law & Procedure > Sentencing > Corrections,
Modifications & Reductions > Eligibility,
Circumstances & Factors

Trademark Law > Subject Matter > General Overview
[HN14] It is not by the expiration of the patent but by the
change of meaning in the market that a designation
ceases to be a trademark. The existence of the patent is
simply a circumstance that may facilitate the change of
meaning in the market.

Trademark Law > Infringement Actions > General
Overview
[HN15] The question of infringement is a fact question,
the resolution of which depends ultimately on the court's
finding whether a defendant's use of his designation is
likely to result in confusion of the consuming public as to
the source of the goods in question.

Trademark Law > Likelihood of Confusion > Consumer
Confusion > General Overview
Trademark Law > Likelihood of Confusion > Similarity
> Appearance, Meaning & Sound > General Overview
[HN16] It is not enough to subtract from each mark the
parts that are common and then to compare the balance.
In determining whether given trademarks are so similar
as to be likely to cause confusion in the minds of
consumers as to the source of the goods upon which they
are used, it is not enough merely to compare the sounds
of the words that may be used as trademarks, or to
compare those words letter by letter and syllable by
syllable, or even to make merely a side by side visual
comparison of the words in the setting in which they are
employed.

Trademark Law > Likelihood of Confusion > Similarity
> Appearance, Meaning & Sound > General Overview
Trademark Law > Special Marks > Trade Names >
General Overview
[HN17] Consideration should be given to the impression
created by each mark as a whole. What counts is the
ensemble. However, in arriving at a conclusion, courts
often make allowance for the fact that purchasers rely
upon memory and somewhat vague or indefinite
impressions when selecting a commodity. The passage of
time might erase in their minds certain features of a
trademark such as common suffixes, while they retain
other features that are dominant or salient. Courts should
endeavor to determine the purchasing public's state of
mind when confronted by somewhat similar trade names
singly presented.
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Trademark Law > Federal Unfair Competition Law >
General Overview
Trademark Law > Likelihood of Confusion > Similarity
> General Overview
Trademark Law > Subject Matter > Names > Personal
Names
[HN18] Just as first names in trademarks composed of
two or more words catch the eye and ear, so too do first
syllables or roots (even where incompletely copied) in
one-word trademarks often impress themselves on the
senses.

Trademark Law > Federal Unfair Competition Law >
General Overview
Trademark Law > Likelihood of Confusion > Similarity
> Appearance, Meaning & Sound > General Overview
[HN19] The relative similarity of trademarks should be
studied in the light of the manner in which the goods are
sold and the habits of the ordinary consumer.

COUNSEL: [**1] Cedric W. Porter, Timothy H.
Donohue, Boston, Mass., for plaintiff.

Donald L. Brown, Cambridge, Mass., Rowland Patrick
Fish, Richardson & Neave, Boston, Mass., of counsel and
Charles Mikulka, Cambridge, Mass., for defendant.

OPINION BY: SWEENEY

OPINION

[*245] This is an action for infringement of U.S.
Patents No. 2,104,949 (hereinafter referred to as '949)
and No. 2,199,227 (hereinafter referred to as '227)
brought by the plaintiff Alvin M. Marks as owner, and
the plaintiff Depix Corporation as exclusive assignee of
said patents. By counterclaim the defendant Polaroid
Corporation charges the plaintiffs with infringement of
three patents owned by it, and with infringement of its
registered trademark 'Polaroid'. A further charge of
infringement of Reissue Patent No. 23,297 has been
waived by the defendant during the trial, but this patent
remains before this Court on the question of validity as
requested in a prayer for declaratory relief filed by the
plaintiffs.

In answer to the charges of patent infringement the
parties have advanced the usual defenses of invalidity and
noninfringement together with certain other defenses to
be passed upon later in this opinion. The plaintiffs' [**2]

reply further denies infringement of the defendant's
trademark 'Polaroid' and asserts that this trademark is
invalid because it is a descriptive and generic word which
indicates the type of product and not its source or origin.

Subject Matter and History

The subject matter of all of the patents in suit relates
to synthetic light polarizers and the process for their
manufacture.

Polarization is a common phenomenon which occurs
in the world of nature through certain natural media, e.g.,
the [*246] sunlight reflected from a lake or ocean is, to a
great extent, polarized due to the absorption by the water
of certain light vibrations of an incident beam of light and
its transmission of certain other vibrations of the same
beam. This same phenomenon may be simulated by man
through the use of artificial devices of the type which
concern us here. Polarization is in essence the act or
process of affecting light so as to cause the light
vibrations to assume a definite form. When the human
eye looks at an object transverse to the line of sight there
are set up light vibrations in every direction. When the
light is polarized the vibrations in all directions except
one are eliminated [**3] by the absorption component of
the polarizer. The remaining light vibrations are
transmitted along the transmission axis of the polarizer
and come through clear and unobscured to the eye of the
viewer.

The phenomenon of Polarization has been known for
more than one hundred and fifty years. However, until
the development in the early part of this century of
inexpensive synthetic polarizers, science has been limited
to certain natural polarizers such as the Nicols prism,
which costs approximately $ 1,000 a square inch and
tourmaline, which costs $ 10 for two pieces, each 1/64th
of an inch in size.

Attempts to manufacture synthetic polarizing crystals
were made in 1853 by and English scientist named
Herapath. He made minute fragile crystals of
iodoquinine sulfate, which have come to be known as
herapathites after their discoverer. Despite optimistic
appraisals by Professor Herapath for the future of his
discovery in the field of synthetic light polarizers, it does
not appear that crystals made in accordance with his
teachings ever became commercially successful.

In the late 1920's two precocious young scientists,

Page 595



Marks, a plaintiff in this action, and Dr. Land, President
of Polaroid [**4] Corporation and patentee of three of
the patents in suit, entered almost simultaneously into the
field of synthetic light polarizers due to an interest each
had in television. Independently and unknown to each
other they consulted the same authority, Dr. Herapath,
and attempted to develop large area synthetic polarizers
in accordance with his teachings. Both experienced
failure and struck out on new paths of their own. Marks,
however, continued to follow the broad outlines of
Herapath's teachings in the sense that his conception of
the ideal polarizer was one consisting essentially of a
single continuous crystal grown out of solution. After
much experimentation he finally achieved the result
desired by a process which consisted of suspending glass
plates in a solution of the crystalline material over a
relatively long period of time during which the solvent
gradually evaporated, lowering the liquid level of the
tank and causing the crystalline material to be thrown out
of the solution and deposited on the surface of the glass
supports. The relative motion between the liquid and the
surface of the supports produced a surface tension which
caused a specific alignment of the crystalline [**5]
material. As we shall see later, alignment or orientation
of the molecules of the substance is essential to procure a
crystal effect. This process eventually ripened into the
first Marks patent in issue in this suit.

Dr. Land, on the other hand, became convinced from
his duplications of Herapath's work that no process
involving the growth of large crystals would be
satisfactory since any such process would be too time
consuming. At about this time it occurred to him that a
large synthetic polarizer sufficiently inexpensive in price
ought ideally to be a plastic; a large plastic sheet like
celluloid in great rolls. Instead of growing large crystals
of herapathite and depositing them on a glass support, he
conceived of the idea of making extremely small
herapathites and embedding them in a plastic carrier.
These submicroscopic needles or crystals were oriented
to substantial parallelism by extruding the plastic
containing the needles through small apertures. The
mechanical stress thus produced causes the [*247]
needles to orient themselves just as logs going
downstream travel along butt end first. Patent
applications covering this Land process and product were
filed in 1929. [**6] Subsequently, Land demonstrated
his 'J sheet', as the invention is called, to a Physics
Colloquium at Harvard University in 1932, and in 1933
used it as a polarizer in connection with a stereoscopic

system which he brought to Hollywood to demonstrate
three-dimensional movies to Warner Brothers
Laboratories. The basic patent on the J sheet is not in
issue in this case. However, it is of interest in tracing the
development of the art. Also it serves to cast doubt upon
the plaintiff's contention that Marks was the first person
ever to make and sell a synthetic polarizer.

It appears that after Marks had sufficiently developed
his polarizer, his brother organized a company, known as
Polarized Products Company, to exploit his product
commercially. The Marks polarizing plates were first
sold on the market in November of 1934 at prices of $ 16
per square inch and $ 1 for a plate 1/4' X 1/4' in size.
These prices were later sharply reduced with the
development by Marks in 1935 of the second patent in
suit, called the intensification process. This patent
discloses a method for speeding up the process of Marks'
previous patent, then taking the crystalline deposit, which
due to the increased [**7] speed is discontinuous or
punctuated with holes or voids, and intensifying it by
subjecting the crystalline field to a supersaturated
solution of the crystalline material. In this manner an
additional crystal deposit is thrown out of solution which
fills up the voids and evens off the pre-existing
crystalline deposit. By this method production was
speeded up about 90 times and the cost reduced by 99%.
Patent applications covering the intensification process
were filed in 1937.

In the meantime, the first Polaroid Corporation had
been organized in 1935 with Dr. Land as its president,
and production of the J sheet was carried on. Two years
later the present corporate defendant was organized with
Land continuing as president and director of research.
Subsequently Land began experimenting on a different
type of polarizer employing cellophane and a direct dye
or stain. Rolls of cellophane were swelled, stretched, and
run through an iodine bath. Difficulty was encountered,
however, with this process because the iodine was
fugitive and would not stay in the cellophane sheet. Land
experimented with different kinds of plastics and finally
hit upon the complex of iodine with polyvinyl [**8]
butyral. Immediately he shifted from polyvinyl butyral to
polyvinyl alcohol and developed his 'H sheet' which is
made by taking a large roll of polyvinyl alcohol, heating
and stretching it to orient the molecules, then affixing it
to an unstretched backing of cellulose acetate, and
floating the supported film of polyvinyl alcohol upon the
surface of a bath containing a solution of iodine. A fourth

Page 596



step is employed in which the sheet is run through a bath
of boric acid, which stabilizes the film and drives out
excess iodine.

The Polaroid Corporation first began to sell its 'H
sheet' in 1940 and since that time it has effectively
supplanted the 'J sheet' type of polarizer.

Patent applications embodying the new Land
products and processes were filed in October 1938 and
May 1939, and eventually resulted in issuance of the
three patents alleged in the defendant's counterclaim to
have been infringed by the plaintiffs here.

Throughout the years Marks continued to
manufacture and sell synthetic polarizers and to this end
in conjunction with his brother and others caused several
different business entities to be organized, including
Polarized Products Company, Polarized Products
Corporation, [**9] Pola-lite Company, Polalite
Corporation, Depix Corporation, and Marks Polarized
Corporation. The defendant here had previous litigation
with at least one of these companies and its licensee. One
action in Delaware against Polarized Products
Corporation and Noma Electric Corporation was
discontinued upon the companies ceasing to sell the
product. In 1945 Polaroid brought another suit [*248]
against Polarized Products Corporation and Noma
Electric in the Southern District of New York alleging
that the manufacture and sale of polarized sunglasses by
them constituted an infringement of one of Polaroid's
patents also in suit in this case. Previous to this time
Polarized Products Corporation had shifted from
producing polarizers of the large herapathite crystals
grown on glass and began to manufacture polarizers of
butyral silicate on a plastic support. The litigation
terminated in a consent decree in 1947 holding Polaroid's
patent valid and infringed. However, a year before the
entry of the decree Marks had taken steps to separate
himself from Polarized Products. He had resigned as a
member of the Board of Directors, had terminated his
license to the corporation, had sold out [**10] his stock
interest in it and had left its employ. He refused to
consent to the entry of the decree insofar as the question
of infringement was concerned. If doubts remain as to
whether Marks should be held bound by the consent
decree, this Court will not act upon them. Since this case
has gone to a hearing on the merits it is not going to be
decided on the thin ground of prior foreclosures, but will
be treated independently of previous litigation.

After the entry of the consent decree and injunction,
Polarized Products Corporation went into bankruptcy and
sold its assets at a bankruptcy sale where Marks bought
up part of the manufacturing equipment and whatever
polarizing material was offered for sale. Thereafter he
repaired and reconstructed the equipment and installed it
in the cellar of his home in Whitestone, Long Island,
where within six or eight months he started operations
again on a very modest scale. This business was carried
on under the name of Polalite Corporation, a family
corporation with Marks, his brother, and his mother as
the only stockholders.

From the fall of 1948 until late in 1952 a polyvinyl
butyral silicate polarizer was produced by Marks or
Polalite Corporation [**11] at the premises in
Whitestone. The defendant here claims that these past
activities of Marks or of some company completely
dominated and controlled by him and his brother
constituted infringements of claims 1, 2, 3, 4, 5, 6, 17, 18,
19, 20, 22, and 24 of Patent No. 2,328,219 (hereinafter
referred to as '219) and claims 11, 17, and 18 of Patent
No. 2,454,515 (hereinafter referred to as '515). As no
evidence was introduced to show that either Marks or
Depix is at the present time manufacturing polarizers of
this type, any such infringement as is alleged to exist in
this part of the defendant's counterclaim must be treated
as consummated in the period 1948 to 1952.

Approximately two years ago a great impact was
made upon the movie-going public with the showing of
the first feature length 3-D movie, 1 'Bwana Devil'.

As a result, a very large demand was created within
the motion picture industry for 3-D viewers, and the
business of supplying them to the theatres became big
business. The Polaroid Corporation had been making
3-D viewers for as far back as 1939 when it supplied four
and a half million to the World's Fairs at New York and
San Francisco, and for other projects in and around
[**12] New York City at science museums, but when the
3-D pictures caught on with the public a great pressure
was put upon Polaroid by various of the Hollywood
fraternity to secure exclusive or other rights for
distribution. [*249] Polaroid had already licensed
Natural Vision Corporation as its exclusive distributor for
a set period and refused all other overtures.

Depix Corporation, one of the plaintiffs here, was
incorporated in February, 1953 by Marks, his brother,
and their mother, and licensed to produce polarizers
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under the Marks patents. It appears that within a few
months after the institution of this action, Marks resigned
as president of Depix and the stock in that company,
which the Marks family owned indirectly through
ownership of the stock of another corporation, was sold
out. In the meantime Marks and his family have
organized another corporation known as Marks Polarized
Corporation. At the present time Depix retains its
corporate existence but it has discontinued manufacturing
polarizing materials under license from Marks.

Findings of Fact

Marks patent 2,104,949 -- granted January 11, 1938,
on an application filed March 22, 1933, relates to
crystalline formations [**13] formed on supporting
mediums and to the process for producing the same.

The process disclosed consists essentially in
depositing from solution on the surface of a transparent
support a thin film of a crystalline material contained in
the solution. The apparatus referred to as suitable for
carrying out the process includes a tank and several
supporting mediums which are mounted in the tank and
arranged parallel with a uniform distance between them.
The tank is filled with a solution of iodoquinine sulphate
(for example) to a depth greatly in excess of the vertical
dimensions of the deposit to be obtained on the supports.
The supports are lowered into the solution perpendicular
to the liquid level in the tank and then the liquid level of
the solution is slowly moved with respect to the surfaces
of the glass plates in such a way that it lowers with
respect to the plates. In the example used by the patentee
to illustrate his invention, the evaporation which naturally
occurs in the system produces a satisfactory lowering of
the liquid level, although under certain other conditions
of operation other means for producing such a movement
between the two mediums are claimed by the patentee.

[**14] As the liquid level lowers, the crystalline
layer is deposited out of solution onto the surface of the
glass plates. This takes place at the meniscus or point of
contact between the plate and the solution where the
solution is drawn upwards to a considerable extent due to
the surface tension between the glass and the crystalline
layer. The liquid in the meniscus is under tension in a
vertical direction which acts to align the solution
molecules in such a way that the iodoquinine sulfate
molecules, in crystallizing out of the solution, are
definitely oriented so as to form effectively or actually a
single crystal in contradistinction to a number of

haphazard crystals. Working at atmosphere pressure and
with a temperature between 18 degrees C and 27 degrees
C, a lowering of 69 millimeters is produced in forty-five
days.

The following seven factors are listed by the patentee
as important in obtaining desirable results:

(1) The surface tension between the solution, the
atmosphere above the solution and the supporting
medium.

(2) The size, geometry, groups and immobility of the
solvent molecule.

(3) The solubility of the crystalline substance
dissolved in the solvent.

(4) The vapor [**15] pressure of the solvent and the
partial vapor pressure of the solvent above the solution.

(5) The temperature of the system.

(6) The ratio of the evaporating surface area to the
area of diffusion at the place where the liquid surface is
bent upwardly.

(7) The rate of diffusion of the crystalline substance
from the liquid surface downwardly into the less
concentrated body of the liquid.

The patent mentions other crystalline material
suitable in the process and describes in some detail the
effect upon the process of modifications in the
concentrations [*250] of solutions, in solvents, in
temperatures, in withdrawal rates of supports, and in
atmospheric conditions.

The resulting product is described as a unitary
crystalline structure or layer deposited on the surface of
the glass plates which in effect comprises a single crystal.
The crystal is firmly attached to or mechanically
interlocked with the glass surface without the use of any
intermediate binding medium. The article is further
described as a transparent isotropic plate, coated with a
layer of substance capable of plane polarizing light in the
same direction over the entire plate. The size of the
crystalline coated [**16] surface is claimed in the
specification to depend only on the size of the supporting
surface, which within reasonable limits may be of any
size.
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Of the prior art references cited against this patent by
the defendant, reliance is placed mainly upon a Belgian
patent to Zimmern granted in 1924, an Austrain patent to
Zimmern granted in 1928, two articles by Zimmern in
Comptes Rendus, May 8, 1926 and May 17, 1926, and
the alleged prior public use or prior invention in this
country by Professor Mason and Dr. McClellan at
Cornell University and their associates, Robert A. Smith
and Louis W. Chubb, Jr., at Mahwak, New Jersey. None
of these references were considered by the Patent Office.

The Zimmern patents, which are substantially
identical, claim a process for the production of a
polarizing surface which is simultaneously transparent, of
large extent, and with elements which are all oriented
essentially the same way.

In accordance with the process as specified, a
concentrated solution of quinine bisulfate is first prepared
and poured into a vat. A vessel containing five grams of
metallic iodine is placed near the vat with a heating
device added in order to accelerate the evaporation
[**17] of the iodine. The entire arrangement is then
covered by means of a bell jar. The iodine vapors escape
from the vessel and react with the solution, giving rise to
the formation at the surface of the solution, of a film of
herapathite of greater or lesser extension or of several
films being more or less adjacent to each other. The
films are then removed from the vat by raising upward a
sheet of glass which has previously been placed in the
bottom of the vat and to which the film then adheres.
However, the films thus obtained are not very highly
developed and in order to obtain better results, the patent
teaches the adoption of several alternate arrangements in
addition. Included among these is the use of a very deep
and very narrow vat provided with an orifice in its bottom
so that the solution will flow very slowly (in at least
several hours) through it in such a manner that, under the
action of the capillary forces to which the herapathite
film is being subjected it will come to adhere either to the
walls of the vat or preferably to glass plates placed
against the walls which can be removed easily. The
patent also discloses use of an entire series of removable
glass plates spaced [**18] so as to form a series of very
narrow vertical spaces like in an electric storage battery.

In the May 17 Comptes Rendus article, Zimmern
teaches that the crystallization takes place in the concave
meniscus which wets the glass. He also discloses there
that a temperature of almost 30 degrees C is employed.

The two patents specify that iodine in the form of a
solution in alcohol or ether may be substituted for
metallic iodine.

The nature of the product obtained is gleaned from
these descriptions in the Zimmern references:

'* * * Plates * * * covered with well aligned
herapathite extending over the major portion of their
surfaces * * *.' '* * * A thin layer consisting of
herapathite crystals, the orientation of which is the same
throughout or at least shows no noticeable deviation.'

'Regular strands of herapathite, transparent and of
uniform orientation, which reach a size of about five
millimeters on a side.'

[*251] In the above references it is seen that
Zimmern employs a vertical support or supports
positioned in a deep tank; that he depends upon the
principles of surface tension and relative motion between
support and liquid level; that he precipitates crystalline
growth [**19] at the meniscus formed between the
surface of the liquid and the supports. Consequently
none of these things are original with Marks. Further,
Zimmern employs the same basic chemicals as Marks in
the same manner with the exception that Marks uses
concentrated solution of iodoquinine sulfate throughout
whereas Zimmern starts with a concentrated solution of
quinine sulfate which is reacted with iodine vapor to form
a solution of iodoquinine sulfate. Both Zimmern and
Marks operate at substantially the same temperatures.

The means disclosed by Marks to produce the
relative motion between the supports and the liquid is
evaporation. Zimmern produces this effect by running
the solution off slowly through an orifice in the bottom of
the tank. However, Marks distinctly recites in the patent
that he is not limited to evaporation to bring about the
desired relative motion but other means may also be used.

The '949 patent discloses that by using evaporation
to lower the liquid level, a lowering of sixty-nine
millimeters was produced in forty-five days. However, it
is specified that this time element is by way of example
and is not intended as a limitation.

The fact that Zimmern employs [**20] iodine in the
vapor phase to react with the quinine bisulfate in solution
rather than introducing liquid iodine into the solution at
the start does not constitute an essential difference,
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especially when it is remembered that Zimmern discloses
the substitution of one for the other in his two patents.

A comparison of the processes disclosed in the
Zimmern references and this Marks' patent convinces me
that the latter discloses no important step which is not
also contained in the former and that as a result the two
are substantially the same. For the above reasons I find
and rule that the process disclosed in the Zimmern
references constitutes a complete anticipation of the
process claims in the '949 patent, and that the latter are
invalid for want of novelty.

It is my opinion that the product claims of '949 are
also invalid over the product described in the same
Zimmern references. Marks describes his product as a
unitary crystalline structure which in effect comprises a
single crystal. Zimmern on the other hand describes his
product as a thin layer of herapathite crystals extending
over the major portion of the surface of the support in
which the orientation is the same throughout [**21] or at
least shows no noticeable deviation. From these
descriptions it would appear that Marks' polarizing
surface is made up of a single unitary crystal whereas
Zimmern's layer is composed of a plurality of single
unitary crystals of the magnitude of five millimeters on a
side which are oriented to substantial parallelism. On
examination of early Marks' polarizers introduced in
evidence (as Defendant's exhibit C 15 and Plaintiff's
exhibit 57) we discover what Marks' concept of single
crystallinity is as applied to his product. It appears to
mean substantially uniform orientation of crystalline
growth as distinguished from a structure made up of
crystalline deposits in which the individual elements are
arranged in a haphazard fashion. The exhibits introduced
show that Marks did not achieve perfect orientation, but a
product in which certain vertical areas or strips were
slightly out of alignment with the crystalline mass, or in
other words, a product in which the orientation axis
shifted very slightly from area to area.

Zimmern's product is composed of a system of small
crystalline patches or skins covering the entire plate and
arranged substantially parallel with such deviation [**22]
as exists not being pronounced. While I am of the
opinion that the two products disclosed are not identical,
still I think that whatever difference exists is a difference
of degree and not of kind [*252] and that although
Marks' product may be conceded to be a better polarizer
than Zimmern's, it does not amount to invention over the

latter reference. Consequently I find that the product
claims of Patent No. 2,104,949 as well as the process
claims of that patent are invalid.

The alleged prior public use of Mason, McClellan,
Smith and Chubb, cited by the defendant as invalidating
the Marks' '949 patent, commenced in the early part of
1930 after Professor Mason and his young assistant,
McClellan, has been hired by Smith to attempt to
duplicate and improve Zimmern's work.

This development work, together with the processes
employed, the materials used, and the results obtained at
the various stages of progress of the work, are all set out
in depositions of Mason and McClellan and in
correspondence between Mason and Smith submitted by
the defendants as exhibits in connection with the
depositions.

It appears that Smith's purpose in retaining the
scientists at Cornell University [**23] was the ultimate
utilization by him and his associates of any process
developed there by Mason and McClellan in the
commercial production of large area polarizers adopted to
eliminate glare from automobile headlights.

The work of Mason and McClellan in the laboratory
at Ithaca continued for approximately two years and after
they had produced films of a character claimed by Mason
to be usable for microscopic work, for headlight work
and presumably for other things, it was eventually
transferred to Mr. Smith's home at Mahwak, New Jersey,
where Mr. Smith and Mr. Chubb carried on without the
further assistance of Mason and McClellan.

Without going into detail as to the day to day
experiments and developments of Professor Mason and
his assistant, I am convinced from a careful scrutiny of
the evidence on this phase of the case, that at least as
early as January, 1931, (which is more than two years
before the Marks' application was filed) the process
employed by Mason and McClellan and the product
resulting therefrom are sufficiently similar to the Marks'
process and product of patent '949 as to constitute
anticipations of the latter.

In reaching this conclusion, I am also mindful of
certain [**24] differences which exist, i.e. in the process
as practiced by Mason and McClellan greater withdrawal
speeds were used; additional mechanical means for
orienting the crystals were employed in the form of
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scratches and gaps provided on the glass plates; alcohol
was often eliminated from the solution and acetic acid
and water used alone as solvents; iodine was used in the
vapor phase as in Zimmern rather than being added to the
original solution in its liquid form.

In regard to the speed of withdrawal, Mason testified
in his deposition that a wide range of speeds was tried but
that he and McClellan were always striving for greater
speed without sacrifice of quality (because) 'we had in
mind always that this must always be commercial and
that a very slow method of growth, although ideal from
the crystallographic theory, would not be economic if we
could not turn out quantities of film in a commercially
feasible time * * *.'

[HN1] It is my opinion that what is claimed by
Marks in his patent is certainly implicit in this earlier
process which included these additional or diverse steps
and when considered from this point of view, the
enumerated differences do not destroy the effect of the
prior [**25] public use as anticipation. Nor does the fact
that a product made in accordance with this earlier
process was never sold or commercially successful
change this result. Smith v. Hall, 301 U.S. 216, 233, 57
S.Ct. 711, 81 L.Ed. 1049.

The plaintiffs further seek to avoid the effect of the
prior use by asserting that the process as practiced by
Mason and McClellan at Ithaca, and subsequently by
Smith and Chubb, Jr., at Mahwak, was a secret process
and hence does not constitute a 'public use'.

[*253] However, the plaintiffs offered no
affirmative evidence in support of this contention to show
that positive measures to assure secrecy were taken by
the interested parties such as forbidding strangers or
outsiders access to the premises where the process was
practiced, enjoining one another, co-workers or
subordinates to secrecy, keeping important equipment,
data and working premises under lock, etc.

On the other hand, I find from the evidence that there
was a constant going back and forth of the other men in
the Microscopy Department, in and out of the laboratory
at Cornell, during which many discussions were carried
on about the problems involved.

[HN2] One who alleges a secret use [**26] should
offer evidence to sustain it. E.W. Bliss Co. v. Southern
Can Co., D.C., 251 F. 903. The plaintiffs have failed to

do this in the face of testimony which seems adequate in
my eyes to show a prior public use of the process under
consideration.

For the above reasons I find that Marks' Patent No.
2,104,949 is invalid on the additional ground of prior
public use of the patent more than two years before the
application for 2,104,949 was filed.

Marks patent 2,199,227 -- granted April 30, 1940,
on an application filed June 11, 1937, relates to a method
for coating a supporting structure with a crystalline
substance and may be considered as an improvement on
Marks' earlier patent. It involves two steps. The first step
relates to the depositing of an initial crystalline coating
on the support at speeds greatly exceeding those
employed in the first patent. This initial layer or
crystalline field, as it is described, is incomplete or
imperfect in the sense that it is punctuated with voids or
little holes in which the crystalline material is absent. It
may appear in three different forms, i.e. as an 'island
structure' in which open areas for the most part join each
other; or as [**27] a 'semi-meshed structure' where
joined open areas and joined crystal areas exists; or as an
'open-meshed structure' where the crystalline structure
forms a lattice in which the open areas for the most part
do not join.

The apparatus described as suitable for depositing
the initial layer is much more detailed than that outlined
in the earlier Marks patent. It provides for a small tank
which contains the crystalline solution suspended by a
pontoon device on top of liquid within a larger tank. A
rack of glass plates is suspended within the solution as
before, but in the present patent the relative movement
between the supports and the liquid surface is
accomplished both by evaporation and by running out the
liquid in the larger tank through a valve in its bottom.
The specification explains how, by varying certain
contributing factors, any one of the three types of crystal
fields may be obtained. Further, it shows how, by
relating certain factors, polarizers may be produced with
their polarizing axes at different angles with respect to
the plane of the solution surface. To obtain a crystalline
coating of substantially uniform optical orientation, the
process is so controlled and the [**28] constituents used
are so selected as to cause one particular alignment with
respect to the solution surface to dominate over all
recessive alignments. As an aid to this result, a vibrator
is provided in the apparatus which produces a vibratory
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motion between the solution surface and the plates. Once
the desired crystal field has been deposited, then the
second step of the process, called intensification, is
employed.

This consists in flowing over the crystal field a
supersaturated solution of the same crystalline substance
which is allowed to remain on the plate for a short time
and then is run off. By this treatment new crystalline
material is thrown out of solution which fills in the open
areas or voids of the pre-existing crystal field and causes
it to grow. Inasmuch as the optical orientation of the
crystal field is substantially uniform throughout, the
crystalline structure grown from the intensification step is
also substantially optically uniform. The intensification
[*254] procedure may be repeated two or three times in
order to thicken the costing.

Claim 9 of patent 2,199,227, alleged to be infringed
by the defendant, reads:

'9. The method of completing a crystalline [**29]
coating in the form of interlocking crystal areas and open
areas, the crystals of which have substantially uniform
optical orientation, comprising applying to the coating a
supersaturated solution of the crystalline substance to
cause the crystals to grow from the solute of the solution
to complete the crystalline coating and form a
substantially unitary crystalline structure of the same
orientation as said original coating'.

It is to be noted that what is claimed here is only the
method of intensification.

The first reference cited by the defendant as
anticipating claim 9 is an article written by Dr. Herapath
in 1883 in Philosophical Magazine, Volume 6, 4th Series,
pages 346-381. After describing his process for isolating
and mounting crystals of herapathite upon a glass
support, Herapath discloses the use of additional
quantities of iodine in three different connections. In the
first disclosure he employs it added to a little cold
distilled water to wash off any excess mother liquid and
to prevent the crystals of herapathite from redissolving.
In the second instance he teaches placing the dried
crystals under a cupping glass, having a watch-glass with
a few drops of tincture [**30] of iodine in it. 'This', he
says, 'gives a decidedly black tone to the field; and if the
crystals were before too thin to obstruct all the light, and
thus give a red or purplish violet tint, it power of
polarization will be very materially improved by

following the above simple directions.'

In the final instance Herapath provides for saturating
with iodine the cement, i.e. Canada balsam, used to
secure a covering plate to the mount. The iodine is used
here in order to prevent the Canada balsam from
attacking the crystals and dissolving out the iodine.

I find that this Herapath reference does not anticipate
the intensification process as described in the Marks
patent.

Herapath's additional applications of iodine are in the
vapor or liquid phase uncombined with the ingredients of
the previously deposited crystal as in the Marks
disclosure. Also the former uses subsequent iodine
treatments either to protect and preserve the crystal or to
increase its polarizing properties. Marks, on the other
hand, employs his intensification process for additional
purposes, among which are to speed up the output of his
product and to fatten up or increase the thickness and
continuity of the pre-existing [**31] crystalline structure.

The prior public use or prior invention of Mason,
McClellan, Smith and Chubb cited earlier against the first
Marks patent, is also relied upon by the defendant as
anticipating the '227 patent.

From a consideration of the evidence introduced to
support this reference, it is evident that a process referred
to as 'intensification' by these scientists was employed by
them commencing early in their work and continuing
throughout the course of its development. Numerous
references to an intensification step are contained in the
correspondence between Mason and Smith. Physical
exhibits of intensified deposits of crystals made by
Mason and McClellan in 1931 and 1932 were introduced
in evidence as defendant's Exhibits D 30, D 37, D 38 and
D 39.

Mason employed the procedure of building up the
thickness of the layer of crystal by depositing additional
crystalline material on it from solution which then
increased the thickness of the portions that were too thin
and gave them, as well as the originally thick portions, an
adequate polarizing effect and adequate cut-off. This
process of rendering the film more uniform in thickness
depended on having crystalline material [**32]
substantially covering the glass plate on all portions.

Chubb used the intensification process in the summer
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of 1932 when he came to [*255] work for Smith at
Mahwak, New Jersey. According to him there were a
number of ways in which the intensification was
performed including dissolving herapathite compound
itself in warm alcohol, so that the solution was
supersaturated, and then coating the first layer either by
spraying or flowing on the additional crystalline material.

A consideration of this evidence convinces me that
the intensification process, as claimed by Marks in Patent
No. 2,199,227, was not new with Marks and that as a
result claim 9 of the patent is invalid for want of novelty.

Claim 11, also alleged to be infringed by the
defendant, reads as follows:

'11. The method of coating a supporting surface with
an optically continuous crystalline coating of a
substantially uniform optical orientation, comprising first
crystallizing on the supporting surface a crystal field of
an island, semi-mesh or open-mesh structure in which the
crystalline structure is of substantially uniform optical
orientation, and applying to the supporting surface thus
coated a super-saturated [**33] solution of the
crystalline substance to cause the crystal field to grow
from the solute of the solution to complete the coating to
form a substantially unitary crystalline structure having
the same optical orientation as said original coating.'

This claim involves two steps; a first step in which a
basic crystal field of one of the types specified is
deposited; and a second step in which the crystalline
structure is completed by intensification. Granted that
there is nothing new in the intensification process
considered by itself, still this step in combination with a
new or different preliminary step may amount to
invention. I do not read the '227 patent as urged by the
defendant, that the only invention possibly contained
therein relates to the intensification process. A simple
reading of the twenty claims shows that Marks claims as
invention additional features either in combination with
or apart from intensification.

Considering the invention disclosed in this patent in
its broadest aspect, it appears to contain several novel
features. For instance, means are disclosed for producing
a crystalline field undercoating of the several different
types enumerated which is of a [**34] substantially
uniform optical orientation. Further the disclosures show
how to control the alignment of this coating so that it may
assume various angles with respect to the solution surface

and block out any recessive alignments tending to form.

The advantages of first depositing one layer of the
types specified and then superimposing another layer on
top of it are: such plates can be produced more rapidly;
the alignment of the desired crystalline structure is easier
to control; and desired uniformity is more easily obtained
since factors tending to cause misalignment are rendered
less effective.

In addition to the above new disclosures in the
patent, other improvements in the earlier Marks process
include the provision of additional means for lowering
the liquid level in the solution tank intended to act
simultaneously with the lowering caused by evaporation,
greatly accelerated withdrawal times, and the provision of
a vibrating motion between the solution surface and
plates which aids in obtaining the desired uniform
alignment.

These several innovations employed in the first
phase of the improved Marks process when combined
with the second phase or intensification step amount
[**35] to invention. Claim 11 of the patent is directed to
this combination of two steps, one new and the other old.
Its wording is not a comprehensive statement of the entire
process involved in the first step, however it does
particularize in describing it to the extent that it requires
the first deposit to be 'a crystal field of an island,
semi-mesh or open-mesh structure'. This is sufficient to
remove claim 11 from the work done by Mason,
McClellan, Smith and Chubb. None of the other cited
references anticipate this claim. [*256] For the above
reasons I find that claim 11 of patent 2,199,227 is valid.

Even though we were to find all the Marks patent
claims valid, the complaint must nevertheless be
dismissed on the ground that the defendant has not
infringed the plaintiffs' patents. The defendant
manufactures its H sheet, the alleged infringing device,
by heating a sheet of polyvinyl alcohol which it
purchases in rolls; stretching the heated sheet to orient its
molecules; backing the stretched sheet to a sheet of
cellulose acetate which acts as a support for the polyvinyl
alcohol sheet; floating the backed sheet upon a solution
of iodine with the stretched polyvinyl alcohol [**36] in
contact with the solution so as to stain the polyvinyl
alcohol with iodine; and finally running the stained sheet
through a boric acid bath to stabilize it.

The two claims of patent '949 alleged to be infringed
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by H sheet, claims 5 and 16, are method and product
claims respectively. Claim 5 is directed to 'the method of
depositing a crystalline structure on a supporting surface
which comprises dissolving the crystalline substance in a
liquid medium, at least partially immersing said
supporting surface in said liquid medium, causing said
substance to be crystallized from said medium and to be
deposited on said surface with a regulated orientation,
and simultaneously relatively so moving said liquid
medium and supporting surface in such manner as not to
break the character of the crystalline structure deposited'.

Claim 16 calls for 'a light polarizing device
comprising a transparent supporting medium having a
surface coated with a crystalline substance having the
inherent characteristic of polarizing ordinary incident
light, said coating comprising a substantially continuous
crystalline layer directly crystallized on the surface from
solution and forming effectively a single crystal [**37]
of substantially uniform optical orientation'.

Marks claims that the defendant's process and
product read directly on these claims in these respects:
the support is the cellulose acetate backing; the
immersing of the support takes place when the sheet is
run over the iodine bath at which time the crystalline
substance, i.e. iodine, is crystallized from the liquid
medium and deposited on the cellulose acetate with a
regulated orientation, and the relative motion between
support and solution takes place, with the result that a
crystalline coating of the kind described by Marks is
found in the defendant's H sheet deposited on the type of
support claimed by Marks.

The plaintiffs seek to read claims 9 and 11 of the
second patent (set forth above) on the defendant's process
by the following reasoning: when the backed film of
polyvinyl alcohol is floated over the solution of iodine,
the iodine penetrates the pores of the polyvinyl alcohol,
and reaches to the surface of the cellulose acetate layer
where some of it crystallizes out in the form of an island
structure, the remainder of the iodine being present in the
interstices surrounding the islands in the form of
dissolved unoriented iodine, [**38] at this stage the first
step of the process has been completed: in the
intensification step which follows the iodine not yet
crystallized is driven in and completes the crystalline
coating. This takes place in the boric acid bath where as
the boric acid enters the structure, it causes the solution
of iodine present in the interstices to become

supersaturated with respect to the island structure which
results in additional crystals being deposited to fill the
voids and complete the crystalline coating.

The testimony and evidence offered to refute the
charge of infringement points out several critical
differences between the products and processes of the
parties and in many important respects contradicts the
testimony of Mr. Marks, the principal witness offered by
the plaintiff to establish the charge of infringement.

From a consideration of all the evidence on the
question of infringement, I make the following findings:

1. The iodine in H sheet is present in a
non-crystalline form, being an absorption [*257]
complex in which molecular oriented polyvinyl alcohol is
complexed with iodine. This finding is supported by
X-ray diffraction patterns of defendant's product, which
[**39] the defendant's expert, Dr. Mark, testified failed
to show the type of X-ray finding typical of crystalline
iodine.

2. Nothing is deposited from solution on to the
cellulose acetate support at any stage of the H Sheet
process, as no iodine ever penetrates to the cellulose
acetate backing. The iodine is absorbed by the outer
layer of polyvinyl alcohol which it penetrates to about
25% to 30%, leaving the remaining portion of the
polyvinyl alcohol free from any iodine.

3. The iodine employed in the process of H sheet is
a dilute solution, not a concentrated or supersaturated
solution.

4. The defendant's process does not produce at any
stage of the manufacture of H sheet a crystal field of any
of the types specified in claims 9 and 11 of '227, but to
the contrary 'H Sheet' appears as a homogenous mass
under a microscope which does not resemble any of the
microphotographs appearing in the second Marks patent.

These several ways in which the process and product
of defendant fail to read upon the claims in litigation are
crucial and form a sufficient basis for a holding of
non-infringement.

However, in the view I take of the processes and
products of the litigants, these distinguishing [**40]
characteristics are not the sole basis for my finding of
non-infringement, since I am convinced that in a larger
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sense a reading of the claims of plaintiffs' patents to
cover H Sheet and the process for its manufacture is
unrealistic. In order for the plaintiffs to assert
infringement here they are practically forced to take
inconsistent positions in that they must alternately urge a
narrow construction of the claims sued upon in order to
avoid anticipation by such similar devices and methods as
Zimmern and Mason and McClellan, and a broad
construction in order to claim infringement by such
diverse products and processes as those of the defendant.
The fact that the claims of the Marks patents might be
phrased in terms broad enough to cover many features of
defendant's process and product does not in itself
establish infringement. [HN3] The claims are to be read
in connection with the specifications, and a patentee's
broadest claim can be no broader than his actual
invention, Kemart Corp. v. Printing Arts Research
Laboratories, 9 Cir., 201 F.2d 624, 629.

Viewed in this light the plaintiffs and the defendant
reach different results by quite different means. This is
seen, for instance, [**41] from the fact that the
defendant produces its polarizers in sheets one thousand
feet long and three feet wide at the rate of twenty feet per
minute, whereas following the first Marks patent
polarizing areas just a fraction of this size are produced
only with the lapse of a considerable time. Further, the
continuous commercial process of the defendant in which
large rolls of the polarizing sheet are run first through a
hot oven, then stretched, bonded to a backing sheet, and
floating on an iodine bath and finally stabilized in a boric
acid bath, is broadly divergent from a process in which
crystals are carefully grown on a dipped support or
supports through the use of natural crystallographic
forces and then, as in the case of the second patent, are
intensified by a subsequent pouring on of the same
material in supersaturated form.

Similarities do exist, though due in large part to the
broad wording of the claims of the patents. In any case,
the differences are more considerable than the
similarities. Consequently I hold that patents '949 and
'227 are not infringed by the accused process and product
of the defendant.

Conclusions of Law

I conclude and rule that claims 5 and 16 [**42] of
Patent No. 2,104,949 and claim 9 of Patent No.
2,199,227 are invalid for anticipation or lack of
invention; that claim 11 of Patent No. 2,199,227 is valid;

that if claims 5 and 16 of [*258] the first patent and
claim 9 of the second patent are held to be valid, still the
complaint must be dismissed on the ground that none of
the claims of the plaintiffs' patents have been infringed by
the defendant.

Validity of the Defendant's Patents

In its counterclaim the defendant charges plaintiffs
with infringement of three patents to Dr. Land, No.
2,454,515 (hereinafter referred to as '515), issued
November 23, 1948, on an application filed October 29,
1938; No 2,328,219 (hereinafter referred to as '219),
issued August 31, 1943, on an application divided from
the application filed October 29, 1938 during the
pendency of an interference in which the original
application was involved; and No. 2,237,567 (hereinafter
referred to as '567), issued April 8, 1941, on an
application filed May 4, 1939.

The specifications of patents '515 and '219 are
substantially identical, the difference being that the
parent, i.e. '515, is generic, claiming as the material to be
used transparent, linear, [**43] high polymers such as a
cellulose compound, as for instance cellulose acetate or
ethyl cellulose, or regenerated cellulose or a vinyl
compound, such as a plasticized vinyl acetal resin,
whereas the material claimed in '219 is more specific,
being limited to the transparent vinyl compounds, with
some claims further limited to a vinyl acetal resin or to
polyvinyl butyral.

Both patents are directed to a product which is a new
and improved light-polarizer, and to the process of
manufacturing the same which comprises rendering the
plastic rubber-elastic, stretching it while in that state
substantially to the limit of extension of its rubber-elastic
state, then holding it in the stretched, extended position or
setting it so that the deformation set up in the sheet is
retained. At some stage of the process, either before or
after it has been stretched, the plastic sheet is dyed, either
by a direct cotton dye or a suitable mordant dye, or by
iodine or bomine or a metal, such as mercury, silver,
gold, copper, etc.

The specifications recite certain tests for determining
whether products fall within the scope of the invention,
such as degree of tensile strength, directions of
monochroism within [**44] the sheet, presence or lack
of polarized light interference and transmission
percentages of the sheet for both components of an
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incident beam of light. The specifications teach that in
every case the plastic should be rendered rubber-elastic.
This last term is defined as an elastic condition closely
similar to the elasticity possessed by vulcanized rubber,
in which state the plastic may be stretched or extended an
appreciable amount without permanent distortion or
alteration in the structure of the sheet so that when the
stress or strain is relieved, the sheet tends to return to its
original form and shape. The plastic may already be in
the rubber-elastic state when purchased (as in the case of
Vinal which contains a plasticizer) or may be rendered
rubber-elastic either by heating or by adding a swelling
agent, such as sodium hydroxide.

It is further specified that the extension of the treated
sheet should be substantially to the limit of its
rubber-elastic stretch. 'Generally speaking this means that
the sheet should be extended substantially to, but just
below, the point where it ruptures.' 'However,' the
specifications add, 'this is not a completely satisfactory
test, for in [**45] many cases the plastic sheet will not
rupture even if extended beyond the limit of its
rubber-elastic state.'

Three product claims and one process claim of the
'515 patent are alleged to be infringed by the plaintiffs.
These four claims define the material to be used as a
transparent, linear, high molecular weight organic plastic
or as a light-transmitting high molecular weight synthetic
linear polymer.

Claim 11 calls for forming a uniform thin layer of
the plastic, applying a force to it while heated in such
direction as to align the molecules of the plastic in
parallelism and at some stage of the process incorporating
a dichroic dye within the layer.

[*259] Claim 12 calls for a plane polarizing film
which has been extended under stress in the solid
unoriented state with the polarizing substance contained
in the solid polymer, to a state of permanent high linear
extension and molecular orientation of the polymer and
of the polarizing substance in the direction of the stress.

Claim 17 calls for a product in which the molecules
of the plastic and the dye are oriented to substantial
parallelism and in which the polarizing sheet has been so
highly extended in the rubber-elastic [**46] state that the
directions of monochroism within the sheet make with
each other an angle greater than 160 degrees.

Claim 18 calls for the product of claim 17 in which
the dichroic dye comprises iodine.

The defendant charges the plaintiffs with
infringement of claims 1 to 6, 17, 18, 19, 20, 22 and 24 of
patent '219.

Claims 1 through 6 call for a light polarizer
comprising a sheet of a transparent vinyl compound
which has its molecules substantially oriented and a
dichroic substance incorporated therewith. These claims
further distinguish from one another in calling for an
angle of monochroism within the sheet greater than 165
degrees; a dichroic ratio in excess of 9; an absorption
percentage of 98 of one component of incident light; a
dichroic substance comprising an element; and a dichroic
substance comprising iodine.

Claims 17, 18 and 19 are directed specifically to
polyvinyl butyral with further specification in relation to
the dichroic substance used and the angle of
monochroism.

Claims 20, 22 and 24 call either for the process of
making a light polarizer by extending a rubbery-elastic
sheet of the plastic until the molecules are substantially
oriented or for a product in which [**47] the plastic is
under internal linear strain so that it will contract parallel
to a predetermined direction if the strain is released or for
such a product in which the dichroic substance is iodine.

Patent No. 2,737,567 which is a continuation in part
of the '515 patent, is directed specifically to polyvinyl
alcohol as the plastic material to be used in the
production of polarizers. According to the process
disclosed, a cast sheet of polyvinyl alcohol is heated to a
temperature at which it can be extended by stretching, but
without flowing. A suitable temperature is one in the
neighborhood of 130 degrees C. The sheet is then
stretched until its molecules are in substantially oriented
alignment. The degree of stretch may be varied widely,
i.e. from two and one-half to eight times the length of the
sheet, with the understanding that in general the greater
the stretch, the more efficient the polarizer produced by
following the invention. There is nowhere in this patent
the limitation that the sheet be stretched in the
rubber-elastic state or that the stretch be to the limit of
extension of that state. The stretched sheet is then stained
with a solution of a polarizing polyiodide, [**48] the
stain preferably being applied in the form of a water
solution.
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The dye may be applied to the sheet in any of a
number of ways. It may be sprayed on the sheet, or the
sheet may be passed through the solution, or it may be
incorporated with the solution of polyvinyl alcohol prior
to the casting of the film. Suitable plasticizers, such as
glycerine may be employed with the polyvinyl alcohol in
forming the sheet. The specifications point out that ten
per cent by weight of such plasticizers has not proved
excessive.

The product produced by the invention is described
as a substantially uniaxial polarizer, consisting of a
sorption complex of iodine on solid polyvinyl alcohol
which shows a transmission of ordinary light exceeding
40% and a percentage polarization of 99.98%.

Of the several claims of this patent sued upon by the
defendant, the broadest seems to be claim 1 which calls
for 'a light polarizer consisting of a sorption complex of a
dichroic stain on molecularly oriented solid polyvinyl
alcohol.'

[*260] Claim 2 adds the features that the polarizer
be a uniaxial sheet and that the dichroic sorption complex
be a substantial absorber for light vibrating parallel to its
[**49] axis and a non-absorber for light vibrating
perpendicularly to its axis.

Claim 5 differs only slightly from claim 1.

Claims 7 and 8 are specific in calling for a dichroic
stain comprising iodine and a water soluble dichroic stain
respectively.

Claim 9 calls for lamination to a transparent

Claim 9 calls for lamination to a transparent
supporting sheet.

Claim 18 is a process claim calling for essentially the
same steps outlined in the description of the invention
above.

Reissue Patent No. 23,297, which is before us only
on the question of validity, is directed to a new and
improved light-polarizing material. In essence it teaches
subjecting the product of patent 2,737,567 to a further
step in order to improve its stability against heat and
moisture. This is done by treating the molecularly
oriented, iodine-stained sheet of polyvinyl alcohol with a
boron compound, preferably a concentrated solution of
boric acid. The result of this process is to convert a

minute layer adjacent to the surface of the sheet into the
reaction product of polyvinyl alcohol and the reagent
used in the solution, i.e. the boric compound. The
properties of the product indicate that it is a cross-linked
[**50] ester of polyvinyl alcohol, more specifically
designated as polyvinyl orthoborate. This layer is highly
unreactive to heat and other forces affecting the stability
of the iodine stain within the sheet. It is resistant to water
and water vapor and also appears to seal the iodine in the
body of the sheet in the same way that it seals out
moisture.

In the earlier part of this opinion, two different types
of polarizers were discussed: the suspension type and the
Marks crystalline deposit type. The polarizers of the
three Land patents in issue constitute yet a different type
of polarizer: one in which various plastics are dyed or
stained to form a complex which acts as an efficient light
polarizer. However, Land was not the first broadly to
teach the art the manufacture of this kind of polarizer.
The prior art references cited by plaintiffs show that
Ambronn and Fry, Preston, and Kasemann had taught
staining or dying plastics to make polarizers prior to the
date of Land's applications. Further, many of the same
materials and dyes used by Land are employed in these
same references. For instance, both Preston and
Ambronn & Fry disclose the use of cellophane in their
articles. The [**51] Kasemann patent discloses in
addition to cellophane, cellulose esters and particularly
cellulose acetate. All these materials belong to the class
claimed in the first Land patent, i.e. the transparent linear
high polymers. The Ambronn & Fry reference teaches
dying with elements the same as in Land, including the
reduction of a salt of a metal to the metal itself, and
mentions all of the elements mentioned by Land as
suitable for use in producing dichroism. Staining with
direct cotton dyes and iodine is also suggested.

Land's predecessors in the field also disclosed
stretching or extending of the plastic material in order to
orient the molecules in substantial parallelism. It was
known and taught that the greater the extension of the
material, the greater would be the orientation of its
molecules, with the result that a more efficient polarizer
would be produced.

Ambronn and Fry in their article on the Polarization
Microscope in 1926 (Plaintiffs' exhibit 64, tab 18)
disclose an apparatus for the stretching of strips of gels in
order to orient their micelles. In this same article they
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teach that double refraction, which is a measure of the
degree of orientation, increases with [**52] elongation
and then flattens off as the molecules become essentially
parallel to one another.

Five years later Preston, in an article entitled 'The
Cellulose-Dyestuff Complex', concluded in the summary
that the dichroic constant (a measure of the efficiency of
a polarizer commonly recognized in the art) was a
function of the [*261] degree of orientation of the
cellulose structure and that this dichroic constant
increased appreciably in the case of only slightly oriented
structures with the application of tension along the axis of
the during dyeing and drying.

The teachings of these scientists appear to be
followed and practiced by Kasemann in U.S. Patent No.
2,236,972 where the patentee points out the desirability
of subjecting the films or sheet to an additional
mechanical stretch in a longitudinal direction during any
stage of the manufacturing or dyeing process in order to
orient the molecules. The accomplish this result,
Kasemann outlines an apparatus consisting of two rollers
with a stretching device. During all the various stages of
the process a continuous increase of the distance of the
two rollers is effected with a view to stretching the
endless film band as long [**53] as it is still wet and able
to be stretched.

Thus it is seen that the prior art suggested the
stretching of several of the same materials as described
by Land and the dyeing and staining of such materials
with iodine, metallic elements and direct cotton dyes to
make a polarizer.

If this much is old to the art, what then has been
Land's contribution in this field? In answer to this
question counsel for the defendant urge here, as they did
previously in prosecuting the patent applications before
the Patent Office, that at least in respect to the first
patent, the key to the invention resides in the disclosure
of placing the various plastics in the rubber-elastic state
and stretching them while in said state to the limit of
extension of their rubber-elastic state.

Thus the defendant treats as critical and the secret to
making better polarizers of this kind both a reduction of
the polymeric material to a particular state or condition of
physical behavior prior to stretch and a particular type of
stretch while in this state.

From a perusal of the prior art references cited by the
plaintiffs, there appears to be no mention of these
conditions as critical or productive of a more efficient
[**54] polarizer. The disclosure on page 2, column 2,
lines 37 to 43 of Land patent 2,011,553, claimed by
plaintiffs to touch on these points, does not appear to
teach the manufacture of any type of polarizer at all,
since it calls for elimination of the suspended asymmetric
polarizing particles necessary for the formation of the
kind of polarizer to which that patent is specifically
directed and fails to provide for the application of a dye
or stain to the oriented plastic as called for in Land's '515
patent. In any event, these lines from the '553 patent fail
to teach the necessity for rendering the plastic
rubber-elastic before it is stretched on the mechanical bed
provided for in that patent and do not set a limitation on
stretch to the limit of extension of the rubber-elastic state.

Land claims invention in his teachings in relation to
rubber-elastic state and stretch. The plaintiffs attack the
inventiveness of these disclosures. First, they argue that
for the defendant to claim one or both of these limitations
as the invention of the '515 patent would involve it in a
basic contradiction in that the defendant in attempting to
overcome during the trial a reference consisting of a
[**55] patent to Bailey and Brubaker, introduced in
evidence to show priority of conception a memorandum
which, in the words of the plaintiffs, 'does not disclose
rubber-elasticity, but on the contrary discloses the
desirability of a non-elastic stretch'.

This patent to Bailey and Brubaker was applied for
nearly one month prior to the filing date of the '515
application. It contains many similarities to the '515
patent, including the disclosure of the use of synthetic
linear polymers, which are dyed and extended under
stress in the solid unoriented state to form a polarizer.

Land had earlier been involved in an interference
proceeding with this patent and in accordance with patent
office procedure, he copied certain claims from it
including claim 12, which contains no express limitations
to rubber-elastic state and stretch, but only requires that
the [*262] polymer be extended in the solid unoriented
state. Land was eventually awarded the counts in
interference, after the other party had filed a disclaimer;
and the copied claims were allowed in the '515 patent.
One of these claims, i.e. claim 12, is sued upon by the
defendant in this case.

I find on the evidence and testimony submitted
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[**56] on the issue of priority between Land and Bailey
and Brubaker, that Land was the first to conceive the
subject matter contained in claim 12 of the '515 patent,
and that as a result, the Bailey and Brubaker patent does
not constitute a valid reference on the question of novelty
or for any other purpose. In accordance with this finding,
I have eliminated this reference from consideration in the
discussion of the prior art above.

From a close examination of plaintiffs' Exhibit 2 and
the testimony of its author Chubb, I am convinced that
the memorandum, while not expressly mentioning
rubber-elastic state as such, clearly calls for this condition
by implication since it shows that each one of the plastics
mentioned was treated prior to stretch in one or more of
the different ways enumerated in the Land patents for
rendering them rubber-elastic.

I am satisfied with Chubb's explanation of the
paragraph in the memorandum which the plaintiffs claim
negatives the concept of rubber-elasticity. As he said, it
is a matter of degree. 'Vinal is elastic without plasticizer
in it; it is unduly elastic with plasticizer'.

Consequently it is not inconsistent for the defendant
to rely upon plaintiffs' [**57] Exhibit 2 to show priority
of invention over Bailey and Brubaker. Further the
defendant may continue to insist upon its theory of
rubber-elasticity while attempting to carry its date of
conception back of Bailey and Brubaker, even though
this reference does not disclose rubber-elasticity as its
invention, since within the doctrine of inherency, Land in
the specifications of his '515 patent discloses everything
contained in the copied claims, and at the same time he
discloses more. In other words, stretching in the
rubber-elastic state is a more critical limitation than
stretching in the solid unoriented state and yet the former
includes the latter.

However, since I am convinced that whatever
invention resides in the first Land patent consists in the
teachings of ribber-elastic state and stretch, claim 12 and
every other claim of this patent which is not expressly or
by necessary implication limited to these concepts are
open to attack by the pertinent prior art references.

The plaintiffs' next attack upon rubber-elastic state
and stretch consisted in testimony of their expert witness,
one Dr. Beckmann, to the effect that the several
disclosures in the patent of these conditions [**58] as
applied to particular materials are inconsistent, vague and

indefinite. Consequently, Dr. Beckmann concludes that
there is nothing critical about the rubber-elastic state as
disclosed in the patent.

I do not share this conclusion. Granted there are
certain latitudes and an absence of painstaking precision
in defining the boundaries of the rubber-elastic state in
reference to certain examples contained in the
specification, still in view of the rather specific definition
of the rubber-elastic state found in column 9 of the
specifications and also with the fact in mind that the
several plastics employed react differently and require
different treatments in accordance with their physical
natures, I cannot find on the whole such an indefiniteness
or inconsistency in the various disclosures of
rubber-elastic state as would destroy the value of this
concept. And I am convinced from the evidence that the
teaching of rubber-elasticity does have worth, despite the
plaintiffs' arguments to the contrary.

It is not disputed that polarizers made in accordance
with the teachings of the '515 patent have substantially
higher dichroic ratios than the cellophane polarizers of
the prior art which [**59] failed to employ rubber-elastic
stretch.

[*263] Others in the art had taught that higher
dichroic ratios would result from increased orientation of
the molecules of the plastic used. To achieve such
increased orientation (and to retain it once it has been
achieved) was presumably the purpose of Land's
disclosure of rendering the plastic rubber-elastic. Thus his
contribution consists in teaching the art a particular
method or approach to secure the desired result of
optimum orientation. In furnishing a solution to the
elongation problem, this contribution presents a reliable
procedure and guide to which those concerned with the
production of polarizers may turn as an aid to making
more efficient polarizers.

For these reasons I find that Land's teachings in
relation to rubber-elastic state and stretch represent an
advance over the prior art which amounts to invention.

However, since I have found that invention resides
in these features alone, the validity of each of the claims
sued upon here depends on whether or not they are drawn
so as to include one or both of these limitations, either
expressly or by necessary implication. I do not find this
to be the case with claim [**60] 12 of the patent, which
as drawn reads upon the prior art references. [HN4] This
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claim cannot be saved by reading into it limitations
contained in the specifications or other claims of the
patent. See Western States Mach. Co. v. S. S. Hepworth
Co., 2 Cir., 147 F.2d 345; Secretary Pen Co. v. Everlast
Pen Corp., 2 Cir., 186 F.2d 575; Landis Mach. Co. v.
Parker-Kalon Corp., 2 Cir., 190 F.2d 543.

For the above reasons I find that claims 11, 17 and
18 of patent 2,454,515 are valid and that claim 12 of the
same patent is invalid.

The plaintiffs attack the validity of the second Land
patent in suit, i.e. '219, by reasserting against it the same
prior art references relied upon to defeat the first Land
patent.

[HN5] Since this patent is a division of the '515
patent, it must rest upon disclosures in the parent
application, with the added requirement that it must itself
contain patentably distinct subject matter which amounts
to invention. See In re Seebach, 88 F.2d 722, 24
C.C.P.A., Patents, 1101. As mentioned above, the claims
of this patent are specific to the vinyl compounds and
polyvinyl butyral, and in this respect they distinguish
sufficiently from the claims of the '515 patent.

No art [**61] has been cited by the plaintiffs which
discloses use of the vinyl compounds in the manufacture
of the type polarizer under consideration. This disclosure
is concededly novel and as we discover from a reading of
the patent, makes possible a superior light polarizer. In
the absence of more compelling prior art references and a
stronger attack on the validity of this patent, I am not
prepared to disturb the presumption of invention which
flows from the granting of every patent.

Consequently, I find that patent

Consequently, I find that patent are valid.

The plaintiffs' main attack against the validity of the
third patent in suit, i.e. '567, consists of two prior art
references which are reports of scientific studies,
published within a decade after the discovery of
polyvinyl alcohol, on certain chemical and physical
properties and reactions of that material.

Halle and Hofmann's 'Fiber Diagram of Polyvinyl
Alcohol', published in 1935, is of interest primarily for its
revelation that polyvinyl alcohol is made up of
crystallites which may be parallelized by stretch

(particularly easily on heating), so as to render the
samples doubly refracting. The authors disclose
stretching temperatures [**62] approximating those of
Land and extensions up to 7,000 per cent in the heated
condition and 300 to 400 per cent in the cold.

The other reference, Gallay's 'The Sorption of Iodine
by Polyvinyl Alcohol', published in 1936, discloses
quantitatively the sorption of iodine by polyvinyl alcohol.
Neither of these references teaches the application of its
disclosures [*264] to the polarization art, nor do they for
that fact even mention the word 'polarization'.
Consequently neither is in itself a complete anticipation
of the patent under consideration.

Land's contribution evidenced by this patent was in
taking characteristics of a material, each separately
investigated and disclosed in these references, combining
them and giving the result a practical application to the
art of light-polarization. In so doing he came up with a
commercial polarizer of high efficiency and utility which,
I am convinced, represents a significant advance in the
art. This polarizer is outstanding, not only for its high
efficiency, but also for its case of manufacture and
cheapness.

Of the three Land patents involved in this litigation,
the defendant relies mainly on the disclosures of the '567
patent [**63] in conducting its commercial operations in
the 3-D viewed field. It would be anomalous to strike
down the patent which has proved to the defendant to
have the greatest commercial value and save the other
two patents. In the absence of a stronger showing by the
defendant on the question of validity, this court will not
reach such a result.

Consequently, I also find Patent No. 2,237,567 and
the claims in issue here valid.

The plaintiffs' attack on Reissue Patent No. 23,297,
is based on three prior art references which generally
disclose reacting polyvinyl alcohol with boric acid for
different purposes. One or more of these references
describe the cross-linked nature of the resulting product
and point out its new characteristics of resistance to heat
and moisture. The defendant admits that the art knew
that polyvinyl alcohol could be rendered water-resistant
by treatment with boric acid, but it claims that additional
functions are performed by this treatment when applied to
its light-polarizers.
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The problem which the reissue patent sought to solve
was how to stabilize the sorption complex of polyvinyl
alcohol and iodine so as to render it heat and moisture
resistant, while at [**64] the same time bringing about
the result in such a way that the polarizing properties of
the sheet would not be significantly impaired. Resort was
to a known means for stabilizing a basic constituent of
the product, the polyvinyl alcohol. This much has been
described and disclosed in the art before. However, there
was no disclosure of the effect of such a reaction on a
polarizing stain adsorbed on the basic material with
which the cross-linking is produced. This much was
unknown.

As we learn from the reissue patent for the first time
the boric acid treatment does affect the polarizing
properties of the sheet. 'The reaction may be
accompanied by some decrease in the degree of
molecular orientation of the reacted layer' which in turn,
in the case of iodine 'may cause a loss in the transmission
of the sheet running as high as from 5% to 10% of
incident light'. However, as the specifications read, 'this
decrease in transmission may in some cases be desirable,
particularly for the production of light-polarizing material
of high polarizing efficiency but relatively low
transmission'. A further change is wrought in that the
predominant color of the sheet changes toward the blue.
Expedients [**65] are disclosed in the patent for
preventing the above-mentioned loss in transmission and
for controlling the 'darkening effect' resulting from the
treatment. These measures are quite simple and would
suggest themselves to those skilled in the art. In any
case, they do not appear to constitute an essential part of
the invention and accordingly they have been omitted
from the claims of the patent which are all product
claims.

The only other suggested innovation of the patent is
that the protective layer of polyvinyl orthoborate acts to
seal the iodine in the body of the sheet in the same way
that it seals out moisture.

From a consideration of the patent and the prior art, I
believe that those skilled in the art setting out to solve the
stabilization problems posed prior to the issuance of this
patent, would in due course [*265] have reacted a
polyvinyl alcohol dichroic stained polarizer with boric
acid to form a cross-linked protective coating in the
polarizer and that they would have observed the effect of
this treatment on the polarizing stain and compensated for

it where desired in substantially the same way as
disclosed in this patent. The natural effect of such a boric
[**66] acid treatment would be to seal in the polarizing
complex while reacting with the polyvinyl alcohol to
which it is adsorbed.

The conviction that the product of this patent would
have suggested itself to those skilled in the art is fortified
by a reading of the patent specifications. The disclosures
are simple. No critical limitations as to time of treatment,
or amounts of boric acid are specified. In short, it seems
that the product of the present patent can be produced by
the simple expedient of running the product of patent
'567 through a bath of a concentrated solution of boric
acid. [HN6] Simplicity of operation does not necessarily
negative invention but on the facts of this case against the
background of the cited art, I believe that it shows that
what the patent discloses would be obvious to a skilled
chemist setting about to solve stabilization problems
connected with a polarizer of the general type claimed in
the '567 patent. For these reasons I find that Reissue
Patent No. 23,297 is invalid for lack of invention. See
Mandel Bros. v. Wallace, 335 U.S. 291, 69 S.Ct. 73, 93
L.Ed. 12.

Determination of the question of infringement

In this part of its case the defendant alleges [**67]
distinct infringements of its patents by two different
polarizers manufactured by one or both of the plaintiffs
over different periods of time. We shall treat first of the
alleged infringements by the polarizer put out by Depix
Corporation during 1953.

In the manufacture of its polarizer, Depix first mixes
together in a pail certain raw material solids and solvents;
i.e. Elvanel 52-22, iodine, tetraethyl ortho silicate,
glycerin, and acetic acid. The mix is beat up with an egg
beater and then forced by pressure through a nozzle on to
the vertical surface of a glass plate which is rotating on a
horizontal axis and turning very slowly in a clockwise
direction. As this liquid squirts on to the plate, it
completely covers the outer rim of the plate for about two
feet, the excess liquid dropping off the bottom. When the
wheel is rotated for about ten degrees, heat lamps in the
apparatus at this point dry the film, causing the solvent to
evaporate. The film is then stripped off the wheel,
stretched out and applied to a cellulose acetate backing.
It then passes through a drying tower, where it travels up
and down several times to dry the rest of the solvent out.
After that it is [**68] wound on a wheel, the process
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being completed.

Samples of the product produced by this process
were delivered to the defendant early in the litigation for
test purposes. The defendant's expert witnesses, Dr.
Blout and Professor Mark, conducted many extensive
tests on the accused polarizer. Their findings, fully
documented and explained, are in evidence and constitute
the basis of the defendant's counterclaim.

Without describing the tests specifically, I find them
impressive, both in number and kind. They have been
conducted by experts in the field with great care and
attention to detail, who have not been content to rest their
important findings on a single isolated test, but in the best
scientific tradition have run complementary tests to
support and confirm their conclusions. The nature of the
tests performed were described at length to this court and
the results obtained are fully explained and documented
by numerous physical exhibits. These tests stand as the
sole tests on the plaintiffs' product before this Court and I
am disposed to accept them and the conclusions of the
experts based upon them in the absence of a serious
attack upon their validity. Dr. Mark summarized, [**69]
and I adopt this summary as a fact, that the accuracy and
reliability of all the various tests, namely, the infrared
absorption [*266] spectrum, the swelling and solubility,
the contradiction upon swelling, the chemical analysis by
combustion, the Zerewitinoff determination of free
hydroxyl groups, the qualitative establishment of the
presence of iodine and the various X-ray tests permits the
following conclusion: the polarizing film in the Depix
sheet is a molecularly oriented linear high polymer,
specifically a polyvinyl alcohol comprising a sorption
complex of iodine on it and containing about 2% silicon,
either unbonded or partially bonded to the polyvinyl
alcohol. The sheet is an efficient light polarizer. It is
under internal strain, which can be released by swelling,
upon which the sheet relaxes to one third or one fourth of
its stretched length, parallel to the direction of the stretch.

Various attacks made by plaintiffs on these tests
proved fruitless. The tests have proved that the Depix
film is essentially polyvinyl alcohol complexed with
iodine. If this is the reaction which makes polarization
possible, then the addition of other chemicals to the sheet
in minor [**70] proportions would not excuse the
plaintiffs from a charge of borrowing from the
defendant's patents.

The plaintiffs' defense to the charge of infringement

was twofold. It consisted in the first place of an attempt
to impeach the accuracy and reliability of the defendant's
tests.

The second part of the defense was furnished by the
plaintiffs' expert witness, Dr. Beckmann, who testified to
limitations in every claim of the Land patents by which
infringement would be avoided.

Dr. Mark had previously furnished testimony on
each of the claims in suit which, if accepted by this
Court, would require a finding of infringement thereof by
the plaintiffs' product or process.

The disagreement between the experts on each side
is one more of form than of substance. The testimony of
the plaintiffs' expert, Dr. Beckmann, does not cover as
many separate and distinct limitations as there are claims
in the patents, but relates rather to one or two basic
limitations to each of the three patents in suit. Having
considered all of the evidence on both sides carefully, I
am of the opinion that the Depix polarizing layer is a
linear plastic; that the Depix layer is extended in a
rubber-elastic condition; [**71] and that the layer is
properly characterized as a vinyl compound within the
meaning of the term as used in the patent. In other words,
I conclude that by the use of the words 'vinyl compound'
in the patent, it was meant to include, and was
synonymous with, a polyvinyl compound. This
construction is in accord with cases holding that [HN7] a
patentee may define his own terms regardless of common
or technical meaning and his definition should be
accepted in construing the patent. Dennis v. Pitner, 7
Cir., 106 F.2d 142; Lewis Invisible Stitch Mach. Co. v.
Columbia Blindstitch Mach. Mfg. Corp., D.C., 22
F.Supp. 705; Moss v. Patterson-Ballagh Corp., D.C., 89
F.Supp. 619. See also Stuart Oxygen Co. v. Josephian, 9
Cir., 162 F.2d 857, 860, where the court says at pages
860-861:

[HN8] 'Moreover, it is well recognized that an
uncommon word used in the claims is to be construed in
the light of its usage in the description or other portion of
the patent rather than to limit it to its dictionary meaning.'

On the basis of the combined testimony of the
defendant's experts, I find that the Depix product is
essentially polyvinyl alcohol complexed with iodine,
which also contains about 2% silicon either free [**72]
or bonded to the polyvinyl alcohol and possibly 5% of
glycerine which may serve as a plasticizer. No tests have
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been offered by the plaintiffs to refute or contradict this
analysis of the composition of the Depix product. The
only figure seriously questioned by the plaintiffs is that
submitted by Dr. Blout for the glycerine content of the
product. From a consideration of the evidence on this
question, I accept the conclusions of Dr. Blout. But even
allowing the possibility of a larger percentage of
glycerine in the final product, [*267] I still feel that the
result would be the same, for I am convinced that the role
glycerine plays in the product is minor. It does not
contribute to the polarization effect. It does not react
with or change the essential chemical characteristics of
the ingredients which do. It is present solely as an
additive or filler which might also act as a plasticizer. In
like manner the role of silicon in the accused product is
limited. The small percentage present does not
appreciably change the chemical, physical or optical
properties of the product so as to constitute a significant
departure from the '567 patent claims.

For these reasons, I find [**73] that the presence of
the glycerine and silicon in the Depix product together
with materials claimed by Land does not result in a
product sufficiently distinguishable for the product
claimed in the patent claims so as to avoid infringement
thereof.

See cases holding that [HN9] the addition of other
substances to those claimed in the patent does not avoid
infringement where such additional substances are not
shown to radically change the composition of the patent,
I. F. Laucks, Inc., v. Kaseno Products Co., D.C., 59 F.2d
811; Aluminum Co. of America v. Thompson Products,
D.C., 25 F.Supp. 175; Union Carbide & Carbon Corp. v.
Graver Tank & Mfg. Co. D.C., 106 F.Supp. 389.

With these main points of difference between the
experts settled, and other issues in the case resolved, I
now find on the basis of all the evidence in the case
substantial infringement of the claims of all three Land
patents in issue by the Depix product and process.

Specifically I find infringement of: Claims 17 and 18
of Patent No. 2,454,515. Claims 1, 2, 3, 4, 5, 6, 20, 22
and 24 of Patent No. 2,328,219. Claims 1, 2, 5, 7, 8, 9
and 18 of Patent No. 2,237,567.

The evidence is insufficient to support a finding of
infringement [**74] of claim 11 of Patent No.
2,454,515.

I am convinced that Marks participated sufficiently
with the corporation in the infringement of the
defendant's patents to hold him personally liable for such
infringement. As the evidence shows, marks was
president of Depix from its inception until a day before it
discontinued the manufacture of polarizers. Depix was a
small family corporation organized by Marks and his
brother. The latter two together with their mother were
the only officers in the corporation and the three owned
all its stock through ownership of another corporation
which in turn held the stock of Depix. Marks supervised
and directed the building of machines and equipment
used by Depix in manufacturing its commercial product.
He was thoroughly familiar and conversant with the
detailed process employed by Depix and the resulting
product and he was the patentee of the patents under
which Depix allegedly operated and for the exploitation
of which it was incorporated. Marks disclosed in his
deposition that he and his family invested considerable
funds of their own in Depix and that this was the only
source of revenue of the corporation outside of sales
returns and certain [**75] deposits advanced by another
company which acted as distributor in the sale of viewers.

[HN10] These facts and others show that Marks
participated actively in the business of the corporation
and that but for his direct contributions, the infringement
complained of here would never have resulted.
Accordingly, I find this plaintiff a guiding spirit behind
the infringement and hold him personally liable with the
corporation for its occurrence. See Calculagraph Co. v.
Wilson, C.C., 132 F. 20; Federal Trade Commission v.
Standard Education Soc., 2 Cir., 86 F.2d 692; General
Electric Co. v. Wabash Appliance Corp., 2 Cir., 93 F.2d
671; General Motors Corp. v. Provus, 7 Cir., 100 F.2d
562; Dean Rubber Mfg. Co. v. Killian, 8 Cir., 106 F.2d
316.

I find insufficient evidence to support a charge that
the plaintiff, Marks, individually or through some
company dominated by him, infringed the first two
Polaroid patents in the period from 1948 to 1952. The
additional [*268] defenses to the counterclaim advanced
by the plaintiff merit little consideration. They are to the
effect that (1) false representations were made by Land to
the Patent Office of a very excessive dichroic ratio; and
(2) that [**76] the defendant misused its patents. It is
quite true that a misrepresentation of a dichroic ratio to
the order of 25 was made which was probably stretching
it beyond the limit of actual fact. But from a broad
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consideration of the file wrapper of the patent as a whole,
I believe that the statement complained of, although
factually untrue, was not the result of a deliberate attempt
to falsely represent the facts. I find that it did not deceive
or mislead the examiner in his consideration of the
patentability of the application pending before him. See
United States v. Cold Metal Process Co., D.C., 62
F.Supp. 127, 140; Becton-Dickinson & Co. v. Robert P.
Scherer Corp., D.C., 106 F.Supp. 665.

But even if this representation was serious, which I
feel was not the case, it still would not serve as a basis for
action of this Court invalidating the patent as requested
by the plaintiffs. [HN11] Cancellation of patents for
misrepresentation in procurement must be initiated by the
United States itself; Dimet Proprietary v. Industrial
Metal Protectives, D.C., 109 F.Supp. 472; Hazel-Atlas
Glass Co. v. Hartford Empire Co., 322 U.S. 238, 64 S.Ct.
997, 88 L.Ed. 1250.

In a proper case a patentee's misrepresentation
[**77] might justify a court in denying relief to the
plaintiff in a suit for infringement. But for the reasons
stated above I do not find this to be such a case.

As to the charge of misuse of the patent, evidence in
the case shows that the defendant corporation has sold its
viewers, both the permanent and temporary types, to its
distributors and other retail outlets with notices or
invoices attached to the cartons containing the viewers
placing certain restrictions on their use and resale. The
temporary or disposable viewers came to the various
theatres through the defendant's distributor with the
notice that for sanitary and other reasons the viewers
were to be used once only and must then be destroyed.

The permanent type viewers were sold to certain
companies which manufacture stereoscopic equipment
for amateur use and sell the viewers to their customers as
part of a kit with a stereoscopic projector. The evidence
is uncertain as to whether this type viewer is sold
independently of the other equipment offered by these
manufacturers, and also as to whether it can be procured
at other outlets. A condition of the sale of these viewers
imposed by Polaroid was that they not be used or resold
[**78] for use in admission-charging theatres.

In his deposition testimony Land sought to justify the
above restrictions or conditions of sale as applied to both
types of viewers on the grounds of certain health hazards.
He explained that the terms of the invoice attached to the

permanent viewers were not intended to prohibit their use
in a theatre by an individual who has purchased the
viewer from a retailer, but was intended to apply mainly
to the case of a resale by the retailer to the theatre
directly, in which case the same health hazard would
exist as in the case of the disposable viewers.

I am convinced that the reuse of these viewers, both
the permanent and temporary ones, in theatres provides
grounds for a rational fear of infection and the spread of
disease and that the defendant might well have felt itself
compelled to take measures to guard against this danger.
On the other hand, it is a fact that the measures taken by
the defendant do guarantee an expansion of their
business, and for this reason might come within the
principles enunciated by the courts prescribing any
attempt to enlarge the monopoly granted by the patent
laws.

However, on the facts of this case, where there
[**79] appears to be present countervailing public policy
considerations, I cannot hold that the practices employed
by the defendant in connection [*269] with the sale of
viewers constitute such a misuse of patents as to compel
this Court in good conscience to deny the defendant relief
on its counterclaim.

Validity of Trademark

The defendant charges that the adoption and use by
plaintiffs on their stereoscopic viewers of the trademark
'Polalite' infringes its trademark registration, Ser. No.
388,721, issued July 8, 1941, for the trademark 'Polaroid'
for stereoscopic viewers and the like.

The defendant alleges that it has spent large sums of
money in advertising and exploiting its products and the
trademark 'Polaroid' and that the unauthorized use by the
plaintiffs of the confusingly similar trademark 'Polalite'
upon goods of the same kind as those sold by the
defendant under its trademark has already caused and will
continue to cause confusion and deception of the trade
and public unless restrained by this Court.

Plaintiffs' answer to this count of the counterclaim
admits their use of the word 'Polalite' on their viewers but
denies that such use constitutes infringement of a valid
[**80] trademark of the defendant, and asserts that in
any case, the defendant's counterclaim must be dismissed
because of certain defenses which we shall consider
presently.
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The record in this case shows that the trademark
'Polaroid' was first adopted by defendant's predecessor,
Sheet Polarizer Company, Inc., in November of 1935.
Since that time this trademark has been applied first by
Sheet Polarizer and subsequently by Polaroid Corporation
to numerous products made and sold by those companies.
Some fifteen different United States registrations of the
mark 'Polaroid' have been obtained by the defendant and
its predecessor commencing in August 4, 1936, and
terminating in September 15, 1953.

Until the fall of 1948, when the defendant first began
to market the Polaroid Land Camera, the bulk of the
products produced by Sheet Polarizer and the defendant
were products incorporating light-polarizing materials,
such as light-polarizing sheets, desk lamps, sunglasses,
optical filters, polariscopes and stereoscopic viewers.
However, at least as early as 1935, the defendant's
predecessor, Sheet Polarizer, had applied the trademark
to products which contained no polarizing material, such
as eyeglass [**81] and filter cases, wave-retardation
plates, and laboratory outfits. In November of 1948 the
defendant began to market the Polaroid Land Camera and
has since then applied its trademark to cameras, film,
light meters, flashguns, camera cases, copy devices,
photographic albums, etc.

The history of the sale and trademarking of
stereoscopic viewers by the defendant and its predecessor
dates back at least to 1936. At first sales were minor, but
commencing in 1939 a large demand for viewers was
created at the New York and San Francisco World Fairs
where three-dimensional motion pictures were shown.
From 1939 through 1940, the defendant sold between
four and five million viewers.

The defendant's total sales for polarizing materials
and products comprising polarizing materials from 1937
to the end of 1953, amount to $ 48,500,000. This is to be
compared with a figure of $ 122,488,060, which
represents total overall sales for the various products of
the defendant during the same period of time. The total
amount spent in advertising all products of the defendant
from 1937 through 1953 equals $ 4,470,000. Of this
figure $ 801,000 was spent in advertising products
comprising light polarizing [**82] materials.

The plaintiffs' first contention is that the defendant's
trademark is invalid, since it was not the proper subject
for a trademark to begin with because it is only
descriptive of the products to which it is applied.

The plaintiffs argue that the word 'polar' is a
dictionary word common to the trade and the suffix 'oid'
is a common suffix meaning like, resembling, in the form
of, etc. Consequently, reason [*270] the plaintiffs,
when the two are added to form a word, the result is a
descriptive noun or adjective as applied to
light-polarizing materials, which cannot be exclusively
appropriated by the defendant.

The plaintiffs have failed to show, however, any use
in the trade of 'polar' except as a root for other words
such as 'polarize', 'polarizer', 'polarization'.

Further, I find that the right to the exclusive use of
the word 'polaroid' by the defendant initially did not
entail danger of impoverishment of the language in the
sense that it unduly restricted competitors of the
defendant in describing their products. See Telechron,
Inc., v. Telicon Corp., 3 Cir., 198 F.2d 903. In this sense,
[HN12] a coined word has practical advantages as a
trademark since exclusive [**83] use of it ordinarily
deprives no one of any rights which he may possess.

In the present case there is evidence that other
manufacturers of synthetic light-polarizers sold their
products under trademarks such as 'Herotar', 'Bernotar'
and 'Magic-Vuers'. There is no evidence that any such
manufacturers have ever adopted the trademark
'Polaroid'.

On this phase of the case I hold that the trademark
'Polaroid', as originally adopted and used, was a valid
trademark as a coined or invented symbol; that while it
might be somewhat suggestive of the nature of one or
more of the articles to which it was applied, still it was
not void for descriptiveness as contended by the plaintiffs
here.

In their answer to the counterclaim the plaintiffs
allege that the term 'polaroid' has acquired a generic
meaning and has become the designation of a class of
products accomplishing polarization of light and no
longer identifies the source of any particular product.

Again the plaintiffs claim that the defendant has
dedicated its trademark to the public by: (1) early use of
the mark in a generic sense to describe its polarizers in
certain advertisements approving and indirectly paying
for certain approving [**84] and indirectly paying for
certain advertising copy of local motion picture
exhibitors during 1953 and early 1954, in which
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'Polaroid' is again used in an alleged generic sense. I find
the evidence offered by the plaintiffs insufficient to
sustain this latter charge.

On the showing made by the plaintiffs on the
question of loss of distinctiveness of the trademark, one
would have to be blind to deny that there has been a
widespread generic use of the word 'polaroid'. This use
has bene so widespread in fact that it has found its way to
the lexicographers, though most dictionary definitions
quoted also recognize that the word is a trademark. It is
further evidence that the use of 'polaroid' as a common
noun has extended to stereoscopic viewers as well as to
polarizing material in other applications.

As I view the cases, [HN13] a defendant alleging
invalidity of a trademark for genericness must show that
to the consuming public as a whole the word has lost all
its trademark significance. That such is the burden
placed upon a defendant in cases like this one seems
evident from the courts' finding and dicta in Du Pont
Cellophane Co. v. Waxed Products Co., 2 Cir., 85 F.2d
75, and Bayer Co. [**85] v. United Drug Co., D.C., 272
F. 505. But I cannot find that the trademark 'Polaroid' has
come to be so public and in such universal use that
nobody can be deceived by the use of it. Where the
possibility of some deception remains real and the need
of competitors to satisfactorily describe their products is
satisfied by the availability of several common nouns or
adjectives suitable for that purpose, this Court will
protect the interest of the owner in his trademark.

For these reasons, I conclude that the plaintiffs have
failed to sustain their defense that the defendant's
trademark is invalid for loss of distinctiveness among the
trade and consuming public.

The fact that the defendant's patent on 'J-Sheet' (an
early polarizer to which the defendant also applied its
[*271] trademark) expired some time ago, does not
change the result reached above. On this subject the
American Law Institute's Restatement of Torts, Vol. 3,
735, comments, [HN14] 'It is not by the expiration of the
patent -- but by the change of meaning in the market,
that such a designation ceases to be a trademark under the
rule stated in this Section. * * * The existence of the
patent is simply a circumstance which [**86] may
facilitate the change of meaning in the market.' See also
Ross-Whitney Corp. v. Smith Kline & French
Laboratories, 9 Cir., 207 F.2d 190 and cases cited
therein. Since the plaintiffs have failed to otherwise

show to the satisfaction of this Court a trade or consumer
identification of the defendant's trademark with
stereoscopic viewers or polarizing material manufactured
under the 'J-Sheet' patent as distinguished from such an
identification with a source of manufacture, the
expiration of this patent by itself does not affect the
validity of the trademark.

The plaintiffs claim that even though 'Polaroid' is a
valid trademark, the defendant is precluded from suing
for its infringement because of delay on defendant's part
to sooner enforce its rights which amounts to an estoppel.
In view of the result we reach on the question of
infringement, we deem it unnecessary to consider this
defense.

Infringement

[HN15] The question of infringement is a fact
question the resolution of which depends ultimately on
the court's finding whether a defendant's use of his
designation is likely to result in confusion of the
consuming public as to the source of the goods in
question: See Dwinnell-Wright [**87] Co. v. National
Fruit Product Co., 1 Cir., 140 F.2d 618.

The courts often accord much weight to evidence
showing actual instances of confusion on the theory that
if consumer confusion has already occurred to an
appreciable extent, then its likelihood of again occurring
in the future is real. The defendant has attempted to
invoke the same reasoning in the present case by
introducing in evidence several instances of alleged
consumer confusion. In this attempt the defendant has
failed. The evidence is simply insufficient to support a
finding of consumer confusion. The evidence proffered
is without weight or probative force to establish actual
confusion. In the first place, it does not show that
reactions of the pertinent market: the buyers and sellers
of stereoscopic viewers. Then it does not show the type
of confusion which the defendant may complain of; i.e.
confusion caused by the plaintiffs' unlawful simulation of
a mark owned by the defendant. For I am convinced from
an inspection of the newspaper articles and the
commercial report that their use of 'Polaroid' is in a
generic or descriptive sense. The evidence in question
undoubtedly shows confusion of a sort. However, the
[**88] issue here concerns not the fact of confusion, but
only its precise cause.

From a review of the defendant's evidence on this
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phase of the infringement action, I must find that it has
failed to establish that a single customer dealt with the
plaintiff under the misapprehension that he was dealing
with the defendant.

This is not fatal to the defendant's case, since a
showing of instances of actual confusion is not essential
to establish a cause of action for trademark infringement.

In cases involving a colorable imitation or
simulation of a trademark as distinguished from an
outright appropriation of the trademark in its entirety,
courts must decide whether what the defendant has taken
is enough to enable him to practice deception and feed on
the trade of a competitor. In the present case the
plaintiffs have availed themselves of the first four letters
of the defendant's trademark. 'Polar' is a dictionary word
and a combining form. The defendant has employed it in
its trademark as a root to which there was added the
common suffix 'oil'. The plaintiffs have made the same
use of [*272] 'polar' except for the 'r', and they have also
added a common suffix, 'lite'. Both trademarks [**89] as
finally devised are composed of eight letters. The
dissimilarities as noted above are quite different suffixes
and the omission of an 'r' in one case. When both marks
are placed in juxtaposition and compared with a view to
discovering the similarities and differences between the
two, it is evident that the latter are more than adequate to
distinguish between the two. However, this is not the
final test in determining infringement. [HN16] It is not
enough to subtract from each mark the parts which are
common and then to compare the balance. In
Pre-Phy-Lac-Tic Brush Co. v. Jordan Marsh Co., 1 Cir.,
165 F.2d 549, 552, the court says 'in determining whether
given trade-marks are so similar as to be likely to cause
confusion in the minds of consumers as to the source of
the goods upon which they are used it is not enough
merely to compare the sounds of the words which may be
used as trade-marks, or to compare those words letter by
letter and syllable by syllable, or even to make merely a
side by side visual comparison of the words in the setting
in which they are employed'.

[HN17] Consideration should be given to the
impression created by each mark as a whole. What
counts is the ensemble. However, [**90] in arriving at a
conclusion courts often make allowance for the fact that
purchasers rely upon memory and somewhat vague or
indefinite impressions when selecting a commodity. The
passage of time might erase in their minds certain

features of a trademark such as common suffixes, while
they retain other features which are dominant or salient.
So we should endeavor to "determine * * * the
purchasing public's state of mind when confronted by
somewhat similar trade names singly presented'.' Albert
Dickinson Co. v. Mellos Peanut Co., 7 Cir., 179 F.2d
265, 270.

[HN18] Just as first names in trademarks composed
of two or more words catch the eye and ear, Bunte Bros.
v. Standard Chocolates, D.C., 45 F.Supp. 478, so too do
first syllables or roots (even where incompletely copied)
in one-word trademarks often impress themselves on the
senses. A purchaser having a 'Polaroid' product in mind
from having seen or heard the defendant's advertising,
might possibly assume when he saw a 'Polalite' product
that his memory was playing him false and that in fact it
was the latter product he has earlier heard or seen
advertised. Pre-Phy-Lac-Tic Brush Co. v. Jordan Marsh
Co., supra.

Under the established [**91] tests for determining
infringement on the basis of the words themselves, absent
other considerations, a finding of infringement in this
case might be proper. However, it is not the tendency of
words to confuse as such which is paramount, but their
tendency to confuse a specific market. [HN19]
Accordingly the relative similarity of the trademarks
should be studied in the light of the manner in which the
goods are sold and the habits of the ordinary consumer.
See Nims on Unfair Competition and Trade-Marks, Vol.
I, Section 221d.

In the instant case, under the business practices
adopted by both parties, viewers were customarily sold
through distributors to motion picture exhibitors. It is
evidence that each purchaser required a large supply of
viewers; enough to equip every spectator who attended a
performance at his theatre. Even though the cost of a
single viewer is relatively low, still in the bulk the outlay
for a single purchase to supply an audience for one
showing of a three-dimensional feature might be
considerable. Allowing for the fact that the cost might be
passed on to the spectator by raising admission prices,
still the theatre manager or owner would feel himself
compelled [**92] to discriminate between different
makes of viewers since an inferior batch could destroy
the three-dimensional effect and result in complete
technical failure of the movie. The resultant patron
dissatisfaction and protest could seriously affect the
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theatre's business and good will.

[*273] Add to this the fact that we can expect the
average exhibitor to be somewhat more discerning to
begin with, since he is in business himself and like other
business men presumably pays more attention to details
and inspects more closely than the layman purchaser.

These factors point to an alert, discriminating
consumer market which would not be easily duped by a
similarity in trademarks employed by competing sellers
of stereoscopic viewers. In the absence of relevant
evidence showing that this has happened in the past, I
believe it most unlikely that there is more than a remote
possibility of confusion in the future.

For these reasons I find that the plaintiffs' use of
'Polalite' as a trademark does not constitute an
infringement of the defendant's registered trademark
'Polaroid'. This finding also disposes of the defendant's
count for unfair competition.

Accordingly, the defendant's [**93] counterclaim
must be dismissed insofar as it charges trademark
infringement and unfair competition.

Conclusions of Law

From the foregoing:

1) I conclude and rule that the Marks Patent No.
2,104,949 is invalid for want of novelty.

2) I conclude and rule that Marks Patent No.
2,104,949 is also invalid on the grounds of prior public
use more than two years before the application for the
patent was filed.

3) I conclude and rule that Claim 9 of the Marks
Patent No. 2,199,227 is invalid for want of novelty.

4) I conclude and rule that Claim 11 of Marks Patent
No. 2,199,227 is valid.

5) I conclude and rule that even if the Marks Patent
No. 2,104,949 and Claim 9 of Marks Patent No.
2,199,227 were valid, they are not infringed by the
accused process or product of the defendant.

6) I conclude and rule that Claims 11, 17 and 18 of
Land Patent No. 2,454,515 are valid.

7) I conclude and rule that Claim 1i

7) I conclude and rule that Claim 12

8) I conclude and rule that Land Patent No.
2,328,219 and all the claims sued upon are valid.

9) I conclude and rule that Land Patent No.
2,237,567 and the claims sued upon are valid.

10) I conclude and rule that Reissue Patent No.
23,297 is invalid [**94] for want of invention.

11) I conclude and rule that Claims 17 and 18 of
Land Patent No. 2,454,515 are infringed by the plaintiffs.

12) I conclude and rule that Claims 1, 2, 3, 4, 5, 6,
20, 22 and 24 of Land Patent No. 2,328,219 are
infringed.

13) I conclude and rule that Claims 1, 2, 5, 7, 8, 9
and 18 of Land Patent No. 2,237,567 are infringed.

14) I conclude and rule that the use by the plaintiffs
of the name 'Polalite' does not infringe the defendant's
trade-mark 'Polaroid'.

1. Stereoscopic or 3-d movies are made by
taking two images, one with a camera for the left
eye, and the other with a camera for the right eye.
When the pictures are shown two projectors are
used. In front of each one is a polarizer which
polarizes the light in which the images are
projected upon the screen so that one image is
vibrating in one direction and the other in another
direction. The images are superimposed on a
screen and they are separated by means of a light
polarizing viewer which the theatre provides so
that the left eye of the observer sees the image
intended for that eye and the right eye of the
observer sees the image intended for the right eye.
This provides for clarity of view and the desired
3-dimensional effect.

[**95]
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OPINION

[*3] MEMORANDUM OPINION

The Trustee initiated the two above captioned
adversary proceedings by filing complaints against R & R
Associates of Hampton ("Debtor"), its general partners,
Reginald Gaudette and Richard Choate ("general
partners"), various limited partnerships created by the
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general partners ("limited partnerships"), and the law firm
of Thomas, Utell, Van De Water & Raiche, P.A., it's
predecessors and its individual partners ("Law Firm
Defendants"). All discovery has been stayed pending the
outcome of all dispositive motions filed in both
adversaries. This opinion constitutes [**2] the Court's
findings regarding the motion to dismiss filed by the Law
Firm Defendants in each action. The arguments and
issues are precisely the same in both actions, therefore
this opinion deals with the matters jointly. For reasons set
forth below, the Court denies the motions to dismiss.

This Court has jurisdiction of the subject matter and
the parties pursuant to 28 U.S.C. § § 1334 and 157(a) and
the "Standing Order of Referral of Title 11 Proceedings
to the United States Bankruptcy Court for the District of
New Hampshire," dated January 18, 1994 (DiClerico,
C.J.). This is a core proceeding in accordance with 28
U.S.C. § 157(b).

BACKGROUND

The complaints were brought seeking to determine
and recover the amount of the Debtor's deficiency from
the Debtor's general partners, 1 to avoid fraudulent
transfers from the Debtor to the limited partnerships, and
to recover damages in the amount of the deficiency from
the Law Firm Defendants for fraud on the court. This
Court dismissed the complaint [*4] against Defendants
Reginald Gaudette and the limited partnerships in
Adversary Number 98-1174. This Court also granted
summary judgment [**3] for Defendant Richard Choate
in Adversary Number 98-1090, declining to decide what
effect dismissal of the Choate claim would have on the
limited partnership defendants.

1 Relief was sought pursuant to § 723 of the
Bankruptcy Code which provides in part:

If there is a deficiency of
property of the estate to pay in full
all claims which are allowed in a
case under this chapter concerning
a partnership and with respect to
which a general partner of the
partnership is personally liable, the
trustee shall have a claim against
such general partner to the extent
that under applicable
non-bankruptcy law such general
partner is personally liable for such

deficiency.

11 U.S.C. § 723(a).

The targets of the instant motions to dismiss are the
single counts in each complaint alleging fraud on the
court by the Law Firm Defendants, purportedly pursuant
to Rule 60(b)(3) of the Federal Rules of Civil Procedure.
In each count the Trustee makes the following assertions:
the Law Firm Defendants [**4] assisted the general
partners in various transactions involving the creation of
the limited partnerships and the transfer of assets to the
limited partnerships prior to the Debtor's petition in
bankruptcy; the Law Firm Defendants sought approval
from the Court to serve as counsel to the Debtor after
assisting its general partners in the effort to divert funds
away from Debtor; and, on the application for retention,
the Law Firm Defendants failed to disclose the previous
relationship with the Debtor's general partners, but rather,
declared that the firm and its partners were disinterested
and had no connection with the Debtor, its creditors or
any interested parties. The Trustee claims that the Law
Firm Defendants' failure to disclose the previous
activities on behalf of the Debtor and its general partners
set in motion a fraudulent scheme designed to interfere
with the Bankruptcy Court's ability to adjudicate this
bankruptcy case. The Trustee seeks damages in the
amount of the Debtor's deficiency.

The Law Firm Defendants assert that Rule 60(b)
does not provide the Trustee an independent cause of
action for damages based upon fraud on the court, and
therefore the complaint fails to [**5] state a claim upon
which relief can be granted.

DISCUSSION

Rule 7012 of the Federal Rules of Bankruptcy
Procedure makes applicable Rule 12(b)(6) of the Federal
Rules of Civil Procedure. On a motion to dismiss
pursuant to Rule 12(b)(6), the court must accept as true
the well-pleaded allegations of the complaint, draw all
reasonable inferences therefrom in the plaintiff's favor,
and determine if the complaint contains facts sufficient to
justify recovery on any cognizable theory. LaChapelle v.
Berkshire Life Insurance Company, 142 F.3d 507, 508
(1st Cir. 1998). Thus, the Court's role is not to weigh the
merits of the Trustee's allegations, but rather to simply
determine if sufficient facts are plead showing that the
Trustee is entitled to relief.
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A. Fraud Under Rule 60(b)(3)

The Court will first discuss the application of Rule
60(b)(3) of the Federal Rules of Civil Procedure. 2 Each
count against [*5] the Law Firm Defendants seeks relief
for "fraud on the court" pursuant to Rule 60(b)(3) as
made applicable by Rule 9024 of the Federal Rules of
Bankruptcy Procedure. Rule 60(b)(3) allows a party to
obtain relief from a final judgment or order where [**6]
there has been "fraud . . . misrepresentation, or other
misconduct of an adverse party." Fed. R. Civ. P. 60(b)(3).

2 Rule 60(b) provides in whole:

On motion and upon such terms
as are just, the court may relieve a
party or a party's legal
representative from a final
judgment, order, or proceeding for
the following reasons: (1) mistake,
inadvertence, surprise, or
excusable neglect; (2) newly
discovered evidence which by due
diligence could not have been
discovered in time to move for a
new trial under Rule 59(b); (3)
fraud (whether heretofore
denominated intrinsic or extrinsic),
misrepresentation, or other
misconduct of adverse party; (4)
the judgment is void; (5) the
judgment has been satisfied,
released, or discharged, or a prior
judgment upon which it is based
has been reversed or otherwise
vacated, or it is no longer equitable
that the judgment should have
prospective application; or (6) any
other reason justifying relief from
the operation of the judgment. The
motion shall be made within a
reasonable time, and for reasons
(1), (2), and (3) not more than one
year after the judgment, order, or
proceeding was entered or taken. A
motion under this subdivision (b)
does not affect the finality of a
judgment or suspend its operation.
This rule does not limit the power
of a court to entertain an

independent action to relieve a
party from a judgment, order, or
proceeding, or to grant relief to a
defendant not actually personally
notified as provided in Title 28,
U.S.C. § 1655, or to set aside a
judgment for fraud upon the court.
Writs of coram nobis, coram vobis,
audita qurela, and bills of review
and bills in the nature of a bill of
review, are abolished, and the
procedure for obtaining any relief
from a judgment shall be by
motion as prescribed in these rules
or by an independent action.

Fed. R. Civ. P. 60(b).

[**7] The clear language of Rule 60(b) precludes
the Trustee from obtaining the relief he seeks through an
independent action based on Rule 60(b)(3). Rule 60(b)
delineates six distinct bases for obtaining relief from a
final judgment, order, or proceeding and the procedure
for obtaining such relief. The rule states that relief based
upon Rule 60(b)(3) may not be sought "more than one
year after the judgment, order, or proceeding was entered
or taken." Fed. R. Civ. P. 60(b). A thorough reading of
the complaints reveals that the only order or judgment
that the Trustee alleges was procured by fraud was the
order approving the application for retention of the Law
Firm Defendants as counsel to the Debtor. Even if the
order could be characterized as a final order, the
application was approved at the outset of the bankruptcy
case, in 1991, while this action was not commenced until
1998, well beyond the one year time limit of Rule
60(b)(3). Furthermore, even the Trustee's argument in his
memorandums of law that the order awarding final fees
to the Law Firm Defendants was also the product of this
fraud does not support a Rule 60(b)(3) motion as that
order was issued in March of 1997, also more than [**8]
one year prior to the commencement of this action.
Therefore, any relief pursuant to Rule 60(b)(3) is clearly
time-barred.

B. Fraud on the Court

The Court will not conclude its review with an
analysis of Rule 60(b)(3), however. A complaint will not
be dismissed if it "limns facts sufficient to justify
recovery on any cognizable theory." Lachapelle, 142
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F.3d at 508 (emphasis added). Thus, even though the
Trustee cannot maintain an action under Rule 60(b)(3),
the Court will look to the complaints to determine
whether they have stated any proper theory of relief.

Although inartistically drafted, when read as a
whole, the complaints allege that the Law Firm
Defendants engaged in fraud on the court by failing to
disclose their prepetition activities on behalf of the
general partners and by failing to disclose a potential
fraudulent transfer claim that the Debtor held against the
general partners and the limited partnerships. Unlike a
motion brought pursuant to Rule 60(b)(3), relief for fraud
on the court is not limited by a one year time limitation.
In fact, Rule 60(b) specifically states that "this rule dos
not limit the power of a court to entertain [**9] an
independent action to relieve a party from a judgment,
order, or proceeding . . . or to set aside a judgment for
fraud upon the court." Fed. R. Civ. P. 60(b).

The First Circuit has adopted a definition of fraud on
the court applied by many other courts: "A 'fraud on the
court' occurs where it can be demonstrated, clearly and
convincingly, that a party has sentiently set in motion
some unconscionable scheme calculated to interfere with
the judicial system's ability impartially to adjudicate a
matter by improperly influencing the trier or unfairly
hampering the presentation of the opposing party's claim
or defense." Aoude v. Mobil Oil Corporation, 892 F.2d
1115, 1118 (1st Cir. 1989)(citations omitted).

In order not to render meaningless the one year
limitation for motions pursuant to Rule 60(b)(3), fraud on
the court must be distinguished from the fraud or
misrepresentation that is the subject of [*6] Rule
60(b)(3). Instead, this "subcategory" of fraud refers to
fraud, misrepresentation, or other misconduct committed
by the court, its personnel, or its officers. Tri-Cran, Inc.
v. Fallon (In re Tri-Cran, Inc.), 98 B.R. 609, 614 (Bankr.
D.Mass. 1989). [**10] In Hazel-Atlas Glass Co. v.
Hartford Empire Co., 322 U.S. 238, 64 S. Ct. 997, 88 L.
Ed. 1250, (1944), the supreme Court noted that fraud on
the court does not involve fraud between the parties, but
rather fraud that is aimed at the judicial process itself:

Tampering with the administration of
justice in the manner indisputably shown
here involves far more than an injury to a
single litigant. It is a wrong against the
institutions set up to protect and safeguard

the public, institutions in which fraud
cannot complacently be tolerated
consistently with the good order of society
. . . The public welfare demands that the
agencies of public justice be not so
impotent that they must always be mute
and helpless victims of deception and
fraud.

Id. at 246, 64 S. Ct. at 1001.

The Law Firm Defendants' motions to dismiss rest
entirely on the argument that the Trustee cannot bring an
independent action for damages for fraud on the court.
The Court acknowledges that there is limited authority
for awarding damages in an action brought for fraud on
the court. See CHMIL, Jr. v. Rulisa Operating Company
(In the Matter of Tudor Associates, LTD. II), 1990 U.S.
Dist. LEXIS 20945, 1990 WL 546146, 7 [**11]
(E.D.N.C.) (holding that it was within the bankruptcy
court's equitable powers to award damages in an action
for fraud on the court). However, the Court also notes
that most courts have ruled that jurisdiction is limited to
granting relief from the judgment or order. See Chewning
v. Ford Motor Company, 35 F. Supp. 2d 487, 489 (D.S.C.
1998); Andersen v. Roszkowski, 681 F. Supp. 1284, 1292
(N.D. Ill. 1988), aff'd. 894 F.2d 1338 (7th Cir. 1990). 3

3 The Trustee cites Robinson v. Volkswagenwerk
Ag., 56 F.3d 1268 (10th Cir. 1995), cert denied
516 U.S. 1045, 116 S. Ct. 705, 133 L. Ed. 2d 661
(1996), to support his proposition that the court
may award damages for fraud on the court.
However, the Trustee misinterprets Robinson's
holding. In that case, the plaintiffs argued that
they were not seeking to set aside the judgment,
but were seeking damages resulting from the
defendants' fraud in the course of obtaining the
judgment. Id. at 1272. The Court of Appeals for
the Tenth Circuit held that the plaintiffs could not
maintain their claim for damages without first
obtaining relief from the judgment pursuant to
Rule 60(b). Id. at 1273. The court then treated the
action as one to set aside the judgment pursuant to
Rule 60(b). Id. at 1274. The case does not
support the proposition that damages may be
awarded in an independent action for fraud on the
court. Rather, it found that in order to obtain
damages for the alleged fraud of the opposing
counsel, the plaintiff had to first succeed in an
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independent action to set aside the underlying
judgment.

[**12] Because a determination of the availability
of actual damages is not essential to the Trustee's survival
of the motion to dismiss, the Court need not decide at this
time the availability of damages in a Rule 60(b) action.
Rather, Rule 60(b) specifically contemplates providing
relief in the form of setting aside an order or judgment
that was procured by fraud on the court. Additionally, it
is within the Bankruptcy Court's equitable powers to
award a party attorney's fees, order a disgorgement of
fees collected, or award costs or other penalties where a
party is found to have committed fraud on court. See
Universal Oil Products Co. v. Root Refining Co., 328
U.S. 575, 580, 66 S. Ct. 1176, 90 L. Ed. 1447 (1946)(the
entire cost of proceedings may be assessed against a party
where it is found to have committed fraud on the court);
Tri-Cran, Inc. v. Fallon (In re Tri-Cran, Inc.), 98 B.R.
609, 624 (1st Cir. 1989)(ordering that sale be vacated and
awarding attorney's fees, costs and expenses to the
Trustee). 4 Therefore, based [*7] on the complaint, the
Court may set aside the order approving the Law Firm
Defendants as counsel for the Debtor, order a [**13]
disgorgement of the fees awarded to the Law Firm
Defendants, and award such other relief as equity
requires. The Trustee's complaint will not fail solely
because actual damages are not available in an action for
fraud on the court.

4 The Trustee states in his memorandum of law
that the court in Tri-Cran awarded damages in an
amount equal to the difference between sale price
and the property's fair market value. Although the
opinion notes that the estate did incur damages
equal to that amount, Tri-Cran 98 B.R. at 623, the
actual relief awarded by the court appears to have
been limited to vacating the judgment and
awarding fees and costs. Id. at 624.

The Court denies the Law Firm Defendants' motion
to dismiss because the Trustee has plead sufficient facts
to establish a claim for fraud on the court.

In this case, the Trustee principally argues that the
Law Firm Defendants' failure to disclose their prepetition
connections with the Debtor, the general partners, and the
limited [**14] partnerships in violation of § 327 and
Bankruptcy Code and Rule 2014 of the Federal Rules of
Bankruptcy Procedure set in motion a scheme to defraud
the Court. 5 The conflict of interest requirements of § 327

are more stringent that those of non-bankruptcy law. The
dual requirements that an attorney representing a debtor
be disinterested and represent no interest adverse to the
estate "serve the important policy of ensuring that all
professionals appointed pursuant to section 327(a) tender
undivided loyalty and provide untainted advice and
assistance in furtherance of the their fiduciary
responsibilities." Rome v. Braunstein, 19 F.3d 54, 58 (1st
Cir. 1994). "Even the potential for conflict or the mere
appearance of impropriety may constitute a disqualifying
conflict of interest." Matter of Sauer, 191 B.R. 402
(Bankr. D.Neb. 1995).

5 The Bankruptcy Code's conflict of interest
restraints are found in § 327:

Except as otherwise provided in
this section, the trustee, with the
court's approval, may employ one
or more attorney's accountants,
appraisers, auctioneers, or other
professional persons, that do not
hold or represent an interest
adverse to the estate, and that are
disinterested persons, to represent
or assist the trustee in carrying out
the trustee's duties under this title.

11 U.S.C. § 327(a).

Rule 2014 provides:

An order approving the
employment of attorneys,
accountants, appraisers,
auctioneers, agents, or other
professionals pursuant to § 327, §
1103, or § 1114 of the Code shall
be made only on application of the
trustee or committee. The
application shall be filed and,
unless the case is a chapter 9
municipality case, a copy of the
application shall be transmitted by
the applicant to the United States
trustee. The application shall state
the specific facts showing the
necessity for the employment, the
name of the person to be
employed, the reasons for the
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selection, the professional services
to be rendered, any proposed
arrangement for compensation,
and, to the best of the applicant's
knowledge, all of the person's
connections with the debtor,
creditors, any other party in
interest, their respective attorneys
and accountants, the United States
trustee, or any person employed in
the office of the United States
trustee. The applications shall be
accompanied by a verified
statement of the person to be
employed setting forth the person's
connections with the debtor,
creditors, or any other party in
interest, their respective attorneys
and accountants, the United States
trustee, or any person employed in
the office of the United States
trustee.

Fed. R. Bankr. P. 2014(a).

[**15] In this case, it is alleged that the Law Firm
Defendants extensively represented the general partners
in setting up limited partnerships into which assets of the
Debtor were transferred prepetition. However, despite the
representation that the applicant was familiar with the
Bankruptcy Code, the application for retention stated that
"to the best of the applicant's knowledge, the Law Firm
has no connections with the Debtor, the Creditors, or any
other party in interest . . . ." and that counsel did not
"represent or hold any interest adverse to the Debtor in
Possession of the Estate herein in the matters upon which
he is to be engaged . . . ." See, Ct. Docket No. 4.

The Court recognizes that fraud on the court is
interpreted narrowly. Gekas v. Pipin, (In the Matter of
Met-L-Wood), [*8] 861 F.2d 1012, 1018 (7th Cir.
1988), cert denied 490 U.S. 1006, 109 S. Ct. 1642, 104 L.
Ed. 2d 157 (1989). Furthermore, an independent action

for fraud on the court is "reserved for those cases of
'injustices which, in certain instances, are deemed
sufficiently gross to demand a departure' from rigid
adherence to the doctrine of res judicata." United States v.
Beggerly, 524 U.S. 38, 46, 118 S. Ct. 1862, 1867, 141 L.
Ed. 2d 32 (1998) [**16] (quoting Hazel-Atlas Glass Co.,
322 U.S. at 244, 64 S. Ct. at 1000). However, this matter
comes before the Court on a motion to dismiss, and
although the ultimate burden lies with the Trustee to
prove fraud on the court by clear and convincing
evidence, see Aoude v. Mobil Oil Corp., 892 F.2d 1115,
1118 (1st Cir. 1989), the Court finds that the Trustee has
plead sufficient facts to state a cause of action upon
which relief can be granted.

Finally, the Law Firm Defendants seek to dismiss the
complaints on the grounds that the Trustee has alleged
the same conduct as the basis for recovery in several
actions, including those that are the subject of this
opinion as well as another action, Bezanson v. Thomas,
Adversary Proceeding No. 98-1136. The Bezanson v.
Thomas action claims negligent misrepresentation,
negligence, and breach of fiduciary duty. The Court will
not dismiss the Trustee's complaints based on this
assertion, but will address the issue of consolidation of
the various actions at the pretrial hearing.

CONCLUSION

For the reasons discussed herein, the Court finds that
the Trustee has alleged facts sufficient to establish a
claim for [**17] fraud on the court. Accordingly, the
motions to dismiss are denied. This opinion constitutes
the Court's conclusions of law. A separate order will be
entered.

DONE and ORDERED this 18th day of April, 2000,
at Manchester, New Hampshire.

BY THE COURT:

Mark W. Vaughn, Chief Judge

LEXSEE 1989 BANKR. LEXIS 511
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Caution
As of: Feb 04, 2008

In re TRI-CRAN, INC., Debtor; TRI-CRAN, INC., Plaintiff v. John FALLON,
Defendant

No. 85-1253-CJK, Chapter 7, Adversary Proceeding No. 88-1241

UNITED STATES BANKRUPTCY COURT FOR THE DISTRICT OF
MASSACHUSETTS

98 B.R. 609; 1989 Bankr. LEXIS 511; 13 Fed. R. Serv. 3d (Callaghan) 1052

March 17, 1989, Decided

CASE SUMMARY:

PROCEDURAL POSTURE: Bankruptcy trustee's
moved, pursuant of Fed. R. Civ. P. 60(b), for a relief
from judgment in an alleged fraudulent sale of debtor's
property to defendant in a Chapter 7 case.

OVERVIEW: Bankruptcy trustee brought an adversary
proceeding to vacate a sale in bankruptcy of debtor's
assets to defendant for collusion and fraud on the court
pursuant to Fed. R. Civ. P. 60(b). Trustee claimed that
defendant received insider information in connection with
the sale of debtor's property. Upon review, evidence of
the negotiations confirmed that defendant received
insider treatment, and did not engage in arm's-length
bargaining. Thus, the court found that defendant
committed fraud on the court and accordingly vacated the
sale of debtor's property.

OUTCOME: The court vacated the sale of debtor's
property to defendant, stating that trustee could seek
relief for fraud on the court, and that trustee's action was
timely filed.

CORE TERMS: stockholder, purchaser, notice, private
sale, misrepresentation, good faith, cranberry, colluded,
cause of action, insider, lowest, good faith, arm's length,
misconduct, vacate, join, collusion, machinery,
approving, appraised, offering, bidder, bid, market value,
perpetrating, corruption, purchasing, impartial, newly,
sale price

LexisNexis(R) Headnotes

Civil Procedure > Pleading & Practice > Motion
Practice > Time Limitations
Civil Procedure > Pleading & Practice > Pleadings >
General Overview
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN1] Fed. R. Civ. P. 60(b) sets a time limit for the filing
of various motions for relief from order or judgment.
Where the motion is based on newly discovered evidence
or on fraud or misrepresentation, the motion must be filed
within one year of entry of the order or judgment from
which it seeks relief; however, the rule's time limitation
does not apply when the basis of the motion is fraud upon
the court.

Civil Procedure > Pleading & Practice > Motion
Practice > Time Limitations
Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN2] On motion and upon such terms as are just, the
court may relieve a party or a party's legal representative
from a final judgment, order, or proceeding for the
following reasons: newly discovered evidence which by
due diligence could not have been discovered in time to
move for a new trial under Fed. R. Civ. P. 59(b); fraud
(whether heretofore denominated intrinsic or extrinsic),
misrepresentation, or other misconduct of an adverse
party; any other reason justifying relief from the
operation of the judgment. The motion shall be made
within a reasonable time, not more than one year after the
judgment, order, or proceeding was entered or taken. This
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rule does not limit the power of a court to entertain an
independent action to set aside a judgment for fraud upon
the court.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
[HN3] The filing of an appeal from an order approving a
sale of property of the bankruptcy estate does not toll the
running of the period within which the motion for relief
must be filed.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN4] Fraud on the court is fraud committed by the
court, by an officer of the court, or by one who colludes
with the court or an officer of the court; its result is a
judgment obtained through the corruption of judicial
officers, which corruption prevents the judicial
machinery from performing its usual functions in an
impartial manner.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN5] Fed. R. Civ. P. 60(b) expressly does not limit the
power of a court to entertain an independent action to set
aside a judgment for fraud upon the court. Therefore, the
one year limitation that Fed. R. Civ. P. 60(b) places on
motions based on the grounds listed in subsections (1),
(2), or (3) thereof does not apply. Rather, because fraud
on the court diminishes the integrity of the judicial
machinery itself, the public welfare demands that the
agencies of public justice be not so impotent that they
must always be mute and helpless victims of deception
and fraud.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Legislation > Statutes of Limitations >
Time Limitations
[HN6] To vindicate the integrity of the judicial process, a
court may entertain a complaint for fraud on the court
long after the judgment itself was entered. A judgment's

freedom from fraud is a matter of vast public importance
that may always be the subject of further judicial inquiry;
it becomes immaterial that the injured party may have
been derelict in bringing the fault to the court's attention.

Bankruptcy Law > Case Administration >
Administrative Powers > Stays > Appeals
Contracts Law > Types of Contracts > Bona Fide
Purchasers
Governments > Legislation > Statutes of Limitations >
Time Limitations
[HN7] An appeals court cannot vacate a sale not stayed
pending appeal if the purchaser purchased the property in
good faith.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN8] The Federal Rules of Civil Procedure do not
define "fraud on the court." Fed. R. Civ. P. 60(b) makes
clear, however, that fraud on the court must somehow be
distinguished from the fraud, misrepresentation, and other
misconduct of an adverse party that is the subject of Fed.
R. Civ. P. 60(b)(3). Otherwise, the one year limitation on
motions under Fed. R. Civ. P. 60(b)(3) would be rendered
meaningless.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN9] As it has been applied, fraud on the court refers to
a subcategory of fraud, misrepresentation or other
misconduct in which the fraud, misrepresentation, or
other misconduct is committed by the court, its
personnel, or its officers. Fraud which is directed to the
judicial machinery itself fraud where the court or a
member is corrupted or influenced or influence is
attempted or where the judge has not performed his
judicial function -- thus where the impartial functions of
the court have been directly corrupted.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN10] The concept of fraud should embrace only that
species of fraud which does or attempts to defile the court
itself, or is a fraud perpetrated by officers of the court so
that the judicial machinery cannot perform in the usual
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manner its impartial task of adjudging cases that are
presented for adjudication.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN11] Where a judgment is obtained by fraud
perpetrated by an attorney acting as an officer of the
court, the judgment may be attacked for fraud on the
court. Since attorneys are officers of the court, their
conduct, if dishonest, would constitute fraud on the court.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
Governments > Courts > Court Personnel
[HN12] While an attorney should represent his client
with singular loyalty that loyalty obviously does not
require that he act dishonestly or fraudulently; on the
contrary, his loyalty to the court, as an officer thereof,
demands integrity and honest dealing with the court. And
when he departs from that standard in the conduct of a
case he perpetrates a fraud upon the court.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
[HN13] Tampering with the administration of justice in
the manner indisputably shown here involves far more
than an injury to a single litigant. It is a wrong against the
institutions set up to protect and safeguard the public,
institutions in which fraud cannot complacently be
tolerated consistently with the good order of society.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN14] Fraud on the court always involves two victims:
the individual litigant against whom the judgment was
obtained and the court itself, whose integrity is
compromised by the fraudulent behavior of its officers.
The very temple of justice is defiled. Fraud on the court is
thus distinguished from the fraud, misrepresentation, and
other misconduct that is the subject of Fed. R. Civ. P.
60(b)(3) in that fraud on the court is perpetrated, at least

in part, by the court or its officers and thus victimizes the
court by compromising its integrity.

Bankruptcy Law > Case Administration > Examiners,
Officers & Trustees > Duties & Functions > Capacities
& Roles
Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN15] The list of persons against whom a cause of
action for fraud on the court may be brought thus
includes attorneys appearing before the court as officers
of the court. In a bankruptcy proceeding, that would
include counsel for the debtor in possession. Certain
non-attorney parties also may be perpetrators of fraud on
the court. In a bankruptcy proceeding, the debtor in
possession is a fiduciary not only to its creditors but to
the bankruptcy court. The debtor in possession is an
officer of the court, one who, like a trustee in bankruptcy,
bears a special responsibility for the proper functioning of
the machinery of justice, a responsibility to act in the best
interests of the estate as a whole. Therefore, the debtor in
possession is an officer of the court and, as such, can be a
perpetrator of fraud on the court.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN16] Relief granted for fraud on the court has included
restraining the beneficiaries of the judgment from taking
any benefit whatever from it. In other words, a cause of
action for fraud on the court can be maintained against
one who is not an officer of the court and in whose favor
judgment was granted if that person colluded with an
officer of the court to perpetrate fraud on the court and
thereby obtained the favorable judgment.

Bankruptcy Law > Case Administration >
Administrative Powers > Stays > Appeals
Contracts Law > Types of Contracts > Bona Fide
Purchasers
Governments > Courts > Court Personnel
[HN17] The Bankruptcy Court can not vacate a sale
conducted pursuant to 11 U.S.C.S. § 363(b) if that sale
was not stayed pending appeal unless the party seeking to
vacate the sale proves that the purchaser did not purchase
in good faith. This rule, which is reflected in 11 U.S.C.S.
§ 363(m), reflects the salutary policy of affording finality
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to judgments approving sales in bankruptcy by protecting
good faith purchasers, the innocent third parties who rely
on the finality of bankruptcy judgments in making their
offers and bids. The finality and reliability of judicial
sales enhance the value of assets sold in bankruptcy.

Bankruptcy Law > Case Administration >
Administrative Powers > Estate Property Lease, Sale &
Use > Modification & Reversal
[HN18] 11 U.S.C.S. § 363(m) governs the effect that "the
reversal or modification on appeal" of an authorization
under 11 U.S.C.S. § 363(b) may have on the validity of a
sale carried out pursuant to that authorization.

Bankruptcy Law > Case Administration >
Administrative Powers > Estate Property Lease, Sale &
Use > Modification & Reversal
Bankruptcy Law > Case Administration >
Administrative Powers > Stays > Appeals
Contracts Law > Types of Contracts > Bona Fide
Purchasers
[HN19] The finality of bankruptcy sales serves an
important policy of the Bankruptcy Code. Therefore,
even if 11 U.S.C.S. § 363(m) does not itself apply to the
trustee's cause of action, the policy and the rule it states
must be respected. The court cannot and will not vacate a
sale to a defendant, which was not stayed, unless the
Trustee alleges and proves that the defendant is not a
purchaser in good faith.

Bankruptcy Law > Case Administration >
Administrative Powers > General Overview
Contracts Law > Types of Contracts > Bona Fide
Purchasers
[HN20] The Bankruptcy Code, 11 U.S.C.S. § 363, does
not define the term "good faith purchaser," but in the
First Circuit as elsewhere, the term has been defined in
accordance with its traditional use in equity: one who
purchases assets (1) for value, (2) in good faith, and (3)
without knowledge of adverse claims.

Bankruptcy Law > Case Administration >
Administrative Powers > General Overview
Civil Procedure > Judgments > Relief From Judgment
> Fraud
Contracts Law > Types of Contracts > Bona Fide
Purchasers

[HN21] The requirement that a purchaser act in good
faith speaks to the integrity of his conduct in the course
of the sale proceedings. Typically, the misconduct that
would destroy a purchaser's good faith status at a judicial
sale involves fraud, collusion between the purchaser and
other bidders or the trustee, or an attempt to take grossly
unfair advantage of other bidders.

Bankruptcy Law > Case Administration >
Administrative Powers > Estate Property Lease, Sale &
Use > Collusive Bidding
[HN22] 11 U.S.C.S. § 363(n) permits a court to vacate a
sale for collusion "among bidders."

Bankruptcy Law > Case Administration >
Administrative Powers > General Overview
Contracts Law > Types of Contracts > Bona Fide
Purchasers
[HN23] In order for a purchaser of assets in a
bankruptcy-related sale to be deemed a good faith
purchaser, he or she must pay "value" for the property;
and a buyer is generally deemed to have paid value when
he or she has paid at least seventy-five percent of the
asset's appraised value, at least when the appraisal is not
contested.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN24] Obviously, a debtor that deliberately squanders
opportunities to market the property in order to protect a
low, insider bid from competition can not then claim that
the insider deal was fair because, having squandered its
time, the debtor was under a compulsion to sell.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN25] A Trustee must establish fraud on the court by
clear and convincing evidence.

JUDGES: [**1] Carol J. Kenner, United States
Bankruptcy Judge.

OPINION BY: KENNER

OPINION

[*611] MEMORANDUM OF DECISION
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CAROL J. KENNER, UNITED STATES
BANKRUPTCY JUDGE

The Trustee in Bankruptcy brought this adversary
proceeding to vacate a sale in bankruptcy of the Debtor's
assets to the Defendant for collusion and fraud on the
court. The matter has been tried, and the parties have
filed suggested findings of fact and conclusions of law.
This memorandum contains my findings of fact and
conclusions of law on the merits of the controversy, and
on certain procedural defenses the Defendant raises. I
find that the Defendant committed fraud on the court and
rule that the sale should be vacated.

Procedural History of the Adversary Proceeding

On March 21, 1988, Harold W. Potter, Jr., the
Debtor's Trustee in Bankruptcy, filed a Motion to Set
Aside Sale. The motion sought to set aside the sale by the
Debtor in Possession of its assets to John Fallon, a sale
that was approved by the Court over the objections of the
United States Trustee and of the Debtor's minority
stockholders, Clarence A. Serpa, Jr. and Paul A. Florindo.
The Trustee alleged as the basis for setting aside the sale
that statements to the Court at the hearings [**2] on the
objections to the sale were inaccurate and misleading,
that the statements were known to be relevant to the
approval of the sale, and that Fallon was not a purchaser
in "good faith" and "for value."

Fallon filed a response in which he argued that the
motion should be denied because it was filed late and
because it failed to state a claim on which relief could be
granted. Neither of these arguments has yet been
disposed of. In the alternative, Fallon argued that the
motion failed to set forth sufficient factual allegations to
put John Fallon (or any other party) on notice of the
issues in dispute. I agreed with Fallon on the latter point
and ordered the Trustee to set forth his allegations more
fully in an adversary complaint.

The Trustee then filed the detailed complaint that
initiated this adversary proceeding. In essence, the
complaint alleges that Fallon colluded with Richard
Gargiulo, a [*612] stockholder of the Debtor, with
Edward Gargiulo, Fallon's friend and Richard's brother
and law partner, and with Neal Satran, counsel for the
Debtor in Possession, to obtain Court approval of the sale
at the lowest possible price and, in furtherance of this
scheme, conspired to and did conceal [**3] from and
misrepresent to the Court, despite direct inquiry, the

personal relationship between Fallon and the Gargiulos
and the less than arm's length dealings between Fallon
and the Debtor.

John Fallon, the only defendant named in the
complaint, filed an answer denying the existence of any
collusion and asserting that he purchased the Debtor's
assets in good faith, at fair market value, and in an arm's
length transaction. Fallon also listed several specific
defenses: the complaint fails to state a claim on which
relief can be granted; the complaint is barred by the
applicable statute of limitations; the complaint fails to
plead fraud with sufficient particularity to satisfy Rule 9
of the Federal Rules of Civil Procedure, made applicable
hereto by Bankruptcy Rule 7009; and the complaint fails
to join necessary parties who are subject to process. 1 The
case was tried, and the parties have submitted proposed
findings of fact and conclusions of law. 2

1 Fallon pleaded additional defenses: that the
complaint is barred by laches because the Trustee
delayed unreasonably in filing it and thereby
prejudiced Fallon; and that the Trustee, "by
reason of his acts and conduct," has waived any
rights against Fallon and is estopped from
asserting any claims against them. These defenses
were not supported by specific evidentiary
allegations; nor were they developed or argued in
Fallon's closing arguments or his Suggested
Findings of Fact and Rulings of Law. Moreover, I
find no evidence to support these defenses. I
therefore overrule them. I also find that the
complaint pleads fraud with sufficient
particularity; therefore, I reject without further
comment Fallon's Rule 9 defense.

[**4]
2 After this complaint was tried and taken under
advisement, the Court received an affidavit from
Attorney Nina Parker, a letter from Attorney Neal
Satran, and another letter from Attorney William
F. Looney, Jr., on behalf of Parker and Satran,
both of whom served as Debtor's counsel during
the proceedings under scrutiny. The form, content
and timing of these letters leave me with little
alternative but to regard them as improper
attempts to circumvent evidentiary procedures
and to influence the Court's findings and
conclusions. The affidavits and letters are neither
evidence nor pleadings and have been given no
consideration.
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History of the Case

Before addressing the merits, it would help to
explain the history of the bankruptcy case from which
this adversary proceeding arises. The Debtor, a cranberry
farming corporation, filed its petition under Chapter 11 of
the Bankruptcy Code on November 6, 1985. On July 22,
1986, the Debtor filed a Notice of Intended Private Sale
in which it gave notice of its intent to sell virtually all its
assets to John Fallon, the Defendant herein, for $
480,000.00. The assets being sold consisted principally of
383 acres of real estate (the "property") [**5] situated in
the Towns of Rochester and Marion, Massachusetts. 3 No
counteroffers were timely filed, but four parties filed
objections to the proposed sale: (1) the United States of
America on behalf of the Farmers Home Administration
(FmHA), one of the two mortgage holders on the
property; (2) Antone J. Florindo and others, who jointly
held the other mortgage; (3) Paul A. Florindo and
Clarence A. Serpa, Jr., two of the Debtor's four
stockholders; 4 and (4) the United States Trustee. The
mortgagees' objections were ultimately withdrawn and
have no bearing on the present proceeding.

3 The other assets included most of the Debtor's
machinery and equipment, all inventory and crop
rights, the right to use the name "Tri-Cran," and
all other real and personal property located on the
property and not included within the above
categories. The purchaser was also to assume the
two mortgages on the property.
4 The other stockholders, who together held a
majority of the outstanding shares, were Robert
Murphy and Richard Gargiulo.

The minority stockholders' objection rested on two
bases: the property had been appraised for an amount
considerably higher than the proposed sale price, and,
[**6] most significantly, the Debtor had not disclosed
the identity of the buyer, John Fallon, or his relationship
to the other parties to this bankruptcy. (The objection did
not state [*613] what relationship Fallon had to the
Debtor or any of its affiliates, nor did it state why any
relationship would constitute a ground for denying the
sale.) I overruled the stockholders' objection, in part
because neither they nor counsel for them appeared at the
September 10, 1986, hearing on the objections. The
stockholders filed a motion for reconsideration alleging
that a prospective purchaser named David Grant was
prepared to offer $ 500,000.00 for the assets being sold. I

denied the motion for reconsideration because it did not
explain the stockholders' failure to appear at the hearing
on their objection and because Mr. Grant's counteroffer
was late.

The United States Trustee's objection was initially
overruled, but its motion for reconsideration was allowed.
The United States Trustee stated several grounds for its
objection, the most significant of which, for present
purposes, were that the sale price was seriously
inadequate and that the Debtor had not publicly
advertised the sale of the property. [**7] I held a
hearing on the objection on October 2, 1986, after which
I overruled the objection and allowed the sale to go
forward in an Order and Memorandum dated October 8,
1986.

The United States Trustee and stockholders Serpa
and Florindo appealed to the United States District Court
from my order overruling their objections and approving
the sale, but neither the stockholders nor the United
States Trustee obtained a stay of the order pending
appeal. Consequently, the property and other assets
described in the Notice of Intended Sale were sold to
John Fallon.

While the appeal was pending, I ordered that a
Chapter 11 Trustee be appointed; Harold J. Potter, Jr., the
Plaintiff herein, was appointed Trustee, and I approved
his appointment. Then on August 17, 1987, this case was
converted to a case under Chapter 7 of the Bankruptcy
Code, and Mr. Potter was appointed Trustee under that
chapter.

On December 17, 1987, the Trustee filed a report
(the "Trustee's Report") in this Court. The report set forth
the results of an investigation he had undertaken into
allegations by stockholders Serpa and Florindo that the
Debtor's other stockholders, Richard Gargiulo and Robert
H. Murphy, had engineered [**8] the sale to Fallon at a
bargain price and had a side deal with Fallon such that
Gargiulo and Murphy were secret partners with Fallon in
the purchase and would retain control of the property. On
the basis of his findings, the Trustee asked the District
Court to stay its decision on the appeal from my order
approving the sale and to remand the matter to the
Bankruptcy Court. On January 7, 1988, the District Court
(Zobel, J.) issued the following order:

Because the Trustee's Report on the
basis of newly-discovered evidence raises
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substantial questions about the good faith
of the purchaser and the sale, this matter is
remanded to the Bankruptcy Court for
further consideration of the Notice of
Intended Private Sale and the Objections
thereto.

The Trustee then filed in this Court the motion to set
aside sale that gave rise to this adversary proceeding.

Defenses

1. Motion Filed Untimely

The first defense Fallon raises is that Rule 60(b) of
the Federal Rules of Civil Procedure, made applicable to
this proceeding by Bankruptcy Rule 9024, requires that
motions for relief from an order, when based on newly
discovered evidence or on fraud, misrepresentation or
misconduct, shall [**9] be made not more than one year
after the order was entered. The Trustee's complaint to set
aside sale was filed more than one year after entry of the
order approving the sale; therefore, Fallon concludes, the
Trustee's complaint was filed late and must be dismissed.

[HN1] Rule 60(b), the relevant portion of which is
set forth in the margin, 5 sets a [*614] time limit for the
filing of various motions for relief from order or
judgment. Where the motion is based on newly
discovered evidence or on fraud or misrepresentation, the
motion must be filed within one year of entry of the order
or judgment from which it seeks relief; however, the
rule's time limitation does not apply when the basis of the
motion is fraud upon the court.

5 Rule 60(b) reads as follows:

[HN2] On motion and upon such
terms as are just, the court may
relieve a party or a party's legal
representative from a final
judgment, order, or proceeding for
the following reasons: ... (2) newly
discovered evidence which by due
diligence could not have been
discovered in time to move for a
new trial under Rule 59(b); (3)
fraud (whether heretofore
denominated intrinsic or extrinsic),
misrepresentation, or other
misconduct of an adverse party; ...

or (6) any other reason justifying
relief from the operation of the
judgment. The motion shall be
made within a reasonable time, and
for reasons (1), (2), and (3) not
more than one year after the
judgment, order, or proceeding was
entered or taken.... This rule does
not limit the power of a court to
entertain an independent action....
to set aside a judgment for fraud
upon the court.

[**10] It is undisputed that the complaint was filed
more than one year after entry of the order approving the
sale. 6 And [HN3] the filing of an appeal from that order
does not toll the running of the period within which the
motion for relief must be filed. United States ex rel.
Bonner v. Warden, 78 F.R.D. 344 (N.D.Ill. 1978).
Therefore, if the Trustee's complaint seeks to set aside the
sale solely on the basis of Rule 60(b)(2) (newly
discovered evidence) or Rule 60(b)(3) (fraud,
misrepresentation, or misconduct), the complaint must be
dismissed as untimely.

6 I entered the order approving the sale on
October 8, 1986. The Trustee did not file his
motion to set aside sale until March 21, 1988. The
earliest action taken by the Trustee with respect to
the sale was his filing with the District Court a
motion to stay decision and to intervene. That
motion was filed on November 4, 1987.
Therefore, even if the Trustee's motion to set
aside sale related back to the date of the District
Court motion, it was still filed more than one year
after entry of the order approving sale.

The viability of the Trustee's complaint thus depends
on whether it states a cause of action for "fraud upon the
[**11] court," as that term is used in Fed. R. Civ. P.
60(b). I discuss the nature of fraud on the court elsewhere
in this memorandum and need not repeat that discussion
here. In short, [HN4] fraud on the court is fraud
committed by the court, by an officer of the court, or by
one who colludes with the court or an officer of the court;
its result is a judgment obtained through the corruption of
judicial officers, which corruption prevents the judicial
machinery from performing its usual functions in an
impartial manner. The complaint alleges that Fallon
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colluded with two officers of the court -- counsel for and
a principal of the Debtor in Possession -- to obtain the
Debtor's property for Fallon for the lowest possible price.
It also alleges that Fallon colluded with the same officers
of the court to conceal from and misrepresent to the Court
the personal relationship between Fallon and the
Gargiulos and the less than arm's length dealings between
Fallon and the Debtor. The complaint thus clearly states a
cause of action against Fallon for fraud on the court. It
alleges that Fallon helped officers of the Court to breach
their fiduciary obligation to get the best deal possible for
the bankruptcy estate; [**12] that he helped them to
breach their fiduciary obligation to deal honestly with the
Court; and that he profited from his collusion at the
expense of the estate and of the Court.

[HN5] Rule 60(b) expressly "does not limit the
power of a court to entertain an independent action.... to
set aside a judgment for fraud upon the court." F.R.Civ.P.
60(b). Therefore, the one year limitation that Rule 60(b)
places on motions based on the grounds listed in
subsections (1), (2), or (3) thereof does not apply to this
proceeding. Rather, because fraud on the court
diminishes the integrity of the judicial machinery itself,
"the public welfare demands that the agencies of public
justice be not so impotent that they must always be mute
and helpless victims of deception and fraud." Hazel-Atlas
Glass Co. v. Hartford Empire Co., 322 U.S. 238, 246, 64
S. Ct. 997, 88 L. Ed. 1250 (1944). [HN6] To vindicate the
integrity of the judicial process, a court may entertain a
complaint for fraud on the court long after the judgment
itself was entered. Id. In Hazel-Atlas, for example, the
Supreme Court upheld the power [*615] of a lower
court to entertain an action for fraud on the court that was
commenced over eight years after the original judgment
was entered. [**13] Id. at 239, 244-246. See also Root
Refining Co. v. Universal Oil Products Co., 169 F.2d
514, 521-522 (3rd Cir. 1948) (a judgment's freedom from
fraud is a matter of "vast public importance" that "may
always be the subject of further judicial inquiry"; "it
becomes immaterial that the injured party may have been
derelict in bringing the fault to the court's attention.")

I conclude that the Trustee's complaint, insofar as it
sets forth a cause of action for fraud on the court, was
timely filed. The Trustee has pleaded and may seek relief
for fraud on the court. I also note, however, that fraud on
the court is the only cause of action I may entertain. The
other grounds on which the Trustee could have relied
(newly discovered evidence under Rule 60(b)(2) and

fraud, misrepresentation, or misconduct under Rule
60(b)(3)) are no longer available to him and may not
serve as the basis of relief.

2. Failure to Join Necessary Parties

Fallon states as his second defense that Neal Satran,
Richard Gargiulo, and Edward Gargiulo are necessary
parties to this proceeding and that the Trustee's failure to
join them requires dismissal of the action. Fallon
submitted no argument in support of [**14] this
defense. Satran and the Gargiulos had notice of this
proceeding -- all three were witnesses at the trial -- but
none of them sought to intervene. Fallon did not file a
third-party complaint against any of them or otherwise
move to join them in this proceeding. The Trustee has not
indicated why he chose not to join them.

Neither Satran nor either of the Gargiulos is an
indispensable party as that term is defined in Fed. R. Civ.
P. 19, made applicable here by Bankruptcy Rule 7019.
Their absence in no way prevents me from according
complete relief among those already parties. Fed. R. Civ.
P. 19(a)(1). Nor does their absence leave Fallon open to a
substantial risk of double, multiple, or otherwise
inconsistent obligations. Fed. R. Civ. P. 19(a)(2)(ii). Nor
does their absence from this proceeding impede their
ability to protect whatever interest they may have in its
subject matter. Fed. R. Civ. P. 19(a)(2)(i).

If either Fallon or those not joined thought that they
would be prejudiced by the failure to join them, the
prejudiced party could have filed a motion to intervene or
to join the indispensable party. No one moved to join or
to intervene. For that reason, and because of Fallon's
[**15] failure to specify the prejudice to himself or even
to argue this issue, I decline to dismiss this proceeding
for failure to join.

The Trustee's Cause of Action

I have ruled that, because this action was
commenced more than one year after the entry of the
order it seeks to vacate, the Trustee may proceed solely
on the theory of fraud on the Court. But the Trustee also
claims to state causes of action under 11 U.S.C. section
363(m), which states [HN7] that an appeals court cannot
vacate a sale not stayed pending appeal if the purchaser
purchased the property in good faith. This claim and
Fallon's contention that the complaint fails to allege that
he did not purchase the property in good faith require that
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I clarify the relation of the purchaser's good faith or lack
thereof to the Trustee's cause of action for fraud on the
court.

1. Fraud on the Court

[HN8] The Federal Rules of Civil Procedure do not
define "fraud on the court." Rule 60(b) makes clear,
however, that fraud on the court must somehow be
distinguished from the fraud, misrepresentation, and other
misconduct of an adverse party that is the subject of Fed.
R. Civ. P. 60(b)(3). Otherwise, the one year limitation on
motions under [**16] Rule 60(b)(3) would be rendered
meaningless. Kupferman v. Consolidated Research &
Mfg. Corp. 459 F.2d 1072, 1078 (2d Cir. 1972).

[HN9] As it has been applied, fraud on the court
refers to a subcategory of fraud, misrepresentation or
other misconduct in which the fraud, misrepresentation,
or other misconduct is committed by the court, its
personnel, or its officers. In Bulloch v. [*616] United
States, 721 F.2d 713 (10th Cir. 1983), fraud on the court
was defined as

fraud which is directed to the judicial
machinery itself.... fraud where the Court
or a member is corrupted or influenced or
influence is attempted or where the judge
has not performed his judicial function --
thus where the impartial functions of the
Court have been directly corrupted.

Id. at 718. The Second Circuit Court of Appeals adopted
a similar definition, one put forward by Professor Moore:

[HN10] The concept should "embrace
only that species of fraud which does or
attempts to defile the Court itself, or is a
fraud perpetrated by officers of the Court
so that the judicial machinery cannot
perform in the usual manner its impartial
task of adjudging cases that are presented
for adjudication." [Citing 7 Moore,
Federal [**17] Practice par. 60.33 at 515
(1971 ed.) and Martina Theatre Corp. v.
Schine Chain Theatres, Inc., 278 F.2d
798, 801 (2d Cir. 1960).]

Kupferman v. Consolidated Research & Mfg. Corp.,
supra. See also Wilkin v. Sunbeam Corporation, 466 F.2d
714, 717 (10th Cir. 1972) (the corruption of judicial

officers is a clear example of fraud on the court), citing
Root Refining Co. v. Universal Oil Products Co., 169
F.2d 514, 534 (3rd Cir. 1948); Matter of
Whitney-Forbes, Inc., 770 F.2d 692, 698-699 (7th Cir.
1985); Lockwood v. Bowles, 46 F.R.D. 625, 632 (D.D.C.
1969).

[HN11] Where a judgment is obtained by fraud
perpetrated by an attorney acting as an officer of the
court, the judgment may be attacked for fraud on the
court. "Since attorneys are officers of the court, their
conduct, if dishonest, would constitute fraud on the
court." H.K. Porter Co. v. Goodyear Tire & Rubber Co.,
536 F.2d 1115, 1119 (6th Cir. 1976), citing Kupferman,
supra, at 1078, and Restatement, Judgments, sec. 126
comment (c) (Supp. 1948).

[HN12] While an attorney 'should
represent his client with singular loyalty
that loyalty obviously does not require that
he act dishonestly or fraudulently; on the
contrary, [**18] his loyalty to the Court,
as an officer thereof, demands integrity
and honest dealing with the Court. And
when he departs from that standard in the
conduct of a case he perpetrates a fraud
upon the Court.' 7 Moore, [Federal
Practice, Par. 60.33 at 513.

Kupferman, supra, at 1078.

The case perhaps most often cited on the theory of
fraud on the court (and apparently the earliest case in
which the term "fraud on the court" was used) is
Hazel-Atlas Glass Co. v. Hartford Empire Co., 322 U.S.
238, 247, 64 S. Ct. 997, 88 L. Ed. 1250 (1944). In
Hazel-Atlas, Hartford had obtained a patent and a
judgment (holding that the patent was valid and
infringed) by submitting first to the Patent Office and
then to the Circuit Court of Appeals evidence fabricated
by Hartford and its attorneys. The case involved fraud
perpetrated by attorneys on a court before which they
appeared as officers. The Supreme Court, in defining the
cause of action and finding Hartford guilty of fraud on
the court, focused not only on the fact that the
perpetrators of the fraud were officers of the court, but
also on the fraud's effect on the integrity of the courts and
of the judicial process:

[HN13] Tampering with the
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administration of justice [**19] in the
manner indisputably shown here involves
far more than an injury to a single litigant.
It is a wrong against the institutions set up
to protect and safeguard the public,
institutions in which fraud cannot
complacently be tolerated consistently
with the good order of society.

Id. at 246. [HN14] Fraud on the court thus always
involves two victims: the individual litigant against
whom the judgment was obtained and the court itself,
whose integrity is compromised by the fraudulent
behavior of its officers. "The very temple of justice [is]
defiled." Universal Oil Products v. Root Refining Co.,
328 U.S. 575, 580, 66 S. Ct. 1176, 90 L. Ed. 1447 (1946).
Fraud on the court is thus distinguished from the fraud,
misrepresentation, and other misconduct that is the
subject of F.R. Civ. P. 60(b)(3) in that [*617] fraud on
the court is perpetrated, at least in part, by the court or its
officers and thus victimizes the court by compromising
its integrity.

[HN15] The list of persons against whom a cause of
action for fraud on the court may be brought thus
includes attorneys appearing before the court as officers
of the court. In a bankruptcy proceeding, that would
include counsel for the debtor in possession. Certain
non-attorney parties [**20] also may be perpetrators of
fraud on the court. Great Coastal Express, Inc. v.
International Brotherhood of Teamsters, Chauffeurs,
Warehousemen and Helpers of America, 675 F.2d 1349,
1357 (4th Cir. 1982). In a bankruptcy proceeding, "the
debtor in possession is a fiduciary not only to its creditors
but to the bankruptcy court." Matter of Tudor Associates,
Ltd., II, 64 B.R. 656, 662 (E.D. N.C. 1986). The debtor in
possession is an officer of the court, id., one who, like a
trustee in bankruptcy, bears a special responsibility for
the proper functioning of the machinery of justice, a
responsibility to act in the best interests of the estate as a
whole. Therefore, the debtor in possession is an officer of
the court and, as such, can be a perpetrator of fraud on the
court.

The complaint in this proceeding alleges that fraud
on the court was committed by Neal Satran, counsel for
the Debtor in Possession, and by the Debtor in Possession
itself. Both Satran and the Debtor were officers of the
court who can have committed fraud on the court. Fallon,
on the other hand, was not an officer of the court, and

thus cannot, by himself, have committed fraud on the
court. [HN16] Still, the judgment [**21] in his favor can
be vacated for fraud on the court if it can be shown, as the
Trustee has alleged, that Fallon colluded with these
officers of the court to obtain approval of the sale at the
lowest price, and, to that end, colluded with them in
perpetrating a fraud on the court. Hazel-Atlas Glass Co.
v. Hartford Empire Co., 322 U.S. at 245 (Relief granted
for fraud on the court has included restraining the
beneficiaries of the judgment from taking any benefit
whatever from it.); Bizzell v. Hemingway, 548 F.2d 505,
508 (4th Cir. 1977) (Defendant who obtained judgment
by colluding with plaintiff's attorney was not entitled to
benefit from its (the defendant's) fraud.) In other words, a
cause of action for fraud on the court can be maintained
against one who is not an officer of the court and in
whose favor judgment was granted if that person colluded
with an officer of the court to perpetrate fraud on the
court and thereby obtained the favorable judgment.

This is the cause of action the Trustee has stated.
Fraud on the court, as the Trustee correctly uses the term
in his complaint, is fraud committed by one who colludes
with officers of the court -- counsel for and a principal
[**22] of a debtor in possession -- to obtain a judgment
in his favor through the corruption of those officers,
which corruption prevents them from performing their
usual functions in an impartial manner.

2. Absence of Good Faith

[HN17] The Trustee must prove not only that Fallon
colluded with officers of the court to perpetrate fraud on
the court, but also that Fallon did not purchase the
property in good faith. The Bankruptcy Court can not
vacate a sale conducted pursuant to 11 U.S.C. section
363(b) if that sale was not stayed pending appeal unless
the party seeking to vacate the sale proves that the
purchaser did not purchase in good faith. This rule, which
is reflected in 11 U.S.C. section 363(m), reflects the
salutary policy of affording finality to judgments
approving sales in bankruptcy by protecting good faith
purchasers, the innocent third parties who rely on the
finality of bankruptcy judgments in making their offers
and bids. In re Abbotts Dairies of Pennsylvania, Inc., 788
F.2d 143, 147 (3rd Cir. 1986); In re Sax, 796 F.2d 994,
998 (7th Cir. 1986); In re Onouli-Kona Land Co., 846
F.2d 1170 (9th Cir. 1988); Matter of Chung King, Inc.,
753 F.2d 547, 549-550 (7th Cir. [**23] 1985). The
finality and reliability of judicial sales enhance the value
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of assets sold in bankruptcy. In re Sax, supra, at 998.

[*618] [HN18] Section 363(m) itself does not apply
to this case. It governs the effect that "the reversal or
modification on appeal" of an authorization under section
363(b) may have on the validity of a sale carried out
pursuant to that authorization. 11 U.S.C. section 363(m).
Although this matter was remanded to the Bankruptcy
Court by the District Court entertaining an appeal from
an authorization under section 363(b), the matter before
me is not an appeal, but a motion to set aside sale filed
pursuant to Rule 60(b) of the Federal Rules of Civil
Procedure and Bankruptcy Rule 9024. Therefore, section
363(m) does not apply.

Nonetheless, the policy it implements is as relevant
and as applicable to a motion to set aside a sale as it is to
an appeal from an order authorizing a [HN19] sale. In
deciding whether to grant the equitable relief the Trustee
seeks, the Court recognizes that the finality of bankruptcy
sales serves an important policy of the Bankruptcy Code.
Therefore, even if section 363(m) does not itself apply to
the Trustee's cause of action, the policy and [**24] the
rule it states must be respected. The Court cannot and
will not vacate the sale to Fallon, which was not stayed,
unless the Trustee alleges and proves that Fallon was not
a purchaser in good faith.

[HN20] The Bankruptcy Code does not define the
term "good faith purchaser," but in the First Circuit as
elsewhere, the term has been defined in accordance with
its traditional use in equity: one who purchases assets (1)
for value, (2) in good faith, and (3) without knowledge of
adverse claims. Greylock Glen Corporation v.
Community Savings Bank, 656 F.2d 1, 4 (1st Cir. 1981)
(hereinafter "Greylock") (construing "good faith
purchaser" as the term was used in Rule 805 of the
former Rules of Bankruptcy Procedure, the predecessor
of 11 U.S.C. section 363(m)); In re Abbotts Dairies of
Pennsylvania, supra at 147; Willemain v. Kivitz, 764 2d
1019, 1023 (4th Cir. 1985).

In this case, I need only focus on the second element:
the requirement that the purchaser have acted in good
faith. No adverse claims have been raised here. And
although the parties litigated the issue of whether Fallon
paid value for the property, I need not address that issue.
If Fallon colluded in perpetrating fraud [**25] on the
court, then he can not have acted in good faith in
purchasing the property. And if he did not collude in
perpetrating fraud on the court, then by operation of Fed.

R. Civ. P. 60(b), the Trustee has no cause of action
against him, this action having been filed more than one
year after entry of the order authorizing the sale. So I
need not reach the issue of value.

The requirement that the purchaser act in good faith
was elaborated upon in In re Rock Industries Machinery
Corp., 572 F.2d 1195, 1198 (7th Cir. 1975):

[HN21] The requirement that a
purchaser act in good faith.... speaks to the
integrity of his conduct in the course of the
sale proceedings. Typically, the
misconduct that would destroy a
purchaser's good faith status at a judicial
sale involves fraud, collusion between the
purchaser and other bidders or the trustee,
or an attempt to take grossly unfair
advantage of other bidders.

See also In re Abbotts Dairies of Pennsylvania, Inc., 788
F.2d 143, 147 (3rd Cir. 1986); Willemain v. Kivitz, 764
F.2d 1019, 1023 (4th Cir. 1985); In re Bel Air Associates,
Ltd., 706 F.2d 301, 305 n.11 (10th Cir. 1983). This list of
acts that would vitiate a purchaser's good [**26] faith,
though incomplete, clearly includes the act the Trustee
complains of: Fallon's alleged collusion with the Debtor
in Possession (through one of its principals and its
attorney) to obtain court approval of the sale at the lowest
possible price. Such collusion, if proven, would
constitute not only fraud on the court, but a breach of
good faith as well, and would permit the Court to vacate
the sale.

The Trustee also claims to state a cause of action
[HN22] under 11 U.S.C. section 363(n), which permits a
court to vacate a sale for collusion "among bidders."
However, the complaint alleges collusion between the
sole bidder and the Debtor in Possession, not among
bidders, so section 363(n) does not apply to this case.

[*619] In summary, the Trustee has alleged and
must prove that Fallon colluded with the Debtor in
Possession in commiting fraud on the court and that
Fallon acted in bad faith in purchasing the property.

FINDINGS OF FACT

I find that the Trustee has proven his case against
Fallon by clear and convincing evidence. Richard
Gargiulo as the Debtor's principal and Neal Satran as
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counsel for the Debtor perpetrated fraud on the court, and
Fallon colluded with them in the fraud. The fraud [**27]
on the court consisted of Gargiulo's and Satran's
arranging to sell the property through insider dealing for
the lowest price the bankruptcy court would approve
instead of through arm's length dealing for the highest
price the estate could obtain. It further consisted of a
successful effort by Gargiulo, Satran, Fallon and perhaps
Nina Parker to conceal Fallon's relationship to the Debtor
from the Court and other interested parties, an effort that
included outright misrepresentations by Satran and Parker
to the Court. The fraud resulted in my authorizing a sale
that, had the truth about Fallon's relation to and dealings
with the Debtor come to light, I would not have permitted
to go forward. Consequently, the Debtor sold the property
to Fallon at a price substantially lower than it would have
obtained had Satran and Gargiulo not protected Fallon's
low offer.

My specific findings are as follows. Fallon learned
about the availability of the Debtor's property, not
through word of mouth in the local cranberry industry (as
Debtor's counsel represented to me) -- Fallon at the time
had nothing to do with the cranberry industry -- but from
his friend, Edward Gargiulo, Richard Gargiulo's brother
[**28] and law partner. The testimony at trial showed
that Fallon and Edward Gargiulo met as teenagers and
have been close friends for more than twenty years. They
communicated frequently with each other. Edward would
sometimes give Fallon friendly advice on business
matters. In fact, Edward testified that after he brought the
Debtor's property to Fallon's attention, Fallon asked his
advice about purchasing the property and even tried to
interest Edward in purchasing the property with him.
Moreover, around the time of the hearings on the
objections to the Debtor's Notice of Intended Sale,
Edward hired Fallon, who is an electrical contractor, to
install new wiring in his house and to do the electrical
work for his firm's newly acquired office condominium.
In both cases, the business relations were handled
informally, as between friends, and certainly not at arm's
length, as between business people.

Richard Gargiulo was not as close to Fallon as was
Edward -- Fallon knew Richard mostly through Edward
-- but he was friendly with Richard and had known him
for many years. In fact, the year before the incidents at
issue here, Richard asked Fallon to serve, and Fallon did
serve, on the crew that [**29] raced Richard's boat from
Massachusetts to Bermuda. Fallon lived in close

proximity to Richard during the five days of the race and
met with him on several other occasions to practice and
prepare for the race. So Richard and Fallon were more
than passing acquaintances of each other. Fallon's
personal relationship to Edward and Richard Gargiulo
was never disclosed to the Court or to any party
interested in the Notice of Intended Private Sale. Rather,
efforts were made to keep that relationship concealed,
efforts that included outright misrepresentations by
Debtor's counsel to the Court. These arose as follows.

When the Debtor filed its Notice of Intended Private
Sale, the Debtor's minority stockholders, Serpa and
Florindo, who were at odds with the majority
stockholders, objected to the sale as follows:

"1. The real estate in question has been
appraised for an amount considerably
higher than the proposed private sale.

2. There has been no disclosure of the
proposed buyer other than the name John
Fallon.

3. Your Petitioners respectfully
request that the Court determine the full
identity of the proposed buyer and his
relationship, if any, to the other parties to
[*620] this bankruptcy." [**30] Serpa
and Florindo's Objection to Notice of
Intended Private Sale.

Serpa and Florindo did not appear at the September 10,
1986, hearing on their objection; nonetheless, the Court
inquired into Fallon's identity and relation to the Debtor.

The following colloquy transpired between the Court
and Nina Parker, who was handling the hearing for the
Debtor:

THE COURT: Before you start, counsel,
I had a couple of questions.

Had you -- had the -- Debtor
advertised this property for sale publicly?

MS. PARKER: No, your Honor, they
did not. They did it simply through private
sale mechanism.

THE COURT: And Mr. Fallon is the
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purchaser?

MS. PARKER: Yes, he is.

THE COURT: And who is Mr.
Fallon?

MS. PARKER: Mr. John Fallon is
right there (indicating). He is a gentleman
of substantial net worth. We have filed a
financial statement which indicates net
worth in excess of one million dollars. He
has been in real estate and other ventures
in which he was a self-employed man for
over fifteen years. And while he does not
have cranberry bog management
experience, he has substantial real estate
management experience and has obtained,
in anticipation of this sale, substantial help
with respect to managing [**31] and
information of cranberry bogs. And he
feels prepared to go forward and manage
and run the cranberry bogs.

THE COURT: Is Mr. Fallon related to
any of the stockholders or principals in the
case?

MS. PARKER: No, he is not.

Fallon, Satran, and Richard Gargiulo were all present at
the hearing, but none of them added anything to Parker's
last response. They left the Court with counsel's
misrepresentation that Fallon had no relation to the
Debtor's principals. On the basis of this representation
and because no one appeared for Serpa and Florindo at
the hearing, I overruled their objection.

I also overruled the United States Trustee's objection,
but the United States Trustee filed a motion for
reconsideration, which I heard on October 2, 1986.
Parker, Satran and Richard Gargiulo were present at the
hearing; Fallon was represented by counsel, but did not
attend himself. Again, the Court raised the issue of
Fallon's relationship to the Debtor's stockholders:

THE COURT: Just before we hear Mr.
Westgate, I had a couple of questions. I
think part of the concern that was raised at
the hearing on the intended sale had to do
with who Mr. Fallon is and what

relationship, if any, he had to the [**32]
debtor or to any of the debtor's
stockholders. And I believe that you
testified that he had no relationship -- you
stated for the record that he had no
relationships; is that correct?

MS. PARKER: He was here at the
last hearing --

THE COURT: Yes.

MS. PARKER: -- and he is not here
today. He is represented by counsel, as he
was unable to be here. But that is true.
There is no relationship. And that's been
investigated, because I have met with him
on numerous occasions. His title insurance
people, his real estate people, the
financing -- everything --

THE COURT: How did Mr. Fallon
learn that the property was for sale?

MS. PARKER: I believe that it was
almost general knowledge within the
cranberry industry. It's well known that
Tri-Cran has been in bankruptcy; that they
needed an infusion of cash; and that it was
on the market, and we were approached by
him.

THE COURT: Did he call you,
personally?

MR. SATRAN: He called me.

MS. PARKER: He called Mr. Satran,
and, of course, I ended up ultimately
dealing with him at numerous things. But
he initially contacted Mr. Satran and set up
a meeting at our office.

Thus Parker and Satran reaffirmed what Parker had stated
at the previous hearing -- [**33] that Fallon had no
relationship to the Debtor's stockholders -- and added that
the [*621] matter had been investigated. They further
represented that Fallon had learned about the property
through the grapevine (if I may use that metaphor) in the
cranberry industry: "it was almost general knowledge
within the cranberry industry." Moreover, they

Page 637



represented that Fallon made the first move by calling
Satran. On the basis of these representations and for other
reasons stated in my memorandum (entitled Order
Approving Sale) of October 8, 1986, this Court overruled
the United States Trustee's objection and approved the
sale.

Counsel's representations -- that Fallon had no
relationship to the Debtor's stockholders, that he learned
about the property through the cranberry industry, and
that Fallon made the first move by contacting Satran --
were entirely false. Fallon had a close relationship to the
Debtor through the Gargiulos and learned about the
availability of the property from Edward Gargiulo, not
through the cranberry industry. Moreover, Fallon did not
initiate contact with the Debtor by calling Satran. Rather,
Edward Gargiulo, an "insider" of the Debtor (see 11
U.S.C. section 101(30)(B)(vi)), [**34] made the initial
contact and brought Fallon to the Debtor. Fallon then
viewed the property with both Richard and Edward
Gargiulo before calling and meeting with Satran.

Satran was present during both colloquys and heard
Parker's answers to these questions. He knew her answers
were false, but breached his duty as an officer of the court
and as counsel for the Debtor in Possession by failing to
correct them. Satran testified that he thought Parker's
answers were true; in his estimation, Fallon had no
relation to the Debtor worth mentioning; and, although he
knew that Fallon had learned about this property through
Edward Gargiulo, it was true that, as between Fallon and
Satran, Fallon had made the first move. That is, after
Edward and Richard Gargiulo had spoken to Fallon,
Fallon called Satran.

I disbelieve Satran's testimony. Satran had
experience in bankruptcy law and knew well that Fallon's
relationship to the Debtor -- his relationship to Edward
Gargiulo, Edward's having introduced him to the Debtor,
and the subsequent nature of the dealings between the
parties (which I will discuss below) -- would spark
serious concern about the propriety of the intended sale.
Moreover, Satran knew [**35] he was misleading the
Court by stating that Fallon had called him. That
statement must be looked at in context. It was made as
part of the answer to my question, "How did Mr. Fallon
learn that the property was for sale?" Satran and Parker
answered that Fallon had learned about the property, not
from the Debtor, but through the cranberry industry, and
that Fallon had then made the initial contact with the

Debtor by contacting Satran. Satran knew that Fallon had
learned about the property through Edward Gargiulo, so
the answer that Fallon had learned about the property
through the cranberry industry was completely
unfounded. Parker fabricated it, or at least Satran failed to
correct it, solely to mislead the Court and other interested
parties.

Satran's misrepresentations concealed not only
Fallon's relationship to Edward and Richard Gargiulo;
they also concealed from inquiry the improprieties to
which the relationship gave rise. The Debtor did not
conduct its dealings with Fallon at arm's length or with
the intention of getting the best price possible from this
sale for the bankruptcy estate. Instead, Satran and
Richard Gargiulo arranged to sell the property to Fallon
for the lowest [**36] price the bankruptcy court would
approve, $ 480,000, which was seventy-five (75%) of the
value at which the property had then been appraised, $
630,000.00.

On April 14, 1986, Fallon met with Satran and
Richard Gargiulo in Satran's office to discuss the
possibility of Fallon's purchasing the property. (Fallon
was not represented by counsel at the meeting.) Fallon
asked Satran, "How cheap can I buy it? What's the
minimum price I can buy the property for?" or words to
that effect. Satran responded that a Bankruptcy Court
usually would not confirm a private sale for less than
seventy-five percent of the property's appraised value.

[*622] Fallon has argued that Satran's response was
intended and understood only as a statement of law, not
as an offer. I find otherwise for two reasons. First,
Fallon's question did not specifically ask for legal advice
about Bankruptcy law; his question asked for the lowest
price at which the Debtor would sell the property. More
importantly, Satran himself testified that he was offering
the property to Fallon for the lowest price a Bankruptcy
Court could sanction. Satran explained:

I said that a Bankruptcy Court would not
confirm a private sale generally for less
[**37] than seventy-five percent of
appraisal. At that point in time, we had no
offers on the table; all of the various
investors or other parties had disappeared,
as it were; and the company was at its
wit's end with regard to the viability of the
Chapter 11. And Mr. Fallon came forward.

Page 638



He was interested in buying the property.
His purchase price would have realized
100 percent dividend and a $ 100,000.00
plus equity [sic] for the stockholders. And
as a starting point, if it was at all possible
to secure an offer on this property, it was
in the best interest of this company to do
so.

So Satran intended his answer to Fallon's question as an
offer to sell the property for seventy-five percent of
appraised value.

Mr. Satran's recitation of the law was correct:
[HN23] in order for a purchaser of assets in a
bankruptcy-related sale to be deemed a good faith
purchaser, he or she must pay "value" for the property;
and a buyer is generally deemed to have paid value when
he or she has paid at least seventy-five percent of the
asset's appraised value, at least when the appraisal is not
contested. Greylock, supra, at 4. At the time of the April
14 meeting, the Debtor's property had been appraised
[**38] for $ 630,000.00, seventy-five percent of which is
$ 472,500.00. Accordingly, the amount of $ 480,000 was
discussed as a sale price at the April 14th meeting.

Satran confirmed the $ 480,000 offering price in a
letter to Fallon dated May 28, 1986. Neither Satran nor
Richard Gargiulo ever asked Fallon for more than that
amount for the property. They simply offered it to him
for the lowest selling price a Bankruptcy Court could
approve. Fallon responded with a letter dated June 25,
1986, offering to purchase all the Debtor's assets for $
480,000. Satran then filed the Notice of Intended Private
Sale that gave rise to these hearings.

A low offering price can be understood where the
Debtor's back is to the wall. A debtor might in such
circumstances legitimately offer a low selling price as a
means of getting the bidding started. But neither Satran
nor Gargiulo used Fallon's low offer to attract
competitive bids. The evidence shows they never offered
the property to any other bidder at a price in the $
500,000 range. They never advertised the property,
despite ample opportunity to do so after offering the
property to Fallon. And they never even contacted other
potential bidders who had [**39] shown interest when
the offering price was much higher.

They protected and favored Fallon's bid in other
ways as well. They did not require that he sign a purchase

and sale agreement. They required no deposit from
Fallon, but in the Notice of Intended Private Sale, they
required that counterofferors submit $ 50,000 deposits.
And as I found above, Satran mislead the Court about
Fallon's relationship to the Debtor and effectively
prevented the Court and interested parties from
discovering and inquiring into a sale to an insider.

The evidence of the negotiations confirms that Fallon
received insider treatment, not arm's length bargaining.
Fallon claims to have been represented by counsel, but I
find no evidence that counsel advised him or negotiated
for him in any significant respect. Fallon often
"negotiated" directly with Satran. He had his offer typed
at Richard Gargiulo's law office. He consulted often
about the deal with his friend Edward Gargiulo, an
attorney and an insider of the Debtor. See 11 U.S.C.
section 101(30)(B)(vi) (defining insider for purposes of
Bankruptcy Code). Moreover, Satran communicated
frequently during this case with Edward Gargiulo, whose
role in this case [**40] was that of liaison with Fallon.
[*623] In fact, Satran contacted Edward Gargiulo, not
Fallon's attorney, to see whether Fallon intended to make
an offer. Edward Gargiulo was clearly involved in the
negotiations. There is no evidence of arm's length
bargaining here, only evidence of non-adversarial, insider
dealing.

Had the facts about Fallon's relationship to the
Debtor and about the nature of the dealings between them
come to light, the Court would not have permitted the
sale to go forward. It is clear now that the Debtor was
selling the property at a price substantially lower than it
would have obtained had the Debtor bargained with
Fallon at arm's length and not protected his offer. A
debtor who does not ask for at least the fair market value
of its property will not get it. And a debtor that does not
seek counter-offers will not receive counter-offers. Satran
and Gargiulo did neither.

Had they properly exposed the property to the
market, they would likely have been able to sell the
property for at least $ 630,000.00, a figure I find to have
been substantially lower than the property's fair market
value at the time of the hearing on the objections to the
Notice of Intended Private Sale. [**41] Fallon argues
that the Debtor would not have received full fair market
value because, at the time of the sale, the Debtor was
under a compulsion to sell. At the time of the hearings on
the Notice of Intended Private Sale, I ruled that the $
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480,000 selling price was reasonable largely because the
Debtor represented that it was under a compulsion to sell:
its secured creditors were seeking relief from the
automatic stay to foreclose on the property; it had been
able to secure only one offer (Fallon's) on the property;
and it had to sell the farm before the winter in order to
capitalize on the value of the bogs and the cranberry crop.
Now I find that the compulsion to sell was of the Debtor's
own making. Satran and Richard Gargiulo got only one
offer, not because no one was interested, but because they
didn't seek other offers. In September and October, 1986,
they had no more time to seek better offers because they
had squandered five months not looking for better
[HN24] offers. Obviously, a debtor that deliberately
squanders opportunities to market the property in order to
protect a low, insider bid from competition can not then
claim that the insider deal was fair because, having
squandered [**42] its time, the debtor was under a
compulsion to sell.

In short, had I known of Fallon's relation to the
Gargiulos and of the dealings to which that relation gave
rise, I would have disallowed the sale because Satran,
Richard Gargiulo and Fallon intentionally set the sale
price as low as they could and deliberately and
effectively insulated Fallon's bid from competitive
bidding that would have brought the sale price to fair
market value. The sale should not have been allowed to
go forward. But, it was allowed to go forward because
Satran, Richard Gargiulo, and Fallon, in filing and going
forward on the Notice of Intended Private Sale, implicitly
represented to the Court that, to the best of their
knowledge, the sale had been negotiated and arranged
lawfully and in good faith; because neither Satran nor
Richard Gargiulo nor Fallon responded forthrightly to the
Court's questions and to the objection of Serpa and
Florindo to the Notice of Intended Private Sale; and
because Satran and possibly Nina Parker deliberately
misled the Court through their answers to its inquiries.

The sale damaged the estate in an amount equal to
the difference between the sale price, $ 480,000, and the
property's [**43] fair market value at the time of the
hearings on the sale. The damages also include the
attorney's fees and expenses incurred by the Trustee in
investigating and litigating this matter.

CONCLUSION

[HN25] The Trustee must establish fraud on the
court by clear and convincing evidence. Di Vito v.

Fidelity and Deposit Company of Maryland, 361 F.2d
936, 939 (7th Cir. 1966); Bulloch v. United States, 721
F.2d 713, 719 (10th Cir. 1983); Matter of
Whitney-Forbes, Inc., 770 F.2d 692, 699 (7th Cir. 1985).
I find by clear and convincing evidence that Fallon
colluded with the Debtor's [*624] principal, Richard
Gargiulo, and with Debtor's counsel, Neal Satran and
Nina Parker, in perpetrating fraud on the court. I find also
by clear and convincing evidence that Fallon acted in bad
faith in purchasing the property. Fallon colluded in
perpetrating fraud on the Court and acted in bad faith by
participating in the sale as an insider of the Debtor and by
failing to disclose that fact to the Court and to parties
interested in the Notice of Intended Private Sale. Because
of Fallon's undisclosed relationship to Edward and
Richard Gargiulo, Richard Gargiulo and Neal Satran
favored Fallon by offering the [**44] property to him at
the lowest price the Bankruptcy Court could approve and
by deliberately protecting his bid from competitive
bidding. Fallon benefitted from the favorable treatment
by obtaining the property for at least $ 150,000 less than
the Debtor could have obtained for it had the Debtor not
favored and protected his bid.

Fallon, Satran and Richard Gargiulo all concealed
Fallon's close relationship to the Debtor from the Court
and from the interested parties, especially Messrs. Serpa
and Florindo. The concealment took two forms:
nondisclosure and misrepresentation. All three men had a
duty to disclose Fallon's relationship to the Debtor, but
none came forward. Satran compounded the wrong by
affirmatively misrepresenting to the Court the nature of
Fallon's relationship to and dealings with the Debtor.

Through their insider dealing, concealment, and
misrepresentation, Fallon, Satran, and Richard Gargiulo
short circuited the judicial machinery and prevented it
from performing its usual function in an impartial
manner. They did so in two ways. First, the Debtor and
Debtor's counsel breached their fiduciary obligations as
officers of the Debtor's bankruptcy estate and of the
Court [**45] to seek for the estate the best price for the
property. In essence, they gave away, and Fallon took, at
least $ 150,000 of the estate's equity. Second, the Debtor
and Debtor's counsel breached their fiduciary obligations
to the Court and to the bankruptcy estate by concealing
and misrepresenting a crucial fact into which both the
Court and the objectors had inquired: Fallon's
relationship to the Debtor. They thereby prevented
Fallon's relationship to the Debtor from receiving the

Page 640



attention it should have received at the hearings on the
objections to the Notice of Intended Private Sale.

In both cases, the corruption of judicial officers
prevented the judicial machinery from performing its
usual functions -- selling property of the estate and
adjudicating the propriety of that sale -- in an impartial
manner. This is fraud on the court. Fallon colluded in
perpetrating it and he profited from it. Therefore, I order
that the sale be vacated and that Fallon pay the attorney's
fees, costs and expenses incurred by the Trustee in
investigating and litigating this matter.

SO ORDERED.

At Boston, Massachusetts, this 17th day of March,
1989.

ORDER

For reasons stated in the Memorandum of Decision
[**46] issued today in this adversary proceeding, I
hereby ORDER that the Trustee and John Fallon take the
necessary measures to vacate the sale of the Debtor's
property to Fallon and that Fallon pay the reasonable
attorneys fees, costs and expenses incurred by the Trustee
in investigating and litigating this matter. After the
parties have vacated the sale, the Trustee shall submit to
the Court an affidavit itemizing his fees, costs and
expenses. Fallon will then have an opportunity to respond
to the Trustee's affidavit. The Court will then enter an
order on the fees, costs and expenses which Fallon is
obligated by this order to pay.

SO ORDERED. March 17, 1989
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PRIOR HISTORY: [**1]
Petition for review of a final decision and order of

removal of the Board of Immigration Appeals summarily
affirming an immigration judge's denial of an application
for asylum, withholding of removal, and relief under the
Convention Against Torture.

DISPOSITION: Petition denied.

CASE SUMMARY:

PROCEDURAL POSTURE: Petitioner alien, a native
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and citizen of China, sought review of an order of the
Board of Immigration Appeals affirming a decision of an
immigration judge (IJ) denying the alien's application for
asylum, withholding of removal, and relief under the
Convention Against Torture.

OVERVIEW: The alien alleged that she was forced to
undergo an abortion under China's family-planning
policy and that she left China when she became pregnant
again because she feared another forced abortion and
forced sterilization. The court held that the IJ's adverse
credibility finding was supported by substantial evidence
under 8 U.S.C.S. § 1252(b)(4)(B) because (1) the alien's
testimony about her deference to neighbors' views about
her pregnancy was implausible and inconsistent; (2) the
alien failed to mention her fear of sterilization in her
asylum application and on direct examination; and (3) the
alien's claim that she received an abortion certificate was
inconsistent with a State Department Country Report
indicating that certificates were issued after voluntary
abortions. The court held that even if it retained inherent
power § 1252(a)(1) to remand the case to the Board to
consider documentary evidence suggesting that the birth
of one child could result in forced sterilization, the
exercise of such inherent power was not warranted
because the evidence was not in the record before the
Board and Board's regulations set forth procedures to
reopen a case to present additional evidence.

OUTCOME: The court denied the alien's petition for
review.

CORE TERMS: inherent power, reopen, sterilization,
inherent powers, asylum, inherent equitable power,
manifest injustice, per curiam, credibility, power to order,
abortion, dicta, persecution, authentic, birth, immigration,
removal, order of removal, substantial evidence, new
evidence, own affairs, changed circumstances, majority
opinion, fact-finding, certificate, compelled, reopening,
judicial notice, administrative agencies, family-planning

LexisNexis(R) Headnotes

Immigration Law > Judicial Review > Scope of Review
Immigration Law > Judicial Review > Standards of
Review > Substantial Evidence
[HN1] Where the Board of Immigration Appeals affirms
an immigration judge's adverse credibility finding

without rejecting any portion of the immigration judge's
decision, but emphasizing particular aspects of the
reasoning, the United States Court of Appeals for the
Second Circuit reviews both decisions. The court of
appeals reviews the agency's findings, including
credibility findings, for substantial evidence, treating the
agency's findings as conclusive unless any reasonable
adjudicator would be compelled to conclude to the
contrary. 8 U.S.C.S. § 1252(b)(4)(B).

Evidence > Testimony > Credibility > General Overview
Immigration Law > Judicial Review > Standards of
Review > Substantial Evidence
[HN2] When a factual challenge pertains to a credibility
finding, the United States Court of Appeals for the
Second Circuit affords particular deference in applying
the substantial evidence standard, mindful that the law
must entrust some official with responsibility to hear an
applicant's claim, and an immigration judge has the
unique advantage among all officials involved in the
process of having heard directly from the applicant. The
appellate court's review of an adverse credibility
determination is exceedingly narrow and ensures only
that it is based upon neither a misstatement of the facts in
the record nor bald speculation or caprice.

Immigration Law > Deportation & Removal > Petitions
for Review
Immigration Law > Judicial Review > Standards of
Review > Substantial Evidence
[HN3] An appellate court's review of an immigration
judge's findings is limited to determining whether any
reasonable adjudicator would be compelled to conclude
to the contrary. 8 U.S.C.S. § 1252(b)(4). Absent a
determination that a reasonable adjudicator would be so
compelled, or that the immigration judge committed an
error of law, a petition for review must be denied.

Immigration Law > Judicial Review > General
Overview
[HN4] See 8 U.S.C.S. § 1252(a)(1).

Constitutional Law > The Judiciary > Congressional
Limits
Governments > Courts > Authority to Adjudicate
[HN5] When Congress established the lower federal
courts and vested them with the judicial power of the
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United States, U.S. Const. art. III, § 1, the judicial power
consisted of all the inherent powers of the courts of
justice necessary to their functioning. However, the lower
federal courts are creatures of statute. As such, their
jurisdiction is defined by written law, and cannot
transcend that jurisdiction. The power which Congress
possesses to create courts of inferior jurisdiction,
necessarily implies the power to limit the jurisdiction of
those courts to particular objects. Accordingly, even
where lower federal courts possess inherent power, the
exercise of that power can be limited by statute and rule.

Constitutional Law > The Judiciary > Congressional
Limits
Governments > Courts > Authority to Adjudicate
[HN6] The courts will no lightly assume that Congress
has intended to depart from established principles, such
as the scope of a court's inherent power. For Congress to
displace or repudiate the lower federal courts' inherent
powers, the Supreme Court of the United States has
demanded something akin to a clear indication of
legislative intent. It is not enough for Congress to pass a
statute that expressly grants power that is coextensive
with the courts' already existing inherent power.
Therefore, it is possible for statutory and inherent sources
of judicial authority to coexist. And the subsequent
revocation of a coextensive statutory grant of power does
not necessarily act to circumscribe the courts' inherent
power that preexisted the statutory grant.

Governments > Courts > Authority to Adjudicate
[HN7] The inherent power of courts over their own
officers, or to protect themselves, and their members,
from being disturbed in the exercise of their functions is
long established. This inherent power generally extends
only to a court's management of its own affairs: to
impose decorum, to maintain order, to control admission
to the bar, to discipline attorneys, to punish for contempt,
and to vacate its own judgments if tainted by fraud.

Immigration Law > Judicial Review > Jurisdiction
[HN8] While a court of appeals no longer has the power
to order the taking of additional evidence under 28
U.S.C.S. § 2347(c), 8 U.S.C.S. § 1252(a)(1), the Attorney
General can withdraw an order of the Board of
Immigration Appeals for further review, thus depriving
the court of appeals of jurisdiction. 8 C.F.R. §
1003.1(h)(1)(i).

Civil Procedure > Appeals > Dismissals of Appeals >
Voluntary Dismissals
[HN9] See Fed. R. App. P. 42(b).

Civil Procedure > Appeals > Dismissals of Appeals >
Voluntary Dismissals
[HN10] Although parties are free to agree to a dismissal
on their own, Fed. R. App. P. 42(b) does not mandate that
an appellate court issue an order simply because the
parties agree to it.

Administrative Law > Judicial Review > Remands &
Remittiturs
Governments > Courts > Authority to Adjudicate
Immigration Law > Judicial Review > General
Overview
[HN11] The exercise of a court's inherent power to
remand for additional fact-finding in agency cases that
present extraordinary and compelling circumstances is
not warranted if (1) the basis for the remand is an
instruction to consider documentary evidence that was
not in the record before the Board of Immigration
Appeals; and (2) the agency regulations set forth
procedures to reopen a case before the Board for the
taking of additional evidence.

Governments > Courts > Authority to Adjudicate
[HN12] Because of their very potency, a court's inherent
powers must be exercised with restraint and discretion."

Immigration Law > Deportation & Removal >
Administrative Appeals > Motions
[HN13] A motion to reopen proceedings before the Board
of Immigration Appeals may be granted if (1) a petitioner
presents new evidence that is material and was not
available and could not have been discovered or
presented at a former hearing, 8 C.F.R. § 1003.2(c)(1);
(2) the motion is filed within ninety days of the final
administrative decision, 8 C.F.R. § 1003.2(c)(2); and (3)
the petitioner has not already filed a motion to reopen.
These time and numerical limitations do not bar a motion
to reopen if it is based on changed circumstances arising
in the country of nationality or in the country to which
deportation has been ordered. 8 C.F.R. § 1003.2(c)(3). In
deciding a motion to reopen, the Board can evaluate a
petitioner's new evidence, and determine its import in the
first instance.
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Immigration Law > Deportation & Removal >
Administrative Appeals > Motions
Immigration Law > Deportation & Removal > Judicial
Review
Immigration Law > Judicial Review > General
Overview
[HN14] If a motion to reopen is denied under such
circumstances that the Board of Immigration Appeals
was compelled to grant it, a petition may be taken to a
court of appeals, and the court of appeals can grant
relief--without calling upon extraordinary inherent
powers. Principles of deference counsel restraint in
resorting to inherent power, and require its use to be a
reasonable response to the problems and needs that
provoke it. A court's inherent power is limited by the
necessity giving rise to its exercise. Where existing
statutes and regulations provide an alternative means of
protecting a petitioner's interests and say when and how
the record may (and may not) be reopened, there is a lack
of necessity, for the resort to inherent powers.

COUNSEL: JOAN XIE, New York, NY, for Petitioner.

KELLY A. ZUSMAN, Assistant United States Attorney
(Kenneth C. Bauman, on the brief), for Karin J.
Immergut, United States Attorney, District of Oregon,
Portland, OR, for Appellee.

JUDGES: Before: JACOBS, Chief Judge, WALKER,
CALABRESI, Circuit Judges. Judge Calabresi concurs in
a separate opinion.

OPINION BY: DENNIS JACOBS

OPINION

[*261] DENNIS JACOBS, Chief Judge:

Xiao Xing Ni, a native and citizen of China, seeks
review of a December 15, 2003 order of the Board of
Immigration Appeals ("BIA") affirming the July 18, 2002
decision of an immigration judge ("IJ"). In re Xiao Xing
Ni, No. A79 399 277 (B.I.A. Dec. 15, 2003), aff'g A79
399 277 (Immig. Ct. N.Y. City July 18, 2002). The IJ
determined that Ni's testimony was not credible, and
denied her application for asylum, withholding of
removal, and relief under the Convention Against Torture
("CAT").

For the reasons that follow, we conclude that the IJ's
decision was supported [**2] by substantial evidence.

More analysis is required, however, because: [i] Ni has
given birth to one child; [ii] certain documents
(mentioned in Jin Xiu Chen v. United States DOJ, 468
F.3d 109 (2d Cir. 2006)) might--if they are
authentic--indicate that the birth of one child could result
in forced sterilization for a person who is returned to
Fujian Province; and [iii] our opinion in Tian Ming Lin v.
United States DOJ, 473 F.3d 48, 52 [*262] (2d Cir.
2007) (per curiam), suggests in dicta that, although by
statute we "may not order the taking of additional
evidence," 8 U.S.C. § 1252(a)(1), we may have "inherent
power" to do so in the circumstances presented here. We
need not decide whether (despite Congress's proscription)
there may be circumstances in which we retain an
inherent power to remand to the BIA for the
consideration of additional evidence; we hold more
narrowly that regardless of whether such residual
inherent power exists, we should not exercise it if: [i] the
basis for the remand is an instruction to consider
documentary evidence that was not in the record before
the BIA; and [ii] the agency regulations set forth
procedures to reopen a case before the BIA for [**3] the
taking of additional evidence.

I

Ni arrived in the United States in April 2001 and
applied for asylum, withholding of removal, and CAT
relief based on her claim of persecution under China's
family-planning policy. Her asylum application claimed:
She began living with a man in 1996, became pregnant
about two years later, was forced to undergo an abortion
when the cadre discovered the pregnancy in November
1998, and was fined for a violation of "birth control
policy."

At the July 18, 2002 hearing, Ni testified that she and
her boyfriend began living together in her parents' house
in 1997 when they were both fifteen years old, that they
were unmarried because they were under-age, that they
had no traditional wedding ceremony because they "were
worried about what the neighbors would say," but that
neighborhood opinion did not inhibit them from having
wedding photographs taken, or from cohabiting
unmarried at age fifteen.

Ni further testified that she was given an abortion
certificate, that her mother paid a fine imposed on Ni for
becoming pregnant outside marriage (and was given a
receipt), and that Ni left China when she became
pregnant again because she feared another forced
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abortion [**4] and forced sterilization. When asked to
explain why the asylum application mentioned no fear of
sterilization, Ni twice said that she simply forgot to
mention it.

Ni's son was born in the United States on November
12, 2001. The IJ did not make an adverse credibility
finding as to Ni's assertion that she has one child, and the
government does not dispute the point.

II

The IJ found that Ni's testimony was not credible and
rejected her application for relief. The BIA affirmed.
[HN1] Where, as here, the BIA's decision affirms the IJ's
adverse credibility finding without rejecting any portion
of the IJ's decision, but emphasizing particular aspects of
the reasoning, we review both decisions. See Guan v.
Gonzales, 432 F.3d 391, 394 (2d Cir. 2005) (per curiam).
We review the agency's findings, including credibility
findings, for "substantial evidence," Ye v. Dep't of
Homeland Security, 446 F.3d 289, 294 (2d Cir. 2006),
treating the agency's findings as "conclusive unless any
reasonable adjudicator would be compelled to conclude
to the contrary." 8 U.S.C. § 1252(b)(4)(B).

[HN2] "When a factual challenge pertains to a
credibility finding . . . we afford particular deference in
applying the substantial evidence [**5] standard,
mindful that the law must entrust some official with
responsibility to hear an applicant's . . . claim, and the IJ
has the unique advantage among all officials involved in
the process of having heard directly from the applicant."
Zhou Yun Zhang v. I.N.S., 386 F.3d 66, 73 [*263] (2d
Cir. 2004) (internal citations and quotation marks
omitted). Our review of an adverse credibility
determination is "exceedingly narrow," Melgar de Torres
v. Reno, 191 F.3d 307, 313 (2d Cir. 1999), and ensures
only that it is "based upon neither a misstatement of the
facts in the record nor bald speculation or caprice."
Zhang, 386 F.3d at 74.

The adverse credibility finding here was supported
by substantial evidence. The IJ found that Ni's credibility
was undermined by [i] the implausibility and
inconsistency of Ni's testimony about her deference to the
neighbors' views regarding her boyfriend and her
pregnancy; [ii] Ni's failure to mention her claimed fear of
sterilization on direct examination or in her asylum
application, or until "the very last part of the hearing
when the Court started to ask questions"; and [iii] the

discrepancy between Ni's claim that she received an
abortion certificate following [**6] her forced abortion
and the 1998 State Department Country Report which
states that United States authorities "are unaware of any
so-called 'abortion certificates'" and that "the only
document that might resemble such a certificate . . . is a
document issued by hospitals upon a patient's request
after a voluntary abortion." Bureau of Democracy,
Human Rights and Labor, U.S. Dep't of State, China:
Profile of Asylum Claims and Country Conditions 24
(Apr. 14, 1998); see also Tu Lin v. Gonzales, 446 F.3d
395, 400 (2d Cir. 2006).

The adverse credibility finding undermines the only
record evidence of Ni's alleged past persecution or risk of
future persecution. Accordingly, the BIA's denial of Ni's
application for asylum and withholding of removal is
supported by substantial evidence. See Paul v. Gonzales,
444 F.3d 148, 156 (2d Cir. 2006). Ni has pressed no
meaningful challenge to the denial of her CAT claim; so
any challenge is waived. Cf. Yueqing Zhang v. Gonzales,
426 F.3d 540, 546 n.7 (2d Cir. 2005).

III

In virtually all cases, the conclusion that substantial
evidence supports the IJ's decision would end our
inquiry; [HN3] our review of an IJ's findings is limited to
determining whether "any reasonable [**7] adjudicator
would be compelled to conclude to the contrary." 8
U.S.C. 1252(b)(4). Absent a determination that a
reasonable adjudicator would be so compelled, or that the
IJ committed an error of law, the petition must be denied.
See id. However, in Tian Ming Lin v. United States DOJ,
473 F.3d 48 (2d Cir. 2007) (per curiam), a panel of this
Court raised in dicta the prospect that we may be able
nevertheless to remand for further fact-finding. The Tian
Ming Lin panel: [i] took judicial notice of certain
documents that were in the record of another case, Shou
Yung Guo v. Gonzales, 463 F.3d 109 (2d Cir. 2006); [ii]
relied on Guo for the proposition that the documents, "if
authentic," "'apparently reflect[] governmental policy in
the province in China where [the petitioner] lived,'" Tian
Ming Lin, 473 F.3d at 51-52 (quoting Guo, 463 F.3d at
115); and [iii] remanded to the BIA for consideration of
the so-called Guo documents because they "may
constitute evidence of an official policy of forcible
sterilization in Fujian Province," Tian Ming Lin, 473 F.3d
at 51.

The Guo documents (if authentic) concern the
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possible sterilization of persons who have had two or
more children. Id. Ni [**8] has had only one; but suspect
documents to similar effect regarding persons who have
had any number of unauthorized births were in the record
in another recent case of this Court: Jin Xiu Chen v.
United States DOJ, 468 F.3d 109 (2d Cir. 2006). Thus,
the question before us is [*264] whether, if we take
judicial notice of the so-called Chen documents, we have
inherent power to order a remand for the BIA to consider
documents that are not in the record of this case. To
answer this question, the interplay of these recent cases
and the underlying statutory framework requires some
explication.

In Shou Yung Guo, the petitioner moved to reopen
her case before the BIA and attempted to establish her
risk of torture in China by submitting, inter alia,
documents that purported to show that in Fujian Province
her American-born second child would be counted for
purposes of Chinese family-planning policies, and that in
Fujian "the birth of a second child would result in forced
sterilization." 463 F.3d at 112-13. The panel observed
that although the documents were "unquestionably"
material, it was "not apparent to us that the BIA ever
really paid any attention to the documents." Id. at 115.
Accordingly, [**9] the Guo panel remanded so that the
BIA could consider the evidence that had been "casually"
and inexplicably "dismissed." 1 Id.

1 The BIA recently considered the Guo
documents in In re J--- W--- S---, 24 I. & N. Dec.
185 (B.I.A. 2007), and In re J--- H--- S---, 24 I. &
N. Dec. 196 (B.I.A. 2007), and in both cases
concluded that "there [was] insufficient evidence
to indicate that the applicant ha[d] an objectively
reasonable well-founded fear of sterilization on
account of his opposition to China's one-child
policy if he is removed to China." In re J--- H---
S---, 24 I. & N. Dec. at 194; see also In re J---
H--- S---, 24 I. & N. Dec. at 202 ("Based on the
record as a whole, we find that the respondent has
not presented sufficient evidence to prove a
well-founded fear of future persecution in Fujian
Province on account of having fathered two
daughters there."). As discussed above, the Guo
documents are not at issue here; the fact scenario
here differs from the fact scenarios in J-W-S- and
J-H-S-; and the phenomenon that documents of
record in some cases are not of record in others is
ever-present.

In Chen, we ruled that documents in the
record of that case "cast doubt on the IJ's finding
that Chen will not face forced [**10] sterilization
if returned to China." 468 F.3d at 112. Ni's case is
similar, but because the documents are not in this
record, we have cause to decide whether we
possess inherent power to order the agency to
consider them. There may be a question as to
whether (or to what extent) J-W-S- and J-H-S-
affect determinations to remand for the
consideration of record evidence of China's
family-planning policies; but we have no occasion
to reach that question, let alone answer it. If it
were proper to exercise an inherent power to order
the taking of additional evidence, then we would
have to consider whether, in Ni's case, such an
order would be appropriate under our immigration
jurisprudence and as a matter of discretion. That
latter inquiry might raise a question as to how
J-W-S- and J-H-S- bear upon the circumstances
that supported the remand in Chen. But since we
hold (for reasons that follow in the text) that we
should not exercise any inherent power, we have
no occasion to decide how J-W-S- and J-H-S-
would bear upon the hypothetical exercise of such
a power.

In Tian Ming Lin, the petitioner alleged similar
factual circumstances: he was "the father of two United
States-born children" [**11] and claimed that he too
"would face forced sterilization if returned to Fujian
Province." 473 F.3d at 49. Unlike petitioner Guo,
however, Lin did not submit the Guo documents to the
BIA in support of his motion to reopen. Instead, after the
BIA had denied Lin's motion, Lin moved in this Court to
remand to the BIA so that the BIA could be given the
opportunity to consider the Guo documents. Id. at 51. At
a late stage of the appeal, the government joined Lin's
request. Id. at 54.

Prior to the enactment of the Illegal Immigration
Reform and Immigrant Responsibility Act of 1996
("IIRIRA"), Pub. L. No. 104-208, 110 Stat. 3009-546, we
had the authority to remand to the BIA for the taking of
additional evidence; that authority was found in 28
U.S.C. § 2347(c), which [*265] provides that we "may
order . . . additional evidence . . . to be taken by the
agency" if the petitioner shows that "the additional
evidence is material" and "there were reasonable grounds
for failure to adduce the evidence before the agency." See
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also Tian Ming Lin, 473 F.3d at 52. On remand, the BIA
could then "modify its findings of fact, or make new
findings, by reason of the additional evidence so taken,
and may modify or set [**12] aside its order." 28 U.S.C.
§ 2347(c).

But IIRIRA explicitly revoked our authority to
remand to the BIA for the taking of additional evidence
pursuant to § 2347(c): [HN4] "Judicial review of a final
order of removal . . . is governed only by chapter 158 of
Title 28, . . . except that the court may not order the
taking of additional evidence under section 2347(c) of
Title 28." 8 U.S.C. § 1252(a)(1). Accordingly, there
remained "no statutory mechanism" by which petitioner
Lin could move for remand to the BIA to consider the
Guo documents; the Tian Ming Lin panel thus denied the
motion. 473 F.3d at 52.

The panel nevertheless granted the relief for which
Lin had moved, and remanded to the BIA. The Court did
not order the taking of additional evidence; rather, it
remanded "for further proceedings consistent with this
opinion," and stated that the basis for the remand was that
"both parties ask[ed] us to remand." Id. at 54-55. In
extensive dicta, however, the Tian Ming Lin panel
offered two alternative bases for its decision: [i] remand
was appropriate because the government requested a
remand, id.; or [ii] remand was appropriate because we
have "inherent equitable power to remand cases to
administrative [**13] agencies for further proceedings in
sufficiently compelling circumstances." Id. at 52; see also
id. at 54-55. We are unlikely ever to decide whether we
have inherent power to remand for consideration of the
Guo documents, and, if so, whether we retain that power
in the face of the government's opposition to a
remand--the government has been consenting to remand
in those cases by stipulation. But since the government
has not stipulated to a remand in Ni's case, we consider
whether we can remand for consideration of the Chen
documents as an exercise of our inherent power.

IV

As set out above, the Guo documents are not
material to claims by Ni, who has had a single child.
However, the Chen documents--documents in the record
of Jin Xiu Chen v. United States DOJ, 468 F.3d 109 (2d
Cir. 2006)--could bear more directly on Ni's claims. The
petitioner in Chen submitted "a document that
purport[ed] to be a translation of a 1995 missive from the
'Changle City Family Planning Policy Leading Team,'"

that states: [i] "that individuals in . . . marriages . . . below
the statutory age of marriage . . . who have a child 'must
undergo sterilization after the first childbirth'"; [ii] "that
unmarried [**14] women 'with [a] history of giving
childbirth [sic], no matter the number of childbirth[s] she
had before, . . . must comp[ly] with the sterilization
policy'"; and [iii] "that '[t]hose subjects who gave
out-of-plan birth must be imposed with [sic] sterilization
operation.'" Id. at 112. If these Chen documents are
authentic, and if the 1995 policies described therein
remain in force, they may be relevant to the question of
whether Ni would face forced sterilization if she were to
return to Fujian Province. See id. (noting that the BIA has
yet to "consider the authenticity, scope, and import of the
1995 Changle City document").

Ni has not moved in this Court for a remand to the
BIA to consider the Chen documents; but as Tian Ming
Lin makes [*266] clear, Ni lacks a procedural means to
make that motion and we lack the statutory authority to
grant it. Furthermore, the government does not stipulate
to a remand in this case, as it did in Tian Ming Lin.
Without the consent of the parties as an available basis
for remand, we are confronted with the question left open
by Tian Ming Lin: whether, despite the revocation of §
2347(c), we have the inherent equitable power to remand
to the BIA and order the [**15] taking of additional
evidence that was not submitted to the agency and that
purports to establish the existence of a policy of forced
sterilization that may apply to the petitioner. This is
something of an odd question. As the Supreme Court has
observed:

"[I]t would be a strange rule . . . which
deprived a judge of power to do what was
asked when request was made by the
person most concerned, and yet allowed
him to act without petition," and such an
arrangement "would almost certainly
subject trial judges to private appeals or
application by counsel or friends of one
convicted."

Carlisle v. United States, 517 U.S. 416, 422, 116 S. Ct.
1460, 134 L. Ed. 2d 613 (1996) (quoting United States v.
Smith, 331 U.S. 469, 474, 475, 67 S. Ct. 1330, 91 L. Ed.
1610 (1947)). Nevertheless, this question is presented by
circumstance, and we proceed to answer it.

V
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[HN5] "When Congress established the lower federal
courts and vested them with the 'judicial Power of the
United States,' U.S. Const. art. III, § 1, . . . [t]he 'judicial
Power' consisted of all the inherent powers of the courts
of justice necessary to their functioning . . . ." Armstrong
v. Guccione, 470 F.3d 89, 103 (2d Cir. 2006); see also
United States v. Hudson, 11 U.S. (7 Cranch) 32, 34, 3 L.
Ed. 259 (1812) ("Certain implied [**16] powers must
necessarily result to our Courts of justice from the nature
of their institution.").

However, "[t]he lower federal courts are creatures of
statute." Armstrong, 470 F.3d at 102. As such, their
"jurisdiction is [HN6] defined by written law, [and]
cannot transcend that jurisdiction." Ex parte Bollman, 8
U.S. (4 Cranch) 75, 93, 2 L. Ed. 554 (1807). "[T]he
power which congress possess[es] to create Courts of
inferior jurisdiction, necessarily implies the power to
limit the jurisdiction of those Courts to particular objects
. . . ." Hudson, 11 U.S. (7 Cranch) at 33. Accordingly,
even where lower federal courts possess inherent power,
"the exercise of [that power] can be limited by statute and
rule." Chambers v. Nasco, Inc., 501 U.S. 32, 47, 111 S.
Ct. 2123, 115 L. Ed. 2d 27 (1991).

We will not, however, "'lightly assume that Congress
has intended to depart from established principles,' such
as the scope of a court's inherent power." Id. at 47
(quoting Weinberger v. Romero-Barcelo, 456 U.S. 305,
313, 102 S. Ct. 1798, 72 L. Ed. 2d 91 (1982)). "For
Congress to displace or repudiate the lower federal
courts' inherent powers, the Supreme Court has
demanded something akin to a clear indication of
legislative intent." Armstrong, 470 F.3d at 102. It is not
enough for Congress [**17] to pass a statute that
expressly grants power that is coextensive with the
courts' already existing inherent power. Chambers, 501
U.S. at 49 ("[T]he inherent power of a court can be
invoked even if procedural rules exist which sanction the
same conduct."). Therefore, "it is possible for statutory
and inherent sources of judicial authority to coexist."
Armstrong, 470 F.3d at 102. And the subsequent
revocation of a coextensive statutory grant of power does
not necessarily act to circumscribe [*267] the courts'
inherent power that preexisted the statutory grant. Cf. INS
v. St. Cyr, 533 U.S. 289, 310, 121 S. Ct. 2271, 150 L. Ed.
2d 347 (2001) (holding that the repeal of a statute "cannot
be sufficient to eliminate what it did not originally
grant"); Ex parte Yerger, 75 U.S. (8 Wall) 85, 104-05, 19
L. Ed. 332 (1868) (interpreting Congress's repeal of an

act to affect only the jurisdiction conferred by that act).

VI

The enactment of IIRIRA altered our power to
review orders of removal: we "may not order the taking
of additional evidence under section 2347(c) of Title 28."
8 U.S.C. § 1252(a)(1). Neither § 2347(c) nor IIRIRA
mentions a court's inherent power; so if there existed such
an inherent power to order the taking of additional
evidence, the [**18] enactment of § 2347(c) would not
operate to displace it, and the subsequent limitation of §
2347(c) would not operate to limit it--though an argument
could be made to the contrary. 2

2 IIRIRA also states: "Judicial review of a final
order of removal . . . is governed only by chapter
158 of Title 28." 8 U.S.C. § 1252(a)(1) (emphasis
added). The use of the word "only" could be read
to evince a congressional intent to strip us of any
inherent power in the course of reviewing orders
of removal. However, for the reasons explained
below, we need not reach that question.

"[T]he [inherent] [HN7] power of courts over their
own officers, or to protect themselves, and their
members, from being disturbed in the exercise of their
functions" is long established. Ex parte Bollman, 8 U.S.
(4 Cranch) 75, 94, 2 L. Ed. 554 (1807). This inherent
power generally extends only to a court's management of
its own affairs: to impose decorum, to maintain order, to
control admission to the bar, to discipline attorneys, to
punish for contempt, and to vacate its own judgments if
tainted by fraud. Chambers, 501 U.S. at 43-44; see also
Degen v. United States, 517 U.S. 820, 823, 116 S. Ct.
1777, 135 L. Ed. 2d 102 (1996) ("Courts . . . have certain
inherent authority to protect [**19] their proceedings and
judgments in the courts of discharging their traditional
responsibilities.").

The inherent power posited by the Tian Ming Lin
panel has nothing to do with a court's own affairs; the
power supposed is "the inherent equitable power to
remand cases to administrative agencies for further
proceedings in sufficiently compelling circumstances,"
473 F.3d at 52, "for consideration of new evidence," id.
at 53. A remand to an administrative agency instructing
the agency to reopen the record and take additional
evidence is not the management of a court's own affairs,
and the Supreme Court has rejected assertions of inherent
power that are "remote from what courts require in order
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to perform their functions." Kokkonen v. Guardian Life
Ins. Co. of Am., 511 U.S. 375, 380, 114 S. Ct. 1673, 128
L. Ed. 2d 391 (1994); cf. Ex parte Bollman, 8 U.S. (4
Cranch) at 94 (stating "the power of taking cognizance of
any question between individuals, or between the
government and individuals" must be "given to this
court" by a "statute compatible with the constitution of
the United States"). We therefore conclude that, though
we have some inherent powers, see, e.g., Chambers, 501
U.S. at 43-44, it is not immediately obvious that [**20]
we have the inherent power suggested by the Tian Ming
Lin panel.

In support of its assertion of power, the Tian Ming
Lin panel relied exclusively on a passage in Ford Motor
Co. v. NLRB, 305 U.S. 364, 59 S. Ct. 301, 83 L. Ed. 221
(1939). See 473 F.3d at 52-53. However, Ford [*268]
Motor Co. is not as useful an analog as the Tian Ming Lin
panel would have it.

The procedural posture of Ford Motor Co. is as
follows: After the NLRB ordered Ford to "desist from
described practices and to offer reinstatement, with back
pay, to certain discharged employees," 305 U.S. at 366,
the NLRB moved in the court of appeals "seeking the
enforcement of its order," id., while Ford instituted its
own action "asking the court [of appeals] to review and
set aside the [NLRB's] order." Id. at 367. The Supreme
Court considered these parallel proceedings "essentially
one" proceeding, because they both hinged on "the
legality of the [NLRB]'s order." Id. at 370; see also id. at
369 ("[T]he jurisdiction of the Circuit Court of Appeals is
of the same character and scope in a proceeding for
review brought by a person aggrieved by an order of the
Board as the jurisdiction which the court has in a
proceeding instituted by the Board . . . ."). The NLRB
moved [**21] to withdraw its enforcement action and
"remand th[e] cause to the [NLRB] for the purpose of
setting aside its findings and [the initial] order." Id. at
367. The court of appeals granted the motion, and the
Supreme Court held that the court of appeals had
jurisdiction to do so.

In so holding, the Supreme Court used the following
language, upon which the Tian Ming Lin panel relied:

It is familiar appellate practice to
remand causes for further proceedings
without deciding the merits, where justice
demands that course in order that some

defect in the record may be supplied. . . .
The jurisdiction to review the orders of the
[NLRB] is vested in a court with equity
powers, and while the court must act
within the bounds of the statute and
without intruding upon the administrative
province, it may adjust its relief to the
exigencies of the case in accordance with
the equitable principles governing judicial
action.

Id. at 373; see also Tian Ming Lin, 473 F.3d at 52-53
(quoting the above passage).

The Supreme Court reasoned that "[t]he statute with
respect to a judicial review of orders of the [NLRB]
follows closely" the statute governing judicial review of
Federal Trade Commission orders, under [**22] which
"it [was] well established that the court may remand the
cause to the Commission for further proceedings to the
end that valid and essential findings may be made." 3

Ford Motor Co., 305 U.S. at 373. Moreover, there was no
dispute that, under the governing statute, the court of
appeals "could have remanded the cause for further
proceedings" if the motion had been made by the
petitioner. Id. at 372. Accordingly, the question was:
given that the court of appeals had jurisdiction to set
aside the NLRB's findings, did the court of appeals have
jurisdiction to permit the NLRB to set aside its own
findings on its own motion without confessing error. Id.
at 374-75. The Court held that it did. Id. at 375.

3 The Court relied on FTC v. Curtis Pub. Co.,
260 U.S. 568, 580, 43 S. Ct. 210, 67 L. Ed. 408, 5
F.T.C. 599 (1923), in support of this proposition
concerning orders of the Federal Trade
Commission. See Ford Motor Co., 305 U.S. at
373. Curtis makes clear that the relevant "statute
grants jurisdiction to make and enter . . . a decree
affirming, modifying or setting aside an order,"
260 U.S. at 580. The power inferred by the Curtis
Court was the power to "examine the whole
record and ascertain for itself the issues presented
[**23] and whether there are material facts not
reported by the commission." Id. (emphasis
added). The Court inferred no inherent power to
examine evidence outside the record, or an
inherent power to order the Federal Trade
Commission to do so.
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[*269] Ford Motor Co. may not support the
proposition that we have inherent power to remand and
order the reopening of the record for the taking of
additional evidence, in compelling circumstances or
otherwise; 4 rather, it may suggest that the scope of our
inherent power to remand might depend upon the request
of the government. 5 Nevertheless, a remand compelling
the BIA to reopen the record would be hard to square
with the post-IIRIRA statutory framework.

4 The two circuit court opinions cited in Tian
Ming Lin also fail to provide any meaningful
support. See 473 F.3d at 52-53. In a pre-IIRIRA
case, the Tenth Circuit stated that Ford Motor Co.
established an inherent power to remand, but the
statement was dicta and unaccompanied by any
discussion. See Becerra-Jimenez v. INS, 829 F.2d
996, 1001-02 (10th Cir. 1987). The District of
Columbia Circuit has (in a footnote) read Ford
Motor Co. to permit "a remand in the absence of
reversal," but not the exercise [**24] of broad
inherent powers asserted by the Tian Ming Lin
panel. See Greater Boston Television Corp. v.
FCC, 149 U.S. App. D.C. 322, 463 F.2d 268, 283
n.26 (D.C. Cir. 1971).
5 [HN8] While we no longer have the power to
"order the taking of additional evidence under" §
2347(c), 8 U.S.C. § 1252(a)(1), the Attorney
General can withdraw an order of the BIA for
further review, thus depriving us of jurisdiction.
See 8 C.F.R. § 1003.1(h)(1)(i); Ren v. Gonzales,
440 F.3d 446, 448-49 (7th Cir. 2006).

On the other hand, we cannot and should not
attribute dispositive weight to the government's
stipulation to a remand. [HN9] Rule 42(b) of the Federal
Rules of Appellate Procedure provides that "[t]he circuit
clerk may dismiss a docketed appeal if the parties file a
signed dismissal agreement . . . . [but n]o mandate or
other process may issue without a court order." (emphasis
added). Thus, as we explained in Khouzam v. Ashcroft,
"[a]lthough [HN10] the parties are free to agree to a
dismissal on their own, Federal Rule of Appellate
Procedure 42(b) does not mandate that an appellate court
issue an order simply because the parties agree to it." 361
F.3d 161, 167 (2d Cir. 2004). 6

6 In certain circumstances, the Supreme Court
has seen fit to remand cases [**25] to state courts
for the further development of the record, without

mention of the consent of either party. See Villa v.
Van Schaick, 299 U.S. 152, 155, 57 S. Ct. 128, 81
L. Ed. 91 (1936); Gulf, Colo., & Santa Fe Ry. Co.
v. Dennis, 224 U.S. 503, 507, 32 S. Ct. 542, 56 L.
Ed. 860 (1912).

Still, we cannot imagine all possible circumstances
that might arise in future cases, and we therefore decline
to forswear categorically all inherent power to remand for
additional fact-finding in agency cases that present
extraordinary and compelling circumstances. 7 Rather,
we conclude that [HN11] the exercise of such an inherent
power is not warranted if, as here: [i] the basis for the
remand is an instruction to consider documentary
evidence that was not in the record before the BIA; and
[ii] the agency regulations set forth procedures to reopen
a case before the BIA for the taking of additional
evidence.

7 For example, a remand for additional
fact-finding may be necessary in cases where "a
fraud has been perpetrated upon the court," or "'to
set aside fraudulently begotten judgments.'"
Chambers, 501 U.S. at 44 (quoting Hazel-Atlas
Glass Co. v. Hartford-Empire Co., 322 U.S. 238,
245, 64 S. Ct. 997, 88 L. Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (1944)). Such a remand and
order would fall within a court's power to manage
its [**26] own affairs. Id. at 43. In Massachusetts
Bay Telecasters, Inc. v. FCC, 104 U.S. App. D.C.
226, 261 F.2d 55 (D.C. Cir. 1958), and WORZ,
Inc. v. FCC, 268 F.2d 889 (D.C. Cir. 1959), the
Court of Appeals for the District of Columbia
took judicial notice of congressional testimony
that caused the Court to suspect that the agency
determination under review was tainted by
"misconduct" and "[i]mproper influence" that
went to the "very core" of the FCC's judicial
function. Mass. Bay Telecasters, 261 F.2d at 67.
The Court therefore remanded and ordered that
the FCC reopen the record and consider evidence
of misconduct.

VII

[*270] [HN12] "Because of their very potency,
inherent powers must be exercised with restraint and
discretion." Chambers, 501 U.S. at 44. The existence of
evidence that was not in the record before the BIA (and
therefore was not examined by the BIA) does not present
a sufficiently compelling situation to warrant the exercise
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of inherent power to order the taking of additional
evidence. Nor are these circumstances "unusual," Tian
Ming Lin, 473 F.3d at 54; nothing is easier than to submit
to an appellate court for the first time documents that, "if
authentic," would "appear to be official statements" of the
Chinese [**27] government. Id. at 51. If not these
documents or those documents, some others would do.

The test proposed by the Tian Ming Lin panel is to
remand for the taking of additional evidence if there are
"sufficiently compelling circumstances." Id. at 52.
Evidence may be "compelling" if it is authentic, but we
are in no position to make such a determination.
According to the Tian Ming Lin dicta, all that is needed is
to "notice only that another panel of our Court remanded
a case to the BIA for reconsideration of previously
unexamined evidence that, in the opinion of that panel,
'apparently reflects governmental policy'" regarding
forced sterilization. Id. at 52. But a prior panel's remand
based on unexamined but potentially material evidence
that was in the record of that case does not establish that
the evidence is "compelling," much less that it is
"sufficiently compelling" to warrant remand for
consideration of that evidence in other cases; it merely
establishes the unremarkable proposition that a remand is
appropriate when the BIA fails to consider potentially
material evidence that was in the record before it. See
Shou Yung Guo, 463 F.3d at 115.

More fundamentally, the agency regulations [**28]
provide an avenue for the reopening of proceedings, and
specify conditions and parameters that amount to a set of
standards for what is compelling and what is not. Thus, a
person in Ni's position is afforded an opportunity to move
to reopen proceedings before the BIA. [HN13] The
motion may be granted if [i] the petitioner presents new
evidence that "is material and was not available and could
not have been discovered or presented at the former
hearing," 8 C.F.R. § 1003.2(c)(1); [ii] the motion is filed
within ninety days of the final administrative decision, id.
§ 1003.2(c)(2); and [iii] the petitioner has not already
filed a motion to reopen, id. These "time and numerical
limitations" do not bar a motion to reopen if it is "based
on changed circumstances arising in the country of
nationality or in the country to which deportation has
been ordered." Id. § 1003.2(c)(3). In deciding the motion
to reopen, the BIA can evaluate the petitioner's new
evidence, and determine its import in the first instance.
[HN14] If the motion is denied under such circumstances
that the BIA was compelled to grant it, a petition may be

taken to this Court, and this Court can grant
relief--without calling upon extraordinary [**29]
inherent powers. See, e.g., Hasirah v. Dep't of Homeland
Security, 478 F.3d 474, 476-77 (2d Cir. 2007) (per
curiam) ("We review the denial of a motion to reopen a
removal proceeding for abuse of discretion.").

"Principles of deference counsel restraint in resorting
to inherent power, and require its use to be a reasonable
response to the problems and needs that provoke it."
Degen, 517 U.S. at 823-24 (internal citations omitted).
"A court's inherent power is limited by the necessity
giving rise to its exercise." Id. at 829. Where, as here,
existing statutes and regulations provide an "alternative
means of protecting the [*271] [petitioner's] interests,"
and say when and how the record may (and may not) be
reopened, there is "a lack of necessity," id. at 827, for the
resort to inherent powers. 8

8 One of our colleagues has argued that even
where inherent power is unquestionably available
(e.g., our contempt power), provisions that
regulate the exercise of overlapping statutory
power "should be a presumptive benchmark" for
the exercise of the inherent power. Armstrong,
470 F.3d at 113 (Sotomayor, J., concurring). It
would then follow that if inherent power existed
to remand for a reopening of [**30] the record in
the BIA, the regulations governing motions to
reopen would be a presumptive benchmark for
deciding whether the circumstances presented
were sufficiently compelling to justify use of
inherent powers to do approximately the same
thing.

The ability of a particular petitioner to successfully
reopen proceedings in the agency does not bear on the
question. It therefore does not matter whether the BIA
would grant a hypothetical motion to reopen filed by Ni
at some future time. The question is whether we should
exercise some inherent power to remand to the BIA and
order the taking of additional evidence when the BIA
itself has not had the opportunity to consider the evidence
in the context of the petitioner's case. The mere
opportunity to file a motion to reopen means that
regardless of the disposition in this Court, a petitioner has
the ability to put additional evidence before the agency,
and the agency will consider whether to reopen
proceedings in light of that evidence. If the agency grants
the motion, then the need for this Court to review its
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decision is eliminated. If the agency denies the motion
based on a determination that the evidence is either
immaterial or fraudulent, [**31] then we can review that
decision on a full record, which would include the
relevant evidence. If the agency denies the motion based
on a determination that the motion is untimely or
otherwise procedurally barred, see 8 C.F.R. § 1003.2(c),
then we can review that decision as well. But our power
(inherent or otherwise) to review that decision is
unrelated to any inherent power to remand and order the
taking of additional evidence, which would be
unnecessary in such a case, because the relevant evidence
would have been in the record before the BIA on the
motion to reopen proceedings. 9

9 The concurrence suggests that two
observations are "all that is needed to decide the
case," concurring op. at 4: that [i] Ni "may very
well" be able to reopen the proceedings in the
agency, id. at 2-3, and [ii] it is "more than
plausible" that Ni will be able to file another
asylum application, id. at 3-4. But that is sheer
speculation. We hold that the exercise of inherent
power does not depend on the prevailing odds of
success for hypothetical motions that may or may
not ever be filed with the agency. The
concurrence concedes that inherent powers should
not be exercised unless "there is no other way
[**32] to correct manifest injustice." Id. at 1. But
even if "manifest injustice" triggered an inherent
power, we cannot know whether our failure to
exercise such power would lead to any particular
outcome (just, unjust, or manifestly unjust) unless
and until the BIA has had an opportunity to
review a specific request for relief.

VIII

Neither Hoxhallari v. Gonzales, 468 F.3d 179 (2d
Cir. 2006), nor Latifi v. Gonzales, 430 F.3d 103 (2d Cir.
2005), (both cited in Tian Ming Lin, 473 F.3d at 51) are
to the contrary. In Latifi, we remanded due to numerous
errors in the IJ's adverse credibility finding as to the
Albanian petitioner. 430 F.3d at 105-06. In a closing
footnote, we recognized that "the Democratic Party
returned to power in Albania." Id. at 106 n.1. But this
observation was not the basis for our remand; we did no
more that suggest that the BIA "may wish to consider this
event," and that the government had "the burden of
showing [*272] the significance, if any, of the change in

power." Id.

In Hoxhallari, we upheld an IJ's conclusion that
changed country conditions in Albania defeated the
petitioner's presumption of future persecution. 468 F.3d
at 184-87. While the IJ's discussion of the changed
[**33] conditions was "perfunctory," the IJ "recognized
th[e] political transformation" occurring in Albania. See
id. at 183, 185.

We concluded that this recognition was sufficient,
and did not require a "detailed [and] specific" recitation
of country conditions, id. at 187, because we assumed
that the IJ was aware of "the salient historical events and
conditions of countries that are the subject of an
appreciable proportion of asylum claims," id. at 186.

Thus, these cases stand for the uncontroversial
propositions that [i] this Court is not ignorant of
indisputable historical events (such as the partition of
India, the break-up of the Ottoman Empire, or the fall of
Communist regimes in the Balkans), and [ii] we will not
assume that the agency suffers from such ignorance.
Neither proposition has any import here.

* * *

For the reasons set forth above, the petition is hereby
denied.

CONCUR BY: CALABRESI

CONCUR

CALABRESI, Circuit Judge, concurring:

I concur in the result. There is much in the majority
opinion with which I agree, as to matters both central and
peripheral to its decision. In the latter category, I find
very helpful, for instance, the majority's treatment of
Latifi and Hoxhallari. Latifi v. Gonzales, 430 F.3d 103
(2d Cir. 2005) [**34] (per curiam); Hoxhallari v.
Gonzales, 468 F.3d 179 (2d Cir. 2006) (per curiam); see
maj. op. at 30-31.

More centrally, like the majority, I believe that the
question of whether we have inherent equitable power to
remand for additional fact-finding, given the removal of
our statutory authority to do so, is not yet fully resolved.
8 U.S.C. § 1252(a)(1). There are clearly strong feelings
on that question. See Tian Ming Lin v. United States
DOJ, 473 F.3d 48 (2d Cir. 2007) (per curiam); maj. op. at
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15-25. And, as the majority opinion says, one should be
hesitant to assume the nonexistence or the casual
statutory abrogation of any such inherent equitable
powers. Maj. op. at 16-17. I fully concur with the
majority, however, that such inherent equitable powers, if
they exist, should be exercised only very sparingly, for
example, where there is no other way to correct manifest
injustice. Moreover, in the case before us, I think it
obvious that, at least at this time, no manifest injustice
will result from our decision not to remand to the BIA.

Broadly speaking, the petitioner may have two
alternative avenues for relief.

First, she has the option of asking the BIA to reopen
the original proceedings. [**35] 8 C.F.R. § 1003.2.
Normally, a motion to reopen must be filed within ninety
days of the Board's decision, 8 C.F.R. § 1003.2(c)(2), but
this time limit does not apply to petitioners relying on
new evidence of changed country conditions, where that
evidence could not have been discovered or presented at
the original hearing. 8 C.F.R. § 1003.2(c)(3)(iii). The
documents proffered by the 1 petitioner in Chen - if valid
- may very well establish changed country conditions. Jin
Xiu [*273] Chen v. United States DOJ, 468 F.3d 109
(2d Cir. 2006) (per curiam). And even if the Chen
documents themselves describe conditions which predate
Ni's petition, they may represent the "equivalent of
changed country conditions notwithstanding the date of
their issuance[] . . . because they might vary the
perception of the State Department, upon which the
immigration courts rely, which would warrant reopening
under 8 C.F.R. § 1003.2(c)." Fong Chen v. Gonzales, No.
06-1010, 490 F.3d 180, 2007 U.S. App. LEXIS 13897, at
*10 (2d Cir. June 14, 2007).

1 While the decision to grant or deny a motion to
reopen remains within the BIA's discretion, 8
C.F.R. 1003.2(a), as the majority points out, this
court can review that decision for [**36] abuse of
discretion. See maj. op. at 27; Ke Zhen Zhao v.
United States DOJ, 265 F.3d 83, 93 (2d. Cir
2001).

Second, the regulations seem to permit the petitioner
to make a new request for asylum. The statute allows a
repeat application based on changes that have occurred
since the original application was denied, if these
changed circumstances "materially affect [her] eligibility
for asylum." 8 U.S.C. § 1158(a)(2)(D). This provision
apparently includes changed personal conditions as well

as changed country conditions. See 8 C.F.R. §
208.4(a)(4)(i); Jian Huan Guan v. BIA, 345 F.3d 47, 49
(2d Cir. 2003) (per curiam); Ai Ming Dong v. United
States DOJ, 218 Fed. Appx. 48, 2007 U.S. App. LEXIS
4693, at *3-4 (2d Cir. 2007). The subsequent discovery
of the Chen documents may well constitute such changed
circumstances.

A petitioner, like Ni, must file her new request
within a "reasonable period," but in deciding whether she
has done so, the authorities are obliged to consider the
fact that the changed circumstances were only discovered
long after her original request was denied. 8 C.F.R. §
208.4(a)(4)(ii). It seems more than plausible, then, that
Ni, even if she could not reopen [**37] before the BIA,
could present a new asylum petition. Her claim of
persecution would, as a result, be heard on its merits.

Given these possibilities, it seems to me quite clear
that - in this case, at this time - no exercise of inherent
equitable powers is called for to prevent manifest
injustice. Since that is all that is needed to decide the
case, I fully agree that the petition must be denied
without determining whether or not we have such
inherent equitable powers to remand.

As to most of the interesting, learned and often
useful dicta in the majority opinion, I express no ultimate
view. There is, however, one implication in the opinion
which is dicta and with which I expressly disagree. The
opinion states that "[w]here . . . existing statutes and
regulations provide an 'alternative means of protecting
the [petitioner's] interests,' . . . there is 'a lack of necessity'
for the resort to inherent powers." Maj. op. at 28 (second
alteration in original) (citation omitted). The opinion then
adds that "[t]he ability of a particular petitioner to
successfully reopen proceedings does not bear on the
question." Id. This language could be taken to mean that
the mere existence of a procedure [**38] which permits
some petitioners to have their cases heard by the BIA, but
excludes others, would be sufficient to bar the exercise of
any inherent equitable powers we have, even when the
excluded applicants would suffer manifest injustice.

If that is what the majority means to say, 2 this
dictum strikes me as wrong and, indeed,
self-contradictory. If the reason we have inherent
equitable powers at all is that courts are not readily
deprived of the [*274] power to remand to correct
manifest injustice, then those powers must be available,
whether the injustice is due to the total absence of
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procedures, or instead results from the presence of
procedures so circumscribed that they would lead to
manifest injustice to a particular petitioner who comes to
our court. In any event, since adequate procedures do
seem to be available to Ni, none of this is determinative
of the case before us.

2 I am not sure that the majority intends to go
this far. There is language in the opinion that
suggests no more than that inherent equitable
powers ought not to be used when an alternative
procedure is seemingly available, until it turns out
that the procedure was not in fact available to the
particular petitioner. [**39] I read footnote 9 of
the majority opinion to suggest that an exercise of
inherent powers - if we have them - might be
justified when and if the agency has closed all
other doors to hearing a potentially meritorious
claim. But there is other language that could be
read as more absolute.

In any event, while the majority is correct in
footnote 9 when it says that whether various doors
that are plausibly open to petitioner are in fact
open can only be "speculation," that does not end
the matter. The presence of those possibilities is
enough to justify us in not exercising inherent
powers at this time. At this moment, no manifest
injustice would result from our abstention. It is
only if alternative routes turn out in fact not to be
available that the issue of exercise of inherent
powers would become ripe for decision.

* * *

Because I agree that if we have inherent powers, they
must be used very sparingly, essentially only in cases of
manifest injustice; and because in the instant case
procedures are seemingly available to avoid any such
injustice at this time, I agree with the majority that we
should not remand, and I concur in the result.
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CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff appealed the
denial of her motion to vacate filed under Fed. R. Civ. P.
60(b) entered in the United States District Court for the
Northern District of New York in favor of defendant
government in a tort action alleging plaintiff received
injuries as a result of taking a swine flu vaccination
administered by defendant. Plaintiff asserted that
summary judgment granted defendant was procured by
fraud upon the court.

OVERVIEW: Plaintiff filed suit against defendant
government for injuries she allegedly received as a result
of a swine flu vaccination. Defendant filed a motion for
summary judgment, which was granted and affirmed for
failure of plaintiff to raise a genuine issue of material fact
as to whether the vaccine was the cause of plaintiff's
injury. Plaintiff subsequently filed an equity action,
which was dismissed by motion. Plaintiff filed a motion
under Fed. R. Civ. P. 60(b), asserting that defendant
committed fraud upon the court. The district court denied
plaintiff's motion on the basis that it was time-barred
under Fed. R. Civ. P. 60(b). Plaintiff appealed the adverse
decision. The court affirmed judgment in favor of
defendant because plaintiff failed to allege fraud upon the
court. The court held that fraud upon the court could not
embrace any conduct of an adverse party of which the
court disapproved; to do so would render meaningless the
one-year limitation on motions under Fed. R. Civ. P.
60(b)(3). The court held that fraud on the court could
embrace only those species of fraud which defiled the
court itself, or was a fraud perpetrated by officers of the
court

OUTCOME: The court affirmed summary judgment in
favor of defendant government in a tort action filed by
plaintiff and denied plaintiff's motion for relief from
judgment because plaintiff failed to allege fraud upon the
court. The court held that fraud upon the court could not
embrace any conduct of an adverse party of which the
court disapproved; to do so would render meaningless the
one-year limitation on motions under the federal statute.

CORE TERMS: summary judgment, defense counsel,
swine flu, savings clause, allegations of fraud, adverse
party, quotation marks omitted, time-barred, contracted,
vaccine, relieve, embrace

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN1] Fed. R. Civ. P. 60(b) sets forth a variety of bases
upon which a court may relieve a party or his legal
representative from a final judgment. Fed. R. Civ. P.
60(b) provides that motions seeking relief under one of
the first three bases may not be made more than one year
after judgment was entered. Fed. R. Civ. P. 60(b) also
contains a savings clause which reads as follows: This
rule does not limit the power of a court to entertain an
independent action to relieve a party from a judgment or
set aside a judgment for fraud upon the court. Courts
addressing Fed. R. Civ. P. 60(b) motions for fraud upon
the court have consistently proceeded on the presumption
that the savings clause applies to motions.

Civil Procedure > Appeals > Standards of Review >
Substantial Evidence > General Overview
[HN2] A district court order may be sustained on any
ground that is supported by the record.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN3] Fraud upon the court cannot be read to embrace
any conduct of an adverse party of which the court
disapproves; to do so would render meaningless the
one-year limitation on motions under Fed. R. Civ. P.
60(b)(3).

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN4] Fraud on the court should embrace only that
species of fraud which does or attempts to, defile the
court itself, or is a fraud perpetrated by officers of the
court so that the judicial machinery cannot perform in the
usual manner its impartial task of adjudging cases that are
presented for adjudication.

COUNSEL: APPEARING FOR APPELLANT: PETER
M. HARTNETT, Manlius, N.Y.
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OPINION

SUMMARY ORDER

ON CONSIDERATION WHEREOF, IT IS
HEREBY ORDERED, ADJUDGED AND DECREED
that the judgment of the district court be and it hereby is
AFFIRMED.

Plaintiff-appellant Irene Weldon appeals from a May
17, 1999 order of the district court denying her Fed. R.
Civ. P. ("Rule") 60(b) motion to vacate the 1990
judgment of the district court granting defendant's motion
for summary judgment in Weldon v. United States, 744 F.
Supp. 408 (N.D.N.Y. 1990), [*2] aff'd, 952 F.2d 394 (2d
Cir. 1991) ("Weldon I").

This is the third time that this case has come to us on
appeal, and we assume familiarity with all of our
previous decisions, and all of the previous decisions of
the district court. This appeal arises out of Weldon's
unsuccessful suit following injuries she claims to have
received as a result of a swine flu vaccination. Most
notably, Weldon claims that she contracted
Guillain-Barre Syndrome ("GBS") as a result of the
vaccine. The district court entered summary judgment
dismissing her complaint, finding that Weldon had failed
to raise a genuine issue of fact as to whether she had
contracted GBS, and whether the swine flu vaccine was
the cause of her injury. See Weldon I, 744 F. Supp. at
410-13. We affirmed without opinion.

Weldon petitioned for rehearing, alleging that
defense counsel had misrepresented both the record and
the opinions of several potential witnesses. We denied the
petition. Following the Supreme Court's denial of
certiorari, 504 U.S. 988 (1992), Weldon filed an
independent equity action in district court seeking an
order vacating the summary judgment award on the [*3]
basis that it had been procured by fraud on the court. The

district court again granted defendant's motion for
summary judgment, finding that Weldon's claims were
barred by res judicata and equitable principles. See
Weldon v. United States, 845 F. Supp. 72, 80 (N.D.N.Y.
1994), aff'd, 70 F.3d 1 (2d Cir. 1995) ("Weldon II").

Weldon has now filed a Rule 60(b) motion attacking
the summary judgment entered against her in Weldon I on
the ground that the government committed fraud upon the
court. The district court denied the motion, concluding
that it was time-barred because it was not brought within
the one-year limit set forth in Rule 60(b). Although we
disagree that Rule 60(b) motions alleging fraud upon the
court are subject to such a time limit, we affirm the
district court opinion on other grounds.

[HN1] Rule 60(b) sets forth a variety of bases upon
which a court may "relieve a party or his legal
representative from a final judgment." Rule 60(b). The
Rule provides that motions seeking relief under one of
the first three bases may not be made "more than one year
after judgment was entered." Id. The Rule also contains a
savings clause which reads [*4] as follows: "This rule
does not limit the power of a court to entertain an
independent action to relieve a party from a judgment . . .
or set aside a judgment for fraud upon the court." Id.
Courts addressing 60(b) motions for fraud upon the court
have consistently proceeded on the presumption that the
savings clause applies to motions. See, e.g., Transaero,
Inc. v. La Fuerza Area Boliviana, 24 F.3d 457, 460 (2d
Cir. 1994); Serzysko v. Chase Manhattan Bank, 461 F.2d
699, 702 (2d Cir. 1972); Kupferman v. Consolidated
Research & Mfr. Corp., 459 F.2d 1072, 1078 (2d Cir.
1972). Thus the district court erroneously concluded that
Weldon's Rule 60(b) motion was time-barred.

Nevertheless, [HN2] a district court order may be
sustained on any ground that is supported by the record.
See International Ore & Fertilizer Corp. v. SGS Control
Servs., Inc., 38 F.3d 1279, 1286 (2d Cir. 1994). A close
review of the record, and of all of Weldon's 143
numbered allegations of fraud, demonstrates conclusively
that Weldon has failed to allege fraud upon the court.

We have previously held that [HN3] fraud upon the
court "cannot be read to embrace [*5] any conduct of an
adverse party of which the court disapproves; to do so
would render meaningless the one-year limitation on
motions under [Rule] 60(b)(3)." Kupferman, 459 F.2d at
1078. Moreover, [HN4] fraud on the court "should
embrace only that species of fraud which does or
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attempts to, defile the court itself, or is a fraud
perpetrated by officers of the court so that the judicial
machinery cannot perform in the usual manner its
impartial task of adjudging cases that are presented for
adjudication." Id. (internal quotation marks omitted). We
have adhered to this limitation in subsequent cases. See
Hadges v Yonkers Racing Corp., 48 F.3d 1320, 1325 (2d
Cir. 1995) ("Fraud upon the court as distinguished from
fraud on an adverse party is limited to fraud which
seriously affects the integrity of the normal process of
adjudication.") (quoting Gleason v. Jandrucko, 860 F.2d
556, 559 (2d Cir. 1988)) (internal quotation marks and
alteration omitted); Transaero, 24 F.3d at 460 ("[Fraud
on the court] involves far more than an injury to an
individual litigant or a case of a judgment obtained
simply with the aid of a witness [*6] who, on the basis of
after-discovered evidence, is believed possibly to have
been guilty of perjury.") (internal quotation marks
omitted).

All of Weldon's allegations of "fraud" in this case
amount to a general claim that defense counsel
mischaracterized the applicable law, and the evidence and
affidavits submitted to the district court. Even assuming
everything that Weldon claims is true, this does not rise

to the level of fraud on the court. In related contexts,
fraud upon the court will lie only where a party has
submitted false or forged documents, see Hazel-Atlas
Glass Co. v. Hartford-Empire Co., 322 U.S. 238, 88 L.
Ed. 1250, 64 S. Ct. 997 (1944), or, as the Seventh Circuit
has persuasively held, will apply to "conduct that might
be thought to corrupt the judicial process itself, as where
a party bribes a judge or inserts bogus documents into the
record." Oxxford Clothes XX, Inc. v. Expeditors Int'l of
Washington, Inc., 127 F.3d 574, 578 (7th Cir. 1997).
Here, Weldon's complaint is primarily that her own
attorney failed to rebut defense counsel's characterization
of various aspects of her case. Defense counsel's actions
should have been addressed [*7] through the unimpeded
adversary process. To the extent summary judgment was
inappropriate in Weldon I, and we do not hold that it was,
it would have resulted from a failure of Weldon's own
counsel and not from defense counsel's fraud.

We have considered Weldon's remaining arguments
and find them to be without merit. For the reasons set
forth above, the judgment of the district court is hereby
AFFIRMED.
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APPEALS FOR THIS CIRCUIT.

PRIOR HISTORY: Appeal from the United States
District Court for the Southern District of New York
(John E. Sprizzo, Judge). This cause came on to be heard
on the transcript of record from the United States District
Court for the Southern District of New York and was
argued by counsel.

DISPOSITION: AFFIRMED.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant corporation
challenged the order from the United States District Court
for the Southern District of New York that denied its
motion to vacate an award of damages for breach of
contract to appellee company for lost commissions under
Fed. R. Civ. P. 60(b)(6) and the common law doctrine of
fraud upon the court, contending that a conspiracy had
existed to present perjured testimony and the judgement
was against public policy.

OVERVIEW: Appellant corporation had moved to
vacate a judgement against it under Fed. R. Civ. P. 60
(b)(6) for damages resulting in lost commissions to
appellee company for breach of contract on the basis that
two witnesses were involved in a kick back scheme and
allegedly conspired to present perjured testimony and had
committed a fraud upon the court. The trial court
overruled the motion and appellant sought review,
contending that the judgement against it was against
public policy. The court affirmed and held that alleged
perjury by a witness was insufficient for a finding of
fraud upon the court, and any fraud must seriously affect
the integrity of the normal process of adjudication. The
court found that the trial court was permitted to draw a
negative inference from a witness' invocation of his U.S.
Const. amend. V privilege during his testimony without
finding a basis to vacate an otherwise valid judgment
because a decision under Rule 60(b)(6) was discretionary
with the trial court.

OUTCOME: The court affirmed denial of appellant
corporations motion to vacate the judgement because
fraud upon the court was limited to a fraud that seriously
affected the integrity adjudication and after -discovered
evidence of alleged perjury by a witness was not
sufficient for such a finding.

CORE TERMS: perjury, contract damages, time
limitation, extraordinary circumstances, conspiracy,
separately, frivolous, kickback, vacate

LexisNexis(R) Headnotes
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> General Overview
[HN2] Fed. R. Civ. P. 60(b) motions are addressed to the
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Civil Procedure > Judgments > Relief From Judgment
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subject to a time limitation, he had to demonstrate
extraordinary circumstances justifying relief. Fed. R. Civ.
P. 60(b)(6).
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SUMMARY ORDER

ON CONSIDERATION WHEREOF, IT IS
HEREBY ORDERED, ADJUDGED AND DECREED
that the order of the District Court is hereby AFFIRMED.

Deerfield Housewares, Inc., formerly known as
Salton, Inc. (hereinafter referred to as "Salton"), appeals
from the July 17, 1995, order [*2] of the District Court
denying appellant's motion to vacate a February 26, 1991,
judgment awarding breach of contract damages to
Ullman-Briggs, Inc. Salton brought its motion to vacate
the judgment under Rule 60(b)(6) of the Federal Rules of
Civil Procedure, and the common law doctrine of fraud
upon the court, preserved under Rule 60. Ullman-Briggs
argues that Salton's appeal is frivolous and requests
sanctions.

Salton argues that the alleged participation of
Charles Briggs and Al Finesman in a kickback scheme
from 1988 to 1989 demonstrates that at the time Briggs
and Finesman testified at the 1989 bench trial, they were
engaged in a criminal conspiracy to present perjured
testimony as to Finesman's authority to execute the
manufacturer's representative contract, thereby working a
fraud upon the court that justifies relief from the
judgment. We agree with the District Court that relief
under the fraud-upon-the-court doctrine is not warranted.
[HN1] Although fraud upon the court may not always
require the involvement of a court officer, see Gleason v.
Jandrucko, 860 F.2d 556, 560 (2d Cir. 1988), it is
"limited to fraud which seriously affects the integrity of
the normal process of adjudication." [*3] Id. at 559.
"After-discovered evidence of alleged perjury by a
witness is simply not sufficient for a finding of 'fraud
upon the court.'" Id. (quoting Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 245, 64 S. Ct. 997,
1001, 88 L. Ed. 1250 (1944)). We reject appellant's
argument that Gleason acknowledges a distinction
between perjury by a single witness and a so-called
"conspiracy to commit perjury" between two witnesses,
and note with disapproval appellant's questionable use of
ellipses in quoting from that case. See Appellant's Br. at
17-18. At most, appellants have only demonstrated that
two witnesses may have had a motive to present false
testimony, which is insufficient to prove a fraud upon the
court.

Salton also argues that the judgment should be
vacated under Rule 60(b)(6) as violative of public policy.
Specifically, Salton contends that the lost commissions

that were the basis of the damages award to
Ullman-Briggs would have been earned only as a result
of illegal bribes, and therefore equity prohibits a court
from enforcing the contract. In support of its contention
that the lost commissions would have been ill-gotten
gains, Salton points to Locklear's accusations [*4] and
Briggs' assertion of a Fifth Amendment privilege in
response to questions regarding his participation in
kickback schemes in the years including 1985 through
1987.

[HN2] Rule 60(b) motions are addressed to the
discretion of the trial court, and this discretion is
"especially broad" under subdivision (6). See Matter of
Emergency Beacon Corp., 666 F.2d 754, 760 (2d Cir.
1981) (quoting International Controls Corp. v. Vesco,
556 F.2d 665, 670 (2d Cir. 1977), cert. denied, 434 U.S.
1014, 54 L. Ed. 2d 758, 98 S. Ct. 730 (1978)). While the
District Court was permitted to draw a negative inference
from Briggs' assertion of his Fifth Amendment privilege,
it was not required to do so. See East Coast Novelty Co.,
Inc. v. City of New York, 842 F. Supp. 117, 121 (S.D.N.Y.
1994). In addition, Locklear never implicated Briggs or
Finesman in any criminal activity during or prior to the
contract damages period, nor did Locklear ever assert that
Briggs or Finesman had conspired to falsely testify in the
Ullman-Briggs breach of contract case. [HN3] In order
for appellant to obtain relief under Rule 60(b)(6), which
is not subject to a time limitation, appellant had to
demonstrate "extraordinary circumstances" justifying
relief. [*5] See, e.g., Matter of Emergency Beacon
Corp., 666 F.2d at 759. The District Court reasonably
determined that no such extraordinary circumstances are
present in this case and that relief is unavailable under
Rule 60(b)(6). Furthermore, we agree with the District
Court that evidence of the bribery scheme simply
constituted newly discovered evidence and was therefore
barred by the one-year time limitation applicable to
motions under Rule 60(b)(3).

Ullman-Briggs argues in its brief that this appeal is
frivolous and requests sanctions under Rule 38 of the
Federal Rules of Appellate Procedure. Under Rule 38,
sanctions may be awarded only "after a separately filed
motion or notice from the court." Fed. R. App. P. 38. A
statement in a party's brief requesting sanctions is not
equivalent to a separately filed motion. Fed. R. App. P.
38 advisory committee's note. Appellee did not file a
separate motion, and we decline to consider sanctions on
our own motion.
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PRIOR HISTORY: [**1] Plaintiff-appellant appeals
from a summary judgment entered by the United States
District Court for the Northern District of New York
(Munson, J.), in an action alleging fraud upon the court
pursuant to Rule 60(b) and seeking to vacate a prior
judgment by the same court and judge in favor of
defendants.

DISPOSITION: Affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff injured party
appealed from a summary judgment order entered by the
United States District Court for the Northern District of
New York, in an action alleging fraud upon the court and
seeking to vacate a prior judgment by the same court and
judge in favor of defendant.

OVERVIEW: Plaintiff injured party appealed from a
summary judgment entered against her in an action
alleging fraud upon the court and seeking to vacate a
prior judgment by the same court and judge in favor of
defendant. On appeal, the court affirmed and held that the
Federal Tort Claims act also permitted equitable relief in
an independent action based on assertions of fraud on the

court that were committed in the course of a suit against
the government for money damages. An action seeking
relief from judgment for fraud upon the court, which was
brought in the very court that rendered the judgment in
favor of the government, was viewed as a continuation of
the former suit, on the question of jurisdiction. The court
found that res judicata barred this independent action to
void the judgment.

OUTCOME: The court affirmed an order of summary
judgment entered against plaintiff injured party in a
personal injury action. The court found that res judicata
barred the independent action to void the judgment.

CORE TERMS: summary judgment, swine flu,
sovereign immunity, res judicata, independent action,
misrepresentation, misconduct, equitable relief, shot, flu,
personal injury, attorneys' fees, ancillary jurisdiction,
continuation, vaccination, diagnosis, equitable, entertain,
pendency, illness, waived, suits in equity, federal
question, tort claims, claims of fraud, action in equity,
issue of fact, original case, opportunity to litigate,
question of jurisdiction
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upon the court, which is brought in the very court that
renders the judgment in favor of the government, should
be viewed as a continuation of the former suit, on the
question of jurisdiction, regardless of whether the
government gave its consent.

Civil Procedure > Jurisdiction > Jurisdictional Sources
> General Overview
Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > General Overview
[HN4] Fed. R. Civ. P. 60(b) does not limit the power of a
court to entertain an independent action to relieve a party
from a judgment or order.

Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > Federal Questions > General Overview
Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > Supplemental Jurisdiction > Ancillary
Jurisdiction
[HN5] If the doctrine of ancillary jurisdiction is
"sufficiently flexible" to allow jurisdiction to review a
previous holding based on diversity or a federal question
where neither of these bases for jurisdiction currently

exists, it should also suffice to allow the court to review
an earlier decision in a case where the government
waived sovereign immunity, despite the government's
assertion that it no longer wishes to waive that important
protection.

COUNSEL: PETER M. HARTNETT, Syracuse, NY
(Hartnett Law Office, Syracuse, NY), for
Plaintiff-Appellant Irene Weldon.
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Department of Justice, Washington, D.C. (Christopher F.
Droney, U.S. Atty. for the District of Connecticut;
William Kanter, Attorney, Civil Division, Department of
Justice, Washington, D.C.; Frank W. Hunger, Assistant
Attorney General for the State of NY), for
Defendant-Appellee.

JUDGES: Before: MAHONEY, WALKER, and
CABRANES, Circuit Judges.

OPINION BY: WALKER

OPINION

[*1] WALKER, Circuit Judge:

Plaintiff-appellant Irene Weldon, who became ill
after receiving a swine flu vaccination, brought a
personal injury suit against the United States pursuant to
the Federal Tort Claims Act ("FTCA"), 28 U.S.C. § 2671
et seq., and the National Swine Flu Immunization
Program of 1976 ("Swine Flu Act"), originally codified
as 42 U.S.C. [**2] § 247b(j)-(l) (1976). 1 Weldon v.
United States, 744 F. Supp. 408 (N.D.N.Y. 1990)
[hereinafter "Weldon I"], aff'd, 952 F.2d 394 (2d Cir.
1991), cert. denied, 504 U.S. 988, 119 L. Ed. 2d 592, 112
S. Ct. 2973 (1992). Concluding that Weldon was unable
to prove causation, the United States District Court for
the Northern District of New York (Howard G. [*2]
Munson, District Judge), granted summary judgment in
favor of the United States. 744 F. Supp. at 413. Nearly
three years later, Weldon brought an independent equity
action pursuant to Rule 60(b) seeking to vacate the
summary judgment on the grounds that "the defendant
United States committed fraud upon the court both at the
trial and appellate levels." Weldon v. United States, 845
F. Supp. 72, 74 (N.D.N.Y. 1994) [hereinafter "Weldon
II"]. Judge Munson again granted summary judgment in
favor of the United States. Id. at 84. Weldon appeals. We
affirm.
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1 This statute was repealed by Pub. L. 95-626, §
202, 92 Stat. 3574 (1978), 42 U.S.C. § 247b
(1978).

BACKGROUND

The [**3] facts leading to plaintiff's personal injury
suit are set out in Weldon I. For purposes of this appeal,
we provide only a brief summary of those facts. On
November 16, 1976, Weldon received a swine flu
vaccination in North Syracuse, New York, pursuant to the
Swine Flu Act. Over the next two years, she was ill at
various times with a sore throat, a swollen left jaw, chest
pains, and colds, and she frequently experienced
weakness. On February 19, 1979, Weldon was
hospitalized for a high fever accompanied by "shakes,
body aches, loss of appetite, stiff neck, lethargy and
sleeping all the time." Weldon I, 744 F. Supp. at 409. For
a period during her hospitalization, she was placed in the
intensive care unit and was also placed on a respirator
and intubated for nourishment. More than two months
later, she was transferred to another hospital where she
remained for several days. A medical report prior to her
transfer indicated that she had Viral
Meningo-encephalitis ("VME"), Guillain-Barre syndrome
("GBS"), interstitial lung disease, and a urinary tract
infection. Id.

On October 20, 1981, Weldon filed a personal injury
action against the United States under the FTCA and the
Swine [**4] Flu Act, in which she claimed to have
contracted GBS and VME as a result of the flu shot. Id. at
408. For a limited period of time, the United States
assumed exclusive liability, with certain limitations, for
all personal injuries or deaths resulting from manufacture,
distribution, or administration of vaccine under the swine
flu program. 2 42 U.S.C. § 247b(k) (1976). The
government moved for summary judgment on the
grounds that Weldon offered no evidence 3 that she
suffered from GBS and that she did not raise a genuine
issue of fact that the flu shot caused her illness. Weldon I,
744 F. Supp. at 410.

2 Weldon I was transferred by the Judicial Panel
on Multidistrict Litigation to the district court for
the District of Columbia for coordinated pretrial
procedures in In re Swine Flu Immunization
Products Liability Litigation, M.D.L. No. 330,
Misc. No. 78-0040. The action was subsequently
returned to the Northern District of New York,
and on September 20, 1984, the United States

filed an answer. During pretrial proceedings, the
United States stipulated that if the plaintiff
established that a swine flu vaccination caused
Guillain-Barre Syndrome, she did not have to
establish a theory of liability (e.g., negligence or
failure to warn).

[**5]
3 After "a new review of plaintiff's medical
records, plaintiff's treating neurologist and interns
agreed that the original diagnosis, that plaintiff
suffered from GBS, was incorrect." Weldon I, 744
F. Supp. at 410.

Finding that the government had "proffered
substantial amounts of evidence that plaintiff did not
suffer from GBS," the district court reasoned that, in
order to prevail, Weldon was required to introduce expert
medical testimony. Id. at 411. Although her discharge
papers had indicated a diagnosis of GBS, Judge Munson
observed that the doctors who had initially made that
diagnosis revised their opinions based on a review of
diagnostic studies. Thus, "given the fact that plaintiff has
not produced one expert who opines that she suffered
from GBS," the court concluded that, as a matter of law,
Weldon did not suffer from GBS. Id.

In addition, Judge Munson concluded that Weldon
had failed to raise a genuine issue of fact as to whether
the swine flu shot caused her illness. Although Weldon
offered the testimony of Dr. Joseph Bellanti, who
testified that the flu shot did cause [**6] the illness, the
district court was persuaded by the government's
evidence demonstrating that Dr. Bellanti's opinion was
too hypothetical to satisfy Weldon's burden in defeating
the government's motion for summary judgment. The
[*3] district court placed particular reliance on the fact
that Weldon failed to come forward with any scientific
studies supporting the theory proposed by Dr. Bellanti.
Id. at 411-12. With proof of causation absent, the district
court granted the government's summary judgment
motion on September 13, 1990. Id. at 413.

Thereafter, the district court denied Weldon's motion to
reopen the judgment pursuant to Rules 59 and 60(b) of
the Federal Rules of Civil Procedure and for further
discovery pursuant to Rule 56(f). Weldon II, 845 F.
Supp. at 74. On November 26, 1991, we affirmed the
district court's judgment without opinion. Weldon v.
United States, 952 F.2d 394 (2d Cir. 1991) (table). After
her petitions for rehearing and for a writ of certiorari
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were denied, see 504 U.S. 988 (1992), Weldon filed a
new complaint, the dismissal of which is the basis of this
appeal. Weldon II, 845 F. Supp. at 84.

In her Weldon II complaint, Weldon [**7] charged that
during the litigation of Weldon I, the United States
committed "fraud, misrepresentation, and other
misconduct" and "fraud upon the court," for which she
was entitled to equitable relief. Id. at 75. She asserted,
among other things, that the United States "repeatedly
and fraudulently misrepresented the record concerning
the viewpoints of several potential witnesses in Weldon I
. . . [and] that defendant's attorney improperly
interviewed plaintiff's treating physicians during the
pendency of Weldon I." Id. Specifically, pursuant to
Federal Rule of Civil Procedure 60(b), Weldon requested
vacatur of the summary judgment; that the original case
be scheduled for trial; and that she be awarded costs,
disbursements, and attorneys' fees. Id. Both parties
cross-moved for summary judgment.

The district court first rejected the government's
assertion that the court had no jurisdiction to consider the
claim because the United States had not waived its
sovereign immunity from claims seeking equitable relief.
Id. at 75-78. It then granted summary judgment in favor
of the United States on two grounds. First, the district
court found that Weldon had "a [**8] full and fair
opportunity to litigate her present claims in Weldon I,"
during the pendency of which she either raised or should
have raised her allegations of misrepresentations and
misconduct. Id. at 78-80. Therefore, Weldon's claims of
fraud upon the court and misconduct were barred by
principles of res judicata. Id. at 81-82. Second, the court
concluded that, because Weldon had not shown that "the
situation in which she finds herself is not due to her own
fault, neglect or carelessness," she was precluded by
"traditional principles of equity" from proceeding in the
action. Id. at 82-83.

DISCUSSION

Weldon asserts on appeal that 1) the district court
erred in finding that her action for fraud on the court was
barred by res judicata or "equitable principles"; 2) the
government's misrepresentations and misconduct
constituted fraud upon the court; and 3) she is entitled to
a default judgment in her favor and to attorneys' fees. In
addition to opposing these claims, the government argues
that the district court lacked jurisdiction on sovereign

immunity grounds and that Weldon's Rule 60(b) motion
was untimely.

We affirm for substantially the reasons set forth in [**9]
Judge Munson's thoughtful opinion, Weldon II, 845 F.
Supp. 72, and write principally to address the question of
jurisdiction.

I. Jurisdiction

The district court concluded that it had ancillary
jurisdiction over Weldon II on the basis that the
independent action was a continuation of the former suit.
Id. at 77-78 (citing Pacific R.R. v. Missouri Pac. Ry., 111
U.S. 505, 522, 28 L. Ed. 498, 4 S. Ct. 583 (1884)). Thus,
the district court concluded that it had jurisdiction even in
the absence of the United States' explicit waiver of
sovereign immunity from actions alleging fraud on the
court.

The government contends that, since the FTCA
provides remedies for money damages, see 28 U.S.C. §
1346(b), and makes no reference to equitable relief, the
FTCA's limited waiver of sovereign immunity does not
extend to suits in equity. Without an explicit waiver of its
sovereign immunity, the government argues, it may not
be sued.

[*4] Whether sovereign immunity precludes an
independent action against the United States for fraud
upon the court is a question of first impression for us.
United States v. Timmons, 672 F.2d 1373 (11th Cir.
1982), is one of the few cases to address this question.
[**10] In Timmons, the United States first brought an
ejectment action against the defendants, who maintained
that a separate trial was necessary to address their defense
that the United States had improperly acquired the
property from the defendants' ancestors. The Eleventh
Circuit recognized that [HN1] a court may "entertain an
independent action in equity for relief from judgment on
the basis of its independent and substantive equitable
jurisdiction." Id. at 1378. However, construing the
defense as a counterclaim, the court concluded that the
district court had no jurisdiction over the counterclaim
because the United States had not waived its immunity as
to such a claim. Id. at 1378-80.

To the extent that Timmons may be applicable to the
case at bar, we choose not to follow it. While we
recognize [HN2] that the United States is immune from
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suits unless it consents to be sued and that such consent
must be interpreted strictly, United States v. Sherwood,
312 U.S. 584, 586, 590, 85 L. Ed. 1058, 61 S. Ct. 767
(1941), we believe that the district court had jurisdiction
in this case. Under elementary principles of fairness and
justice, actions seeking relief from judgments based on
alleged fraud upon the court should [**11] be treated as
continuations of the former action. See 7 James W.
Moore, Moore's Federal Practice P 60.38[1], at 60-399
(2d ed. 1995). It would be odd indeed to hold that, after
consenting to suit under the FTCA, the government is
then free to perpetrate a fraud on the court without
consequence simply because the government did not
explicitly waive its immunity from an action against it
based upon such fraud. In consenting to suit under the
FTCA, the government must have intended to be bound
by general rules of fair play and codes of conduct in
litigating federal tort claims. Thus, we conclude that the
FTCA also permits equitable relief in an independent
action based on assertions of fraud on the court that are
committed in the course of a suit against the government
for money damages.

Moreover, even if we did not construe the FTCA as
implicitly authorizing consent to a suit in equity in such
circumstances, authorization is not necessary in the
context of this particular case. We agree with Judge
Munson that [HN3] an action seeking relief from
judgment for fraud upon the court, which is brought in
the very court that rendered the judgment in favor of the
government, should be viewed [**12] as "a continuation
of the former suit, on the question of . . . jurisdiction," see
Pacific R.R. v. Missouri Pac. Ry., 111 U.S. 505, 522, 28
L. Ed. 498, 4 S. Ct. 583 (1884)), regardless of whether the
government gave its consent. Weldon II, 845 F. Supp. at
77-78; see Moore, supra, P 60.38[1], at 60-398 to 399.

In Cresswell v. Sullivan & Cromwell, 922 F.2d 60
(2d Cir. 1990), we observed that [HN4] Rule 60(b) "'does
not limit the power of a court to entertain an independent
action to relieve a party from a judgment [or] order.'" Id.
at 70 (quoting Fed.R.Civ.P. 60(b)). Although Cresswell
did not involve a government claim of sovereign
immunity as a jurisdictional bar, we stated the general
principle that even when the federal basis for jurisdiction
no longer exists, "the district court that entered the
original judgment has inherent 'ancillary' equitable
jurisdiction to entertain the suit for relief from the
judgment." Id.; see also Martina Theatre Corp. v. Schine
Chain Theatres, Inc., 278 F.2d 798, 800 n.1 (2d Cir.

1960) (if action to set aside judgment "is brought in the
federal court that rendered the initial judgment, there is
ancillary jurisdiction over the action despite [**13]
absence of a federal question or diversity of citizenship").
As Judge Munson correctly reasoned:

[HN5] If the doctrine of ancillary
jurisdiction is "sufficiently flexible" to
allow jurisdiction to review a previous
holding based on diversity or a federal
question where neither of these bases for
jurisdiction currently exists, it should also
suffice to allow the court to review an
earlier decision in a case where the
government waived sovereign immunity,
despite the government's assertion that it
no longer wishes to waive that important
protection.

Weldon II, 845 F. Supp. at 77.

Because we find that the district court had
jurisdiction, we need not consider the government's [*5]
contention that, if construed as a Rule 60(b) motion,
Weldon's assertion of fraud on the court should be denied
as untimely. "A party is not bound by the label he puts on
his papers. A motion may be treated as an independent
action or vice versa as is appropriate." 11 Charles A.
Wright et al., Federal Practice & Procedure: Civil § 2868,
at 405 (2d ed. 1995). Thus, although it is labeled a Rule
60(b) motion, we need not treat Weldon's request for
relief from judgment as such a motion since the court
[**14] had jurisdiction to consider it an independent
action in equity.

II. Res Judicata

Having found jurisdiction, the district court granted
summary judgment in favor of the government because
all of the claims of misrepresentation or misconduct
either had been or could have been raised by Weldon in
the original case. Weldon II, 845 F. Supp. at 79. We
review the district court's decision de novo, see Taggart
v. Time, Inc., 924 F.2d 43, 45-46 (2d Cir. 1991), and
affirm.

"The doctrine of res judicata does not apply to direct
attacks on judgments. Res judicata does not preclude a
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litigant from making a direct attack [under Rule 60(b)]
upon the judgment before the court which rendered it."
Watts v. Pinckney, 752 F.2d 406, 410 (9th Cir. 1985)
(quotation marks omitted). Weldon's attack in this case,
however, is not direct: the very grounds on which she
claims fraud upon the court -- the government's alleged
misrepresentation and misconduct -- were "raised or
should have been raised by [Weldon] during the
pendency of the earlier case," Weldon II, 845 F. Supp. at
79, whether prior to judgment or afterwards, by way of a
motion for reconsideration or petition for [**15]
rehearing, see id. at 78-82 (citing in detail instances in
which Weldon might have raised or did raise such
claims). Thus, res judicata barred this independent action
to void the judgment. See American Surety Co. v.
Baldwin, 287 U.S. 156, 166-67, 77 L. Ed. 231, 53 S. Ct.
98 (1932) (applying res judicata to action seeking to set
aside judgment for lack of jurisdiction); Browning v.
Navarro, 887 F.2d 553, 558-59 (5th Cir. 1989) (res
judicata applies to actions to void judgment for fraud).

In considering a plaintiff's claim of "fraud on the
court" in Gleason v. Jandrucko, 860 F.2d 556, 559 (2d
Cir. 1988), we found that a plaintiff who had an
opportunity in prior proceedings to challenge a police
officer's account of his arrest was not free to challenge
the original proceeding by way of an independent action.
See also Leber-Krebs, Inc. v. Capitol Records, 779 F.2d
895, 899 (2d Cir. 1985). Here too, Weldon may not
relitigate in Weldon II the claims of misrepresentation
that she could have litigated, and to a great extent did

litigate, in Weldon I. Only if Weldon had had no
opportunity to litigate the allegations of fraud on the
court could this action go forward. See Leber-Krebs, Inc.,
[**16] 779 F.2d at 899. But since that is not the case, we
affirm the district court's grant of summary judgment to
the government.

We note briefly our skepticism over the district
court's conclusion that denial of relief from judgment was
justified because Weldon could not "demonstrate that the
situation in which she [found] herself is not due to her
own fault, neglect or carelessness." Weldon II, 845 F.
Supp. at 82-83. See Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 246, 88 L. Ed. 1250,
64 S. Ct. 997 (1944) (article by defendant's attorney,
printed in trade journal under false name of purported,
disinterested expert, was fraud upon the court and fact
that fraud claimant might not have exercised proper
diligence to discover the fraud was immaterial).
However, we do not reach this issue since the district
court had a sound independent basis for its grant of
summary judgment.

Because we find that Weldon's action is barred by
res judicata, we do not need to consider either the merits
of her claims or her request for attorneys' fees.

CONCLUSION

For the foregoing reasons, we affirm the judgment of
the district court.
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PRIOR HISTORY: [**1] Alleging fraud on the
court, plaintiff sought relief under Fed.R.Civ.P. 60(b)
from earlier ruling of the United States District Court for
the Southern District of New York (Gerard L. Goettel,
J.). The district court denied relief, imposed Rule 11
sanctions on plaintiff and censured his attorney, William
M. Kunstler. This appeal followed. Held: Denial of Rule
60(b) relief is affirmed; sanction and censure are
reversed.

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff sought review of
the judgment of the United States District Court for the
Southern District of New York, which denied plaintiff's
request for relief from judgment, pursuant to Fed. R. Civ.
P. 60(b), on the grounds of alleged fraud on the trial
court, and imposed Fed. R. Civ. P. 11 sanctions against
plaintiff and censure against plaintiff's attorney.

OVERVIEW: Plaintiff had requested, pursuant to Fed.
R. Civ. P. 60(b), the vacation of an earlier judgment
against him on the grounds of an alleged fraud on the trial
court. The trial court denied the relief, imposed Fed. R.
Civ. P. 11 sanctions on plaintiff for misrepresentation,
and censured his attorney for failing to make adequate
inquiry as to the truth of his client's affidavits and for
failing to inform the court of pending state court
litigation. On appeal, the court affirmed in part and held
that plaintiff was properly denied relief under Fed. R.
Civ. P. 60(b) because he sought it more than one year
after the original judgment and it was determined that
there had been no fraud upon the court. However, the
court reversed the sanctions and censure imposed, finding
that it was an abuse of discretion to impose the sanctions
and censure where plaintiff would have withdrawn the
misstatement had he been given the benefit of the
safe-harbor period under Fed. R. Civ. P. 11, and his
attorney was entitled to rely on the objectively reasonable
representations of his client.

OUTCOME: The judgment was affirmed in part and
reversed in part. Plaintiff was properly denied relief
where it was more than one year after the original
judgment and there was no fraud upon the trial court. The
court reversed sanctions and censure imposed on plaintiff

and his attorney, finding that plaintiff was not given the
opportunity to withdraw the misstatement and that his
lawyer could rely on plaintiff's objectively reasonable
representations.

CORE TERMS: racing, tracks, ban, scratch sheet,
scratching, misrepresentation, racetrack, censure, license,
horse, imposing sanctions, evidentiary support,
misstatement, sworn, summary judgment, state action,
general managers, imposition of sanctions, advisory
committee, sanctioning, scratched, monetary, driving,
banned, raced, law firms, existing law, imposed
sanctions, requested sanctions, denying relief

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN1] Fed. R. Civ. P. 60(b) establishes a means by which
a party may seek relief from a court's judgment or order.
Fed. R. Civ. P. 60(b)(3) sets forth as one such ground of
relief: fraud, misrepresentation, or other misconduct of an
adverse party. This basis of relief is unavailable,
however, unless the aggrieved party makes a motion
under the rule within one year of the judgment or order.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN2] In a so-called "savings clause," Fed. R. Civ. P.
60(b) provides that the rule does not limit the power of a
court to set aside a judgment for fraud upon the court.
Pursuant to the savings clause, a party may bring an
independent action to vacate a court's ruling.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
Governments > Courts > Court Personnel
[HN3] Fraud is the basis for relief under both Fed. R. Civ.
P. 60(b)(3) and the savings clause of Fed. R. Civ. P.
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60(b). However, the type of fraud necessary to sustain an
independent action attacking the finality of a judgment is
narrower in scope than that which is sufficient for relief
by timely motion. Fraud upon the court as distinguished
from fraud on an adverse party is limited to fraud which
seriously affects the integrity of the normal process of
adjudication. The concept of fraud on the court embraces
only that species of fraud which does or attempts to,
defile the court itself, or is a fraud perpetrated by officers
of the court so that the judicial machinery cannot perform
in the usual manner its impartial task of adjudging cases.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Appeals > Standards of Review >
Abuse of Discretion
[HN4] The appellate court reviews the portion of the
district court's ruling denying relief under Fed. R. Civ. P.
60(b) for abuse of discretion.

Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN5] See Fed. R. Civ. P. 11.

Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN6] The 1993 amendment to Fed. R. Civ. P. 11
establishes a "safe harbor" of 21 days during which
factual or legal contentions may be withdrawn or
appropriately corrected in order to avoid sanction. Fed. R.
Civ. P. 11 (c)(1)(A).

Civil Procedure > Counsel > General Overview
Civil Procedure > Sanctions > Baseless Filings >
General Overview
Legal Ethics > Sanctions > General Overview
[HN7] Monetary sanctions may not be awarded against a
represented party for frivolous legal arguments advanced
by the party's attorney. Fed. R. Civ. P. 11 (c)(2)(A).

Civil Procedure > Counsel > General Overview
Civil Procedure > Sanctions > Baseless Filings >
General Overview
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
[HN8] Fed. R. Civ. P. 11 also provides that a court may
impose sanctions on its own initiative. Fed. R. Civ. P.

11(c)(1)(B). If a court wishes to exercise its discretion to
impose sanctions sua sponte, it must enter an order
describing the specific conduct that appears to violate
Fed. R. Civ. P.11 (b) and directing an attorney, law firm,
or party to show cause why it has not violated Fed. R.
Civ. P. 11 (b) with respect thereto.

Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN9] An attorney is entitled to rely on his or her client's
statements as to factual claims when those statements are
objectively reasonable. The reasonableness of an inquiry
depends upon the surrounding circumstances, including
such factors as how much time for investigation was
available to the signer; whether he had to rely on a client
for information as to the facts underlying the pleading; or
whether he depended on forwarding counsel or another
member of the bar.

Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN10] In considering sanctions regarding a factual
claim, the initial focus of the district court should be on
whether an objectively reasonable evidentiary basis for
the claim was demonstrated in pretrial proceedings or at
trial. Where such a basis is shown, no inquiry into the
adequacy of the attorney's pre-filing investigation is
necessary.

Civil Procedure > Counsel > General Overview
Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN11] The current version of Fed. R. Civ. P. 11 requires
only that an attorney conduct an inquiry reasonable under
the circumstances into whether factual contentions have
evidentiary support. Fed. R. Civ. P. 11(b), (b)(3).

Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN12] Fed. R. Civ. P. 11 specifically requires that those
facing sanctions receive adequate notice and the
opportunity to respond. Fed. R. Civ. P. 11(c)(1)(A) & (B).
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JUDGES: Before: FEINBERG, KEARSE and
ALTIMARI, Circuit Judges.

OPINION BY: FEINBERG

OPINION

[*1321] FEINBERG, Circuit Judge:

Plaintiff George Hadges appeals from three rulings
of the United States District Court for the Southern
District of New York, Gerard L. Goettel, J. The first
ruling, filed in March 1994 and reported at 845 F. Supp.
1037 (S.D.N.Y. 1994), denied relief to Hadges in his
action brought under Fed.R.Civ.P. 60(b) (the Rule 60(b)
action) to set aside the judgment of the court in an earlier
case, Hadges v. Yonkers Raceway Corp., 733 F. Supp.
686 (S.D.N.Y. 1990) [**2] (Hadges I). In Hadges I,
Judge Goettel had denied Hadges's application for a
preliminary injunction and had granted defendant
Yonkers Racing Corp. (YRC) summary judgment in
Hadges's action against it. We affirmed that judgment in
an opinion reported at 918 F.2d 1079 (2d Cir. 1990), cert.
denied, 499 U.S. 960 (1991). The basis of the present
Rule 60(b) action is that YRC had committed a fraud on
the court in Hadges I.

In the second ruling on appeal, issued on April 14,
1994, Judge Goettel imposed Rule 11 sanctions on
Hadges and his attorney, William M. Kunstler, for
misleading the court in the course of the Rule 60(b)
action. The judge fined Hadges and censured Kunstler. In
the third ruling, two weeks later, the judge denied Hadges
and Kunstler permission to reargue the sanctions issues.
This appeal followed. For the reasons stated below, we
affirm the denial of Rule 60(b) relief, but we reverse the
sanction on Hadges and the censure of Kunstler.

I. Background

This appeal concerns the most recent dispute arising
out of the efforts of plaintiff-appellant Hadges to compel
various racetracks and state agencies to permit [**3]
him to pursue his career as a harness racehorse driver,
trainer and owner. We set forth below the factual
background; first, as it relates to denial of Rule 60(b)
relief to plaintiff, and second, as it relates to the sanctions
imposed upon plaintiff and his attorney.

A. Facts underlying Rule 60(b) action

Hadges was first licensed by the New York State
Racing and Wagering Board [*1322] (Racing Board) in
1972. His license was suspended and revoked in 1974
because he failed to disclose the full extent of his
criminal arrest record in his initial license application.
Hadges was relicensed in 1976.

In early 1989, the Racing Board again suspended
Hadges's license for six months after determining that
Hadges had illegally passed wagering information to a
member of the betting public at Roosevelt Raceway in
1986. According to the Racing Board, as Hadges
approached the starting gate, he trailed behind the other
horses and shouted, "Get the '7'," to someone in the
stands. The number seven horse did in fact win, and
Hadges's horse, number two, drove erratically and
interfered with the other horses.

In September 1989, although the Racing Board had
reissued Hadges's license, YRC denied Hadges the [**4]
right to work at its racetrack, Yonkers Raceway. In
response, Hadges filed an action against YRC in the
district court under 42 U.S.C. § 1983, which resulted in
the decision in Hadges I. Hadges alleged that YRC had
violated his Fourteenth Amendment right to due process
in banning him. In the course of the Hadges I litigation,
YRC submitted an affidavit of its General Manager,
Robert Galterio, who stated that the YRC ban did not
prevent Hadges from pursuing his profession because he
could still work at other regional tracks, including the
Meadowlands in New Jersey.

In March 1990, the district court granted YRC's motion
for summary judgment, finding that YRC's practices were
not state action and thus could not give rise to liability
under § 1983. In two footnotes, the district court
indicated its apparent understanding that Hadges was not
barred from racing at other facilities but "that proof that
other tracks in the state followed YRC's decision could
establish state action." Hadges I, 733 F. Supp. at 691 nn.
9-10.

In 1992, Hadges commenced another suit against
YRC, this time in New York state court. He alleged [**5]
several causes of action including that all the harness
tracks in New York State were engaged in a civil
conspiracy and that the racetracks had blackballed him in
violation of the Donnelly Act, New York's anti-trust law,
N.Y. Gen. Bus. Law § 340 (McKinney). The state court
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ruled against Hadges on all of his claims. Hadges v.
Yonkers Racing Corp., Westchester Co. Sup. Ct., Index
No. 2407/92 (Dec. 4, 1992), aff'd, 616 N.Y.S.2d 189
(N.Y. App. Div. 2d Dep't. 1994) (the state court action).

In 1993, Hadges brought another § 1983 action, this
time against the Meadowlands Raceway, in federal
district court in New Jersey. Hadges v. New Jersey Sports
& Exposition Auth., 93 Civ. 673 (D.N.J. 1993) (the
Meadowlands suit). He alleged that in 1992
Meadowlands had improperly banned him from racing
without a hearing. Because Meadowlands is run by a state
agency, the New Jersey Sports & Exposition Authority
(Sports Authority), there was no dispute as to whether the
banning constituted state action. The parties settled that
litigation.

In the course of that action, Meadowlands General
Manager Bruce Garland submitted an affidavit stating
that Meadowlands had banned Hadges [**6] based on
the YRC ban. In particular, Garland said that
Meadowlands had acted pursuant to a Sports Authority
resolution adopted in 1992, which provided that
Meadowlands would exclude those who had been "ruled
off from . . . another racetrack." Thus, he stated, "the fact
that plaintiff has been barred at Yonkers Raceway would
operate as a basis for . . . rejecting plaintiff's application
for participation in [a] 1993 . . . meet at the
Meadowlands, had such an application been properly
filed."

After successfully settling the Meadowlands suit, and
with the appeal from dismissal of the New York state
court action pending, Hadges brought the instant Rule
60(b) action in the Southern District of New York. He
sought to vacate the court's decision in Hadges I on the
ground that YRC had perpetrated a fraud on the court in
that action by submitting the Galterio affidavit stating
that Hadges could continue to work at other tracks
despite the YRC ban. Hadges did not inform the district
court of the then-pending state court appeal. As noted
above, the district court ruled against Hadges and granted
YRC's motion for summary judgment. In response to a
request by YRC, [*1323] the court also imposed [**7]
sanctions under Fed.R.Civ.P. 11 on both Hadges and
Kunstler.

B. Facts underlying Rule 11 sanctions

In support of his claim for relief in the Rule 60(b)
action, Hadges submitted a sworn statement that 1993

was his "fifth year . . . out of work, with the boycott by
Yonkers still in effect." In addition, he stated that "there
was a secret agreement among all of the racetracks, that
barring a licensee from one, will result in his being barred
from all." Plaintiff's memorandum of law, signed by
Kunstler, also asserted that Hadges "has not worked for
more than four years." Hadges claimed that he had
applied to race at other tracks in New York State, but that
these tracks refused to act upon the applications, thereby
barring him from racing. He also asserted that upon the
advice of a former attorney, Joseph A. Faraldo, he had
written to the general managers of these tracks to apply
for driving privileges in mid-1990 but received no reply.
Hadges presented the court with an affidavit of Faraldo
stating that Faraldo had so advised Hadges.

In response, YRC produced documents revealing that
Hadges had in fact raced at Monticello Raceway five
times in 1991 and seven times in 1993. The [**8] most
recent race took place less than one month before Hadges
submitted his affidavit stating that he had been banned
from racing by all tracks in New York State for more
than four years. YRC also submitted letters of current and
former Racing Secretaries from race tracks in Saratoga,
Batavia Downs, Fairmount Park, Vernon Downs and
Buffalo who asserted that Hadges had not applied (or
they had no recollection of his having applied) for racing
privileges at their respective tracks in the relevant time
period.

In a memorandum of law and notice of motion to
dismiss the Rule 60(b) action, YRC requested that the
court impose sanctions on Hadges and, if warranted, on
his counsel for this misrepresentation and for failing to
disclose the state court action to the district court. This
method of requesting Rule 11 sanctions was, as set forth
below, contrary to the procedural requirements of Rule 11
that took effect on December 1, 1993, five days before
Hadges filed his complaint in the Rule 60(b) action and
15 days before YRC requested sanctions.

After YRC requested sanctions, Hadges submitted an
affidavit dated December 28, 1993, admitting that he had
raced in Monticello in 1991 and 1993, [**9] but
explaining that he considered the races insignificant
because he had earned less than $ 100 in the two years
combined. That affidavit also described a so-called
"scratching incident" that Hadges claimed had taken
place at Yonkers Raceway on October 31, 1989. He
stated that although his state racing license had been
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restored in 1989, New York State Racing Board judges
"scratched" him from that race, in which he was to have
ridden the horse "Me Gotta Bret." After this scratching
incident, YRC informed him of its independent ban.
Hadges argued to the district court that this sequence of
events supported his theory that YRC was acting as a
state agent in banning him and thus could be held liable
in a § 1983 action. Hadges submitted to the court a
"scratch sheet," purporting to document his version of the
event.

YRC then submitted what the district court later
described as "overwhelming proof" that the scratch sheet
did not refer to an October 1989 race, but rather to a
November 1987 race.

In its decision on the merits of the Rule 60(b) action, the
district court found that Hadges had raced at Monticello
in 1991 and 1993 but that he had made only a "minimal"
amount of money. 845 F. Supp. at 1041. [**10] It also
found that the legal basis for Hadges's Rule 60(b) action
was not "so frivolous as to warrant Rule 11 sanctions." Id.
However, the court was "quite concerned" that Hadges
and Kunstler had attempted "to indicate that [Hadges]
had not raced in four years when, in fact, he had
privileges at Monticello in both 1991 and 1993." Id. The
court stated that Hadges had "made matters worse by
attempting to strengthen his claim of state involvement
alleging that he was scratched from driving Me Gotta
Bret on October 31, 1989 by the judges of the racing
board." Id. The court further found that submission of the
undated scratch sheet was a "flagrant misrepresentation . .
. suggesting the need [*1324] for sanctions, certainly
against the plaintiff and possibly against his counsel." Id.
The judge invited Hadges and Kunstler to submit papers
opposing the imposition of sanctions. The court did not
refer to the nondisclosure of the state court action as a
possible basis for sanctions. 1

1 In fairness, we note that YRC has also hardly
been a model of candor in this litigation. YRC
submitted documents to the district court making
it appear that Hadges had earned nearly $ 2,000 at
Monticello in 1991 and 1993, when in fact, the
record is uncontroverted that as the driver he
earned less than $ 100.

[**11] Thereafter, Hadges submitted an affidavit
admitting that he had made a misstatement about the
scratching incident but expressing his objection to

sanctions. He stated that this error was the result of a
simple memory loss, and that the scratch sheet involved
was bona fide proof of his having been scratched in 1987
rather than in 1989. He went on to describe yet another
1989 incident in which he had been scratched from racing
the horse "Dazzling GT" at YRC. Hadges also submitted
an affidavit of his then-assistant Erik Schulman, which
also described the 1989 Dazzling GT scratching incident.
Further, Hadges repeated that he had written to the
General Managers (not the Racing Secretaries relied upon
by YRC) of the various tracks to request driving
privileges but had received no reply. He attached copies
of the letters along with copies of postal receipts.

Kunstler also submitted a sworn response, which
stated that he "had no idea" that the scratch sheet was
from 1987 rather than 1989, and set forth the facts of the
Dazzling GT incident. Kunstler maintained that the error
regarding the date of the scratch sheet was unintentional
but would not have affected the outcome of the case in
any [**12] event. Regardless of its date, he argued, the
scratch sheet was evidence that YRC was acting as an
agent of the state Racing Board and could therefore be
held liable in a § 1983 action. Thus, he maintained that
submission of the document was not sanctionable.
Kunstler's affidavit did not describe the efforts he had
undertaken to verify his client's factual claims. 2 YRC
then submitted further affidavits stating that it had no
records concerning the alleged Dazzling GT incident.

2 Kunstler's affidavit also sought to disqualify
Judge Goettel, claiming that the judge had gained
knowledge of facts in this case through his
involvement in a different litigation. In that prior
litigation, according to an affidavit of Hadges's
then-attorney, Robert A. Schutzman, Judge
Goettel had ordered the Racing Board to reissue
Hadges's license after his suspension was over.
On this basis, Hadges sought to have the judge (1)
withdraw his decision in the Rule 60(b) action in
its entirety, (2) disqualify himself pursuant to 28
U.S.C. § 455 "for personal knowledge of material
facts in this case, learned in the course of different
litigation," and (3) hold a hearing on the above
issues. The court denied all of these requests, and
Hadges has not appealed from the judge's decision
not to recuse himself on this basis.

[**13] Thereafter, in the second ruling on appeal to
us, the judge imposed a Rule 11 sanction of $ 2,000 on
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Hadges as an appropriate sanction for his
misrepresentations. The judge also censured Kunstler
under Rule 11 for failing to make adequate inquiry as to
the truth of Hadges's affidavits and for failing to inform
the court of the pending state court litigation. In the
course of his opinion, the judge stated:

Mr. Kunstler is apparently one of those
attorneys who believes that his sole
obligation is to his client and that he has
no obligations to the court or to the
processes of justice. Unfortunately, he is
not alone in this approach to the practice
of law, which may be one reason why the
legal profession is held in such low esteem
by the public at this time.

Kunstler responded in a letter to the court, in which he
argued that the court erred in sanctioning his client $
2,000 and in censuring him. In particular, he objected to
the court's characterization of him as an attorney "who
believes that his sole obligation is to his client," and he
objected to the court's charge that his approach to law
practice was in part responsible for the low public esteem
for the legal profession. [**14] Kunstler went on to state
his opinion that the court's comment was "generated by
an animus toward activist practitioners who, like myself,
have, over the years, vigorously represented clients
wholly disfavored by the establishment."

[*1325] The court treated the letter as an
application to reargue the sanction issues. Its order
denying the application is the third ruling on appeal to us.
In that order, the court quoted at length from a recent
New York state court opinion criticizing Kunstler's law
partner, Ronald L. Kuby in an entirely unrelated case. See
People v. Colin Ferguson, Nassau County Court,
N.Y.L.J. at 25-26 (Apr. 26, 1994). The judge's order
further reprimanded Kunstler stating:

Finally, Mr. Kunstler claims that he is
entitled to "consideration" because of his
representation of unpopular clients.
Undoubtedly an attorney who assumes or
is assigned the defense of an unpopular
case or client and does so at risk to his
practice or standing in the community
(such as the fictional attorney Atticus
Finch in Harper Lee's "To Kill a
Mockingbird") is entitled to some

consideration. However, an attorney who
aggressively and repeatedly seeks to
represent unpopular causes or questionable
[**15] clients for personal reasons of his
own is not deserving of any particular
consideration. And an attorney who places
himself and his causes above the interests
of justice is entitled to none.

This appeal from the judgment for YRC in the Rule 60(b)
action and from the two April 1994 rulings on sanctions
followed.

II. Discussion

A. The Rule 60(b) action

Hadges argues that the district court erred in not
setting aside, pursuant to Rule 60(b), the judgment in
Hadges I. He maintains primarily that the Galterio
affidavit filed in Hadges I, which stated that Hadges
could race at other tracks despite the YRC ban, was
directly contradicted by the Garland affidavit produced in
the Meadowlands suit and constituted a fraud on the
district court. Hadges argued that, at the very least,
genuine issues of material fact precluded summary
judgment in the Rule 60(b) action.

Rule 60(b) [HN1] establishes a means by which a
party may seek relief from a court's judgment or order.
Clause (3) of the Rule sets forth as one such ground of
relief, "fraud . . ., misrepresentation, or other misconduct
of an adverse party." This basis of relief is unavailable,
however, unless the aggrieved party makes [**16] a
motion under the Rule within one year of the judgment or
order. See Fed.R.Civ.P. 60(b). In this case, appellant
sought Rule 60(b) relief more than one year after the
March 1990 decision in Hadges I.

However, [HN2] in a so-called "savings clause,"
Rule 60(b) provides that "this rule does not limit the
power of a court . . . to set aside a judgment for fraud
upon the court." Id. (emphasis supplied). Pursuant to the
savings clause, a party may bring an independent action
to vacate a court's ruling. Gleason v. Jandrucko, 860
F.2d 556, 558 (2d Cir. 1988) (citing advisory committee
note). [HN3] Fraud is the basis for relief under both
clause (3) and the savings clause of Rule 60(b). However,
"the type of fraud necessary to sustain an independent
action attacking the finality of a judgment is narrower in
scope than that which is sufficient for relief by timely
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motion." Id. (citing Hazel-Atlas Glass Co. v. Hartford
Empire Co., 322 U.S. 238, 244-46, 88 L. Ed. 1250, 64 S.
Ct. 997 (1944)). "'Fraud upon the court' as distinguished
from fraud on an adverse party is limited to fraud which
seriously affects the integrity of the normal process of
adjudication." Gleason, 860 F.2d at 559 [**17] (citations
omitted); Transaero, Inc. v. La Fuerza Area Boliviana,
24 F.3d 457, 460 (2d Cir. 1994). The concept of "fraud
on the court" embraces "only that species of fraud which
does or attempts to, defile the court itself, or is a fraud
perpetrated by officers of the court so that the judicial
machinery cannot perform in the usual manner its
impartial task of adjudging cases." Kupferman v.
Consolidated Research & Mfg. Corp., 459 F.2d 1072,
1078 (2d Cir. 1972) (citation omitted).

Hadges points to two footnotes in the district court's
opinion in Hadges I, which he says reveal that the earlier
judgment was obtained through fraud on the court. In one
footnote, which supported the district court's conclusion
that the YRC ban did not amount to a de facto license
revocation, the court stated that Hadges remained free to
race at Meadowlands Raceway. 733 F. Supp. at 691 n.9.
In the other footnote, the district court stated that if
Hadges could show concerted [*1326] action by
racetracks to ban him, he might be able to make out a
cause of action under § 1983:

We admit that proof that other tracks in
the state [**18] followed YRC's decision
could establish state action since YRC's
decision, in effect, would result in the de
facto revocation of plaintiff's license. In
fact, one of the principal reasons behind
the conclusion that decisions by the New
York Racing Association ("NYRA") are
state action is the fact that NYRA, a
not-for-profit association operating New
York's thoroughbred tracks, can preclude
parties from working at virtually all of
New York's thoroughbred tracks.

Id. at 691 n.10.

In denying Hadges relief under Rule 60(b), however,
the district court stated that "the availability of the
Meadowlands in New Jersey was not an essential aspect
of this court's earlier decision." 845 F. Supp. at 1040. The
court also found that Meadowlands's temporary ban on
Hadges, imposed "several years" after the YRC ban, "was

not something reasonably foreseeable to anyone at the
time we granted defendant's motion for summary
judgment." Id. Thus, the court held that there had been no
fraud on the court.

[HN4] We review this portion of the district court's
ruling for abuse of discretion. Transaero, 24 F.3d at 459;
Branum v. Clark, 927 F.2d 698, 704 (2d Cir. 1991).
[**19] We hold that the district court did not abuse its
discretion in denying Rule 60(b) relief. First, Hadges was
not banned at Meadowlands until 1992, several years
after YRC initiated its ban and after completion of the
Hadges I litigation. Meadowlands did not even adopt the
resolution pursuant to which it suspended Hadges until
1992. In addition, Galterio has consistently denied that he
knew any facts that would contradict the truth of his
statement. Hadges has failed to produce persuasive
evidence to suggest otherwise. Given these facts, it is
difficult to see how Galterio's affidavit could constitute
any kind of fraud.

Further, YRC and the Meadowlands are not joined at
the hip. The fact that a state-run facility in New Jersey
might deem it extremely persuasive that a private facility
in New York had banned Hadges does not mean that the
two facilities conspired to ban him. Nor does it show that
all the racetracks in New York State engaged in
concerted action to blackball Hadges. Although we agree
with the district court that the 60(b) action was not
frivolous, the alleged fraud here simply does not come
close to seriously affecting the integrity of the normal
process of adjudication, [**20] and is not grounds for
Rule 60(b) relief.

Hadges also argues that the district court erred in
denying Rule 60(b) relief because it based its decision in
part, alluding to the state court action, on res judicata and
abstention. He claims that these were inappropriate
grounds because the state court action did not result in a
decision on the merits. We agree with Hadges that the
state court decision was not a decision on the merits,
although we understand that arguably it could be viewed
as such. In any event, these grounds were not necessary
to support the judgment denying Rule 60(b) relief. Since
we believe that the district court was correct in
concluding that there was no fraud on the court, its denial
of Rule 60(b) relief must be upheld.

B. Rule 11 sanctions

As we have already noted, not only did the district
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court rule against Hadges regarding his claims of fraud
on the court in Hadges I, but it went on to impose Rule
11 sanctions on both Hadges and Kunstler for their own
misrepresentations and omissions. This determination
was based on two principal grounds: (1) misstatement of
the date of the alleged "scratching" incident and (2)
misstatement regarding Hadges's lack [**21] of work in
the years since the YRC ban. In addition, the court based
Kunstler's censure on his failure to inform the court of the
state court action. The court also found that Hadges's
sanction was justified in part by the disqualification
motion, referred to in note 2 above, which the court
characterized as "bizarre." Hadges and Kunstler argue
that the district court abused its discretion in imposing the
Rule 11 sanctions.

As noted above, an amended version of Fed.R.Civ.P.
11 came into effect on December [*1327] 1, 1993, five
days before Hadges filed his complaint in the Rule 60(b)
action in the district court. Rule 11 provides in relevant
part:

(b) [HN5] Representations to Court. By
presenting to the court . . . a pleading,
written motion, or other paper, a[person] .
. . is certifying that to the best of the
person's knowledge, information, and
belief, formed after an inquiry reasonable
under the circumstances,

* * *

(2) the claims, defenses, and other legal
contentions therein are warranted by
existing law or by a nonfrivolous
argument for the extension, modification,
or reversal of existing law or the
establishment of new law;

(3) the allegations and other factual [**22]
contentions have evidentiary support or, if specifically so
identified, are likely to have evidentiary support after a
reasonable opportunity for further investigation or
discovery[.]

* * *

(c) Sanctions. If, after notice and a
reasonable opportunity to respond, the

court determines that subdivision (b) has
been violated, the court may, subject to the
conditions stated below, impose an
appropriate sanction upon the attorneys,
law firms, or parties that have violated
subdivision (b) or are responsible for the
violation.

(1) How Initiated.

(A) By Motion. A motion for sanctions
under this rule shall be made separately
from other motions or requests and shall
describe the specific conduct alleged to
violate subdivision (b). It shall be served
as provided in Rule 5, but shall not be
filed with or presented to the court unless,
within 21 days after service of the motion
(or such other period as the court may
prescribe), the challenged paper, claim,
defense, contention, allegation, or denial is
not withdrawn or appropriately corrected.

* * *

(B) On Court's Initiative. On its own
initiative, the court may enter an order
describing the specific conduct that
appears [**23] to violate subdivision (b)
and directing an attorney, law firm, or
party to show cause why it has not
violated subdivision (b) with respect
thereto.

(2) Nature of Sanction; Limitations. A sanction
imposed for violation of this rule shall be limited to what
is sufficient to deter repetition of such conduct or
comparable conduct by others similarly situated. Subject
to the limitations in subparagraphs (A) and (B), the
sanction may consist of, or include, directives of a
nonmonetary nature, an order to pay a penalty into court,
or, if imposed on motion and warranted for effective
deterrence, an order directing payment to the movant of
some or all of the reasonable attorneys' fees and other
expenses incurred as a direct result of the violation.
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(A) Monetary sanctions may not be awarded against
a represented party for a violation of subdivision (b)(2).

(B) Monetary sanctions may not be awarded on the
court's initiative unless the court issues its order to show
cause before a voluntary dismissal or settlement of the
claims made by or against the party which is, or whose
attorneys are, to be sanctioned.

(3) Order. When imposing sanctions, the court

shall describe the conduct determined
[**24] to constitute a violation of this rule
and explain the basis for the sanction
imposed.

* * *

Fed.R.Civ.P. 11.

The 1993 amendment to Rule 11 is "intended to
remedy problems that had arisen" under the 1983 version
of the Rule and is expected to "reduce the number of
motions for sanctions presented to the court." Advisory
committee note on 1993 amendment. The new Rule
liberalizes the standard for compliance and provides
procedural safeguards to enable parties to avoid
sanctions. See 2A Moore's Federal Practice P 11.02[1] at
11-23 (2d ed. 1994). Of particular relevance here, [HN6]
the 1993 amendment establishes a "safe harbor" of 21
days during which factual or legal contentions may be
withdrawn [*1328] or appropriately corrected in order
to avoid sanction. Fed.R.Civ.P. 11(c)(1)(A). In addition,
litigants must move for sanctions "separately from other
motions or requests." Id. The Rule also provides that
[HN7] "monetary sanctions may not be awarded against a
represented party" for frivolous legal arguments
advanced by the party's attorney. Fed.R.Civ.P.
11(c)(2)(A). The standard for sanctioning factual
contentions is also revised. Under the former Rule, a
signature on a document certified that the [**25]
contentions therein were "well grounded in fact." Under
the current Rule, the "certification is that there is (or
likely will be) 'evidentiary support' for the allegation."
Advisory committee note on 1993 amendment.

1. Hadges's sanction

Hadges argues that the district court abused its
discretion in imposing sanctions on him. YRC argues that

the sanctions were justified. We believe that Hadges is
correct.

In imposing sanctions, the district court apparently
did not take into account YRC's failure to comply with
the revised procedural requirements of Rule 11. In this
case, YRC did not submit the sanction request separately
from all other requests, and there is no evidence in the
record indicating that YRC served Hadges with the
request for sanctions 21 days before presenting it to the
court. Thus, YRC denied Hadges the "safe-harbor" period
that the current version of the Rule specifically mandates.
See advisory committee note to 1993 amendment; see
also Thomas v. Treasury Management Ass'n, 158 F.R.D.
364, 368-69 (D. Md. 1994); Collins v. Morsillo, 94-
CV-884, 1994 U.S. Dist. LEXIS 14133, 1994 WL 542204
at * 3 (N.D.N.Y. Sept. 19, 1994); Furman & Halpern,
P.C. v. Nexgen Software Corp., [**26] 93-CV-2788;
1994 U.S. Dist. LEXIS 8686, 1994 WL 287795 at *7-8
(E.D. Pa. June 28, 1994); In re VMS Sec. Litig., 156
F.R.D. 635, 641 (N.D. Ill. 1994).

If Hadges had received the benefit of the safe-harbor
period, the record indicates that he would have
"withdrawn or appropriately corrected" his
misstatements, thus avoiding sanctions altogether.
Hadges did in fact correct one of his misstatements by
admitting in an affidavit, sworn to on December 28,
1993, just 12 days after YRC asked for sanctions, that he
had raced at Monticello in 1991 and 1993. 3 Thus, this
misstatement is not sanctionable.

3 The document is stamped as filed with the
district court on March 14, 1993. Apparently the
stamp was set to the wrong year. The record does
not reveal why the document was not filed until
March. The court issued its sanctions order on
March 14, 1994.

Hadges also explained and corrected his
misstatement about the 1989 date of the first scratching
incident and described another scratching incident in
1989 involving another [**27] horse (Dazzling GT).
This correction was supported by his own affidavit sworn
to on March 17, 1994, and the affidavit of Erik
Schulman, sworn to on March 16, 1994. Both were filed
with the district court on March 21, 1994, just one week
after the court issued its order stating that it was
considering imposition of sanctions. Apparently, YRC
had not previously requested sanctions on the basis of the
scratching incident. Although YRC subsequently
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questioned whether the Dazzling GT incident described
by Hadges and Schulman had taken place, the district
court did not rely on this as a basis for imposing
sanctions. We note that Kunstler also filed an affidavit
making similar retractions.

In addition to sanctioning Hadges for his factual
misrepresentations, the district court ruled that sanctions
were justified in part by the disqualification motion filed
on Hadges's behalf. See note 2 above. In relying on the
latter ground, the court imposed monetary sanctions on a
represented party for making a legal contention that the
court believed was not warranted by existing law or by a
nonfrivolous argument for a change in existing law.
Revised Rule 11 specifically prohibits imposition of
monetary [**28] sanctions on the party on this basis.
Fed.R.Civ.P. 11(b)(2) & 11(c)(2)(A).

Rule 11 [HN8] also provides that a court may impose
sanctions on its own initiative. Fed.R.Civ.P. 11(c)(1)(B).
If a court wishes to exercise its discretion to impose
sanctions sua sponte, it must "enter an order describing
the specific conduct that appears to violate subdivision
(b) and directing an attorney, [*1329] law firm, or party
to show cause why it has not violated subdivision (b)
with respect thereto." Id. In this case, the court indicated
that it was imposing sanctions in response to YRC's
request and did not state that it was imposing sanctions
on Hadges sua sponte. We doubt that sua sponte
sanctions would have been justified here. The advisory
committee note on the 1993 amendment specifically
states that such sanctions "will ordinarily be [imposed]
only in situations that are akin to a contempt of court."
Hadges's conduct did not rise to that level.

Thus, under all the circumstances, particularly the
failure to afford Hadges the 21-day safe-harbor period
provided by revised Rule 11, we believe that the sanction
of Hadges should be reversed.

2. Kunstler's censure

Like Hadges, Kunstler did not receive the benefit
[**29] of the safe-harbor period. The district court
imposed sanctions on Kunstler for failing to adequately
investigate the truth of Hadges's representations prior to
submitting them to the court and for failing to disclose
that Hadges had brought an action against YRC in New
York state court. Kunstler argues that the court's censure
of him was an abuse of discretion because the court was
motivated by a personal or political animus against him

and because his conduct was not sufficiently egregious to
justify imposition of sanctions.

In our decisions concerning the former version of
Rule 11 we have had occasion to address the
reasonableness of an attorney's reliance on information
provided by a client. In Kamen v. American Tel. & Tel.
Co., 791 F.2d 1006 (2d Cir. 1986), the plaintiff brought
suit against her employer and supervisors under the
Rehabilitation Act of 1973 and state law. Employers are
not liable under the Rehabilitation Act unless they receive
"federal financial assistance." 29 U.S.C. § 794. The
employer sent letters to the plaintiff's attorney asserting
that it did not receive federal financial assistance, but her
[**30] attorney persisted in prosecuting the
Rehabilitation Act suit. The district court agreed with the
employer and dismissed the claims. Although plaintiff's
attorney had submitted an affirmation stating that his
client had advised him that the employer received federal
grants, the district court imposed sanctions. We found
that the district court abused its discretion because the
attorney's reliance on his client's statements was
reasonable. Kamen, 791 F.2d at 1007-12.

A few years later, we relied on Kamen in holding
that [HN9] "an attorney is entitled to rely on his or her
client's statements as to factual claims when those
statements are objectively reasonable." Calloway v.
Marvel Entertainment Group, 854 F.2d 1452, 1470 (2d
Cir. 1988), rev'd in part on other grounds sub nom.
Pavelic & LeFlore v. Marvel Entertainment Group, 493
U.S. 120, 107 L. Ed. 2d 438, 110 S. Ct. 456 (1989). This
interpretation is in keeping with the advisory committee
notes on former Rule 11, which indicates that the
reasonableness of an inquiry depends upon the
surrounding circumstances, including

such factors as how much time for
investigation was available to [**31] the
signer; whether he had to rely on a client
for information as to the facts underlying
the pleading . . .; or whether he depended
on forwarding counsel or another member
of the bar.

Advisory committee note on 1983 amendment to
Fed.R.Civ.P. 11.

In Calloway, at least one of the plaintiff's claims
"was never supported by any evidence at any stage of the
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proceeding," and we affirmed the district court's
imposition of sanctions. Calloway, 854 F.2d at 1470 &
1473. However, we went on to set forth a procedure for
district courts to follow in analyzing whether an attorney
has conducted a reasonable inquiry into the facts
underlying a party's position.

[HN10] In considering sanctions
regarding a factual claim, the initial focus
of the district court should be on whether
an objectively reasonable evidentiary basis
for the claim was demonstrated in pretrial
proceedings or at trial. Where such a basis
was shown, no inquiry into the adequacy
of the attorney's pre-filing investigation is
necessary.

Id. at 1470.

The new version of Rule 11 makes it even clearer
that an attorney is entitled to rely on the objectively
reasonable representations [**32] of [*1330] the client.
No longer are attorneys required to certify that their
representations are "well grounded in fact." Fed.R.Civ.P.
11 (1983) amended 1993. [HN11] The current version of
the Rule requires only that an attorney conduct "an
inquiry reasonable under the circumstances" into whether
"factual contentions have evidentiary support."
Fed.R.Civ.P. 11(b) & (b)(3). Thus, the new version of
Rule 11 is in keeping with the emphasis in Calloway on
looking to the record before imposing sanctions.

In its first sanction decision in April 1994, the
district court here stated:

With respect to plaintiff's counsel,
William M. Kunstler, the situation is not
quite as clear. There is nothing to indicate
that, on the serious factual
misrepresentations made in plaintiff's
papers, Mr. Kunstler had independent
knowledge of their falsity. However, it is
equally clear that he made no attempt to
verify the truth of the plaintiff's
representations prior to submitting them to
the court.

Apparently, the district court did not focus, as Rule 11

now requires, on whether the pretrial proceedings
provided "evidentiary support" for the factual
misrepresentations with which the court was concerned.

It [**33] is clear that the record before the district
court contained evidentiary support for Kunstler's
incorrect statements. As to the scratching incident, the
record included a sworn statement by Hadges describing
an October 1989 incident in which he claimed to have
been scratched from driving the horse "Me Gotta Bret." A
scratch sheet, which did not reveal the year in which it
was made out, was also part of the record. Kunstler later
submitted an affidavit admitting the error and stating that
he had no idea that the 1989 date was wrong. He further
maintained that regardless of its date, the scratch sheet
was relevant to show collaboration between the Racing
Board and YRC in 1987, which would subject the latter
to § 1983 liability. Moreover, it appears to be undisputed
that most of the evidence YRC produced to persuade the
court that the event had taken place in 1987 was within
its possession, not Hadges's. See Kamen, 791 F.2d at
1012 (noting reasonableness of relying on client
representations where "the relevant information [is]
largely in the control of the defendants").

We also believe that the record contained evidentiary
support for the claim that Hadges [**34] had not
worked for four years. At the time the district court
granted YRC summary judgment in Hadges's 60(b)
action, it had before it Hadges's affidavit asserting that he
had written to racetrack General Managers asking for
driving privileges and had not received any replies. The
record also contained attorney Faraldo's affidavit
asserting that Hadges had followed his advice in writing
these letters. Moreover, Kunstler represented Hadges in
the Meadowlands suit in which Meadowlands admitted
banning Hadges based upon the YRC ban. We believe
that in light of his familiarity with the Meadowlands
litigation and the sworn statements of his client and
another attorney, Kunstler had sufficient evidence to
support a belief that Hadges had not participated in
harness horseracing in New York since the YRC ban. Cf.
Oliveri v. Thompson, 803 F.2d 1265, 1279 (2d Cir. 1986)
(noting relevance of attorney familiarity with similar
litigation in satisfying inquiry requirement), cert. denied
sub nom. Suffolk County v. Graseck, 480 U.S. 918, 94 L.
Ed. 2d 689, 107 S. Ct. 1373 (1987); Fed.R.Civ.P. 11
(1983), advisory committee note on 1983 amendment
(reasonableness of inquiry depends upon [**35] "such
factors as . . . whether [the attorney] had to rely on a
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client for information as to the facts underlying the
pleading . . .; or whether [the attorney] depended on
forwarding counsel or another member of the bar.").

The district court also believed that censure of
Kunstler was justified because "he had to be aware of the
recent state court litigation, still on appeal, but made no
mention of it in his initial papers." Kunstler concedes that
he was aware of this litigation but maintains that he did
not believe that it was necessary to bring the proceedings
to the court's attention because the New York Supreme
Court had not ruled on the merits of the state law
blackballing claim. As noted above, we agree with the
view that the state court opinion was not a decision on the
merits of that issue. Even if it were, there would be no
tactical advantage in not mentioning [*1331] the state
court ruling to the district court since YRC was a party to
both actions (indeed, it was represented by the same law
firm and the same attorney in both actions) and could be
expected to inform the district court of the state court
action if it were helpful.

Moreover, the portion of the court's opinion in
[**36] the Rule 60(b) action that listed the possible bases
for imposition of sanctions omitted any reference to
Kunstler's nondisclosure of the state court action. Rule 11
[HN12] specifically requires that those facing sanctions
receive adequate notice and the opportunity to respond.
See Fed.R.Civ.P. 11(c)(1)(A) & (B). Although YRC had
requested sanctions on this ground, as discussed above,
that request was procedurally improper. Thus, although
Kunstler would have been wiser to alert the court to the

state court proceedings, the nondisclosure was not a
proper ground for sanctioning him.

YRC maintains that sanctions were justified because
the motions to reargue and to disqualify the district court
judge were frivolous. As noted above, the court referred
to the disqualification motion as a reason for sanctioning
Hadges. However, the court did not rely upon it as a
ground for the censure of Kunstler, and we decline to do
so here.

Finally, the remarks of the district court, which we
have quoted in substantial part above, contribute to our
conclusion that the sanction of Kunstler was unjustified.
These remarks have the appearance of a personal attack
against Kunstler, and perhaps more broadly, against
[**37] activist attorneys who represent unpopular clients
or causes. We find the court's criticism of Kunstler's law
partner, Ronald L. Kuby, for his activities in another
case, especially unwarranted. For all these reasons, we
reverse the imposition of the sanction of censure on
Kunstler.

III. Conclusion

We have considered all of the parties' remaining
arguments and find that they are without merit.

We affirm the ruling of the district court denying
Rule 60(b) relief. We reverse the Rule 11 sanction of
Hadges and the censure of Kunstler.
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PRIOR HISTORY: [**1] Appeal from an order of
the United States District Court for the Southern District
of New York (Pierre N. Leval, Judge), dismissing
plaintiff-appellant's complaint to set aside a judgment
under Fed. R. Civ. P. 60(b) for failure to state a claim
upon which relief can be granted.

DISPOSITION: Affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant challenged an
order from the United States District Court for the
Southern District of New York, which dismissed
appellant's complaint to set aside a judgment from
appellant's prior proceeding against appellees, officers
and municipality, alleging that a voluntary dismissal of
the prior proceeding was procured through perjury and
fraudulent withholding of evidence resulting in fraud
upon the court.

OVERVIEW: Appellant settled a suit he brought against
appellees, officers and municipality, for unlawful arrest
after appellee officers testified that the arrest was
supported by two eyewitness accounts that identified
appellant with 100 percent accuracy as the individual
responsible for a bank robbery. Appellant later
discovered that the eyewitnesses advised appellee that
they were not certain that appellant was the bank robber
and after viewing a lineup, eliminated appellant as the
person who robbed the bank. Appellant brought an action
to set aside the prior judgment for fraud upon the court,
pursuant to Fed. R. Civ. P. 60(b), which the lower court
dismissed. On appeal, the court affirmed the dismissal
and held that appellant's action was brought outside of the
one year time requirement under rule 60(b). The court
also held that the saving clause of rule 60(b), which
permitted an independent action for fraud on the court did
not apply to appellant's case because appellant had an
opportunity in the prior proceeding to challenge appellee
officers' account of appellant's arrest and to depose the
eyewitnesses, which appellant failed to do.

OUTCOME: An order dismissing appellant's claim to

vacate a prior judgment against appellee, officers and
municipality, due to alleged fraud upon the court was
affirmed on the grounds that subsequently discovered
evidence of perjury by a witness did not support a finding
of fraud upon the court as required by relevant statute in
order to set aside a judgment.

CORE TERMS: independent action, eyewitnesses,
perjury, bank robbery, nondisclosure, prior proceeding,
police officers, saving clause, photograph,
defendant-appellee, discovery, arrested, arrest,
depositions, garnishee, finality, village's, new counsel,
new evidence, prior action, prior judgment, voluntary
dismissal, discovered evidence, intrinsic fraud, failure to
state a claim, scheme to defraud, aggrieved party,
after-discovered, inadvertence, settlement

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
[HN1] Fed. R. Civ. P. 60(b), provides that a party to an
action may by motion seek to vacate a judgment on the
grounds of mistake, inadvertence, surprise, or excusable
neglect, newly discovered evidence, or fraud,
misrepresentation, or misconduct of an adverse party,
within one year of the entry of a final judgment. Fed. R.
Civ. P. 60(b). Relief from a final judgment may also be
obtained at any time by way of an independent action to
set aside a judgment for "fraud upon the court." "Fraud
upon the court" as distinguished from fraud on an adverse
party is limited to fraud, which seriously affects the
integrity of the normal process of adjudication.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Criminal Law & Procedure > Criminal Offenses >
Miscellaneous Offenses > Perjury > General Overview
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[HN2] A case of a judgment obtained simply with the aid
of a witness who, on the basis of after-discovered
evidence, is believed possibly to have been guilty of
perjury, is subject to the rule of finality under Fed. R.
Civ. P. 60(b), i.e., that judgments generally should not be
disturbed once the one-year term following their entry
has expired.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN3] The credibility and veracity of a witness at issue in
an original proceeding cannot be later challenged by way
of an independent action. After-discovered evidence of
alleged perjury by a witness is simply not sufficient for a
finding of "fraud upon the court." Similarly, allegations
of nondisclosure during pretrial discovery do not
constitute grounds for an independent action under Fed.
R. Civ. P. 60(b). Absent the type of fraud which subverts
the integrity of the court itself, or is perpetrated by
officers of the court, the requisite interference with the
judicial machinery cannot be established and an
independent action for fraud on the court therefore will
not lie. In short, neither perjury nor nondisclosure, by
itself, amounts to anything more than fraud involving
injury to a single litigant.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
[HN4] Relief from a judgment by way of an independent
action need not be premised on a showing of extrinsic as
opposed to intrinsic fraud, however, an aggrieved party
seeking relief under the saving clause of Fed. R. Civ. P.
60(b) still must be able to show that there was no
opportunity to have the ground now relied upon to set
aside the judgment fully litigated in the original action.

COUNSEL: John Haven Chapman, New York, New
York (Brian E. Moran, Chapman, Moran, Hubbard &
Zimmermann, New York, New York, of Counsel), for
Plaintiff-Appellant.

Anthony Princi, New York, New York, (Arthur S. Olick,
Robert A. Gaynor, Kim Koopersmith, Anderson Russell
Kill & Olick, P.C., New York, New York, of Counsel),

for Defendants-Appellees John Jandrucko and Richard
Spota.

Paul Goodovitch, Rockville Centre, New York (Jacobson
& Schwartz, Rockville Centre, New York, of Counsel),
for Defendant-Appellee Village of North Tarrytown.

JUDGES: Oakes, Miner, and Altimari, Circuit Judges.

OPINION BY: ALTIMARI

OPINION

[*557] ALTIMARI, Circuit Judge:

Plaintiff-appellant Thomas Gleason appeals from an
order of the United States District Court for the Southern
District of New York (Leval, J.) dismissing plaintiff's
complaint under Fed. R. Civ. P. 12(b)(6). In his
complaint filed on August 23, 1986, plaintiff sought to
vacate [**2] a prior judgment of the district court, dated
July 28, 1984, ordering a voluntary dismissal with
prejudice of a prior action brought by him against
defendants-appellees and others. In the prior action,
Gleason alleged that he had been wrongfully arrested for
an armed bank robbery in Nassau County by police
officers of defendant-appellee Village of North
Tarrytown and Nassau County, and that the arrest
constituted a deprivation of his constitutional rights in
violation of 42 U.S.C. §§ 1983, 1985. Following
settlement of the prior litigation, plaintiff instituted the
instant action claiming that the stipulation of voluntary
dismissal "so ordered" by the district court was procured
through perjury and fraudulent withholding of evidence.
Specifically, Gleason alleged that during discovery in the
underlying proceeding, two Nassau County detectives
had perjured themselves at their depositions and
intentionally had concealed relevant evidence, thereby
inducing plaintiff to enter into the stipulation. Because
we agree with the district court that subsequently
discovered evidence of perjury by a witness and
nondisclosure does not support a finding of "fraud upon
the court" as required by Fed. [**3] R. Civ. P. 60(b) in
order to set aside a judgment, we affirm.

BACKGROUND

Plaintiff Thomas Gleason, an unsuccessful candidate
in 1977 for mayor of the Village of North Tarrytown who
subsequently became an outspoken critic of the village's
government and in particular its police department, was
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arrested on February 6, 1979 in connection with an armed
bank robbery which had occurred in Nassau County,
Long Island on December 15, 1978. The arrest was made
by Nassau County police officers with the cooperation of
then-North Tarrytown police officer, defendant-appellee
Richard Spota, who, after viewing a photograph and
description of the perpetrator, advised the Nassau County
police that plaintiff resembled the suspect. Surveillance
photographs of plaintiff were taken and a pre-arrest
"photopack" was prepared and shown to two
eyewitnesses of the bank robbery who picked out
plaintiff's photograph and apparently indicated that
Gleason could be the suspect. Nassau County police
officers Walter Waring and Henry Klosowski thereupon
travelled to North Tarrytown, met with Lieutenant Spota
and then-Police Chief, defendant-appellee John
Jandrucko, and arrested Gleason without a warrant at his
home [**4] in North Tarrytown. Plaintiff was taken to
Nassau County by Waring and Klosowski for further
questioning. After being placed in a line up and
submitting to a polygraph examination, Gleason was
released and no charges against him were ever filed.

Plaintiff commenced the underlying action on
January 27, 1982, alleging that he had been unlawfully
arrested without a warrant and without probable cause
and that defendants herein and others conspired to
intimidate him through police misconduct because of his
political activities. During discovery, Officers Waring
and Klosowski testified that one of the two eyewitnesses
to the bank robbery identified Gleason with 100 percent
certainty while [*558] the other was 80 percent certain
of Gleason's identity. Both officers also testified that the
two eyewitnesses were 90 percent certain that Gleason
was the robber after viewing the post-arrest line up. The
parties thereafter cross-moved for summary judgment;
both motions, however, were denied by the district court.
Plaintiff's former counsel then initiated settlement
discussions, culminating in a stipulation dismissing the
action with prejudice in exchange for a waiver of any
right defendants might have [**5] had to attorneys' fees,
costs and sanctions. Judge Leval "so ordered" the
voluntary stipulation.

On June 26, 1985, within a year after entry of
judgment, plaintiff's new counsel moved under Fed. R.
Civ. P. 60(b)(1) to set aside the judgment on the grounds
of "mistake, inadvertence, . . . [and] neglect." That
motion was denied by the district court on January 9,
1986. Six months later, however, during discovery in

connection with a pair of consolidated section 1983
actions involving other allegedly wrongful arrests of
plaintiff by the North Tarrytown police, the eyewitnesses
to the bank robbery provided Gleason's new counsel with
sworn affidavits indicating that at the time they viewed
the photopack of possible suspects, they were not at all
certain that plaintiff was the robber. In addition, the two
eyewitnesses averred that the photograph of Gleason was
"fuzzy" and that when they later saw him in the line up,
they were absolutely sure that he was not the person who
robbed the bank.

As a result, plaintiff brought the instant action to set
aside the prior judgment for "fraud upon the court" as
contemplated under the saving clause of Fed. R. Civ. P.
60(b). See id. ("rule does not [**6] limit the power of a
court to entertain an independent action . . . to set aside a
judgment for fraud upon the court"). The complaint was
based on the affidavits of the two eyewitnesses to the
Nassau County bank robbery to the effect that Officers
Waring and Klosowski had perjured themselves at their
depositions. Plaintiff also contended that defendants had
concealed evidence by conspiring to withhold the
purported "fuzzy" photograph of plaintiff actually shown
to the eyewitnesses. The gravamen of the complaint was
that plaintiff was induced to enter into the stipulation of
discontinuance as a consequence of a "fraud upon the
court."

In a memorandum decision, the district court held
that the alleged perjury and nondisclosure were intrinsic
to the prior proceeding and therefore did not rise to the
level of fraud on the court. Moreover, the court found that
plaintiff's own lack of diligence in failing to depose the
two eyewitnesses prior to voluntarily entering into the
stipulation was insufficient to allow an independent
action attacking the finality of a judgment. The district
court accordingly granted defendants' motion to dismiss
for failure to state a claim under Fed. R. Civ. P. 12(b)(6).

[**7] DISCUSSION

[HN1] Rule 60(b) of the Federal Rules of Civil
Procedure provides that a party to an action may by
motion seek to vacate a judgment on the grounds of (1)
mistake, inadvertence, surprise, or excusable neglect, (2)
newly discovered evidence, or (3) fraud,
misrepresentation, or misconduct of an adverse party,
within one year of the entry of a final judgment. Fed. R.
Civ. P. 60(b).
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Relief from a final judgment may also be obtained at
any time by way of an independent action to set aside a
judgment for "fraud upon the court." Id., and advisory
committee note thereto ("under the saving clause, fraud
may be urged as a basis for relief by independent
action"). Although both clause (3) and the saving
provision of Rule 60(b) provide for relief from a
judgment on the basis of fraud, the type of fraud
necessary to sustain an independent action attacking the
finality of a judgment is narrower in scope than that
which is sufficient for relief by timely motion. See
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 244-46, 88 L. Ed. 1250, 64 S. Ct. 997 (1944);
Serzysko v. Chase Manhattan Bank, 461 F.2d 699, 702
(2d Cir.) (per curiam), cert. denied, 409 U.S. 883, 34 L.
Ed. 2d 139, 93 S. Ct. 173 (1972); Dankese Eng'g, Inc. v.
Ionics, [*559] Inc., 89 F.R.D. [**8] 154, 157-58 (D.
Mass. 1981); see generally 7 J. Moore, Federal Practice
para. 60.33, at 360-62 (2d ed. 1987). Indeed, "fraud upon
the court" as distinguished from fraud on an adverse party
is limited to fraud which seriously affects the integrity of
the normal process of adjudication. See Kupferman v.
Consolidated Research & Mfg. Corp., 459 F.2d 1072,
1078 (2d Cir. 1972); 7 Moore para. 60.33, at 360.

In Hazel-Atlas, the Supreme Court set aside a
twelve-year old judgment on account of new evidence of
a "deliberately planned and carefully executed scheme to
defraud not only the Patent Office but [a] Circuit Court of
Appeals" in order to obtain a patent. 322 U.S. at 245-46.
The Hazel-Atlas Court explained that fraud on the court
involves "far more than an injury to a single litigant"
because it threatens the very integrity of the judiciary and
the proper administration of justice. Id. at 246. Proof of a
scheme to defraud together with the complicity of the
offending party's lawyers in Hazel-Atlas was, in the
Court's judgment, conclusive evidence of fraud on the
court. However, the Supreme Court was careful to
distinguish between the facts of the case before it and
[HN2] "a case of a judgment [**9] obtained [simply]
with the aid of a witness who, on the basis of
after-discovered evidence, is believed possibly to have
been guilty of perjury." Id. at 245. The latter scenario,
according to the Court, would be subject to the rule of
finality, i.e., that judgments generally should not be
disturbed once the one-year term following their entry
has expired. See id. at 248.

On this appeal, appellant relies heavily upon this
court's prior decision in Leber-Krebs, Inc. v. Capitol

Records, 779 F.2d 895 (2d Cir. 1985), in which we
emphasized that the fraud-on-the-court rule enunciated in
Hazel-Atlas "should be characterized by flexibility and an
ability to meet new situations demanding equitable
intervention." Id. at 900; see Hazel-Atlas, 322 U.S. at
248. Gleason points to the equitable and flexible nature of
the rule in support of his contention that the saving clause
of Fed. R. Civ. P. 60(b) provides a sweeping avenue of
relief against fraudulently obtained judgments.

We think appellant reads the saving clause of Rule
60(b) too broadly. As the district court recognized, the
instant case is distinguishable from Leber-Krebs because
the aggrieved party in that case did not even have the
opportunity [**10] to litigate the issue of fraud.
Leber-Krebs involved a creditor who moved to confirm
an ex parte attachment order within the statutorily
prescribed five-day period. The district court denied the
motion, relying on the garnishee's false representation
that it held none of the debtor's assets. Consequently, the
creditor lost the opportunity to enforce his judgment
against the debtor. We held that the creditor could
maintain an independent action against the garnishee
under Fed. R. Civ. P. 60(b) for fraud on the court since
the fraud prevented the creditor from proceeding against
the garnishee who held the debtor's assets.

Here, by contrast, plaintiff had the opportunity in the
prior proceeding to challenge the police officers' account
of his arrest. The issues of lack of probable cause and bad
faith were before the court from the outset. Gleason
cannot be heard now to complain that he was denied the
opportunity to uncover the alleged fraud. While the
officers may have lied at their depositions, nothing
prevented plaintiff during the pendency of the prior
proceeding from deposing the two eyewitnesses to the
bank robbery in order to impeach the officers' testimony.
Instead, however, Gleason [**11] voluntarily chose to
settle the action.

As we previously have made clear, [HN3] the
credibility and veracity of a witness at issue in an original
proceeding cannot be later challenged by way of an
independent action. See Serzysko, 461 F.2d at 702 & n.2;
see also Travelers Indemnity Co. v. Gore, 761 F.2d 1549,
1552 (11th Cir. 1985). After-discovered evidence of
alleged perjury by a witness is simply not sufficient for a
finding of "fraud upon the court." Hazel-Atlas, 322 U.S.
at 245; Serzysko, 461 F.2d at 702. Similarly, allegations
of nondisclosure during pretrial discovery do not
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constitute grounds for an independent action under Fed.
R. Civ. P. [*560] 60(b). See H.K. Porter Co. v.
Goodyear Tire & Rubber Co., 536 F.2d 1115, 1118 (6th
Cir. 1976). Absent the type of fraud which "subvert[s] the
integrity of the court itself, or is . . . perpetrated by
officers of the court," 7 Moore para. 60.33, at 360; see
Serzysko, 461 F.2d at 702, the requisite interference with
the judicial machinery cannot be established and an
independent action for fraud on the court therefore will
not lie. In short, neither perjury nor nondisclosure, by
itself, amounts to anything more than fraud involving
injury to a single litigant. [**12] Cf. Hazel-Atlas, 322
U.S. at 246; Great Coastal Express, Inc. v. International
Brotherhood of Teamsters, 675 F.2d 1349, 1357 (4th Cir.
1982) ("perjury and fabricated evidence are evils that can
and should be exposed at trial, and the legal system
encourages and expects litigants to root them out as early
as possible"), cert. denied, 459 U.S. 1128, 74 L. Ed. 2d
978, 103 S. Ct. 764 (1983).

Notwithstanding Judge Leval's determination that
plaintiff alleged only perjury and nondisclosure as the
basis for his independent action for relief, Gleason
nevertheless contends that the new evidence before the
district court was indicative of a broad conspiracy and
cover-up which transcended mere perjury and
nondisclosure. Thus, plaintiff claims that the district court
erred in finding the alleged fraud to be intrinsic to the
prior proceeding. Although we agree with plaintiff that
[HN4] relief from a judgment by way of an independent
action need not be premised on a showing of extrinsic as
opposed to intrinsic fraud, see Averbach v. Rival Mfg.
Co., 809 F.2d 1016, 1022 (3d Cir.) ("'extrinsic'-'intrinsic'
distinction which is based on a statement in United States

v. Throckmorton, 98 U.S. (8 Otto) 61, 25 L. Ed. 93
(1878), was overruled, if it was ever [**13] the law, by
Marshall v. Holmes, 141 U.S. 589, 35 L. Ed. 870, 12 S.
Ct. 62 (1891)"), cert. denied, 482 U.S. 915, 107 S. Ct.
3187, 96 L. Ed. 2d 675 (1987); see also Serzysko, 461
F.2d at 702 n.2; 11 C. Wright & A. Miller, Federal
Practice and Procedure § 2868, at 240-41 (1973)
(distinction between extrinsic and intrinsic fraud is "most
unfortunate, if true. [It] rests on clouded and confused
authorities, its soundness as a matter of policy is very
doubtful, and it is extremely difficult to apply. It ought
not to persist as a limit on independent actions" under
Fed. R. Civ. P. 60(b).), an aggrieved party seeking relief
under the saving clause of Rule 60(b) still must be able to
show that there was no "opportunity to have the ground
now relied upon to set aside the judgment fully litigated
in the original action." Serzysko, 461 F.2d at 702 n.2; see
Marshall, 141 U.S. at 596; M. W. Zack Metal Co. v.
International Navigation Corp., 675 F.2d 525, 530 (2d
Cir.), cert. denied, 459 U.S. 1037, 74 L. Ed. 2d 604, 103
S. Ct. 449 (1982); 11 Wright & Miller § 2868, at 239.
The district court explicitly found that plaintiff had ample
opportunity in the prior proceeding to uncover the alleged
fraud, and the record supports the court's determination.
Accordingly, plaintiff's contention in this [**14] regard
is without merit.

CONCLUSION

For all of the foregoing reasons, the district court's
order granting defendant's motion to dismiss for failure to
state a claim upon which relief can be granted is
affirmed.

LEXSEE 1985 U.S. APP. LEXIS 25624
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UNITED STATES COURT OF APPEALS FOR THE SECOND CIRCUIT

779 F.2d 895; 1985 U.S. App. LEXIS 25624; 4 Fed. R. Serv. 3d (Callaghan) 1008

August 27, 1985, Argued
December 23, 1985, Decided

PRIOR HISTORY: [**1] Appellant Leber-Krebs
appeals from an order of the United States District Court
for the Southern District of New York (Goettel, J.)
dismissing its complaint against Capital Records in an
action alleging fraud on the court.

DISPOSITION: Reversed and remanded.

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff creditor
challenged the order of the United States District Court
for the Southern District of New York, which dismissed
its complaint against defendant garnishee in an action
alleging that plaintiff's rights to enforce a judgment
against the debtor were lost because defendant falsely
denied holding any of the debtor's property.

OVERVIEW: Plaintiff creditor filed suit in federal court
for commissions against the debtor. Plaintiff obtained an
ex parte order that attached royalties due the debtor from
defendant garnishee. Defendant falsely denied holding
any of the debtor's property. As a result, when plaintiff
moved within the statutorily mandated five-day period to
confirm its attachment, the district court denied the
motion. Thereafter, plaintiff filed suit against defendant,
claiming that defendant's false failure to reveal the
debtor's property in its hands constituted a fraud on the
court. Defendant moved to dismiss the suit. The district
court granted that motion, agreeing that the unconfirmed
attachment order was void and that no remedy could be
fashioned on a void order. Plaintiff appealed. On appeal,
the court reversed and remanded the matter so that the
district court could hold an evidentiary hearing to
examine whether defendant's first garnishee statement
was fraudulent. Defendant was required under N.Y.
C.P.L.R. § 6219 to serve a statement in compliance with
the attachment order, and it could not assert the order's
invalidity, if that invalidity was caused by its fraud.

OUTCOME: The court reversed the order dismissing
plaintiff creditor's complaint against defendant garnishee

in an action alleging that plaintiff's rights to enforce a
judgment against the debtor were lost because defendant
falsely denied holding any of the debtor's property.
Defendant could not profit from its own fraud, and the
case was remanded for an evidentiary hearing to
determine the issue of fraud.

CORE TERMS: attachment, garnishee, confirm,
debtor's property, confirmation, void, levy, lawsuit,
notice, vacate, decisional law, ex parte, independent
action, intervening, confirming, injustice, ex parte,
enforce a judgment, special circumstances, special
proceeding, adverse party, unconfirmed, flexibility,
inequitable, manifestly, recording, belonging, clarified,
equitable, damaging

LexisNexis(R) Headnotes

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Motions to Dismiss
[HN1] The allegations of fraud on a motion to dismiss
must be assumed to be true particularly where, other than
a denial, there is no evidence in opposition.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN2] Courts have the power to do equity to prevent the
rigors of the law or the rigidity of its words from
accomplishing an injustice.

Civil Procedure > Judgments > Entry of Judgments >
Enforcement & Execution > Garnishments
[HN3] N.Y. C.P.L.R. 6211(b) provides in part that an
order of attachment granted without notice shall provide
that within a period not to exceed five days after levy, the
plaintiff shall move, on such notice as the court shall
direct to the defendant, the garnishee, if any, and the
sheriff, for an order confirming the order of attachment.
If plaintiff fails to make such motion within the required
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period, the order of attachment and any levy thereunder
shall have no further effect and shall be vacated upon
motion.

Civil Procedure > Judgments > Entry of Judgments >
Enforcement & Execution > Garnishments
[HN4] N.Y. C.P.L.R. 6219 provides that within 10 days
after service upon a garnishee of an order of attachment,
or within such shorter time as the court may direct, the
garnishee shall serve upon the sheriff a statement
specifying all debts of the garnishee to the defendant,
when the debts are due, all property in the possession or
custody of the garnishee in which the defendant has an
interest, and the amounts and value of debts and property
specified. If the garnishee has money belonging to, or is
indebted to, the defendant in at least the amount of the
attachment, he may limit his statement to that fact.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
Civil Procedure > Appeals > Standards of Review >
General Overview
Governments > Courts > Authority to Adjudicate
[HN5] An appellate court has the power to vacate its own
judgment upon discovery that a fraud had been
perpetrated upon it.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN6] Courts obviously retain inherent power to
ascertain whether their judgments were obtained by
fraud.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN7] In addition, under Fed. R. Civ. P. 60(b) a court has
authority to relieve a party from a final judgment on
account of fraud, misrepresentation, or other misconduct
of an adverse party if a motion to vacate that judgment is
made within one year after the judgment, order, or
proceeding was entered or taken. The rule recognizes the
district court's power to entertain an independent action
to relieve a party from a judgment or to set aside a
judgment for fraud upon the court.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN8] An independent action for fraud may not be
entertained if there was an opportunity to have the ground
now relied upon to set aside the judgment fully litigated
in the original action.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN9] In tracing the development of a court's equity
power to combat fraud in the enforcement of judgments,
the relief devised may take several forms: including
setting aside a judgment to permit a new trial, altering the
terms of a judgment, or restraining the beneficiaries of a
judgment from taking any benefit whatever from it.

Civil Procedure > Judgments > Entry of Judgments >
Enforcement & Execution > Garnishments
[HN10] Orders of attachment must be confirmed within
five days, regardless of whether a garnishee actually
possesses the debtor's property.

Civil Procedure > Judgments > Entry of Judgments >
Enforcement & Execution > Garnishments
[HN11] New York courts do not look favorably upon
garnishees who play fast and loose with attachment
orders.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN12] If a party has used fraud to obtain a judgment, an
adverse party may, by bringing a new proceeding, invoke
the power of the courts to scrutinize the conduct of the
parties in the previous action. Where fraud is found, the
party that used fraud should be deprived of the benefit of
the judgment and any inequitable advantage gained.
Courts shall not forfeit truth for the sake of finality, nor
let the technical intricacies of the law governing
attachments obscure their just administration.

COUNSEL: Steven M. Kramer, Philadelphia,
Pennsylvania (Richard Bello, Barr & Bello, New York,
New York, of Counsel), for Plaintiff-Appellant.

Solomon Granett, New York, New York (Granett &
Gold, P.C., of Counsel), for Defendant-Appellee.
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JUDGES: Feinberg, Brief Judge, Kearse and
Cardamone, Circuit Judges.

OPINION BY: CARDAMONE

OPINION

[*896] CARDAMONE, Circuit Judge:

Ordinarily, after a plaintiff obtains an ex parte
attachment order against a debtor's property it attempts to
garnish assets of the debtor in the hands of a third party.
This appeal presents the vexing problem that arises when
a plaintiff claims that its rights to enforce a judgment
against the debtor were lost because the garnishee falsely
denied holding any of the debtor's property. As a result,
when plaintiff moved within the statutorily mandated
five-day period to confirm its attachment, the district
court denied the motion. Thereafter plaintiff commenced
[**2] the instant litigation against the third party as
defendant claiming that the third party's false failure to
reveal debtor's property in its hands was a damaging lie
constituting a fraud on plaintiff and on the court.
Defendant moved to dismiss plaintiff's action arguing that
the intervening decision of Eisenberg v. Citation-Langley
Corp., 92 A.D.2d 795, 459 N.Y.S.2d 788 (1st Dep't 1983),
now made it impossible for plaintiff to state a case
inasmuch as the unconfirmed attachment order was void.
The district court agreed that no remedy could be
fashioned on a void order and granted defendant's motion
to dismiss.

We disagree with this result. First, Eisenberg does
not mandate so stringent an application of New York's
CPLR when fraud is alleged. Moreover, [HN1] the
allegations of fraud on a motion to dismiss must be
assumed to be true particularly where, other than a denial,
there is no evidence in opposition. See Klapprott v.
United States, 335 U.S. 601, 603-04, 93 L. Ed. 266, 69 S.
Ct. 384 (1949). Second, [HN2] courts have always had
the power to do equity to prevent the rigors of the law or
the rigidity of its words from accomplishing an injustice.
[**3] See id. at 614-15. We therefore reverse and
remand to determine whether Capitol prevented
Leber-Krebs from confirming its attachment order by the
use of fraud.

I FACTS

The facts are relatively straightforward. On February
19, 1981 plaintiff Leber-Krebs Inc., a management

company, commenced an action in federal court for
commissions against a contemporary recording artist,
George Clinton, for his alleged breach of a management
contract. An action based upon the same facts and
seeking the same relief was then pending in the New
York State Supreme Court. Pursuant to Rule 64 of the
Federal Rules of Civil Procedure and Article 62 of New
York's CPLR, Leber-Krebs obtained an ex parte order
that attached royalties due Clinton from record
companies, music publishers and concert promoters in
New York.

It then attempted on two occasions to levy on the
attachment order. First, on March 29, 1982 it caused a
copy of the order to be served on Capitol Records, Inc.
pursuant to N.Y. CPLR 6214(a) (McKinney 1980). Four
days later on April 2 it moved to confirm the ex parte
order, giving notice to both Clinton and Capitol. 1 Capitol
on April 15, 1982 filed a garnishee's [**4] statement in
compliance with N.Y. CPLR 6219 2 reporting [*897]
that, on that date, Capitol neither held any of Clinton's
property, nor was it indebted to him. Capitol did not
participate in the argument on the motion to confirm,
although Clinton and Leber-Krebs both appeared. The
district court denied Leber-Krebs' motion to confirm the
attachment because of its belief that confirmation was
"not yet ripe for adjudication" inasmuch as Capitol
claimed, without dispute, that it held none of Clinton's
property.

1 [HN3] CPLR 6211(b) (McKinney 1980)
provides in part:

An order of attachment granted
without notice shall provide that
within a period not to exceed five
days after levy, the plaintiff shall
move, on such notice as the court
shall direct to the defendant, the
garnishee, if any, and the sheriff,
for an order confirming the order
of attachment. If plaintiff fails to
make such motion within the
required period, the order of
attachment and any levy
thereunder shall have no further
effect and shall be vacated upon
motion.
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2 [HN4] CPLR 6219 (McKinney 1980) provides:

Within ten days after service
upon a garnishee of an order of
attachment, or within such shorter
time as the court may direct, the
garnishee shall serve upon the
sheriff a statement specifying all
debts of the garnishee to the
defendant, when the debts are due,
all property in the possession or
custody of the garnishee in which
the defendant has an interest, and
the amounts and value of debts and
property specified. If the garnishee
has money belonging to, or is
indebted to, the defendant in at
least the amount of the attachment,
he may limit his statement to that
fact.

[**5] Leber-Krebs later learned that Capitol had
arguably been in possession of property belonging to
Clinton. Thus, on December 27, 1982 it made a second
attempt to levy on the original attachment order, and
timely moved to confirm. Capitol responded in a second
garnishee statement dated January 28, 1983. While
Capitol continued to maintain that it held none of
Clinton's property, this statement did disclose that a
division of Capitol, EMI America Records, had entered
into a recording contract with Clinton on November 2,
1981. Capitol revealed that it had advanced to Clinton on
December 23 and 27, 1982 a total of $100,000 under the
terms of that 1981 agreement. On March 1, 1983 the
district court, for reasons not here relevant, denied
Leber-Krebs' motion to confirm and granted Clinton's
cross-motion to vacate the order of attachment.

The instant action against Capitol was then instituted
by plaintiff Leber-Krebs on February 22, 1983 in the
United States District Court for the Southern District of
New York (Goettel, J.). The gravamen of plaintiff's
complaint alleges that Capitol's first garnishee statement
was false and in violation of the attachment order.
Support for this assertion [**6] is based on Capitol's
second garnishee statement of January 1983 which
proves, plaintiff insists, that Capitol falsely filed its initial
garnishee statement in April 1982. Leber-Krebs alleges
that the payments made to Clinton in December 1982

evidence that Capitol was holding Clinton's property in
April of 1982 pursuant to the November 2, 1981 contract
between Clinton and EMI. The complaint also asserts that
Capitol's false statement constituted a fraud damaging
Leber-Krebs' ability to retain control of Clinton's assets
and to use them to enforce any subsequently rendered
judgment. On June 10, 1983 the district judge denied
Capitol's motion for summary judgment, reserved
decision on its motion to dismiss the action pending the
outcome of Leber-Krebs' state court action against
Clinton, and placed this case on its suspense calendar.

In November 1983 plaintiff obtained a State
Supreme Court verdict in its action against Clinton.
Clinton thereafter filed for bankruptcy in July 1984,
which stayed the state court proceeding. In February
1985 Leber-Krebs' action against Capitol was taken off
the suspense calendar, and Capitol's motion to dismiss
was granted. The district court relied on [**7] Eisenberg,
92 A.D.2d at 795, decided on March 15, 1983, nearly a
month after plaintiff commenced the instant action
against Capitol. Because Eisenberg held that the five-day
period for confirming an attachment runs from the first
levy of the order whether or not the garnishee possesses
the debtor's property, the district court judge held that
Leber-Krebs' initial motion to confirm on April 2, 1982
should have been granted. Yet, because Eisenberg made
clear that an unconfirmed attachment order was void, the
district court held that Leber-Krebs could not maintain an
action against Capitol for violating it.

In discussing the plaintiff's action the district court
was troubled by the fact that it had been under a
"mistaken impression" regarding "appropriate attachment
procedures." But, the district judge did not discuss the
merits of Leber-Krebs' fraud claim, nor did it explore
whether Capitol had in fact falsified its garnishee
statement. Rather, it held that the Eisenberg decision left
it no choice but to allow the fraud, if any, practised by
Capitol to stand, [*898] regardless of whether
Leber-Krebs' original motion to confirm had been denied
[**8] in reliance on Capitol's false representations. It
believed there was no remedy to redress plaintiff's
grievance.

II DISCUSSION

Leber-Krebs argues that the Eisenberg decision,
which clarified the law during the course of this
litigation, should be ignored for purposes of this lawsuit
to avoid a manifestly unjust result. Plaintiff also
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maintains that Capitol's actions in allegedly falsifying its
garnishee statement constituted a fraud upon the court;
and that the district court relied upon Capitol's statement
when it granted Clinton's motion to deny confirmation of
the initial attachment order. Thus, Leber-Krebs urges that
Capitol should not be allowed to profit from its fraud, and
its action against Capitol should be allowed to proceed.

Capitol contends that the district court correctly
refused to allow Leber-Krebs to sue on a void attachment
order, since Capitol did not cause Leber-Krebs' loss. The
Eisenberg decision, Capitol argues, makes clear that
confirmation should have been sought and granted
initially, regardless of Capitol's protestations that it held
none of Clinton's property and regardless of whether or
not it was in possession of the debtor's property at [**9]
the time of the first levy. Hence, we are told, it was the
court that erred and Capitol's statement therefore -- even
assuming its falsity -- made no difference. The premise of
this argument is that if counsel leads a court down the
primrose path into error, the consequences of such are
laid at the court's doorstep, without a finger being pointed
at the culpable party. Such a rigorous view of the law is
one we decline to adopt.

A. Law of the Case

Leber-Krebs first relies on several Supreme Court
cases, which stand for the proposition that on rare
occasions an appellate court need not apply the law in
effect at the time it renders its decision, but may apply the
law in effect when the lawsuit was initiated, if to do
otherwise will produce a manifestly unjust result. See
Greene v. United States, 376 U.S. 149, 158-64, 11 L. Ed.
2d 576, 84 S. Ct. 615 (1964); Bradley v. School Board of
Richmond, 416 U.S. 696, 711, 40 L. Ed. 2d 476, 94 S. Ct.
2006 (1974). Plaintiff then assumes that the district
court's May 21, 1982 disposition of Leber-Krebs' motion
to confirm -- holding that a party procuring an ex parte
attachment cannot confirm that order [**10] until the
garnishee's possession of the debtor's property is
demonstrated -- constituted the law of this case and
should be applied throughout the entire litigation.
Leber-Krebs contends that to allow Capitol now to rely
on the Eisenberg decision after allegedly intentionally
defrauding it and the court in its garnishee statement,
would be to allow Capitol to profit from its wrong
because of an intervening change in the law.

We find little merit to this argument. The cases relied
upon permit appellate courts to ignore a change in the law

during the course of a litigation, when special
circumstances indicate that applying an intervening
change in the law will result in manifest injustice. But
this case does not involve a special circumstances
exception. Most important, there was not a change in the
law during the course of the same litigation. Plaintiff sued
Capitol in a subsequent action wholly separate from its
suit against Clinton. The rule adopted by the district court
in denying on ripeness grounds Leber-Krebs' motion to
confirm arose out of the earlier Leber-Krebs/Clinton
lawsuit. Before any decision by the district court was
reached in the Leber-Krebs/Capitol lawsuit, [**11]
Eisenberg was handed down. Eisenberg simply clarified
decisional law construing CPLR 6211(b), but this
clarification did not occur during the course of the same
litigation either in the trial court or before appellate
review. In order to ensure the orderly progress of judicial
proceedings, the law of the case doctrine is applied to
judicial determinations made in the same litigation. Thus,
Leber-Krebs' reliance on the Bradley line of decisions to
ensure for itself the continuous [*899] application of
pre-Eisenberg decisional law is misplaced.

B. Fraud on the Court

Plaintiff's further argument focuses more closely on
the primary issues to be decided on this appeal.
Leber-Krebs contends that it complied with the law at
every step in its attempt to enforce a judgment against
Clinton and that it was thwarted in those legal efforts
only because Capitol committed a fraud on the court.
Support for the position that Capitol should not be
allowed in this case to profit from its own fraud is found
in relevant decisional law.

In Hazel-Atlas Glass Co. v. Hartford-Empire Co.,
322 U.S. 238, 249-50, 88 L. Ed. 1250, 64 S. Ct. 997
(1944), the Supreme Court held [**12] that [HN5] an
appellate court had the power to vacate its own judgment
upon discovery that a fraud had been perpetrated upon it.
Hazel-Atlas deliberately did not define the metes and
bounds of this "fraud on the court" doctrine, but it did
make clear that it has always been "characterized by
flexibility which enables it to meet new situations which
demand equitable intervention, and to accord all the relief
necessary to correct the particular injustices involved in
these situations." Id. at 248. [HN6] Courts obviously
retain inherent power to ascertain whether their
judgments were obtained by fraud. See Universal Oil Co.
v. Root Refining Co., 328 U.S. 575, 580, 90 L. Ed. 1447,
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66 S. Ct. 1176 (1946); Alberta Gas Chemicals, Ltd. v.
Celanese Corp., 650 F.2d 9, 12-13 (2d Cir. 1981); see
also 7 Moore's Federal Practice paras. 60.16[5], 60.33
(1979).

[HN7] In addition, under Fed. R. Civ. P. 60(b) a
court has authority to relieve a party from a final
judgment on account of fraud, misrepresentation, or other
misconduct of an adverse party if a motion to vacate that
judgment is made within one year after the judgment,
order, or proceeding was [**13] entered or taken. The
old common law actions to obtain like relief, for
example, writs of error coram nobis, coram vobis, and
bills of review, have been abolished and the Rule
recognizes the district court's power to entertain an
independent action to relieve a party from a judgment or
to set aside a judgment for fraud upon the court.

In M.W. Zack Metal v. Intern. Nav. Corp. of
Monrovia, 675 F.2d 525 (2d Cir.), cert. denied, 459 U.S.
1037, 74 L. Ed. 2d 604, 103 S. Ct. 449 (1982), we held
that [HN8] an independent action for fraud may not be
entertained if "'there was an opportunity to have the
ground now relied upon to set aside the judgment fully
litigated in the original action.'" Id. at 529, (quoting
Serzysko v. Chase Manhattan Bank, 461 F.2d 699, 702
n.2 (2d Cir.), cert. denied, 409 U.S. 883, 34 L. Ed. 2d
139, 93 S. Ct. 173 (1972)); Marshall v. Holmes, 141 U.S.
589, 596, 35 L. Ed. 870, 12 S. Ct. 62 (1891). Leber-Krebs
had no such opportunity. Had it known that Capitol had
Clinton's assets, Leber-Krebs could have brought a
special proceeding against the garnishee to compel the
[**14] payment, delivery or transfer to the sheriff of the
attached property or to secure a judgment against it.
When in 1982 the district court dismissed Leber-Krebs'
motion to confirm its writ of attachment as not ripe, it
construed pre-Eisenberg law to require that result. But
Leber-Krebs had no opportunity to set aside that
determination until it discovered a number of months
later that Capitol did allegedly possess property of
Clinton's. Immediately after Capitol filed its second
garnishee statement revealing payments of $100,000 to
Clinton, Leber-Krebs commenced this independent action
against Capitol, in the form of a special proceeding to
secure a judgment against the garnishee, as explicitly
authorized by CPLR 6214(d).

Concededly, this case does not fit neatly within the
fraud on the court doctrine. Plaintiff is not seeking relief
from the district court's judgment dated May 21, 1982,

which refused to confirm plaintiff's order of attachment.
Such relief would not alter the fact that no confirmation
within five days had been made and, under Eisenberg, the
attachment order would still be void. Rather, plaintiff
argues that its failure to obtain initial confirmation is no
reason [**15] to permit Capitol to assert that this
independent [*900] suit may not be maintained against
it. This is particularly true if Capitol's fraud caused the
district court to deny that initial confirmation of the
attachment order.

We believe Leber-Krebs' position is correct. Fraud
on the court principles, while conceived to vacate
judgments induced by fraud, can easily be applied to this
case. As stated in Hazel-Atlas, 322 U.S. at 248, the rule
should be characterized by flexibility and an ability to
meet new situations demanding equitable intervention.
[HN9] In tracing the development of a court's equity
power to combat fraud in the enforcement of judgments,
the Supreme Court recognized that the relief devised may
"[take] several forms: [including] setting aside a
judgment to permit a new trial, altering the terms of a
judgment, or restraining the beneficiaries of a judgment
from taking any benefit whatever from it." Id. at 245. In
essence, our holding here merely restrains Capitol from
benefiting from the district court's erroneous decision to
deny Leber-Krebs' original motion to confirm based on
Capitol's allegedly false garnishee statement. Although
[**16] Capitol was not a party to that original
proceeding, it was required under CPLR 6219 to serve a
statement in compliance with the attachment order. Thus,
it should not now be heard to assert the order's invalidity,
if such was caused by its fraud.

C. Capitol's Reliance on New York Law

We examine New York law to see if it lends support
to Capitol's contention that the district court correctly
dismissed plaintiff's action because it cannot be sued on a
void order. The mandatory five-day confirmation rule
adopted in Eisenberg stems from a desire to protect a
debtor's constitutional rights to a hearing on the merits of
an ex parte attachment and limits the time during which a
debtor's assets may be tied up by a creditor willing to
wait for a garnishee to come into actual possession of the
debtor's property.

Thus, Eisenberg construes CPLR 6211(b) as
protecting a debtor's due process rights to a prompt
post-attachment hearing. See Mitchell v. W.T. Grant Co.,
416 U.S. 600, 40 L. Ed. 2d 406, 94 S. Ct. 1895 (1974); cf.
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Sniadach v. Family Finance Corp., 395 U.S. 337, 23 L.
Ed. 2d 349, 89 S. Ct. 1820 (1969); Fuentes v. Shevin, 407
U.S. 67, 32 L. Ed. 2d 556, 92 S. Ct. 1983 (1972); [**17]
North Georgia Finishing v. Di-Chem, Inc., 419 U.S. 601,
42 L. Ed. 2d 751, 95 S. Ct. 719 (1975). Notice has now
been given that [HN10] orders of attachment must be
confirmed within five days, regardless of whether a
garnishee actually possesses the debtor's property. Yet,
here, to allow this garnishee that may have given a court
false information to rely upon the court's
misapprehension of the law, would allow it to utilize the
law to insulate itself from fraud. Neither due process nor
the CPLR mandates such an inequitable result.

[HN11] New York courts do not look favorably upon
garnishees who play fast and loose with attachment
orders. In Graphic Offset Corp. v. Franklin Nat. Bk., 16
Misc. 2d 382, 182 N.Y.S.2d 948 (1958), aff'd mem. 7
A.D.2d 967, 183 N.Y.S.2d 989 (1959), a Delaware
corporation, World Wide Gift Club, Inc. also did business
under the name World Wide Doll Club, Inc. It was sued
as World Wide Doll Club, and the bank, which
maintained an account for the corporation under the Gift
Club name, was served with an order of attachment. The
bank certified to the Sheriff that it had no Doll Club
account and, even though the bank knew World [**18]
Wide Doll Club was another name for World Wide Gift
Club, it allowed the corporation to withdraw its Gift Club
funds. While the issue of confirmation was not posed in
that case, the New York court held the bank's
shenanigans actionable. Id. at 383-84. New York courts
clearly do not countenance a garnishee trifling with a

court order or mandate. In fact, such conduct, while
always subject to an action brought by plaintiff, has
resulted in court-imposed contempt sanctions. See
Lowenthal v. Hodge, 105 N.Y.S. 120, 120 App. Div. 304,
307-09 (1st Dep't 1907). Thus, we conclude that
defendant can derive no support for its position from
New York law.

III CONCLUSION

The Supreme Court has held that [HN12] if a party
has used fraud to obtain a judgment, [*901] an adverse
party may, by bringing a new proceeding, invoke the
power of the courts to scrutinize the conduct of the
parties in the previous action. See Marshall v. Holmes,
141 U.S. at 599, quoting Johnson v. Waters, 111 U.S.
640, 667, 28 L. Ed. 547, 4 S. Ct. 619 (1884). Where fraud
is found, the party that used fraud should be deprived of
the benefit of the judgment [**19] and any inequitable
advantage gained. Id., 141 U.S. at 599. Courts should not
forfeit truth for the sake of finality, nor let the technical
intricacies of the law governing attachments obscure their
just administration.

Accordingly, the order dismissing plaintiff's
complaint is reversed and the case is remanded to the
district court for an evidentiary hearing to examine
whether Capitol's first garnishee statement was
fraudulent. If the district court so finds, the court is free
to enter judgment in the amount plaintiff would have
obtained if Capitol had filed an accurate statement and
Leber-Krebs had successfully moved to confirm.
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OPINION BY: MESKILL

OPINION

[*526] M. W. Zack Metal Co. ("Zack") appeals

from a judgment entered [**2] by the United States
District Court for the Southern District of New York,
Robert W. Sweet, Judge, dismissing its complaint, which
sought recovery for cargo damage and for fraud.
Newcastle Protection & Indemnity Association and the
London Steamship Owner's Mutual Insurance
Association Limited (the "Insurers") cross-appeal from
Judge Sweet's dismissal of their counterclaim for
malicious prosecution and abuse of process. For the
reasons set forth below, we affirm the district court's
decision in all respects.

BACKGROUND

Zack comes before this Court with a matter that was
first litigated over twenty-two years ago and that has
consumed an inordinate amount of the resources of courts
in this country and abroad. The facts and procedural
history of the dispute are as follows.

On January 18, 1960, Zack purchased ninety-three
coils of Austrian hot rolled steel which it had contracted
to sell in the United States to Dearborn Steel Sales, Inc.
The steel was shipped under a clean bill of lading from
Belgium to New York aboard the S.S. SEVERN RIVER,
a vessel owned by International Navigation Corporation
of Monrovia ("International"), a Liberian corporation,
and under charter to Jansen & Co. [**3] (the
"Charterer"), a German partnership. The steel was
damaged in transit and, after Dearborn Steel refused to
accept shipment, was sold by Zack to a German company
for approximately one-half of Zack's cost. 1

1 The damaged steel was sold for $ 42,977.98.
Zack claimed that its cost of resale amounted to $
12,833.58.

On February 11, 1960, Zack commenced suit against
the SEVERN RIVER and the Charterer in the United
States District Court for the Southern District of New
York seeking to recover $ 80,000 in damages, the
difference between the market value of the steel in good
condition and its salvage value less resale expenses. That
action was dismissed without prejudice for failure to
prosecute, service having never been effected on any of
the defendants. Thereafter, on January 27, 1961, Zack
sent a letter to the Charterer's agent in New York, Oceana
of Canada Ltd., requesting an extension until May 15,
1961 of the limitations period under the Carriage of
Goods by Sea Act ("COGSA"), 46 U.S.C. § 1303 [**4]
(6) (1976). 2 Oceana granted Zack's request.
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2 Clause 1 of the bill of lading provided that the
shipment was subject to the Carriage of Goods by
Sea Act.

[*527] Three days before the extension was due to
expire, Zack filed identical actions for the cargo loss in
the United States District Court for the District of New
Jersey and the United States District Court for the Eastern
District of New York. The following day, Zack filed a
similar action in the County Court for Commercial
Affairs in Hamburg, Germany. Both district court cases
were dismissed for failure to prosecute.

While the German case was pending, Zack brought
an action in New York State Supreme Court against its
cargo underwriter, Federal Insurance Company
("Federal") to recover for the cargo loss. On March 14,
1968, after two trials and two appeals, and during a third
trial, a settlement was reached under which Zack received
$ 40,000 on the cargo damage claim plus $ 19,453 in
interest. 3 The settlement also permitted Zack to continue
[**5] the action in Germany provided that Federal
received fifty-five percent of any net recovery.

3 The two opinions on appeal, in the action
captioned M. W. Zack Metal Co. v. Federal
Insurance Co., are reported at 26 A.D.2d 54, 271
N.Y.S.2d 1 (1st Dep't 1966) and 28 A.D.2d 1109,
284 N.Y.S.2d 582 (1st Dep't 1967).

In 1970 the Insurers, indemnity insurers of the
Charterer and International, purchased Federal's interest
in the outcome of the German litigation. Zack then
commenced an action against the Insurers charging them
with fraud in purchasing Federal's interest. Zack
represents that this action is still pending.

On December 7, 1971, after ten years of litigation,
the German trial court found the Charterer, its partners
and International liable to Zack for $ 64,000 plus interest
and costs. 4 International's liability was limited to
execution upon the SEVERN RIVER, which, unknown to
the German court, had foundered at sea some three years
earlier.

4 Clause 19 of the bill of lading limited loss to $
500 per package or per customary freight unit. Of
course COGSA's package limitation, 46 U.S.C. §
1304(5), would apply regardless of this clause.
See 46 U.S.C. § 1312. The German trial court
computed damages based upon $ 500 per unit of

1,000 kilograms.

[**6] Later in 1971, Newcastle, in an effort to
forestall execution on the judgment pending the outcome
of an appeal, signed a guarantee of satisfaction of
payment to Zack to become operative upon either the
entry of a final decision by the German courts or upon a
settlement agreement. During the pendency of the
appellate proceedings in Germany, Zack filed suit in the
United States District Court for the Eastern District of
Virginia seeking to recover against International by
attaching one of its vessels, the VIRTUS, in Norfolk.
Zack asserted that the attachment action was proper
because the SEVERN RIVER had run aground. The
attachment order was eventually vacated and the suit
dismissed. On appeal, the Fourth Circuit affirmed the
dismissal, holding that because the German judgment was
"in rem" against the SEVERN RIVER, it "furnish(ed) no
basis for the assertion of an in personam liability of the
owner or the attachment of any other vessel owned by
International." M. W. Zack Metal Co. v. International
Navigation Corp., 510 F.2d 451, 452-53 (4th Cir.), cert.
denied, 423 U.S. 835, 96 S. Ct. 60, 46 L. Ed. 2d 53
(1975).

On January 9, 1975, the Hanseatic Provincial [**7]
Court of Appeals in Germany dismissed Zack's claim
against International, finding that the written extension of
time to sue from February 16 to May 15, 1961 given to
Zack by the Charterer's agent in New York did not bind
International, causing Zack's claim against the shipowner
to be time-barred under COGSA, 46 U.S.C. § 1303(6),
and applicable German law. In addition, while the court
found that the Charterer and its partners were liable for
the cargo damage, it reduced their liability to $ 33,000
plus interest and costs. 5 Thereafter, the Insurers posted a
bond to guarantee satisfaction of payment of the
Charterer's [*528] liability and a lien to protect its
interest in Zack's recovery. Zack has yet to execute on
the judgment of the German appeals court.

5 Damages were computed on the basis of $ 500
per damaged coil. The court determined that 66
coils had been damaged in transit.

In 1976, Zack moved in the United States District
Court for the District of New Jersey to have its [**8]
claim against the SEVERN RIVER restored to the
docket. The district court denied the motion and the
Third Circuit affirmed. M. W. Zack Metal Co. v. S.S.
Severn River, No. 386-61 (D.N.J. Oct. 19, 1976), aff'd by
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order, 577 F.2d 727 (3d Cir.), cert. denied, 439 U.S. 894,
99 S. Ct. 251, 58 L. Ed. 2d 239 (1978).

Zack filed the instant action in the United States
District Court for the Southern District of New York on
July 31, 1978 alleging five causes of action. The first
three prayed for recovery for cargo damage against
International and the Charterer, the Charterer and
Newcastle, and International and London, respectively.
The fourth pleaded for collection upon Newcastle's
written guarantee of satisfaction. The final cause of
action sought damages against the Insurers for fraud.
Zack alleged that International and the Charterer, through
attorneys retained by the Insurers, defrauded the courts
which had rendered decisions on Zack's cargo damage
claims by misstating the law and withholding operative
facts. The defendants counterclaimed, charging Zack
with malicious prosecution and abuse of process for
failing to reduce its claim to judgment in the German
[**9] courts and for instituting the subsequent actions in
the United States.

The district court, on defendants' motion pursuant to
Fed.R.Civ.P. 12(b)(6), dismissed all of Zack's claims
except that which sought recovery on the Newcastle
guarantee. Judge Sweet found that the cargo damage
claims were barred by the one year limitations period in
COGSA, 46 U.S.C. § 1303(6), having been brought
eighteen years after delivery of the goods. Judge Sweet
found that each of Zack's claims for fraud could be
presented only in the court where the fraud was allegedly
perpetrated. Alternatively, the court held that an
independent action for fraud will not lie where, as here,
the party alleging fraud had an opportunity to raise these
claims in prior proceedings, or where the allegations
involve intrinsic fraud.

Following a two-day trial, the district court also
dismissed Zack's claim on the Newcastle guarantee
without prejudice, finding that Zack had failed to prove
that the determination of the Hanseatic Provincial Court
in Germany was a "final decision" within the meaning of
the guarantee. In addition, the court dismissed
defendants' counterclaim holding that Zack's counsel
[**10] acted in good faith and, therefore, did not possess
the required scienter for malicious prosecution or abuse
of process.

DISCUSSION

Zack alleges on appeal that its claims for cargo

damage are not time-barred; that it presented sufficient
evidence that the Charterer and Newcastle are presently
obligated under the Newcastle guarantee to pay Zack $
110,000 in damages; and that it may maintain an
independent action in federal district court for fraud
committed by the Insurers in prior litigation concerning
the cargo damage claim. The Insurers contend that the
district court erred in dismissing their malicious
prosecution and abuse of process counterclaims and in
failing to dismiss Zack's claim on the Newcastle
guarantee with prejudice.

Zack first contends that the district court erred in
dismissing as time-barred its claims for recovery for
cargo damage. The pertinent section of COGSA provides
that [HN1] "the carrier and the ship shall be discharged
from all liability in respect of loss or damage unless suit
is brought within one year after delivery of the goods or
the date when the goods should have been delivered." 46
U.S.C. § 1303(6). The complaint in this action [**11]
was filed eighteen years after the SEVERN RIVER
arrived in New York with the damaged goods. Zack
asserts, however, that it complied with COGSA's statute
of limitations by bringing suit in district court in February
1961. This claim is frivolous. The mere filing of a suit
by Zack within the limitations period did not forever toll
COGSA's [*529] statute of limitations. Because this suit
was not brought within the one year period, Zack is
barred from raising these cargo damage claims. See
Instituto Cubano De Estabilizacion Del Azucar v. T/V
Golden West, 246 F.2d 802, 804 (2d Cir.), cert. denied,
355 U.S. 884, 78 S. Ct. 152, 2 L. Ed. 2d 114 (1957);
Badhwar v. Colorado Fuel & Iron Corp., 245 F.2d 903,
907 (2nd Cir.), cert. denied, 355 U.S. 862, 78 S. Ct. 95, 2
L. Ed. 2d 68 (1957); Joo Seng Hong Kong Co. v. S.S.
Unibulkfir, 493 F. Supp. 35, 39 (D.C.S.D.N.Y.1980).

Zack next alleges that the district court erred in
dismissing its claim against the Insurers for fraud
allegedly perpetrated on the various courts which had
rendered decisions on its cargo damage claim. The
district court characterized this claim as [**12] an
independent action for fraud under the saving clause of
Fed.R.Civ.P. 60(b). 6 Zack's allegations that Insurers'
counsel perpetrated fraud upon the various courts
arguably fits within the saving clause and is not
time-barred. See generally Serzysko v. Chase Manhattan
Bank, 461 F.2d 699, 702 (2nd Cir.), cert. denied, 409
U.S. 883, 93 S. Ct. 173, 34 L. Ed. 2d 139 (1972).
However, we agree with the district court that Zack had
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an opportunity to raise these fraud claims in the courts in
which they occurred and, therefore, cannot maintain this
independent action for fraud.

6 [HN2] Fed.R.Civ.P. 60(b) provides in part:

On motion and upon such terms as are just,
the court may relieve a party or his legal
representative from a final judgment, order, or
proceeding for the following reasons: (1) mistake,
inadvertence, surprise, or excusable neglect; (2)
newly discovered evidence which by due
diligence could not have been discovered in time
to move for a new trial under Rule 59(b); (3)
fraud (whether heretofore denominated intrinsic
or extrinsic), misrepresentation, or other
misconduct of an adverse party; (4) the judgment
is void; (5) the judgment has been satisfied,
released, or discharged, or a prior judgment upon
which it is based has been reversed or otherwise
vacated, or it is no longer equitable that the
judgment should have prospective application; or
(6) any other reason justifying relief from the
operation of the judgment. The motion shall be
made within a reasonable time, and for reasons
(1), (2), and (3) not more than one year after the
judgment, order, or proceeding was entered or
taken. A motion under this subdivision (b) does
not affect the finality of a judgment or suspend its
operation. This rule does not limit the power of a
court to entertain an independent action to relieve
a party from a judgment, order, or proceeding, or
to grant relief to a defendant not actually
personally notified as provided in Title 28,
U.S.C., § 1655, or to set aside a judgment for
fraud upon the court.

(emphasis added).

[**13] [HN3]

An independent action for fraud may not be
entertained if "there was an opportunity to have the
ground now relied upon to set aside the judgment fully
litigated in the original action." Serzysko v. Chase
Manhattan Bank, 461 F.2d at 702 n.2. See Marshall v.
Holmes, 141 U.S. 589, 596, 12 S. Ct. 62, 64, 35 L. Ed.
870 (1891). Here, Zack had prior opportunities to raise its
fraud claims. For example, Zack alleges that the Insurers
fraudulently concealed from the German trial court their
knowledge that the SEVERN RIVER had run aground.

Zack has had ample opportunity to raise this claim before
the German appeals court. Further, Zack actually raised
this argument, though unsuccessfully, in the United
States District Court for the District of Virginia in its
attachment action against the VIRTUS. Zack also had a
chance to raise this claim in its appeal to the Fourth
Circuit. Likewise, Zack had the opportunity in both
German courts and did try to prove there that the
extension of time to sue granted by the Charterer's agent
in New York also bound the shipowner. Its claim that the
Insurers failed to disclose to it and to the courts facts
which indicated that [**14] COGSA's time-bar covered
International, even if true, "does not add up to "fraud
upon the court' for purposes of vacating a judgment under
Rule 60(b)." Kerwit Medical Products, Inc. v. N. & H.
Instruments, Inc., 616 F.2d 833, 837 (5th Cir. 1980). See
H. K. Porter Co. v. Goodyear Tire & Rubber Co., 536
F.2d 1115, 1118 (6th Cir. 1976); Kupferman v.
Consolidated Research & Manufacturing Corp., 459
F.2d 1072, 1080-81 (2nd Cir. 1972). Further, we see no
reason why the documents that Zack presented below in
support of this claim [*530] could not have been
presented in the prior proceedings. See Konigsberg v.
Security National Bank, 66 F.R.D. 439, 442-43
(D.C.S.D.N.Y.1975).

Having found that the district court did not err in
dismissing Zack's independent action for fraud because
Zack had an opportunity to raise these claims in prior
proceedings, we need not determine whether the claim is
also invalid because each allegation of fraud is intrinsic
to these other proceedings. See United States v.
Throckmorton, 98 U.S. 61, 68, 25 L. Ed. 93 (1878); 7 J.
Moore Federal Practice P 60.37(1) (2d ed. 1979).

Finally, Zack [**15] contends that the district court
erred in dismissing without prejudice its claim for $
110,000 from the Insurers under the terms of the
Newcastle guarantee. 7 The district court, although
recognizing that "some money is owed by the defendants
to plaintiff", dismissed this claim because Zack had failed
to establish "the entry of or the amount of a final
judgment in the German courts." Zack asserts that it
presented sufficient evidence below, specifically the
Newcastle guarantee and a translated copy of the decision
of the Hanseatic Provincial Court in Germany, to
establish a present right to recover under the guarantee.
We disagree. Zack's evidence established only that the
Hanseatic Provincial Court had assessed damages of $
33,000 against the Charterer. Zack presented no evidence
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that an accounting of costs and interest had ever been
made by the German appeals court. Accordingly, we
agree with the district court that Zack has failed to prove
that a "final decision" for purposes of the guarantee has
been entered in Germany. 8

7 The guarantee stated:

The undersigned company herewith
guarantees to pay upon first request the agreed
sum, plus interest and costs, in the amount to
which the plaintiff is entitled pursuant to a final
decision of the German courts or on basis of a
settlement agreement.

App. at 612.
[**16]

8 On appeal, the Insurers contend that the
district court should have dismissed this cause of
action "with prejudice." However, if an
accounting of costs and interest is made by the
German appeals court, Zack would presumably be
entitled to recover on the guarantee.

The Insurers cross-appeal from a dismissal of their
counterclaims charging abuse of process and malicious
prosecution by Zack in failing to reduce the decision of
the Hanseatic Provincial Court to judgment and in
instituting this and other suits. The district court found
that while Zack's counsel is "incompetent," he acted in
good faith and therefore did not possess the necessary
scienter to be held liable. The Insurers' sole argument is
that anyone who filed so many suits over this one simple
damage claim must, as a matter of law, have acted in bad
faith. We do not approve of the scatter shot approach
taken by Zack's counsel over the last twenty-two years in
seeking to recover for the cargo loss. We do not know,
however, whether it should be attributed to incompetence
or bad faith. Therefore we hold that the district court's
[**17] finding that Zack's counsel acted in good faith
was not clearly erroneous. Fed.R.Civ.P. 52(a).

Affirmed. Costs to the defendants-appellees.

DISSENT BY: CARDAMONE(In part)

DISSENT

CARDAMONE, Circuit Judge (concurring in part,
dissenting in part).

The majority votes to affirm the dismissal of
plaintiff's first, second and third causes of actions and to
affirm the dismissal of defendant's counterclaim. I concur
in those affirmances. However, the majority also votes to
affirm the dismissal of plaintiff's fourth and fifth causes
of action. From those dispositions I respectfully dissent
and vote to reverse and remand the fourth cause of action
and to remand for trial the fifth cause of action which
alleges fraud on the court.

Turning first to plaintiff's fourth cause of action,
Zack obtained a "final decision" sufficient to activate
Newcastle's liability under the terms of its written
guarantee. That guarantee stated: "The undersigned
company herewith guarantees to pay upon first request
the agreed sum, plus interest [*531] and costs in the
amount to which the plaintiff is entitled pursuant to a
final decision of the German courts or on basis of a
settlement agreement." Appellant's [**18] Appendix at
612. In my view the condition of the guarantee has been
met and plaintiff is entitled to its benefit.

The majority does not dispute the finality of the
German court judgment. It simply holds that since
plaintiff has presented no evidence of an accounting of
costs and interest there is a failure to prove that a "final
decision" has been entered.

Concededly it is possible to construe the guarantee as
requiring that the "final decision" include "interest and
costs" as determined by the German courts because the
reference to that court follows that language. It may, on
the other hand, be understood that Newcastle guaranteed
to pay the "agreed sum, plus interest" when determined
by a "final decision" of the German courts and
guaranteed to pay Zack its "costs" when they are finally
determined. Interest was fixed in the German judgment
at 5% per annum from February 10, 1961. Judicial and
extrajudicial costs are ordinarily computed later under
German law and are presently in litigation in Germany.
Nothing in the guarantee requires that there be a final
decision as to costs prior to enforcing the guarantee on
the agreed sum plus interest. At most there is an
ambiguity in [**19] the guarantee which, of course, must
be construed against defendant Newcastle, its drafter, in
favor of plaintiff, its beneficiary.

Once the Hanseatic Provincial Court of Appeals in
Germany handed down its 60-page decision awarding
plaintiff $ 33,000 plus interest, plaintiff had a right to
bring suit on the guarantee in the United States District
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Court to enforce it. The German court had jurisdiction
over the parties and subject matter. Its final judgment,
unless tainted by fraud or barred by the rules of comity, is
entitled to full credit and effect. Hilton v. Guyot, 159
U.S. 113, 16 S. Ct. 139, 40 L. Ed. 95 (1895). A final
decision of a German court, under the rules of comity,
should be enforced in the courts of the United States.

Further, this case should be returned to the district
court for trial on the independent equitable action for
fraud on the court asserted in plaintiff's fifth cause of
action. Nothing corrupts the administration of justice so
much as a deliberate fraud on a court. Its odiousness,
undissipated by the passage of time, lingers like a
miasma. It is alleged that we have such a case before us.
While the affirmance by the majority of the [**20] trial
court's dismissal will end this case, it will not-if the
allegations of plaintiff's complaint are true-remedy the
damaging effects of a claim of fraud now buried in the
darkness of a dismissal.

Plaintiff's fifth cause of action asserts an independent
equitable action for fraud practiced on courts in the
United States and Germany commencing in 1960. The
action was instituted in the Southern District of New
York on June 31, 1978. The district court and the
majority relying upon United States v. Throckmorton, 98
U.S. 61, 25 L. Ed. 93 (1878), held that plaintiff's fifth
cause of action alleging fraud upon the court, which is
characterized as essentially a collateral attack on the
previously rendered decision, must be made in the
various courts which were allegedly defrauded.
Decisions of the Supreme Court since Throckmorton was
decided in 1878 indicate that the rationale of that case is
no longer persuasive. In Throckmorton the Supreme
Court used res judicata as the legal device to defeat an
action based on an old fraud practiced on a court. The
rationale upon which the decision was based appears to
be the Court's view that suits may be immortal, but men
are not. [**21] Id. 69. Thirteen years later the Supreme
Court in Marshall v. Holmes, 141 U.S. 589, 12 S. Ct. 62,
35 L. Ed. 870 (1891), permitted an equitable action to be
filed where it was against conscience to permit a
judgment obtained by claimed fraud to be executed. This
time the Court stated that a court, while not sitting in
review, should scrutinize the conduct of the parties in a
new proceeding to determine if one used fraud to obtain a
judgment. If so, the court will deprive him of the benefit
of that [*532] judgment and any inequitable advantage
gained. Id. at 599, 12 S. Ct. at 65. The view that "truth is

more important than the trouble it takes to get it," set
forth in Publicker v. Shallcross, 106 F.2d 949, 952 (3rd
Cir. 1939) is consistent with Marshall, which Publicker
cites at 951.

These two Supreme Court cases afforded ample
latitude to lower courts for over 50 years to decide
equitable causes of alleged fraud on the courts in
whatever way their own predilections led them. More
recently the Supreme Court decided Hazel-Atlas Glass
Co. v. Hartford-Empire Co., 322 U.S. 238, 64 S. Ct. 997,
88 L. Ed. 1250 (1944). [**22] In that case the trial in
which the alleged fraud occurred took place in 1929, but
the fraud was not fully brought to light until 1941. The
Supreme Court said, in discussing the independent
equitable action of fraud on the court, that "equitable
procedure has always been characterized by flexibility
which enables it to meet new situations which demand
equitable intervention, and to accord all the relief
necessary to correct the particular injustices involved in
these situations." Id. at 248, 64 S. Ct. at 1002. Based
upon this historical progression, I conclude that the harsh
rule of Throckmorton is not the current view of the
Supreme Court.

Thus, it is now established that this type of action
should be governed by flexibility to afford necessary
relief. The district court in granting summary judgment
dismissing this cause of action did not examine the facts,
but merely concluded that plaintiff was in the wrong
forum. However, its power to entertain this action is not
limited where there is a claim of fraud upon a court.
Fed.R.Civ.P. 60(b). In this case the fraud should have
been explored at trial, particularly since on a motion to
dismiss all of the plaintiff's [**23] allegations of fraud
are deemed to be true.

The majority depicts plaintiff as bringing a multitude
of vexatious suits. However, Newcastle's behavior from
the outset of this saga over 20 years reveals a callous
disregard for the truth. For example, it led the District
Court in Hamburg to exercise in rem jurisdiction over a
ship the court was told was sailing on the high seas when
in fact Newcastle knew that the SEVERN RIVER was
under the high seas-it had sunk. Its orchestrated
tactics-extending even to buying the subrogation rights of
Zack's American insurer on the damaged cargo claim and
using it as a basis to slap a lien on the German judgment
to prevent Zack from executing on it, and then coolly
arguing that Zack did not have a "final decision" from the
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German court because it had not entered judgment and
executed on it-have frustrated plaintiff at each and every
turn. In my view plaintiff is entitled on the law to have

its day in court.
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PRIOR HISTORY: [**1] Appeal from judgment of
the United States District Court for the Southern District
of New York, Abraham D. Sofaer, J., dismissing
complaint alleging fraud and unfair competition.

DISPOSITION: Judgment reversed and case
remanded with instructions to stay all further proceedings
until completion of additional proceedings before the
United States International Trade Commission.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant Canadian
company sought review of a judgment of the United
States District Court for the Southern District of New
York, which dismissed its complaint against appellee
company and alleged that appellee schemed to defraud,
and unfairly compete with, appellant by giving false
testimony before an administrative agency in a
proceeding concerning methanol that resulted in the
imposition of an antidumping duty.

OVERVIEW: Appellant Canadian company sold
methanol in the United States. It sued appellee company,
alleging a fraudulent scheme and unfair competition
interfering with its efforts to sell methanol in the United
States and to build new facilities in Canada. Appellant
alleged that appellee presented false testimony to the
United States International Trade Commission in a
proceeding to determine whether or not Canadian exports
of methanol were injuring, or were likely to injure, the
United States' methanol industry. As a result of the
commission's finding, a duty was imposed on imports of
Canadian methanol. The trial court dismissed appellant's
complaint. Appellant sought review. The court remanded
for a stay of proceedings. Per the court, because the
purpose of the primary jurisdiction doctrine was to make
sure that, in this case, the commission was not
circumvented on something that was placed in its
purview and because the courts would still be available
after the commission acted, a stay was to issue until the
commission decided if there was perjury and decided but
for any perjury whether or not it would have reached a
different decision about Canadian menthol exports to the
United States.
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OUTCOME: The court remanded, in favor of appellant
Canadian company, to the trial court with a direction for
a stay pending the administrative agency's decision on
whether or not appellee company's employees committed
perjury before the agency and whether or not, but for any
perjury the agency would have reached a different
conclusion on the effects of imported Canadian methanol,
which conclusion controlled whether or not a duty would
be imposed.

CORE TERMS: methanol, perjury, antidumping,
administrative agency, exclusive jurisdiction, inherent
power, reconsider, imports, importation, chemical,
domestic, producer, estimate, tribunal, injure, cause of
action, power to award, fair value, perjured testimony,
primary jurisdiction, better position, different conclusion,
prior determination, newly discovered, initial decision,
public interest, reconsideration, deliberately, perpetrated,
universally
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[HN1] The inherent power of a federal court to
investigate whether or not a judgment is obtained by
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Administrative Law > Agency Adjudication > Review of
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Governments > Courts > Courts of Claims
[HN2] Every tribunal, judicial or administrative, has
some power to correct its own errors or otherwise
appropriately to modify its judgment, decree, or error. It
is often the case that reconsideration of a prior decision,
within a reasonable period of time, is absolutely essential
to the even administration of justice. It may be imperative
for the tribunal to consider new developments or newly
discovered evidence in order to facilitate the orderly and
just resolution of conflict. More frequently,
reconsideration is often the sole means of correcting
errors of procedure or substance. An administrative
agency may reconsider its own decisions. The power to
reconsider is inherent in the power to decide.

Administrative Law > Agency Adjudication > Review of
Initial Decisions
[HN3] An agency does have an obligation to make
corrections when it has been relying on erroneous factual
assumptions.

Administrative Law > Separation of Powers > Primary
Jurisdiction
Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > General Overview
Civil Procedure > Removal > Postremoval Remands >
Jurisdictional Defects
[HN4] The test is not whether or not some parts of the
case are within the exclusive jurisdiction of the courts.
The test is whether or not some parts of the case are
within the exclusive jurisdiction of the agency. Because
of the purpose of the primary jurisdiction doctrine to
assure that an agency will not be by-passed on what is
especially committed to it and because the resort to the
courts is still open after the agency acts, the doctrine
applies even if the agency has no jurisdiction to grant the
relief sought. The United States Supreme Court
consistently follows this approach by remanding cases for
initial resolution by administrative agencies, when it is
undisputed that those agencies do not have the power to
award the damages sought in the federal court action.
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OPINION BY: FEINBERG

OPINION

[*10] This appeal raises unusual issues regarding
the power of an administrative agency to insure the
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integrity of proceedings before it. Alberta Gas
Chemicals, Ltd. (Alberta), a Canadian corporation,
appeals from a judgment of the [**2] United States
District Court for the Southern District of New York,
Abraham D. Sofaer, J., dismissing Alberta's complaint
against Celanese Corporation and Celanese Chemical
Company, Inc., 497 F. Supp. 637, (collectively referred to
as Celanese). The complaint alleged that Celanese had
perpetrated a scheme to defraud and unfairly compete
with Alberta by interfering with its construction of new
facilities in Canada, and by hindering its efforts to sell
methanol in the United States. 1 The gravamen of the
complaint was that Celanese presented false testimony
before the United States International Trade Commission
(Commission), which was considering whether imports
from Canada were injuring, or were likely to injure, the
domestic methanol producing industry. On Celanese's
motion, Judge Sofaer dismissed Alberta's complaint. As
indicated below, we adopt one of the alternate grounds
indicated in the opinion of the district court, and remand
this case to the district court to be held pending further
proceedings in accordance with this opinion.

1 Methanol is an organic chemical used
primarily in manufacturing other chemicals and as
a solvent.

[**3] I

The relevant facts may be simply stated: In March
1979, the Treasury Department concluded that Canadian
methanol, exported by Alberta, was being sold in the
United States at less than fair value. 44 Fed.Reg. 19,090
(March 30, 1979). This triggered hearings before the
Commission in May 1979 pursuant to the Antidumping
Act, 19 U.S.C. § 160 et seq., to determine whether the
sale here of the Canadian methanol at less than fair value
was likely to injure the [*11] American methanol
industry. 2 At the hearing, the Commission received oral
and written testimony from many of those involved in the
American methanol industry, including employees of
Celanese, this country's largest producer. 44 Fed.Reg.
40,734-35 (July 12, 1979).

2 The antidumping provisions now appear as
part of the Tariff Act of 1930, 19 U.S.C. § 1671 et
seq. Because the proceedings at issue here were
conducted under the old law, we will refer
throughout this opinion to the provisions of the
Antidumping Act.

In June 1979, the Commission [**4] decided by a
3-2 vote that the sale in this country of Canadian
methanol was likely to be detrimental to domestic
producers in the future. This finding of possible future
harm required the Treasury Department to issue a Finding
of Dumping under 19 U.S.C. § 160(a), thus subjecting
future imports of Canadian methanol to a special
antidumping duty. See 44 Fed.Reg. 44,154 (July 27,
1979). In August 1979, Alberta challenged this
determination by filing an action in the United States
Court of International Trade. 3

3 Since the district court filed its opinion, the
United States Customs Court has been renamed
the United States Court of International Trade.
See Customs Courts Act of 1980, Pub.L. No.
96-417 (Oct. 10, 1980). For purposes of clarity,
we will refer to the court as the Court of
International Trade.

According to Alberta, it discovered in November
1979 that Celanese employees had perjured themselves in
the antidumping proceeding before the Commission by
failing to disclose Celanese's plans to expand [**5]
substantially its methanol producing facilities in Canada
and in the United States, and by deliberately
underestimating the projected United States demand for
methanol. By the time Alberta allegedly discovered this
perjury, it had already filed its action in the Court of
International Trade, as indicated above. Nevertheless,
Alberta did not utilize this information in connection with
its case pending there. Nor did Alberta call the alleged
perjury to the attention of the Commission. Instead, it
filed the present action in April 1980 in the Southern
District basing jurisdiction on diversity. Alberta, as
already indicated, alleged that Celanese was engaged in
an unlawful scheme to hinder Alberta's efforts to produce
methanol in Canada and to sell it in the United States, of
which the perjury before the Commission was an integral
part. The complaint further alleged that the Commission
would not have concluded that future importation of
Canadian methanol was likely to hurt domestic producers
but for the perjured testimony. The complaint prayed for
an injunction requiring Celanese to disclose the true facts
to the Commission, and also sought damages, both
compensatory and punitive.

[**6] In its answer, Celanese denied the essential
allegations of the complaint, including the perjury, and
moved for judgment on the pleadings. Celanese asserted

Page 699



in the alternative that the district court either lacked
jurisdiction, or should not exercise its jurisdiction, and
that even if the court did reach the merits, the complaint
did not state a claim upon which relief could be granted.
In a memorandum opinion and order dated October 8,
1980, Judge Sofaer concluded that under federal law,
appellant's complaint failed to state a cause of action
because it did not allege any wrongful conduct on the part
of Celanese other than the alleged perjury before the
Commission. The judge went on to say that even if the
complaint did state a cause of action, the federal court's
jurisdiction over the dispute seemed "dubious" because
the matter was within the exclusive jurisdiction of the
Court of International Trade; finally, the court noted that
under the doctrine of primary jurisdiction the issues
relating to Celanese's conduct during the hearing before
the Commission should be resolved, in the first instance,
by the Commission. This appeal followed.

II

Based upon the foregoing, the parties [**7] have
presented and thoroughly briefed a number of legal
issues, but we do not find it necessary or appropriate to
reach most of [*12] them. It is quite clear to us that
Alberta is trying to obtain a reversal of the Commission's
ruling without bothering to attempt to utilize other
remedies available to it, and we see no reason to
countenance such use of the federal courts.

The claimed perjurious testimony by Celanese
related to its plans to expand its methanol production
capacity and to its estimate of demand for methanol in the
United States. The district court found that the "central
issue" in this litigation was whether "but for Celanese's
alleged misrepresentations, the Commission would have
refused to impose dumping duties on Alberta Gas."
Alberta disputes this, arguing that a decision in its favor
in this lawsuit would not affect the Commission's
determination that imports of Canadian methanol were
likely to injure the American methanol industry.
Whether or not this is so and it seems unlikely the only
specific fraudulent action that Alberta asserted in the
district court was the alleged perjury before the
Commission. 4 Moreover, to prove that it suffered
damage from [**8] the alleged perjury, Alberta must
show that this testimony influenced the Commission to
come to a result it would not otherwise have reached.
Without that connection, Alberta's damages would be
caused by the legitimate action of the Commission, and

not by the allegedly tortious conduct by Celanese.

4 In its brief and argument before this court,
Alberta asserted that Celanese had in 1976
"vigorously opposed" Alberta's application to
build a methanol production facility in Canada,
and that some "90 days after the Commission's
decision" in 1979, in an application to the Alberta
Energy Resources Conservation Board, Celanese
had made a "complete reversal" of its earlier
estimate of the demand for methanol in the United
States. Celanese alleges that neither of these
arguments was presented to the district court.
Even if properly before us, however, these
allegations do not change the focus of the
complaint on the alleged perjury before the
Commission.

Under the circumstances, it makes good sense to
allow the Commission [**9] to determine initially
whether there was perjury and if there was, whether the
perjury affected the result before the Commission. There
can be little doubt that the Commission's "insight gained
through experience," Far East Conference v. United
States, 342 U.S. 570, 574-75, 72 S. Ct. 492, 494-495, 96
L. Ed. 576 (1952), will be helpful in determining whether
Celanese employees misrepresented the estimated United
States demand for methanol and Celanese's intentions
concerning the construction of additional production
facilities. Resolution of such questions will be materially
aided by the Commission's knowledge of how such
estimates and projections are customarily calculated,
utilized, and revised, by its intimate familiarity with the
record of the entire antidumping proceeding, and by its
expertise in the field of international commerce.
Moreover, the Commission will certainly be in a far
better position than the district court to determine
whether it would have reached a different conclusion but
for the allegedly perjured testimony. Indeed, appellant
does not seriously argue that the Commission would not
be in a better position than the district court to resolve
these issues initially. [**10] Rather, appellant contends
that the Commission lacks the authority either to
reconsider its decision or to grant the relief Alberta seeks
in this action. We find both arguments without merit.

Alberta contends that the Commission cannot
reconsider a prior determination on the basis of newly
discovered facts, if they existed at the time of the initial
decision. Appellant claims that the Commission
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regulations that deal with altering or amending a prior
determination apply only when circumstances have
changed since the initial decision, or to correct technical
errors. 19 C.F.R. §§ 207.45-46. Whether or not this
construction of the regulations is correct, a more
fundamental source of authority exists for allowing the
Commission to determine initially the issues in this
litigation: the inherent power of any administrative
agency to protect the integrity of its own proceedings.

[HN1] "The inherent power of a federal court to
investigate whether a judgment was obtained by fraud, is
beyond question." [*13] Universal Oil Co. v. Root
Refining Co., 328 U.S. 575, 580, 66 S. Ct. 1176, 1179, 90
L. Ed. 1447 (1946). The Court there cited Hazel-Atlas
Co. v. Hartford Co., 322 U.S. 238, 64 S. Ct. [**11] 997,
88 L. Ed. 1250 (1943), in which the court stated, "(t)his
equity rule, which was firmly established in English
practice long ago before the foundation of the republic,
(was) developed and fashioned to fulfill a universally
recognized need for correcting injustices which are
deemed sufficiently gross to demand a departure from
rigid adherence to the rule (of finality)." Id. at 244, 64 S.
Ct. at 1000. See also 7 Moore's Federal Practice P
60.16(5) at 88-90 (1979). This inherent power has been
confirmed by the Federal Rules of Civil Procedure. See
Fed.R.Civ.P. 60(b); 7 Moore's Federal Practice P 60.33.

This universally accepted rule has been applied to
proceedings before federal administrative agencies.
Professor Davis states that [HN2] "(e)very tribunal,
judicial or administrative, has some power to correct its
own errors or otherwise appropriately to modify its
judgment, decree, or error." 2 K. Davis, Administrative
Law Treatise § 18.09 at 606 (1958). As the Court of
Claims has pointed out, "it is often the case that
reconsideration of a prior decision, within a reasonable
period of time, is absolutely essential to the even
administration of justice. It may be imperative for the
[**12] tribunal to consider new developments or newly
discovered evidence in order to facilitate the orderly and
just resolution of conflict. More frequently,
reconsideration is often the sole means of correcting
errors of procedure or substance." Bookman v. United
States, 197 Ct. Cl. 108, 453 F.2d 1263, 1265
(Ct.Cl.1972). See also United States v. Sioux Tribe, 222
Ct. Cl. 421, 616 F.2d 485, 493 (Ct.Cl.), cert. denied, 446
U.S. 953, 100 S. Ct. 2716, 64 L. Ed. 2d 844 (1980) ("It is
a well established principle that an administrative agency
may reconsider its own decisions. "The power to

reconsider is inherent in the power to decide.' ").

It is hard to imagine a clearer case for exercising this
inherent power than when a fraud has been perpetrated on
the tribunal in its initial proceeding. In Greene County
Planning Board v. Federal Power Commission, 559 F.2d
1227, 1233 (2d Cir. 1976), cert. denied, 434 U.S. 1086,
98 S. Ct. 1280, 55 L. Ed. 2d 791 (1978), we stated that
"[HN3] an agency does have an obligation to make
corrections when it has been relying on erroneous factual
assumptions " See also Hudson River Fishermen's
Association v. Federal Power Commission, 498 F.2d 827,
833-34 (2d Cir. 1974). [**13] Here, according to
Alberta's allegations, the Commission relied on
"erroneous factual assumptions" that were deliberately
presented by Celanese's witnesses to persuade the
Commission to reach an incorrect conclusion concerning
the possible future effects of the importation of Canadian
methanol. The public interest in preventing perjury is
obvious; and there is also a clear public interest in a
correct determination of whether imports of methanol
should be restricted, since the restrictions will almost
certainly affect the price American consumers pay for
this product. These considerations far outweigh any
interest in the finality of the Commission's initial
determination, particularly when the Commission's
decision is still pending before the Court of International
Trade.

Alberta's other objection to requiring it to seek relief
initially from the Commission is that the Commission has
no power to award damages. This argument
misperceives the nature of the doctrine of primary
jurisdiction. As Professor Davis points out, [HN4] "(t)he
test is not whether some parts of the case are within the
exclusive jurisdiction of the courts; the test is whether
some parts of the case are within the [**14] exclusive
jurisdiction of the agency. Because of the purpose of the
doctrine to assure that the agency will not be by-passed
on what is especially committed to it and because the
resort to the courts is still open after the agency has acted,
the doctrine applies even if the agency has no jurisdiction
to grant the relief sought." Davis, supra, § 19.07 at 39.
The Supreme Court has consistently followed this
approach by remanding cases for initial resolution by
administrative agencies, when it was undisputed that
those agencies did not have the power to award the
damages [*14] sought in the federal court action. See,
e. g., Thompson v. Texas Mexican Railway, 328 U.S. 134,
66 S. Ct. 937, 90 L. Ed. 1132 (1946); General American
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Tanker Corp. v. El Dorado Terminal Co., 308 U.S. 422,
60 S. Ct. 325, 84 L. Ed. 361 (1940); United States v.
Interstate Commerce Commission, 337 U.S. 426, 464, 69
S. Ct. 1410, 1430, 93 L. Ed. 1451 (1949) (Frankfurter, J.,
dissenting).

We find no reason, therefore, not to give the
Commission the opportunity to resolve in the first
instance the major issues in this litigation. We believe
that the Commission's decision as to whether Celanese
employees perjured [**15] themselves before the
Commission, and if so, whether but for such perjury the
Commission would have reached a different result, will
materially affect, or perhaps even definitively conclude,
the federal action now before us. In light of our

disposition of this case, we find it unnecessary to address
appellee's argument that this matter falls within the
exclusive jurisdiction of the Court of International Trade,
or the district court's conclusion that appellant failed to
state a cause of action.

The case is remanded to the district court with
instructions to stay all proceedings before it until such
time as the Commission determines whether (1) Celanese
employees did commit perjury during the Canadian
methanol proceeding, and (2) whether but for such
perjury, the Commission would have reached a different
conclusion regarding the possible future effects of the
importation of Canadian methanol.

LEXSEE 1975 U.S. APP. LEXIS 15998
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PRIOR HISTORY: [**1] Appeal by a corporate
taxpayer from a denial by the Tax Court of the United
States, after a hearing, of a motion for special leave to file
a motion to vacate a decision of that court, on the ground
that the decision was procured by fraud upon the court.

DISPOSITION: Affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant corporate

taxpayer sought review of a judgment of the Tax Court of
the United States that denied appellant's motion to vacate
assessment against appellant, pursuant to a settlement
negotiated between appellant's counsel and appellee IRS.
Appellant alleged that the unauthorized settlement
amounted to fraud upon the court.

OVERVIEW: Appellant corporate taxpayer was alleged
to have deficiencies in its income taxes and proceedings
in the Tax Court were commenced. Appellant retained
counsel who engaged in settlement negotiations.
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Appellant's president subsequently died and the estate
began directing appellant. Appellant then notified counsel
that it should not settle the claim with appellee IRS prior
to appellant's consent. A settlement was reached and
appellee issued an assessment. Appellant objected to the
assessment and filed a motion to vacate the judgment.
The motion was denied. The appeals court affirmed,
holding that appellant's counsel had not committed fraud
upon the court. While the settlement may have been
unauthorized, there was no indication or claim that
counsel made any misrepresentation of the facts, that he
had any improper motive, that appellee cooperated with
counsel in deceiving or defiling the court, or that the
compromise itself was unreasonable. There was no
reason to disturb the decision of the Tax Court, as
counsel's conduct did not and fall within the accepted
definition of fraud upon the court.

OUTCOME: The court affirmed a judgment of the tax
court that denied appellant corporate taxpayer's motion to
vacate assessment against appellant, pursuant to a
settlement negotiated between appellant's counsel and
appellee IRS, holding that the unauthorized settlement,
which may have been unauthorized, did not amount to
fraud upon the court. Counsel did not misrepresent the
facts, have an improper motive, nor did he deceive the
court.

CORE TERMS: settlement, vacate, power of attorney,
unauthorized, notice, settle, tax claims, leave to file,
constitute a fraud, stockholder, impartial, adjudging,
settling, defiling, disturb, abused, taxable year, advising

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Estoppel > Judicial Estoppel
Governments > Courts > Court Personnel
[HN1] "Fraud upon the court" should embrace only that
species of fraud which does or attempts to, defile the
court itself, or is a fraud perpetrated by officers of the
court so that the judicial machinery can not perform in
the usual manner its impartial task of adjudging cases.

COUNSEL: M. Lauck Walton, New York, New York
(Donovan Leisure, Newton & Irvine, New York, New
York, John C. Baity, of Counsel), for
Petitioner-Appellant.

Robert G. Burt, Attorney, Tax Division, Department of
Justice, Washington, District of Columbia (Scott P.
Crampton, Asst. Attorney General, Gilbert E. Andrews,
Bennet N. Hollander, Attorneys, Tax Division,
Department of Justice, Washington, District of Columbia,
of Counsel), for Respondent-Appellee.

JUDGES: Waterman, Hays and Mulligan, Circuit
Judges.

OPINION BY: MULLIGAN

OPINION

[*930] MULLIGAN, Circuit Judge:

Senate Realty Corporation (Senate), a New York
corporation, received a statutory notice of deficiency
dated February 15, 1966 from the Commissioner of
Internal Revenue (IRS), which asserted deficiencies in
the taxpayer's income taxes for the taxable year 1959 in
the amount of $234,825.50 plus a penalty in the sum of
$117,412.75. Redetermination proceedings [**2] in the
Tax Court were commenced by an attorney then
representing Senate on March 14, 1966. In November,
1969 Alfred Dallago, then President and principal
stockholder of Senate, retained Howard A. Rumpf, an
experienced tax lawyer, to represent Senate in the
pending Tax Court matter and so advised its prior
attorney. On November 13, 1969 Dallago, on behalf of
Senate, signed an IRS standard form of power of attorney
(Form 2848) which authorized Rumpf to represent the
taxpayer before the IRS. On December 8, 1969 Rumpf
filed a notice of appearance on behalf of Senate with the
Tax Court. During the next three years Rumpf on various
occasions conferred with IRS representatives with a view
to settling the claim. On April 27, 1972 Dallago died and
his estate became the principal shareholder of Senate.

On December 11, 1972 Mr. George Kossoy, a New
York attorney representing the Dallago estate, received a
letter from Rumpf advising him that the proposed tax
deficiency had been reduced "to approximately $100,000
from approximately $265,000" as the result of a
conference with IRS, and that the Tax Court "should
approve [such a settlement] early in 1973." On December
15, 1972 Kossoy wrote to [**3] Rumpf advising him that
before any decision could be made on "the settlement
which you hope you can make, it would be necessary for
the estate and all those concerned with its welfare, to
examine all the possible tax claims that may be asserted
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against the estate generally. I think that if we can
somehow get to the point of knowing what the total claim
would be that might be asserted against the estate as such,
then we can possibly make an offer in compromise."

On May 7, 1973 Senate, through its attorney Rumpf,
and IRS filed a settlement stipulation with the Tax Court
which fixed the deficiency in income tax for the taxable
year of 1959 at $117,412.75, plus a penalty of
$58,706.38. The decision of the Tax Court pursuant to the
stipulation was entered the same day. On August 20,
1973, two weeks after the decision of the Tax Court
became final, IRS gave notice to Senate demanding
payment of the stipulated deficiencies plus interest, in the
sum total [*931] of $259,906.80. Mrs. Alba Dallago, the
widow of the former President of Senate, the sole
beneficiary of his estate, and the new President of Senate,
advised IRS in writing that the taxpayer objected to the
assessment; that it [**4] would shortly file a power of
attorney for another representative; and that it denied
Rumpf was authorized to sign the Stipulation of
Settlement, and that he had done so "without the
knowledge or consent of the taxpayer."

On February 22, 1974 Senate filed a motion for
special leave to file a motion to vacate the Tax Court's
May 7, 1973 decision on the ground that it was procured
by fraud upon the court. On March 18, 1974, after a
hearing, the Tax Court denied the motion. This appeal
ensued.

I

The narrow question before us is whether the Tax
Court abused its discretion in denying Senate's motion for
special leave to vacate a decision which had become final
under Internal Revenue Code of 1954 §§ 7481(a)(1),
7483. 1 Rule 162 Rules of Practice and Procedure of the
United States Tax Court, provides that a motion to vacate
a decision more than 30 days after it was entered, must be
by special leave of that court. The May 7, 1973 decision
in issue here became final on August 7, 1973, so that the
motion for special leave was necessary. Such a motion
lies within the sound discretion of the Tax Court and the
only ground of review is whether or not that Court abused
its discretion in denying [**5] the motion. See Lentin v.
CIR, 237 F.2d 5, 6 (7th Cir. 1956); Skenandoa Rayon
Corp. v. CIR, 122 F.2d 268, 271 (2d Cir.), cert. denied,
314 U.S. 696, 62 S. Ct. 413, 86 L. Ed. 556 (1941). We
find no abuse and affirm the order of the Tax Court.

1 We do not accept the position of IRS that
neither the Tax Court nor any other court has
jurisdiction to reconsider a final decision of the
Tax Court. Although, for example, Jefferson Loan
Co. v. CIR, 249 F.2d 364 (8th Cir. 1957) did hold
that the Tax Court has limited statutory
jurisdiction and could not vacate its own decision
after it became final, that position has been
rejected in other circuits at least where there is a
claim of fraud upon the court. E.g., Toscano v.
CIR, 441 F.2d 930, 932-33 (9th Cir. 1971);
Kenner v. CIR, 387 F.2d 689, 691 (7th Cir.), cert.
denied, 393 U.S. 841, 89 S. Ct. 121, 21 L. Ed. 2d
112 (1968); Stickler v. CIR, 464 F.2d 368, 370
(3d Cir. 1972); Pasternack v. CIR, 155 U.S. App.
D.C. 384, 478 F.2d 588, 593 (1973) (dictum).

The fraud claimed [**6] here is that Rumpf, as an
"officer of the court," after being expressly directed by
attorney Kossoy not to settle the claims herein,
nevertheless executed an unauthorized stipulation
terminating the suit brought by Senate.

Rumpf as an attorney is an officer of the court and
here was not authorized to settle the claim even though he
was authorized to appear in the Tax Court. 2 However the
critical question is whether this is sufficient to constitute
a fraud upon the court.

2 E.g., Theard v. United States, 354 U.S. 278,
281, 1 L. Ed. 2d 1342, 77 S. Ct. 1274 (1957)
(attorney is an officer of the court); Ricketts v.
Pennsylvania R.R., 153 F.2d 757, 759-60 (2d Cir.
1946) (L. Hand, J.) (attorney has no implied
authority to compromise a claim); ABA Code of
Professional Responsibility, EC 7-7 (client must
make decision whether to accept a settlement
offer).

Professor Moore's definition is instructive:[HN1]

"Fraud upon the court" should, we
believe, embrace only that species of fraud
which does or attempts to, defile [**7] the
court itself, or is a fraud perpetrated by
officers of the court so that the judicial
machinery can not perform in the usual
manner its impartial task of adjudging
cases. . . .
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7 J. Moore, Federal Practice para. 60.33, at 515 (2d ed.
1974). This formulation of the concept of fraud upon the
court has been expressly adopted by this circuit in
Kupferman v. Consolidated Research and Mfg. Corp.,
459 F.2d 1072, 1078 (2d Cir. 1972), and Martina Theatre
Corp. v. Schine Chain Theatres, Inc., 278 F.2d 798, 801
(2d Cir. 1960). While Senate claims that the settlement
was unauthorized, there is no indication or claim that
Rumpf made any misrepresentation of [*932] the facts
in issue, that he had any improper motive, that IRS in any
way cooperated with him in deceiving or defiling the
court, 3 or even indeed that the compromise itself was
unreasonable. Chief Justice Marshall in Holker v. Parker,
11 U.S. (7 Cranch) 436, 452, 3 L. Ed. 396 (1813) made
the distinction a long time ago:

Although an attorney-at-law, merely as
such, has, strictly speaking, no right to
make a compromise; yet a court would be
disinclined to disturb one which was not
so unreasonable in itself [**8] as to be
exclaimed against by all, and to create an
impression that the judgment of the
attorney has been imposed on, or not fairly
exercised in the case.

3 Cf. Hazel-Atlas Glass Co. v. Hartford-Empire
Co., 322 U.S. 238, 88 L. Ed. 1250, 64 S. Ct. 997
(1944), where fraud upon the court was found
because a bogus scientific article, written to affect
the outcome of a patent litigation, in fact
influenced, at least in part, the decision of the
court of appeals. This is a clear-cut example of
"defiling" the court and precluding it from
attaining impartial decision-making, in contrast to
the situation we have at bar.

Here Rumpf had been retained because of his tax
experience and he did succeed in reducing a proposed
deficiency of about $352,000 (including penalties) to
$176,000 (including penalties). The letter he received
from Kossoy was not from the taxpayer Senate but from
counsel to the estate of Dallago who did not wish to
compromise until the total IRS claim against the estate
was asserted. Rumpf [**9] was authorized by Senate to
appear before IRS and to appear in the Tax Court; that
authority was never revoked until February 22, 1974, six
months after the Tax Court decision had become final,

when new counsel was appointed. Thus, although Rumpf
was unauthorized to settle, we cannot agree with
appellant that his disregard of Kossoy's advice constituted
a fraud upon the court. Whatever liability, if any, Rumpf
may have as to Senate or the estate is not the question
before us. The point is that vis-a-vis the Tax Court there
was no conduct on the part of Rumpf which
compromised the merits of the negotiated settlement or
which precluded the court from adjudging the matter
impartially.

The only decided cases which are relevant to the
issue raised on appeal, are of no assistance to appellant.
In Flood v. CIR, 468 F.2d 904 (9th Cir. 1972), cert.
denied, 411 U.S. 906, 93 S. Ct. 1529, 36 L. Ed. 2d 195
(1973), a claim was made that counsel who had been
given a general power of attorney settled a tax claim
without authority and knowing that his clients did not
owe the largest part of the taxes involved. The court held
that the Tax Court did not abuse its discretion by denying
a motion [**10] for special leave to file a motion to
vacate. In Toscano v. CIR, 441 F.2d 930 (9th Cir. 1971),
the court did remand for an evidentiary hearing on the
question of fraud, but it was alleged there (inter alia) that
the taxpayer's signature had been forged on a joint return.
We note here that there was a hearing before the Tax
Court on the motion with Senate submitting a
memorandum, affidavits and exhibits. And in United
States v. Kenner, 455 F.2d 1, 4-5 (7th Cir. 1972), the
Court rejected appellant's contention that fraud occurred
because his attorneys, in agreeing to a consent order,
acted without authority:

In view of the situation as shown, we
hold that appellant's attorneys at least had
implied authority to consent to the order
[citation omitted]. This implication
plainly arises from the fact that appellant
without raising any question as to their
authority retained them as counsel for
fifteen months and further raised no
question as to their authority until three
years after the order was entered . . ..

Id. at 5.

We have not been cited to nor have we discovered
any case where a court has found the mere settlement of a
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suit by counsel without authorization [**11] to constitute
a fraud upon the court which would support a setting
aside of a final judgment of the court. The narrow
definition [*933] of such fraud which has found
acceptance in this court generally reflects the policy of
putting an end to litigation. See Restatement of
Judgments § 1 (1942). We see no good reason here to
disturb the decision of the Tax Court. There is no
showing of the evil intent, deceit or collusion which have
marked those cases where final verdicts have been set
aside. Rumpf had worked for three years to obtain a
settlement and there is no showing that he took any

advantage of his client in settling the dispute. He simply
did not follow the instructions of counsel for the estate of
the principal stockholder of his client who for reasons of
strategy wished to defer settlement. There is no proof or
claim that Rumpf was even wrong much less malicious in
taking the action he did. In our view that conduct,
however else it may be characterized, does not and
should not fall within the accepted definition of fraud
upon the court.

Affirmed.
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SUBSEQUENT HISTORY: [**1] Certiorari
Denied. 423 U.S. 1087, 47 L. Ed. 2d 97, 96 S. Ct. 878
(1976)

PRIOR HISTORY: Appellant was convicted by a jury
in the United States District Court for the Southern
District of New York, Harold R. Tyler, Jr., Judge, of
conspiracy to violate the federal security laws, 18 U.S.C.
§ 371. Appellant claims that (1) his acquittal on the
substantive counts of securities fraud and mail fraud
precluded conviction of conspiracy; (2) his Sixth
Amendment rights were violated by post-indictment
conduct by the Government; (3) the Government
suppressed exculpatory evidence; (4) preindictment delay
violated his right to a fair trial and (5) the Government's
summation and the court's charge were improper.

DISPOSITION: Judgment affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant attorney sought
review of the judgment from the United States District
Court for the Southern District of New York, in which he
was convicted of conspiracy to violate the federal
security laws, pursuant to 18 U.S.C.S. § 371. Appellant
claimed that his acquittal on the substantive counts of
securities fraud and mail fraud precluded conviction of
conspiracy and that his U.S. Const. amend. VI rights were
violated.

OVERVIEW: Appellant attorney sought review of the
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judgment from trial court, in which he was convicted of
conspiracy to violate the federal security laws, 18
U.S.C.S. § 371. Appellant claimed that his acquittal on
the substantive counts of securities fraud and mail fraud
precluded conviction of conspiracy; that his U.S. Const.
amend. VI rights were violated; federal government
suppressed exculpatory evidence; pre-indictment delay
violated his right to a fair trial and summation and charge
were improper. The court held that the conspiracy
involved more persons than were required for the
commission of any of the substantive offenses. The court
also held that the direct testimony became hearsay and
was properly struck. The court found that federal
government was entitled to the protection against
admissibility of non-collateral testimony not subject to
cross-examination. The court held that there was neither
prosecutorial misconduct nor actual prejudice. The court
concluded that evidence of accomplishment of one of the
objectives of a conspiracy was enough to support the
conspiracy conviction. The judgment was affirmed.

OUTCOME: The judgment in which appellant attorney
was convicted of conspiracy to violate the federal
security laws was affirmed. The court held that evidence
of accomplishment of one of the objectives of a
conspiracy was enough to support the conspiracy
conviction.

CORE TERMS: stock, tape, conspiracy, conspirators,
indictment, cross-examination, manipulation, conspiracy
count, coconspirators, offering, training, nominees, bill of
sale, material facts, advice, mail, insiders, securities laws,
bank accounts, false statement, direct testimony,
conversation, culpability, impeachment, perjurious,
testifying, acquitted, friendly, customers, fugitive
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[HN1] A person cannot affirmatively resort to perjurious
testimony and avoid impeachment by evidence however
obtained.

Criminal Law & Procedure > Criminal Offenses >
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Transactions > General Overview
[HN2] See 15 U.S.C.S. § 77q.

COUNSEL: Irving Anolik, New York, New York, for
Appellant.

Ira Lee Sorkin, Assistant United States Attorney (Paul J.
Curran, United States Attorney for the Southern District
of New York, John P. Flannery, Jr., Lawrence S. Feld,
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Appellee.

JUDGES: Smith and Oakes, Circuit Judges, and
Jameson, District Judge. *

* Of the District of Montana, sitting by
designation.

[**2]

OPINION BY: OAKES

OPINION

[*1288] OAKES, Circuit Judge:

The "Go-Go" stock market of the late 1960's
produced a wide variety of stock frauds reminiscent of
the pre-SEC 1920's, with one of the more common
schemes involving market price manipulation upon a
company's "going public." The stock, preferably one with
a salable or "glamorous" name, would originally be
issued to insiders, with only a limited number of shares
issued (a "thin float"). The price of the stock would then
be manipulated by trading back and forth among the
insiders, with the limited number of shares available for
trading making it reasonably easy to control the market.
Additional pressure might then be exerted upon the
market by touting the stock in market newsletters and by
approaching "friendly" brokers with favorable reports
about the company. Ultimately the insiders would sell
their initial investment, plus what they purchased in the
"after market," at big profits to an unsuspecting public or
to individual dupes who were left holding worthless
paper when the bubble burst and the stock leveled out at a
true value.

This appeal, involving just such a factual setting, is
by Martin Frank, a lawyer specializing [**3] in SEC
matters, from a conviction by a jury in the United States
District Court for the Southern District of New York,
Harold R. Tyler, Jr., [*1289] Judge, for having
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conspired, 18 U.S.C. § 371, to violate the federal
securities laws in connection with the initial public
offering of Training with the Pros (TWP). 1 His
coconspirators included two New York stock
manipulators, Stoller and Allen, who were "financial
consultants" and ran a market "survey," and one Herbert,
an employee of the Swiss Bank Hofmann. That bank
apparently lent itself to manipulations, not only by
supplying the usual "numbered" anonymous or
code-name accounts the secrecy of which was
safeguarded under Swiss law, but also by buying and
selling speculative American stocks for its own and its
customers' accounts. Appellant's services to the
conspiracy were essentially in his capacity as a lawyer,
giving advice to the conspirators (who also included the
ubiquitously criminal Ramon D'Onofrio) 2 as to how best
to conceal their TWP manipulation and how best to
avoid, first, SEC investigation and, second, after
investigation commenced, SEC uncovering of that illegal
manipulation. These [**4] services were for a
consideration of $ 15,000 cash (paid into Frank's own
"Erika" account at Bank Hofmann) and 1,000 shares of
TWP also to be there deposited.

1 Training with the Pros (formerly M & H
Studios, Inc.) was a small company engaged in
the business of promoting sales training programs.
2 United States v. Pfingst, 490 F.2d 262 (2d Cir.
1973), cert. denied, 417 U.S. 919, 41 L. Ed. 2d
224, 94 S. Ct. 2625 (1974); United States v.
Pfingst, 477 F.2d 177, 191-92 (2d Cir.), cert.
denied, 412 U.S. 941, 37 L. Ed. 2d 400, 93 S. Ct.
2779 (1973). See United States v. Persky, 520
F.2d 283 (2d Cir. N.Y. 1975), slip op. 4091, 4095.

Coconspirator Allen pleaded guilty to the conspiracy
count (along with some other indictments) and was called
as a defense witness, of which more later. D'Onofrio,
when he finally traded his fugitive status in 1973 for
certain prosecution protection, testified for the
prosecution as [**5] has become his wont, note 2 supra.
Stoller was convicted on all 12 counts that went to the
jury, four false statement counts against him having been
dismissed at the close of the Government's case.
Appellant was acquitted on nine substantive counts,
essentially relating to fraud in the offer and sale and in
the purchase and sale of securities and mail fraud. For
his conviction on the conspiracy count, however, he
received a two-year jail sentence and $ 2,500 fine. We
affirm.

With the exception of the Swiss bank participation in
the scheme and evidence of assorted threats to lives of
certain participants or dupes when the scheme began to
fall apart apparently as the result of an anonymous letter
to the SEC, the tawdry facts are so typical of crookedness
over-the-counter that they are unnecessary to detail here,
at least where appellant contests sufficiency of the
evidence, if at all, only en passant. There is in any event
no substance to a sufficiency argument.

In February or March of 1968, D'Onofrio, Stoller,
Allen and Joseph Pfingst met in Zurich, Switzerland, and
agreed to a scheme whereby they would help to
underwrite an offering of 40,000 to 50,000 shares in
TWP. Under [**6] the plan, the coconspirators were to
receive 25,000 shares on the date of the offering for $ 6-$
7 per share. They would then manipulate the stock price
to $ 50-$ 60 a share at which point they would "blow off"
or sell the shares to Stoller and Allen's customers,
Bonavia and Weissinger, who had accounts at Bank
Hofmann that were controlled by Stoller. It was further
agreed initially that Herbert, a Bank Hofmann employee,
would have the bank send an "indication letter" to TWP
expressing a willingness to purchase 25,000 shares of
stock on the offering date.

It was at this point that appellant Frank became
involved in this conspiracy. D'Onofrio's lawyer-partner
Joseph Pfingst 3 had drafted an "indication letter" which
stupidly 4 carried a date prior [*1290] to the filing of the
Regulation A notification for TWP, i.e., prior to TWP's
signifying any intention of going public. Reviewing this
letter Frank immediately recognized that legally no one
could "indicate" for an issue as to which the company had
not yet filed its SEC notification. He thereby took control
of the legal aspects of the scheme explaining to his
coconspirators "how to do the deal without getting
caught. [**7] "

3 See note 2 supra. Pfingst apparently left the
TWP deal when he became a state judge.
4 Pfingst and D'Onofrio were following the
pattern of an earlier "deal," but one in which the
issue was already public.

His explanation included taking only 15,000 shares,
so as not to alert the SEC, using friendly nominees
(guaranteed a small profit) at 1,000 shares each as
vehicles to take that 15,000, obtaining a bill of sale
verifying a sale to Bank Hofmann, and drawing checks
on a New York bank showing a profit for federal tax
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purposes. Subsequently Frank gave more advice to the
conspirators to throw the SEC off the scent, i.e., to have
more than 100 people own stock in TWP with some of
them unfamiliar with the three key conspirators. He also
helped with the mechanics, assembling the nominees'
certificates, obtaining bills of sale from the nominees,
guaranteeing signatures, and preparing and notarizing
some of the bills of sale so as to ease transfer of the stock
from the nominees into the "street [**8] name" of a
brokerage house which handled Bank Hofmann's
American accounts, thereby facilitating the "blow-off" to
Stoller and Allen's two clients' accounts at that pillar of a
Swiss bank. When the SEC began to pursue the TWP
trail, Frank told D'Onofrio to talk to his friend Moss, the
president of TWP, to make sure that Frank's firm would
represent TWP "so I can protect us." In connection with
an SEC investigation, Frank told Stoller, who thought he
could fool "those dumb bastards at the SEC " that he
should have taken the Fifth Amendment rather than to
have testified perjuriously. Frank also told Bonavia,
Stoller's "client" who had been unwittingly stuck with
9,100 of the conspirators' shares of TWP at the
"blow-off" price of $ 450,000, that he should "take the
Fifth," "not to involve us in any Swiss bank accounts,"
and not to mention TWP, and Bonavia complied. 5 Frank
wanted to be sure to "get stock this time," especially if it
were "going to be a hot number." When considerable
time had passed - the events above occurred in 1968 and
1969 and by late 1972 or early 1973 Frank still had not
received his 1,000 shares - he went to Switzerland and
complained to Stoller and Herbert, [**9] threatening the
latter's bank with "a hell of a lot of problems from me."
Frank, in short, was no mere "casual facilitator," United
States v. Hysohion, 448 F.2d 343, 347 (2d Cir. 1971), but
gave advice and performed acts knowing that they would
be used to violate the federal securities laws. See United
States v. Tramunti, 513 F.2d 1087, 1109 (2d Cir. 1975).

5 Bonavia was somewhat vulnerable to Stoller's
and Frank's importunations as his own past
dealings at Bank Hofmann with Stoller had left
him so. Stoller also threatened Bonavia that
D'Onofrio would "have him taken care of."

His argument that his acquittal on the substantive
counts precludes conviction on the conspiracy count
carries no impact either as a contention of inconsistency
of verdict, Dunn v. United States, 284 U.S. 390, 76 L. Ed.
356, 52 S. Ct. 189 (1932); United States v. Zane, 495
F.2d 683, 690 (2d Cir.), cert. denied, 419 U.S. 895, 95 S.

Ct. 174, 42 L. Ed. 2d 139 (1974), [**10] or as a violation
of Wharton's "rule," the doctrine (now applicable only as
a judicial presumption) that when there is no ingredient in
the conspiracy which is not present in the substantive
crime, Pinkerton v. United States , 328 U.S. 640, 643, 90
L. Ed. 1489, 66 S. Ct. 1180 (1946), as in the case of
bribery, United States v. Sager, 49 F.2d 725 (2d Cir.
1931), there can be no conviction for conspiracy. United
States v. Zeuli, 137 F.2d 845 (2d Cir. 1943). Here, of
course, the conspiracy involved more persons than were
required for the commission [*1291] of any of the
substantive offenses. Iannelli v. United States, 420 U.S.
770, 95 S. Ct. 1284, 43 L. Ed. 2d 616, 43 U.S.L.W. 4423,
4425 (1975); United States v. Fino, 478 F.2d 35, 38 (2d
Cir. 1973), cert. denied, 417 U.S. 918, 41 L. Ed. 2d 223,
94 S. Ct. 2623 (1974); United States v. Benter, 457 F.2d
1174, 1178 (2d Cir.), cert. denied, 409 U.S. 842, 34 L.
Ed. 2d 82, 93 S. Ct. 41 (1972).

Appellant's principal point is that the Government
infringed his Sixth Amendment [**11] rights to counsel
as explicated in Massiah v. United States, 377 U.S. 201,
12 L. Ed. 2d 246, 84 S. Ct. 1199 (1964), by inducing the
then cooperating defendant Allen to tape conversations
with Frank, who had been attempting to have Allen sign
an affidavit exonerating him and denying payment of
$15,000 to Frank in connection with the TWP stock deal.
While the Government's action was taken after the first
indictment had been filed in this case, 74 Cr. 159, Allen
was directed to limit his conversation to matters
involving perjury and obstruction of justice - matters
which eventually led to the filing of a superseding
indictment, 74 Cr. 763. While the tapes might possibly
have been admitted solely with respect to the charges in
that subsequent indictment, cf. Hoffa v. United States,
385 U.S. 293, 309-10, 17 L. Ed. 2d 374, 87 S. Ct. 408
(1966); United States v. Poeta, 455 F.2d 117, 122 (2d
Cir.), cert. denied, 406 U.S. 948, 32 L. Ed. 2d 337, 92 S.
Ct. 2041 (1972), Judge Tyler, ruling safely, excluded the
tapes because one of them "drips with culpability" on the
part of Frank on the main charge here under [**12]
consideration. 6 Indefatigably, Frank claims, however,
that he was prevented from taking the stand on his own
behalf, because he knew the tapes could be used against
him for impeachment purposes under Harris v. New York,
401 U.S. 222, 28 L. Ed. 2d 1, 91 S. Ct. 643 (1971). This
point is not timely since it was first raised in a Rule 29
motion after trial, but, more importantly, as Harris holds,
in a Miranda context to be sure, [HN1] a person cannot
affirmatively resort to perjurious testimony and avoid
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impeachment by evidence however obtained. The
Massiah context here, at least in the light of the
Government's good faith effort not to violate appellant's
Sixth Amendment rights, does not differentiate this case.
We cannot feel overly sympathetic to the novel argument
that a defendant was prevented from furnishing
perjurious testimony by the existence of this evidence in
Government hands.

6 The indictment for suborning perjury and
obstructing justice had been consolidated for trial
with that in the instant trial but when the tapes
were excluded was dismissed at the close of the
Government's case. The phrase "drips with
culpability," it can be said, now that Judge Tyler
has left the bench for other work, is what is
typically called at Foley Square a "Tyler-ism,"
which is a colorfully pungent, all-too-accurate
avoidance of euphemism.

[**13] Frank's next major contention deserves no
more than summary treatment. When Allen was called as
a witness after the tapes were made, it was as a witness
for Stoller. Allen then proceeded, after denying most of
the prosecution's evidence in chief, to perjure himself at
some length by testifying that Frank had not been paid
$15,000 for telling the conspirators how to run the TWP
deal, 7 but rather - as Frank had attempted to have him
say - that Allen was paying back a loan to an Al Brodkin.
Confronted with a transcript of the lie-giving tapes, Allen
then decided to exercise his Fifth Amendment rights.
Judge Tyler properly ruled that all of Allen's testimony
regarding Frank be stricken, to protect the court itself
against fraud - explained to the jury as for "technical
reasons." The only viable alternative for [*1292] the
court was to permit cross-examination by the
Government on the basis of the theretofore inadmissible
tapes. In the light of the Massiah claim and the fact that
Allen was called as Stoller's and not Frank's witness,
permitting such cross-examination would have carried
substantial mistrial risks.

7 Frank himself had said on the tape (GX 101B):
"There's no question in my mind, and I know
there is none in yours, that you paid me $15,000
for telling you how to do the training deal. There
is no question in my mind. I had to tell you and
Ray and Jerry [Frank meant Stoller, "Phil"]. "

[**14] We need not rest on the trial court's ground
for striking the Allen testimony, although the powers of a

court to prevent intrinsic fraud on it are very great indeed.
Cf. Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322
U.S. 238, 88 L. Ed. 1250, 64 S. Ct. 997 (1944). See Tehan
v. Shott, 382 U.S. 406, 416, 15 L. Ed. 2d 453, 86 S. Ct.
459 (1966) ("the basic purpose of a trial is the
determination of truth"). Rather, by virtue of Allen's
refusing to answer (for whatever reason) proper, relevant
questions on cross-examination going directly to the heart
of his testimony on direct examination, the direct
testimony became hearsay, since not subject to
cross-examination, and was therefore properly struck. Cf.
United States v. Cardillo, 316 F.2d 606, 611 (2d Cir.),
cert. denied, 375 U.S. 822, 11 L. Ed. 2d 55, 84 S. Ct. 60
(1963); 5 Wigmore on Evidence § 1362 and § 1391 (1972
pocket supp.) at 29. See also Smith v. Illinois, 390 U.S.
129, 19 L. Ed. 2d 956, 88 S. Ct. 748 (1968). 8 In this
situation the Government is surely entitled to the
protection of a similar rule against admissibility [**15]
of non-collateral testimony not subject to
cross-examination as is a defendant.

8 We need express no opinion on whether by
testifying in direct Allen waived his Fifth
Amendment privilege, Brown v. United States,
356 U.S. 148, 2 L. Ed. 2d 589, 78 S. Ct. 622
(1958), or on what would have been the situation
if the direct testimony had been on a collateral
matter.

Frank also argues that his rights to a fair trial under
the Fifth and Sixth Amendments were prejudiced by the
four-year eight-month delay between the end of the
conspiracy (June, 1969) and indictment (February 1,
1974). But factually, the key testimony of D'Onofrio was
not available to the Government until his waiver of
extradition from England in May, 1973, 9 and, legally, we
are bound by United States v. Marion, 404 U.S. 307, 30
L. Ed. 2d 468, 92 S. Ct. 455 (1971), since here there was
neither prosecutorial misconduct nor actual prejudice.
See United States v. Brown, 511 F.2d 920 (2d Cir. 1975),
[**16] slip op. 1847, 1850-51. On the question of
prejudice, while Moss, the president of TWP, died on
July 2, 1974, Frank was aware of his illness and could
have deposed him, Fed. R. Crim. P. 15 and 18 U.S.C. §
3503. United States v. Schwartz, 464 F.2d 499, 505 (2d
Cir.), cert. denied, 409 U.S. 1009, 34 L. Ed. 2d 302, 93 S.
Ct. 443 (1972). And Frank was not pressing for trial.
United States v. Stein, 456 F.2d 844, 849-50 (2d Cir.),
cert. denied, 408 U.S. 922, 33 L. Ed. 2d 333, 92 S. Ct.
2489 (1972).
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9 While D'Onofrio had earlier cooperated with
the Government to testify against Pfingst, note 2
supra, when questioned in Pfingst's bribery trial
about his bank account, "Egypt," involved in the
TWP fraud, he invoked his Fifth Amendment
privilege, spent 22 days in jail for contempt, was
fined $10,000 and became a fugitive. United
States v. Pfingst, 490 F.2d at 269.

Frank makes essentially [**17] the same claim
previously made by Pfingst, United States v. Pfingst, 490
F.2d at 262, that the Government probably suppressed §
3500 material regarding D'Onofrio. He made no such
claim at trial, did not cross-examine D'Onofrio about it
and fails to call our attention to any of that material not
disclosed in the 33 documents delivered to counsel at trial
or in the Pfingst records, note 2 supra. We have
examined in camera the D'Onofrio sentencing
memoranda given Judge Brieant and see no Jencks Act or
Brady material ( Brady v. Maryland, 373 U.S. 83, 10 L.
Ed. 2d 215, 83 S. Ct. 1194 (1963)) not already disclosed
to appellant.

[*1293] Appellant's only other point worthy of
discussion is that the Government summation and the
court's charge prejudicially altered the Government's
theory of the case. Frank argues that he was surprised by
the Government's claim under Count Two 10 that the
conspirators had omitted material facts, especially that
they were underwriters, while they had defended against
a charge of improper manipulation. Even were this so
(and nothing in Count Two indicates it to be), Frank was
acquitted on that count [**18] and the conspiracy count
covered three objects, fraud in the offer and sale of TWP
stock (Count Two), fraud in the purchase and sale
(Counts Three-Six), and use of the mails to defraud.
Evidence of accomplishment of one of the objectives of a
conspiracy is enough to support the conspiracy
conviction. United States v. Papadakis, 510 F.2d 287,
297 (2d Cir. 1975); United States v. Mack, 112 F.2d 290,
291 (2d Cir. 1940).

10 A count charging a violation of Section 17 of
the Securities Act, [HN2] 15 U.S.C. § 77q:

(a) It shall be unlawful for any
person in the offer or sale of any
securities by the use of any means
or instruments of transportation or
communication in interstate
commerce or by the use of the
mails, directly or indirectly -

(1) to employ any device,
scheme, or artifice to defraud, or

(2) to obtain money or
property by means of any untrue
statement of a material fact or any
omission to state a material fact
necessary in order to make the
statements made, in the light of the
circumstances under which they
were made, not misleading, or

(3) to engage in any
transaction, practice, or course of
business which operates or would
operate as a fraud or deceit upon
the purchaser.

[**19] Appellant's remaining claims as to the
court's charge, the denial of a severance of counts relating
to Stoller's false statements to the SEC (cf. United States
v. Carson, 464 F.2d 424, 436 (2d Cir.), cert. denied, 409
U.S. 949, 34 L. Ed. 2d 219, 93 S. Ct. 268 (1972)), and as
to jurisdiction are in the first two instances without merit
and in the last one frivolous.

Judgment affirmed.

LEXSEE 1972 U.S. APP. LEXIS 9422

Caution
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DISPOSITION: [**1] Affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant investor sought
review from a decision of the trial court, which found that
none of appellee bank's officers had been aware of the
falsity of appellant's representations.

OVERVIEW: Appellant investor brought an action
against appellee bank to recover damages allegedly
resulting from violations of Federal Reserve Regulation
U, which controlled margin requirements for loans made
for the purpose of carrying or purchasing registered
securities, in conjunction with certain loans made to
appellant. The trial court found that none of appellee's
officers had been aware of the falsity of appellant's
representations to them. However, the trial court did find
that appellee was nonetheless guilty of violating
Regulation U because it could have discovered the falsity
of appellant's representations through reasonable
diligence. Appellant could not recover damages from
appellee because of his own misconduct in bringing about
the violation. Appellant claimed that the trial court
improperly denied his motions to set aside a previous
judgment pursuant to Fed. R. Civ. P. 60 with respect to
newly discovered evidence and with respect to fraud on
the part of the adverse party. The court found that neither
motion was timely made because they were not made
within one year after the judgment was entered.

OUTCOME: The court affirmed the trial court's original
decision that denied appellant investor's claim for
damages against appellee bank for damages for violating
Regulation U. The court also affirmed the trial court's
decisions as to appellant's various arguments concerning

his subsequent motions, and found them to be without
merit.

CORE TERMS: pro se, original action, perjury, Civil
Rights Act, conspiracy, recover damages, discovered
evidence, original judgment, notices of appeal,
underlying judgment, independent action, conjunction,
discontinue, credibility, falsity, newly

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
[HN1] Motions pursuant to Fed. R. Civ. P. 60(b)(2) with
respect to newly discovered evidence and 60(b)(3) with
respect to fraud on the part of an adverse party must be
made within one year after the judgment was entered.

Civil Procedure > Judgments > Relief From Judgment
> Extraordinary Circumstances
[HN2] An appellant cannot circumvent the one year
limitation by invoking the residual clause (6) of Rule
60(b).

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN3] Fraud upon the court is limited to that species of
fraud which does or attempts to, defile the court itself, or
is a fraud perpetrated by officers of the court so that the
judicial machinery can not perform in the usual manner
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its impartial task of adjudging cases that are presented for
adjudication.

JUDGES: Friendly, Chief Judge, and Moore and
Anderson, Circuit Judges.

OPINION BY: PER CURIAM

OPINION

[*700] In 1965, appellant Serzysko brought an
action against appellee Chase Manhattan Bank in the
District Court for the Southern District of New York to
recover damages allegedly resulting from violations of
Federal Reserve Regulation U, which controls margin
requirements for loans made for the purpose [*701] of
carrying or purchasing registered securities, in
conjunction with certain loans made to him. In a
meticulous opinion dismissing the complaint after trial
without a jury, the district judge found that none of
appellee's officers had been aware of the falsity of
appellant's representations to them concerning the
purposes for which he sought the loans or of appellant's
misuse of the funds; that appellee was nonetheless guilty
of violating Regulation U because it could have
discovered the falsity of appellant's representations in the
exercise of reasonable diligence; but that appellant could
not recover damages from appellee because of his own
misconduct in bringing about the violation. Serzysko v.
The Chase Manhattan Bank, 290 F. Supp. 74
(S.D.N.Y.1968), [**2] aff'd per curiam, 409 F.2d 1360 (2
Cir.), cert. denied, 396 U.S. 904, 90 S. Ct. 218, 24 L. Ed.
2d 180 (1969).

In March 1971, appellant filed a new complaint, pro
se, in the District Court for the Southern District of New
York alleging that statements of newly discovered
witnesses would establish that Hardiman and Hughes,
officers of appellee who had been involved in processing
appellant's loans, had committed perjury in their
testimony at the trial of the 1965 complaint. He therefore
evidently sought to have the judgment in the previous
action set aside for "fraud upon the court" and to have a
new trial granted. Appellant's complaint also purported
to state a claim for damages against appellee on the
ground that his employers had allegedly tried to force
him to discontinue his suit in violation of the Civil Rights
Act of 1964 and his "right to go to Court." Shortly after
filing this new complaint, appellant filed a pro se motion
in the original action, pursuant to F.R.Civ.P. 60(b), to set

aside that judgment on the same ground as alleged in his
complaint. On July 20, 1971, Judge Cooper denied
appellant's Rule 60(b) motion and granted appellee's
[**3] motion to dismiss the new complaint for failure to
state a claim upon which relief can be granted.
Thereafter, appellant made eleven pro se motions -- six
with respect to the new complaint and five with respect to
the Rule 60(b) motion. Essentially all of these motions
were made pursuant to F.R.Civ.P. 59, with the apparent
primary purpose being to have Judge Cooper's decision
set aside and to obtain a "rehearing" and "new trial." All
were ultimately denied. However, before all of these
motions had been decided, appellant filed notices of
appeal under the docket numbers of both his 1965 and
1971 complaints. The notices of appeal refer only to
decisions of certain of the motions he filed after denial of
his Rule 60(b) motion and dismissal of his new
complaint. The denial of a Rule 59 motion is normally
appealable only in conjunction with the judgment to
which it relates, see 6A Moore, Federal Practice para.
59.15 [1] & [4] (2d ed. 1971); however, appellate courts
may consider an appeal of only the denial of a Rule 59
motion as harmless error, and treat the appeal as being
from the underlying judgment when such an appeal
would be timely, see, e. g., Maryland Tuna Corp. v. MS
Benares, 429 F.2d 307, 317-318 (2 Cir. 1970); [**4] 6A
Moore, supra, para. 59.15 [1], at 3892-93. Indeed,
appellant's brief on this appeal is addressed not only to
the decisions denying his motions but also to Judge
Cooper's decision of July 20, 1971. Because of the time
of filing and order of decision of appellant's numerous
motions, there is substantial uncertainty whether
appellant's notice of appeal was timely with respect to the
July 20, 1971 decision. However, rather than venture
into this complex problem in the context of this pro se
appeal where we are without the benefit of full adversary
treatment by counsel for both parties, we will treat the
appeals as timely with respect to the underlying judgment
and proceed to the merits.

We consider first appellant's efforts to set aside the
prior judgment. [HN1] Motions pursuant to Rule
60(b)(2), with respect to newly discovered evidence, and
Rule 60(b)(3), with respect to fraud on the part of an
adverse party, [*702] must be made within one year
after the judgment was entered, a period that had long
since expired when appellant moved. And it is settled
that [HN2] an appellant cannot circumvent the one year
limitation by invoking the residual clause (6) of Rule
60(b). See, [**5] e. g., United States v. Erdoss, 440
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F.2d 1221, 1223 (2 Cir.), cert. denied, Horvath v. United
States, 404 U.S. 849, 92 S. Ct. 83, 30 L. Ed. 2d 88 (1971).

In asserting that conduct rising to the level of fraud
upon the court has occurred here, appellant apparently
makes reference to the penultimate sentence of Rule
60(b) as to which no time limit is specified. However,
[HN3] fraud upon the court is limited to

that species of fraud which does or
attempts to, defile the court itself, or is a
fraud perpetrated by officers of the court
so that the judicial machinery can not
perform in the usual manner its impartial
task of adjudging cases that are presented
for adjudication.

7 Moore, supra, para. 60.33, at 515 (footnote omitted);
see Kupferman v. Consolidated Research & Mfg. Corp.,
459 F.2d 1072, 1078 (2 Cir. 1972). In finding fraud upon
the court where an attorney was involved in the
perpetration of the fraud, the Supreme Court indicated, by
way of contrast, that fraud upon the court does not exist
where a judgment has simply been "obtained with the aid
of a witness who, on the basis of after discovered
evidence, is believed possibly [**6] to have been guilty
of perjury." Hazel-Atlas Glass Co. v. Hartford-Empire
Co., 322 U.S. 238, 245, 64 S. Ct. 997, 1001, 88 L. Ed.
1250 (1944). These appeals -- both from the denial of the
Rule 60(b) motion and from that portion of the new
complaint charging fraud upon the court -- present
nothing more. 1 At the trial of the 1965 complaint,
Hardiman and Hughes testified that appellant
misrepresented to them the purposes for which he sought
the loans; appellant testified that he made no
misrepresentations and that Hardiman and Hughes had
him sign blank statement of purpose forms with respect
to the loans. The credibility of the witnesses was directly
in issue and the veracity of their differing accounts of the
relevant facts was fully considered in the original action.
See 290 F. Supp. at 83-84. Insofar as appellant merely
alleges that he now has new evidence which contradicts
the testimony of Hardiman and Hughes, this is
insufficient for a finding of fraud upon the court.

1 Neither appellant's new complaint nor his
papers in support of his Rule 60(b) motion contain
any suggestion that appellee's attorneys were in

any way involved in the alleged perjury of the
witnesses Hardiman and Hughes. On this appeal,
appellant argues that certain affidavits submitted
by appellee's attorneys in support of the motion to
dismiss appellant's new complaint contain
perjured statements. But that contention does not
go to the integrity of the original judgment, and,
in any case, a review of the relevant records
reveals that the charges are baseless.

[**7] Additionally, to the extent that appellant has
attempted to institute an independent action to set aside
the original judgment, his papers present no basis for
finding of fraud inter partes. Such an independent action
has traditionally been sustainable only in cases of
extrinsic, as opposed to intrinsic, fraud, see United States
v. Throckmorton, 98 U.S. 61, 68, 25 L. Ed. 93 (1878), and
perjury by trial witnesses is recognized to be of the latter
variety, see 7 Moore, supra, para. 60.37 [1], at 615. 2

2 Even if the extrinsic-intrinsic distinction did
not survive the Court's decision in Marshall v.
Holmes, 141 U.S. 589, 12 S. Ct. 62, 35 L. Ed. 870
(1891), appellant's independent action must
nonetheless fail. The test suggested by that case
seems to be whether there was an opportunity to
have the ground now relied upon to set aside the
judgment fully litigated in the original action, id.
at 596, 12 S. Ct. 62. Here the credibility and
conflicting accounts of the witnesses were subject
to full examination by the parties and were
carefully considered by the court in the original
action.

[**8] [*703] Appellant's new complaint alleges
that he was approached on a number of occasions during
the course of his litigation against appellee by his
employers, a brokerage house which did a substantial
amount of business with appellee, in an effort to dissuade
him from continuing his litigation against appellee. In
light of this, appellant claims that appellee violated the
Civil Rights Act of 1964 and infringed "upon [his] right
to go to Court." Our investigation of the Civil Rights Act
of 1964, and in particular Title VII, the Fair Employment
Opportunity Title, of that Act, has failed to reveal any
provision that might conceivably cover appellant's
complaint, nor has he pointed us to any such provision. 3

Appellant's allegation of infringement of his right of
access to the courts is suggestive of an action based upon
42 U.S.C. § 1985(2), which provides a cause of action
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against persons who "conspire to deter, by force,
intimidation, or threat, any party . . . in any court of the
United States from attending such court . . . ." However,
appellant's complaint contains no allegation that his
employers' alleged conduct was the product of any
conspiracy [**9] with appellee. At best, the complaint,
in seeking damages against appellee, charges a
"conspiracy and connivance among [Chase Manhattan's]
employees, agents, or officials"; but it is impossible for
appellee, through its employees, officers, and agents, to
have conspired simply with itself, see Ariate Compania
Naviera, S. A. v. Commonwealth Tankership Owners,
Ltd., 310 F. Supp. 416, 421 (S.D.N.Y.1970). In any event,
the complaint in relevant respects contains nothing more
than naked assertions and sets forth no facts upon which a
court could find that appellant's employers pressured him
to discontinue the litigation against appellee. Compare
Avins v. Mangum, 450 F.2d 932, 933 (2 Cir. 1971). Thus,
even taking into account the liberality with which pro se
civil rights complaints must be construed, this complaint
is wholly insufficient to state a claim upon which relief
can be granted. 4

3 On this appeal, appellant's papers for the first
time place reliance on the fact that he is of Polish
origin, though now a naturalized citizen of the
United States. He, however, makes no suggestion
that the alleged acts of his employers were
motivated by an animus against persons of Polish
extraction. Compare 42 U.S.C. § 2000e-2(a). To
the contrary, from his brief on this appeal, his
argument appears to be that appellee used its
"economical power of money lending" to coerce
his employers to bring pressure to bear on him.

[**10]
4 In so saying, we are not to be understood to
indicate that the type of conspiracy here suggested
would necessarily be cognizable under 42 U.S.C.
§ 1985 (2) as a matter of law.

We have fully considered appellant's other
arguments concerning Judge Cooper's decision of July
20, 1971, and his various subsequent motions, and find
them to be without merit.

Affirmed.

LEXSEE 1972 U.S. APP. LEXIS 9764
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PROCEDURAL POSTURE: Appellant, former director
of a corporation, appealed an order of the United States
District for the Southern District of New York, which
denied his motion to vacate a 1962 judgment awarding
damages against the corporation in favor of appellee,
receiver of an underwriting company.

OVERVIEW: The trial court entered a judgment in
1962, awarding damages to appellee, receiver of an
underwriting company, against the corporation for the
corporation's breach of an agreement to file a
post-effective amendment with respect to shares issuable
to the underwriting company if the underwriting was
successfully completed. The corporation did not appeal
the 1962 judgment. Pursuant to an action on a related
matter against appellant, a former director of the
corporation, appellant sought to vacate the 1962
judgment on the ground that the trial court would not
have entered it if it had been aware of a release executed
by the underwriting company in favor of the corporation,
which was known to appellee's attorney but not to the
corporation's. The trial court denied the motion. The
court affirmed the trial court's order, holding that the
strong policy in favor of the finality of judgments
justified the trial court's refusal to grant appellant's
motion. The court ruled that since appellant had not
initiated an independent action for fraud inter partes, he
could only prevail upon a showing that appellee's
attorney practiced fraud upon the trial court by not
disclosing the release.

OUTCOME: The court affirmed the trial court's
decision, denying appellant former director's motion to
vacate a 1962 judgment in favor of appellee receiver. The
court ruled that since appellant had not initiated an
independent action for fraud inter partes, he could only
prevail upon a showing that appellee's attorney practiced
fraud upon the trial court by not disclosing the release.

CORE TERMS: receiver, post-effective, underwriting,
prospectus, registration, per share, stock, underwriter's,
federal judgment, trial justice, misrepresentation, loyalty,
vacate, discount, issuance, supposed, disclose, sheet,
collateral attack, adverse party, independent action,
instituted, conclusive, confirmed, intrinsic, fiduciary,
awarding, briefing, vacated, defunct

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Excusable Neglect & Mistakes > General Overview
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN1] Fed. R. Civ. P. 60(b) authorizes a trial court on
motion to relieve a party or his legal representative from
a final judgment for mistake, inadvertence, surprise, or
excusable neglect or fraud whether heretofore
denominated intrinsic or extrinsic, misrepresentation, or
other misconduct of an adverse party. However, motions
seeking relief under these broad provisions may not be
made more than one year after judgment is entered.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Court Personnel
[HN2] The concept of fraud in Fed. R. Civ. P. 60(b)(3)
should embrace only that species of fraud which does or
attempts to, defile the court itself, or is a fraud
perpetrated by officers of the court so that the judicial
machinery cannot perform in the usual manner its
impartial task of adjudging cases that are presented for
adjudication.

JUDGES: Friendly, Chief Judge, and Smith and Oakes,
Circuit Judges.

OPINION BY: FRIENDLY

OPINION

[*1074] FRIENDLY, Chief Judge:

This is a troubling appeal. At issue is a 1962
judgment of the District Court for the Southern District of
New York awarding the receiver of Vickers, Christy &
Co., Inc. (Vickers Christy), an underwriter, damages of
$136,500, with interest, against Consolidated Research
and Manufacturing Corporation (Consolidated) for the
latter's breach of an agreement to file a post-effective
amendment with respect to shares issuable to Vickers
Christy if the underwriting was successfully completed.
Consolidated did not appeal the 1962 judgment. On
September 24, 1971, Daniel Jacobson, a former director
of Consolidated who has been sued on a related matter in
the New York courts, moved, on behalf of Consolidated
and himself, to have the 1962 judgment vacated 1 on the
ground that the court would not have entered it if the
judge had been aware of a release executed by Vickers
Christy in favor of Consolidated, which was known to the
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receiver's attorney but not to the defendant's. Jacobson
now appeals from the denial of that motion, 53 F.R.D.
387 (S.D.N.Y.1971). [**2] Despite the attractiveness of
appellant's argument, close examination of the record has
led us to conclude that the strong policy in favor of the
finality of judgments justified the court's refusal to grant
relief.

1 Since Consolidated appears to be defunct,
Jacobson is the real party in interest. Although it
would have been more orderly if he had sought
intervention pursuant to F.R.Civ.P. 24, a finding
of fraud on the court empowers the district court
to set aside the judgment sua sponte, see Root
Refining Co. v. Universal Oil Products Co., 169
F.2d 514, 521-522 (3 Cir. 1948), cert. denied sub
nom., Universal Oil Products Co. v. William
Whitman Co., 335 U.S. 912, 69 S. Ct. 481, 93 L.
Ed. 444 (1949), and we certainly cannot say that
Jacobson lacked standing to suggest that it do so.
Cf. Martina Theatre Corp. v. Schine Chain
Theatres, Inc., 278 F.2d 798, 801 (2 Cir. 1960); 7
Moore, Federal Practice para. 60.33 at 507 (1971
ed.).

I.

The controversy stems from [**3] an agreement
dated August 22, 1960, wherein Vickers Christy, as
underwriter, undertook to use its best efforts to sell
50,000 units, each consisting of one share of Class A and
one of Class B stock of Consolidated at $6.50 per unit. If
all the shares were sold within 45 days of the date of a
post-effective amendment to the registration statment,
Vickers Christy was to receive a commission of 65 cents
per unit, and $10,000 for expenses. In addition the
agreement provided:

You [Vickers Christy] shall have the
right and obligation to purchase from the
Company, and the Company shall sell to
you, 6,250 shares of Class A stock and
6,250 shares of Class B stock at a price of
$1.00 per share. In this connection, the
Company agrees that it shall prepare and
file at its expense a further post-effective
amendment to the Registration Statement
and Prospectus so that any of said 12,500
shares may be offered by [*1075] you in
compliance with the applicable provisions

of the Act. 2

2 A further post-effective amendment was
needed because of the SEC's construction of §
6(a) of the Securities Act of 1933 as limiting
registration to securities presently proposed to be
offered. See 1 Loss, Securities Regulation 296-99
(2d ed. 1961). There was no intention to issue the
12,500 shares unless the underwriting of the
50,000 units covered by the initial registration
was completed.

[**4] The underwriting was not a peaceful one.
Vickers Christy complained that Consolidated had
misrepresented that it had commitments for a substantial
number of units. Consolidated's financial condition was
so poor that it prevailed upon Vickers Christy to release
proceeds of subscriptions which, under the underwriting
agreement incorporated in the registration statement,
were to be held in escrow pending completion of the
underwriting. At that time, Consolidated also agreed to
remove the 45 day limitation on Vickers Christy's selling
period. Some of the checks transmitted by Vickers
Christy seem to have bounced. However, all the units
were sold by December, 1960. Apparently no one paid
much heed at that time to just when the sale of the 12,500
shares to the underwriter should occur.

Vickers Christy had other subjects for concern. On
January 25, 1961, the SEC inspected its books and
records pursuant to § 17(a) of the Securities Exchange
Act. The investigation revealed that the firm's books
were not current, that at December 30, 1960, its liabilities
exceeded its assets by $71,311 and that an additional
$82,820 of capital was needed to comply with the SEC's
then operative net [**5] capital rule, 17 C.F.R. 240.15c
3-1 (1961). Because of these violations the SEC brought
an action, in the District Court for the Southern District
of New York, to enjoin the firm from engaging in the
securities business. On advice of counsel, Vickers
Christy stopped transacting business, and its principals
devoted themselves to attempting to correct the
deficiencies set forth in the SEC's complaint before the
hearing, which had been scheduled for February 22,
1961.

It was at that time that the 12,500 Consolidated
shares began to appear as the pot of gold at the end of the
rainbow which might solve the underwriter's problems.
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Apparently the issue had become "hot"; by February 10,
1961, the bid price in the OTC market had risen to $18
per share. Vickers' special counsel advised that the
12,500 shares could be carried in its trading account at a
30% discount, even though they could not be then sold to
the public. Vickers seems to have lacked the wherewithal
to buy them. Daniel Lieberman, an accountant, agreed to
provide $9,500 of the total purchase price in
consideration of being allowed to retain 4,500 shares.
Consolidated, however, was dragging its feet with respect
to issuing [**6] the shares, avowedly because of its
belief that Vickers had violated the underwriting
agreement. In an effort to overcome Consolidated's
reluctance, Vickers, on February 3, 1961, wrote: 3

3 On March 19, 1964, Friedman & Friedman,
Consolidated's former corporate counsel, wrote
Francis J. Purcell, the company's trial counsel in
the 1962 litigation, that, among other things, the
counsel for the receiver of Vickers Christy came
into possession of the February 3 letter in late
April, 1962, a date prior to trial of the 1962
litigation. The receiver's counsel has consistently
contended that he first learned of the February 3
letter sometime in 1964. Appellant apparently
accepts these representations; he does not contend
here, nor did he contend below, that the receiver's
counsel was aware of the February 3 letter in
1962.

The sale of the 12,500 shares to Lieberman and his
partial transfer to Vickers Christy were consummated on
February 10, 1961. A number of documents were
[*1076] exchanged. Vickers Christy [**7] addressed a
letter to Consolidated stating:

This is to inform you that we have
assigned to Mr. Daniel Lieberman our
12,500 shares of Consolidated Research &
Manufacturing Corporation which we are
entitled to purchase at $1.00 per share as
per the prospectus, and we have released
Consolidated Research & Mfg. Corp. from
all obligations and liabilities.

Lieberman wrote both the other parties that he was
buying the 12,500 shares pursuant to an assignment from
Vickers Christy. Consolidated's transfer agent authorized
issuance of the 12,500 shares to Lieberman. Vickers'
attorney rendered a hand-written opinion to Consolidated

stating that Lieberman understood that the sale of the
shares was restricted and that the issuance of the shares to
him was not a public offering requiring registration under
the Securities Act of 1933. Finally, and most important,
Vickers Christy and Vickers individually executed a
release to Consolidated. This was the usual printed form
of general release to which Consolidated's attorney had
added in typewriting:

and more particularly referring to any
obligations which Consolidated Research
and Manufacturing Corporation may have
to [**8] Vickers, Christy and Co., Inc.,
arising out of an underwriting agreement
dated August 22nd, 1960, and also
referring to any obligations which
Consolidated Research and Manufacturing
Corporation may have to the said Vickers,
Christy and Co., Inc., for the issuance to
Vickers, Christy and Co., Inc., of 12,500
shares of Consolidated Research and
Manufacturing Corporation stock at $1.00
per share as noted on the cover sheet of
the Prospectus and also as noted in Part
Two of the Prospectus in the paragraph
which refers to "UNDERTAKINGS".

Although these maneuvers resulted in Vickers
Christy preparing a revised balance sheet, dated as of
February 10, 1961, which showed 7,155 Consolidated
shares at a value of $18 per share, or $128,790, 4 they did
not produce the desired result. Toward the end of March,
1961, the late Judge Dawson granted the SEC's motion
for a preliminary injunction and appointed Theodore R.
Kupferman as receiver of the assets of Vickers Christy.
In October, 1961, after various unsuccessful demands on
Consolidated to file a post-effective amendment with
respect to 6,000 shares still held by him, the receiver,
represented by I. Arnold Ross, as attorney, began [**9]
this action against Consolidated, seeking damages for
breach of its agreement to do so.

4 Five hundred of the 8,000 shares taken by
Vickers Christy were immediately returned to
Lieberman as collateral for Lieberman's $5,000
loan to Vickers Christy. The record sheds no light
on why only 7,155 rather than 7,500 shares were
shown on the February 10 balance sheet, or why
Vickers failed to apply the 30% discount its
attorney had advised. Further details concerning
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Vickers Christy's dealings in the shares are
contained in Judge Levet's 1962 opinion.
Kupferman v. Consolidated Research & Mfg. Co.,
[1961-1964 Transfer Binder] CCH
Fed.Sec.L.Rep. para. 91,197 (S.D.N.Y.1962).

Meanwhile Consolidated's affairs had been rapidly
deteriorating. The Bridgeport, Conn., law firm of
Friedman & Friedman, which had acted as counsel for
Consolidated in February, 1961, withdrew from
representing the company during the spring or summer of
that year. When the receiver's action was instituted,
Consolidated was represented [**10] by Breed, Abbott
& Morgan, of New York City. However, that firm
withdrew after filing an answer, which advanced no
claim of release, and was replaced by Francis J. Purcell,
of Manning, Hollinger & Shea, also of New York City.
By the time he entered the case, Consolidated was
defunct; its president, Marvin Botwick, who had been in
active charge of the stock issue, died shortly after Purcell
was retained; and Purcell's main source of information
[*1077] was Salvatore Cuomo, then a Vice President and
director, who apparently had little knowledge of the facts.
The files Purcell received from Breed, Abbott & Morgan
did not contain the February 10 release, and Purcell did
not communicate with the Friedman firm, which had
prepared it. Ross, on the other hand, was far more
diligent; in April 1962, he obtained from the Friedman
firm copies of all the papers exchanged at the February
10, 1961 closing. In the course of pre-trial proceedings in
May, 1962, Purcell did obtain a copy of the February 10,
1961 Vickers Christy letter to Consolidated which we
have quoted above. Construing this as merely a consent
by Vickers Christy that the shares be issued to Lieberman
rather than itself, [**11] he made no inquiry whether
there was any other instrument of release. Ross offered
the letter, but not the release or the opinion letter, in
evidence at the trial.

On December 19, 1962, Judge Levet rendered an
opinion awarding the receiver damages against
Consolidated of $136,500, with interest from May 26,
1961, for breach of its agreement to file a further
post-effective amendment. The judge's typically careful
findings of fact and conclusions of law made no reference
to any claim of release; the defense, rejected by the court,
was rather that Consolidated had so conducted itself that,
had it filed the amendment, the SEC would not have
permitted this to take effect, and therefore the failure to
file was not the cause of any damages Vickers might have

suffered.

It having proved impossible to collect the judgment
from Consolidated, the receiver obtained an order from
the district court, in April, 1964, appointing himself
receiver of Consolidated also, with authority to bring all
actions necessary to recover property of the judgment
debtor. It was then that Purcell first learned from the
Friedman firm about the release. Inconclusive
correspondence between Purcell and Ross ensued.
[**12] Nearly three years later, Kupferman, in his
capacity as receiver of Consolidated, brought an action in
the Supreme Court of New York for New York County
against appellant Daniel Jacobson and eight other persons
who had been directors of Consolidated in 1961,
including Albert J. Kleban, a partner in the Friedman
firm. One cause of action asserted a conspiracy by the
defendants to cause Consolidated not to file the
post-effective amendment despite its agreement to do so.
After long and unsuccessful efforts to persuade the
receiver and his attorney to drop the claim because of the
release and other reasons, and replacement of Mr.
Kupferman (now a justice of the Appellate Division) as
receiver by Sherman J. Saxl, Jacobson answered,
pleading the release as a defense. The new receiver
moved to strike the defense; the defendants cross-moved
for summary judgment. The trial justice denied both
motions in an opinion; both sides appealed. The first
point in Ross' appellate brief as the receiver's attorney
was

THE DISTRICT COURT GRANTED THE
RECEIVER OF VICKERS THE JUDGMENT WITH
KNOWLEDGE THAT VICKERS HAD EXECUTED A
RELEASE TO CONSOLIDATED 5

5 The text made clear that Ross' contention was
that the district court had such knowledge from
the February 10 letter. While probably within the
bounds of fair argument, this assertion has proved
to be factually incorrect.

[**13] While the appeal was pending before the
Appellate Division, Jacobson moved the District Court to
vacate its judgment of 1962. Although in the course of
the argument on the motion, Judge Levet confirmed that
he had not been aware of the release in 1962, he denied
the motion in a brief opinion on October 14, 1971, 53
F.R.D. 387, from which this appeal is taken. Five days
later the Appellate Division modified the trial justice's
order so as to strike the defense of [*1078] release. 6

Page 719



Efforts to secure review by the New York Court of
Appeals at this stage have failed.

6 Saxl v. Roberts, 37 A.D.2d 932, 325 N.Y.S.2d
993 (1st Dep't 1971). It goes without saying that
Justice Kupferman did not take part in the
decision.

II.

[HN1] F.R.Civ.P. 60(b) authorizes a court on motion
to "relieve a party or his legal representative from a final
judgment" for "(1) mistake, inadvertence, surprise, or
excusable neglect" or "(3) fraud (whether heretofore
denominated intrinsic or extrinsic), misrepresentation,
[**14] or other misconduct of an adverse party."
However, motions seeking relief under these broad
provisions may not be made "more than one year after
judgment was entered." Any rights of appellant to have
the 1962 judgment vacated must therefore stem from the
saving clause in Rule 60(b):

This rule does not limit the power of a
court to entertain an independent action to
relieve a party from a judgment . . . or to
set aside a judgment for fraud upon the
court.

Since appellant has not initiated an independent action for
fraud inter partes, 7 he can prevail only upon a showing
that Ross practiced "fraud upon the court" by not
disclosing the release.

7 It is questionable whether such an action for an
"intrinsic" fraud such as that here alleged could
have survived a motion to dismiss so long as
United States v. Throckmorton, 98 U.S. 61, 25 L.
Ed. 93 (1878) remains the federal law. The
Throckmorton doctrine was strongly attacked by
Judge Brennan, as he then was, in Shammas v.
Shammas, 9 N.J. 321, 329-330, 88 A.2d 204, 208
(1952).

[**15] The meaning of the quoted phrase has not
been much elucidated by decisions. Obviously it cannot
be read to embrace any conduct of an adverse party of
which the court disapproves; to do so would render
meaningless the one-year limitation on motions under
F.R.Civ.P. 60(b) (3). See 7 Moore, Federal Practice para.

60.33 at 511 (1971 ed.). Professor Moore submits that
[HN2] the concept should "embrace only that species of
fraud which does or attempts to, defile the court itself, or
is a fraud perpetrated by officers of the court so that the
judicial machinery cannot perform in the usual manner its
impartial task of adjudging cases that are presented for
adjudication." Id. at 515 (footnote omitted). We accepted
that formulation in Martina Theatre Corp. v. Schine
Chain Theatres, Inc., 278 F.2d 798, 801 (2 Cir. 1960).
Professor Moore explains Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 64 S. Ct. 997, 88 L.
Ed. 1250 (1944), setting aside a judgment on motion
because of conduct which, shocking as it was, was a
shade less flagrant than that held insufficient to sustain a
plenary action in United States v. Throckmorton, 98 U.S.
61, 25 L. Ed. 93 (1878), [**16] see fn. 7, largely on the
basis, claimed by appellant to be presented here, that an
attorney was implicated in perpetrating the fraud. While
an attorney "should represent his client with singular
loyalty that loyalty obviously does not demand that he act
dishonestly or fraudulently; on the contrary his loyalty to
the court, as an officer thereof, demands integrity and
honest dealing with the court. And when he departs from
that standard in the conduct of a case he perpetrates a
fraud upon the court." 7 Moore, supra, at 513 (footnote
omitted).

III.

If there were no facts other than those stated up to
this point, it would be hard to resist the conclusion that
the case came within the boundaries of the concept of
"fraud upon the court" which this court recognized in
Martina Theatre, supra, 278 F.2d at 801, strict as these
are. Contrary to views intimated by the district court,
Purcell's negligent failure to discover the release would
not of itself operate against such a conclusion [*1079] if
Ross had instituted, or allowed a judgment to be
recovered in, an action to which he knew there was a
complete defense. Hazel-Atlas Glass Co. v.
Hartford-Empire Co., supra, 322 U.S. at 246, 64 S. Ct.
997, 88 L. Ed. 1250. [**17] However, the full story has
not yet been told; when it has been, Ross' conduct
appears in a different light.

Very likely as a result of the scepticism with respect
to the salability of the Consolidated shares which Judge
Dawson exhibited when Vickers testified before him on
February 22, 1961, 8 Vickers, on March 3, 1961, sent a
telegram to Consolidated demanding that it file a
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post-effective amendment. On March 5 he confirmed
this in a letter to Kleban, secretary of Consolidated and
the partner in the Friedman firm who had prepared the
release, stating:

As per Paragraph 1, Page 1 of
Prospectus, we have exercised our right to
purchase 12,500 shares of Consolidated
Research and Manufacturing Corporation.

We desire to make a public
distribution of these 12,500 shares, and, as
attorney for Consolidated Research and
Manufacturing Corporation, would you
please immediately file a post-effective
amendment and prospectus, as covered in
our underwriting agreement.

8 Although appellant finds great significance in
Vickers' testimony and affidavits before Judge
Dawson, we do not believe these aid him to any
material extent. Vickers testified that his firm had
offers to buy the Consolidated shares in their
unregistered form (presumably in a private
placement), without any significant discount from
their current OTC price. Vickers was clearly
attempting to persuade Judge Dawson that the
Consolidated shares, unregistered as they then
were, were still marketable. While that testimony
would tend against an argument that Vickers
Christy never would have released Consolidated
from its post-effective amendment obligation
because the firm would have been left with
unmarketable shares, we see nothing in it which
would have put the receiver on notice that Vickers
Christy had foregone its right to have the
Consolidated shares registered at some future
date.

[**18] If Kleban thought the release meant what on
its face it seems to mean, one would have supposed the
telegram and letter would have elicited an immediate
answer that Vickers Christy was now seeking what it had
expressly foregone only three weeks before. The record
reveals no such response. The next pertinent document is
a letter, dated August 8, 1961, from Arthur B. Friedman
informing Consolidated of Ross' intention to bring suit
for breach of the agreement to file a post-effective
amendment and stating:

I again strongly urge the corporation to
make every effort to submit its financial
statement and proceed immediately to file
the post-effective Amendment. Failure to
do so forthwith will undoubtedly open the
door to litigation with consequent
damages should the corporation be found
liable for the alleged losses.

A copy of this letter was sent to Ross, who at that time
knew nothing of the release. There is thus no possible
ground for criticizing Ross' action in bringing the action
in October, 1961; rather it was his duty to do so.

We turn then to Ross' conduct after he received a
copy of the release in April, 1962. In his affidavit
opposing the instant motion [**19] he averred that,
pursuant to court order, he had been examining Vickers
under oath from time to time in an endeavor to obtain
evidence that would assist the receiver in carrying out his
duties. On May 10, 1962, Ross interrogated Vickers
about the release. Vickers answered that the release,
prepared by Friedman & Friedman, had been signed at
the closing in Consolidated's office in Connecticut; that
its purpose was simply to show "that Vickers, Christy &
Co., Inc., had actually received the 12,500 shares"; and
that Mr. Friedman "had given that [*1080] as the reason
for asking him to sign it." While it is hard to square this
explanation with the generality of the first typewritten
clause of the release, particularly when that is read in
light of the letter of February 3, Ross was not aware of
the latter, see note 3, supra and Vickers' construction
gained credence from Consolidated's failure promptly to
reject his demands of early March and from Friedman's
letter of August 8. Ross cannot therefore be criticized for
continuing to prosecute the litigation after learning of the
release; he could have expected that his adversary would
also be armed with such knowledge and that [**20] the
court would have to determine whether the release meant
what it said or only what Vickers alleged he had been
told.

The crucial question thus becomes whether it was
fraud upon the court for Ross to fail to disclose the
release when, as the trial came to an end, Purcell had said
nothing about it, but instead based the defense on his own
expert testimony that the SEC would have refused to
allow an amendment to become effective since
Consolidated had not used the proceeds of the securities
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sale for the purposes stated in the prospectus.

If this had been a criminal case, such non-disclosure
by a prosecutor of a piece of evidence that might have
been so material to the defense would almost certainly
have afforded ground for collateral attack. See United
States v. Keogh, 391 F.2d 138, 147-148 (2 Cir. 1968).
But it was not. Neither was this a case where Ross and
his client stood in a fiduciary relation to Consolidated or
were under any order to produce all relevant documents.
Cf. Alleghany Corp. v. Kirby, 333 F.2d 327, 341-343 (2
Cir. 1964) (dissenting opinion), aff'd by an equally
divided court, 340 F.2d 311 (2 Cir. 1965), cert. granted,
[**21] 381 U.S. 933, 85 S. Ct. 1772, 14 L. Ed. 2d 698,
dismissed as improvidently granted, 384 U.S. 28, 86 S.
Ct. 1250, 16 L. Ed. 2d 335 (1966). Although Judge Frank
said in Phelan v. Middle States Oil Corp., 154 F.2d 978,
991-992 (2 Cir. 1946), that a receiver "is a trustee with
the highest kind of fiduciary obligations," the next
sentence of the opinion makes clear that these obligations
are those that run "to all persons interested in the
receivership estate," and the many illustrations given
relate to failure to discharge such duties, the issue there
before the court, not to proceedings against adversaries.
The duty of a receiver's attorney, when seeking to recover
monies for the estate, like that of all other attorneys, is
the high one of "integrity and honest dealing with the
court," 7 Moore, supra, at 513, not something vaguely
higher.

Whether Ross' failure to apprise the court of the
release before the trial ended was such a breach of that
duty as to constitute a fraud upon the court is not
altogether easy to decide. Doubtless the highest
standards of professional conduct would have suggested
that he should have sought counsel from [**22] the
judge or -- perhaps better -- from Judge Dawson,
concerning where his duty lay. However, it is all too
easy to fall into the error of condemning conduct with the
aid afforded by the bright glare of hindsight --
specifically our knowledge of Purcell's ignorance of the
release and of the contents of the February 3 letter. Ross
had to make his decision without benefit of such
knowledge. He could hardly have supposed that so
experienced a lawyer as Purcell would have failed to
contact the attorneys who had represented Consolidated
when the sale of the 12,500 shares was consummated and
obtain the papers Ross had secured for the asking. He
could have thought not unreasonably, particularly in light
of Friedman's letter of August 8, that such inquiry had

been made but had resulted in Friedman's confirming the
construction of the release to which Vickers had testified,
and that therefore Purcell had made a tactical decision to
defend on another ground. Broad statements that a trial is
a search for the truth must be [*1081] read in the
context that, under our legal system, the method for
reaching this goal is a properly conducted adversary
proceeding. The vague requirement of [**23] "candor
and fairness" in the Canons of Professional Ethics in
force in 1962 could hardly be read as requiring Ross to
make certain that his opponent was fully aware of every
possible defense that could be advanced. The present
Code of Professional Responsibility does not advance
matters greatly when it tells us that a lawyer shall not
"conceal or knowingly fail to disclose that which he is
required by law to reveal," DR 7-102(A) (3) (1970). So
far as we can see, Ross made no misrepresentations; 9 it
would be going too far to characterize as "fraud upon the
court" his failure to disclose an instrument which he
could have supposed reasonably -- although, as it now
appears, erroneously -- to have been known to his
adversary.

9 Appellant contends that Ross' proposed
findings of fact and conclusions of law which he
submitted at the end of the trial were affirmative
misrepresentations to the court since they omitted
any reference to the release. Since Ross could not
properly have included in his proposed findings
something that had not been put in evidence, this
argument is simply another way of stating
appellant's contention that Ross was bound to
inform Purcell about the release.

[**24] IV.

Appellant urges that if we should decline to reverse
the order denying the motion to vacate the judgment, we
should direct the district court to instruct its receiver not
to pursue the action in the New York courts since it
would shock the conscience if he were to be allowed to
recover against Jacobson and other directors for causing
Consolidated to breach a duty it no longer had. Apart
from other considerations, this would involve our
determining that the release has the broad meaning
asserted by appellant but controverted by the receiver,
without the latter's having had a full day in a trial court.
Except for the per curiam opinion of the Appellate
Division, we should have been inclined to suppose, as did
the State trial justice, that this issue remained open for
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litigation in the state action. We are not aware of the
extent to which the defendants in the pending New York
State litigation were able to control the conduct of the
federal litigation, but it appears that such control was
minimal. While the federal judgment is indeed
conclusive as to the breach of agreement upon
Consolidated and persons deriving their title from it (for
example, persons alleged to have [**25] received
conveyances in fraud of creditors), we would not be
willing to say, without more extensive briefing than has
here been furnished, that the doctrine of "privity" would
extend the conclusive effect of the judgment to a tort
claim against the directors for causing Consolidated to
fail to fulfill an agreement if in fact there was no longer
an obligation to do so. Nor could we decide, without
further briefing, the extent to which this issue is affected
by the fact that, while the federal judgment was entered
in favor of Kupferman in his capacity as receiver of

Vickers Christy, the state court action is now being
pursued in his successor's capacity as receiver of
Consolidated. Cf. Restatement of Judgments § 80(3)
(1942). Such issues are for the New York courts to
determine, at least initially. Cf. Zdanok v. Glidden Co.,
327 F.2d 944, 956 (2 Cir.), cert. denied, 377 U.S. 934, 84
S. Ct. 1338, 12 L. Ed. 2d 298 (1964). However, we
should not wish them to proceed on the basis that this
court would necessarily consider that allowing the
directors to litigate the effect of the release, with the
added light afforded by the February 3 letter, would
[**26] constitute an unwarranted collateral attack on a
federal judgment.

The order denying the motion to vacate the judgment
is affirmed. Ross' request for double costs and damages,
28 U.S.C. § 1912, is wholly unjustified and is denied.

LEXSEE 1967 U.S. APP. LEXIS 4469

Analysis
As of: Feb 04, 2008

Chas. Pfizer & Co., Inc., Appellee v. Davis-Edwards Pharmacal Corp., Appellant

Nos. 31294, 31295, 31296

UNITED STATES COURT OF APPEALS FOR THE SECOND CIRCUIT

385 F.2d 533; 1967 U.S. App. LEXIS 4469; 156 U.S.P.Q. (BNA) 3; 1967 Trade Cas.
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November 20, 1967, Decided

DISPOSITION: [**1] Affirmed.

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant challenged a
judgment of the United States District Court for the
Southern District of New York finding it in contempt of a
consent judgment that enjoined it from directly or

indirectly infringing appellee's patent.

OVERVIEW: Appellant challenged the district court's
contempt order, arguing pursuant to Fed. R. Civ. P. 60(b)
that the consent judgment was obtained by a fraud
because appellee had obtained the patent in suit
fraudulently, and that as such, it was no longer equitable
to enforce the consent judgment. The court noted that
appellant did not raise its fraud argument before the
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district court before agreeing to the consent judgment.
The court also found that there had been no fraud,
because the district court was aware of the allegations of
fraud and misrepresentation in appellee's patent
prosecution when it entered the judgment. Lastly, the
court found no abuse of discretion in the district court's
decision that findings of fraud in the patent prosecution
did not make the terms of the consent judgment
inequitable, because appellant was aware of those risks
when it voluntarily agreed to the judgment.

OUTCOME: The court affirmed the judgment, holding
that there was no fraud, because the district court was
aware of the allegations of fraud in the patent
prosecution, and that there was no abuse of discretion in
enforcing the judgment terms upon which appellant, fully
aware of the risks, voluntarily agreed.

CORE TERMS: patent, consent judgment,
misrepresentation, tetracycline, settlement, contempt,
fine, hearing examiner, final judgment, prospective
application, counterclaim, infringed, equitable, examiner,
relieve, vacate, patent infringement, settlement
agreement, business judgment, civil contempt, counsel
fees, reimbursement, unlicensed, antitrust, self-help,
practiced, incorrect, issuance, arriving, relieved

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN1] See Fed. R. Civ. P. 60(b).

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Prospective & Retroactive Applications
Civil Procedure > Judgments > Relief From Judgment
> Extraordinary Circumstances
Civil Procedure > Judgments > Relief From Judgment
> Newly Discovered Evidence
[HN2] Fed. R. Civ. P. 60(b)(5) provides that a court may
relieve a party from a final judgment if it is no longer
equitable that the judgment should have prospective
application.

JUDGES: Lumbard, Chief Judge, Smith and Feinberg,
Circuit Judges.

OPINION BY: FEINBERG

OPINION

[*534] FEINBERG, Circuit Judge:

This is an appeal from an order of the United States
District Court for the Southern District of New York,
Sylvester J. Ryan, J., 267 F. Supp. 42, finding appellant
Davis-Edwards Pharmacal Corp. in contempt of a
judgment of that court entered by consent on May 19,
1965. Appellant asks us to reverse the order because the
underlying 1965 consent judgment should not be
enforced and because, in any event, no violation of its
terms was proven. We affirm.

To understand the issues on appeal, two separate
proceedings must be kept in mind, one begun in the
Southern District and the other before the Federal Trade
Commission. Both grow out of the issuance to appellee
Chas. Pfizer & Co., Inc. of patent No. 2,699,054 in
January 1955 for the broad-spectrum drug tetracycline. In
1958, the Commission charged that Pfizer had made false
and misleading statements to the Patent Office to induce
the issuance of the patent. In 1961, a Commission hearing
examiner recommended dismissal of the complaint; the
full Commission overruled this finding [**2] in 1963
and found that Pfizer and another drug company had
obtained the patent for Pfizer by fraud and
misrepresentation. Thereafter, Pfizer, along with other
drug companies, appealed from the Commission's order
to the [*535] Court of Appeals for the Sixth Circuit. In
June 1966, that court reversed the Commission for
reasons discussed below.

It was in the period from the Commission order in
1963 to the Sixth Circuit opinion in 1966 that the crucial
events in the Southern District litigation occurred. In
November 1963, Pfizer brought a patent infringement suit
in that court against Davis -Edwards. The latter's answer,
filed in January 1964, denied the validity of the patent
and alleged that it had been obtained by fraud and
misrepresentation and by a conspiracy illegal under the
antitrust laws; these charges were also the basis of a
counterclaim by Davis-Edwards seeking damages.
Meanwhile, in March 1965, a federal district court in
Florida held the patent valid and infringed in one of the
many suits Pfizer had brought against alleged infringers.
Chas. Pfizer & Co. v. Barry-Martin Pharmaceuticals,
Inc., 241 F. Supp. 191 (S.D. Fla. 1965). Apparently
strongly [**3] motivated by this ruling, 1 Davis-Edwards
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agreed to settle Pfizer's suit against it at a time when
Pfizer's appeal from the Commission order was still
pending in the Sixth Circuit. This resulted in the 1965
final judgment, which provided, among other things, that
as between the parties the patent was valid, that
Davis-Edwards had infringed, that it was enjoined from
directly or indirectly infringing the patent, and that its
counterclaim was dismissed with prejudice. The
judgment was entered upon consent and was submitted to
Judge Harold R. Tyler, Jr., who signed it on May 19,
1965.

1 Appellant's Appendix, 33a-34a.

Thereafter the next significant event for our purposes
took place in June 1966 when the Court of Appeals for
the Sixth Circuit reversed the Commission. It held that
the Commission's finding that Pfizer had committed fraud
on the Patent Office was not supported by substantial
evidence and that the Commission's order was also
invalid because the Commission chairman should have
disqualified himself. [**4] American Cyanamid Co. v.
FTC, 363 F.2d 757 (6th Cir. 1966). The court remanded
the case to the Commission to take testimony from a
patent examiner concerning whether he had been misled
into granting the patent. On remand, the patent examiner
testified in September 1966 that he would not have
granted the patent if he had been informed about certain
pertinent facts; in November 1966, the Commission
examiner hearing the case found that fraud had been
committed on the Patent Office.

At this point, before the full Commission had acted
upon the hearing examiner's decision, Davis-Edwards
resorted to self-help to obtain relief from the 1965
consent judgment. According to the facts found by Judge
Ryan: In late December 1966, Davis-Edwards told Pfizer
that it had committed itself to import 10,000 kilograms of
tetracycline from an unlicensed source and to sell it;
Davis-Edwards asked Pfizer for a license to do so but
stated that, in any event, it intended to go ahead. Pfizer
refused the license and threatened to institute contempt
proceedings. In January 1967, Pfizer brought on these
proceedings; a week later Davis-Edwards moved to
vacate the 1965 consent judgment. Both motions [**5]
were heard by Judge Ryan, who granted Pfizer's and
denied appellant's. The judge held that Davis-Edwards
was well aware of the Federal Trade Commission
proceedings and the facts on which it was based at the
time appellant entered into the 1965 consent judgment,

that there was no final decision as yet in the Commission
proceedings, and that Davis-Edwards made its motion to
vacate the 1965 judgment only because Pfizer would not
permit it to "disregard its agreement and the order of the
Court." Judge Ryan concluded that Davis-Edwards:

has urged no ground for the vacating of
the judgment; no fraud was practiced upon
it in arriving at the underlying settlement
agreement and there was certainly no
innocent ignorance of facts on its part
which might in any [*536] way persuade
a Court that in equity defendant should be
relieved of the obligations it freely entered
into in the exercise of its business
judgment.

Finding that Davis-Edwards' actions amounted to a civil
contempt of the prior order, the judge directed appellant
to comply with that order. He imposed no fine for prior
violations because "none have been proved," but
provided that Davis-Edwards would be "liable [**6] to a
fine of $5,000 for any future violation of the order."
Appellant was also assessed $500 as reimbursement to
Pfizer for costs and counsel fees on the motion.

To bring the parallel proceedings completely up to
date, Davis-Edwards apparently did not proceed to sell
tetracycline. Instead, it appealed the contempt order to
this court. Shortly before argument before us, the full
Commission affirmed its hearing examiner and again
found that Pfizer had made misrepresentations to the
Patent Office. 3 CCH Trade Reg. Rep. para. 18,077
(Sept. 29, 1967). Presumably, Pfizer will again appeal to
the Court of Appeals at the appropriate time.

Although the facts are complicated, the issue before
us is simple: Did Judge Ryan on the record before him
commit error in refusing to vacate the 1965 consent
judgment and in holding Davis-Edwards in contempt?
Appellant argues that he did because the 1965 judgment
was a fraud on the court, because it is no longer equitable
for that judgment to have prospective application and
because, in any event, no violation of the judgment was
proved.

Appellant's first argument invokes Fed. R. Civ. P.
60(b)(6), and relies upon Hazel-Atlas Glass Co. v.
Hartford Empire Co., 322 U.S. 238, 64 S. Ct. 997, 88 L.
Ed. 1250 (1944). [**7] [HN1] Rule 60(b) provides:
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On motion and upon such terms as are
just, the court may relieve a party or his
legal representative from a final judgment,
order, or proceeding for the following
reasons: . . . (3) fraud (whether heretofore
denominated intrinsic or extrinsic),
misrepresentation, or other misconduct of
an adverse party; . . . or (6) any other
reason justifying relief from the operation
of the judgment. The motion shall be
made within a reasonable time, and for
reasons (1), (2), and (3) not more than one
year after the judgment, order, or
proceeding was entered or taken. . . . This
rule does not limit the power of a court to
entertain an independent action . . . to set
aside a judgment for fraud upon the court.
. . .

The significant part of this language was inserted into the
civil rules in 1946 to make fraud an express ground for
relief by motion. The note of the Advisory Committee
specifically referred to the Hazel-Atlas case as an
example of relief for fraud upon the court. Appellant's
difficulty is not that the rule fails to cover that concept; it
is instead [**8] that the argument it now makes was not
made to Judge Ryan and that, even if it had been, the
argument would have been a weak one upon the record
before the judge. As far as we can tell from the papers
filed with Judge Ryan, the point that there had been fraud
upon Judge Tyler when he signed the consent judgment
was not pressed; in fact, the Hazel-Atlas case was
apparently not even mentioned to Judge Ryan. Instead,
appellant's arguments to Judge Ryan were all designed to
show that it would be inequitable to continue to enforce
the 1965 judgment because of events that had transpired
since its entry, an argument which we consider further
below.

However, we do not rest our decision on the failure
to raise the point in the district court, since in any case
there was no fraud on the court here within the meaning
of Hazel-Atlas. That case grew out of an article in a trade
journal, apparently by the president of a labor union
active in the industry, extolling the merits of a new
device. The article had actually been written by officials
and attorneys of Hartford Empire Co., the applicant for a
patent, to delude the Patent Office. The patent issued,
and thereafter Hartford sued [**9] Hazel-Atlas [*537]

Glass Co. for patent infringement. Hartford lost in the
district court but was successful in the Court of Appeals
for the Third Circuit. On appeal in that court, the
attorneys for Hartford called attention to the article; the
circuit court gave considerable weight to it in reversing
and holding the patent valid and infringed. Twelve years
later, when all the facts were known, the Supreme Court
held that the judgment could not stand in the face of this
fraud upon the circuit court.

This case is far different from Hazel-Atlas. The
circuit court there had no way of knowing that the article
it relied upon by an "ostensibly disinterested expert" was,
in fact, written and planted by one of the parties to the
case. In addition, when the Supreme Court set aside the
prior judgment the facts concerning the fraud were
undisputed. In contrast, when Judge Tyler signed the
consent judgment in this case in May 1965, the entire file
was before him. This included Davis-Edwards' answer
and counterclaim and affidavits filed in connection with
various procedural skirmishes; these charged Pfizer with
having obtained its patent by misrepresentation and
specifically referred [**10] to the decision of the Federal
Trade Commission supporting this allegation. Therefore,
the court was presumably aware of this element of the
case. Pfizer does not admit that the charge of
misrepresentation in obtaining its patent is well founded.
This point has been vigorously disputed by Pfizer since
1958 before the Commission and in court and was one of
the key issues which Pfizer and Davis-Edwards adjusted
between themselves by negotiating a settlement. We do
not imply at all that the latest Commission ruling is
incorrect; we only point out that the alleged fraud is still
in dispute. Accordingly, although we take a charge of
fraud upon the district court seriously, 2 appellant's
argument that it occurred in this case is not persuasive.

2 See 7 Moore's Federal Practice para. 60.33 at
504-13 for other examples of fraud upon the
court.

Appellant's second point is based upon [HN2] Fed.
R. Civ. P. 60(b)(5), which provides [**11] that a court
may relieve a party from a final judgment if "it is no
longer equitable that the judgment should have
prospective application." Davis-Edwards argues that
Judge Ryan should have relieved it from the 1965
judgment because one of the alleged conditions of the
settlement was Pfizer's oral promise, which
Davis-Edwards claims was broken, that no competitor of
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Davis-Edwards would receive a better settlement. Unlike
the fraud on the court argument, this point was made to
Judge Ryan. However, Pfizer sharply contested it,
categorically denying that any such assurance was given.
Pfizer pointed out that the terms of the settlement
between it and Davis-Edwards were carefully reduced to
writing and that, had there been such an oral agreement,
Davis-Edwards would undoubtedly have insisted that it
also be written. Judge Ryan did not specifically deal with
the issue but did find, as noted above, that "no fraud was
practiced upon" Davis-Edwards "in arriving at the
underlying settlement agreement" and that he saw no
reason to relieve it "of the obligations it freely entered
into in the exercise of its business judgment." We are not
persuaded that on the narrow issue now posed, this
decision [**12] was an abuse of discretion. Cf.
Westerly Electronics Corp. v. Walter Kidde & Co., 367
F.2d 269 (2d Cir. 1966); West v. Gilbert, 361 F.2d 314
(2d Cir.), cert. denied, 385 U.S. 919, 17 L. Ed. 2d 143,
87 S. Ct. 229 (1966).

Appellant's final argument is that no violation of the
1965 order was proved. Apparently its premise is that the
court should have waited until appellant actually sold the
large quantity of unlicensed tetracycline it had already
arranged to import and sell. We think that on these facts
its position is incorrect. In the face of appellant's actions
[*538] and its threats to Pfizer, there was no reason for
Judge Ryan to wait until the last step was taken. Because
it was not, Davis-Edwards has not yet been required to
pay any fine, although it has been adjudged in civil
contempt; it is on notice that if it proceeds with its
improper plans to ignore the consent judgment, it will be
liable to a fine of $5,000 for each violation. This
disposition of the matter makes good sense. See
Sunbeam Corp. v. Golden Rule Appliance Co., 252 F.2d
467 (2d Cir. 1958). The requirement that appellant pay
$500 to Pfizer [**13] as reimbursement for costs and
counsel fees on the motion was entirely appropriate. Id.

Accordingly, the judgment of the court below will be
affirmed. However, the present posture of the case as it
now comes before us should be noted. The full
Commission, since Judge Ryan's decision nine months
ago, has for the second time found that Pfizer misled the
Patent Office. We do not know how much time will
elapse in the course of appellate review, which we
assume will be sought, or what the ultimate result will be.
Moreover, criminal antitrust charges, which were first
brought in 1961 against Pfizer and two other drug
companies involving the tetracycline patent, see United
States v. Chas. Pfizer & Co., 205 F. Supp. 94 (S.D.N.Y.
1962), have now come to trial in the Southern District. 3

In addition, developments in proceedings in other courts
may be significant. Cf. McKesson and Robbins, Inc. v.
Chas. Pfizer & Co., 235 F. Supp. 743 (E.D. Pa. 1964);
see American Cyanamid Co. v. FTC, 363 F.2d 757, 817
(6th Cir. 1966) (listing 36 infringement suits by Pfizer).
We are aware of the practical inadequacy of existing
remedies for improperly procured [**14] patents. See
Note, Improperly Procured Patents: FTC Jurisdictional
and Remedial Power, 77 Harv. L. Rev. 1505 (1964).
Moreover, "There are issues of great moment to the
public in a patent suit." See Hazel-Atlas, 322 U.S. at 246.
Therefore, we take pains to point out that our decision
here is without prejudice to another application to the
district court for relief under Fed. R. Civ. P. 60(b)(5) or
(6) based upon new or further documented reasons why it
would no longer be "equitable that the [1965] judgment
should have prospective application," or "relief from the
operation of the judgment" would be justified. We do not
suggest a further attempt at self-help by Davis-Edwards
at any time, but only make clear that the door is open to it
to file a new petition at an appropriate time.

3 We, of course, pass no comment on the issues
there raised.

Judgment affirmed.

LEXSEE 1960 U.S. APP. LEXIS 4566
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As of: Feb 04, 2008
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MARTINA THEATRE CORPORATION, Plaintiff-Appellant, v. SCHINE CHAIN
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CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff theatre
corporation appealed an order from the district court,
which granted summary judgment to defendant theatre
corporation in plaintiff's action to have set aside a
previous judgment which dismissed plaintiff's action for
treble damages against defendant under anti-trust laws.

OVERVIEW: Pursuant to a consent decree that resulted
from the government's antitrust action against defendant
theatre corporation, defendant was required to sell two of
its movie theatres. Plaintiff theatre corporation purchased
the two theatres from defendant. Plaintiff later filed an
antitrust action against defendant for treble damages, and
alleged, among other things, that defendants had
conspired to keep plaintiff from obtaining first-run films.
The parties entered into a stipulation and the action was
dismissed with prejudice. Plaintiff then leased its theatres
to a company used by defendant to reacquire the theatres
without the justice department's approval. Plaintiff then
filed an action to have the dismissal of its prior action set
aside, so it could pursue the antitrust action against
defendant. Defendants were granted summary judgment,
and plaintiff appealed. The court affirmed and held that
plaintiff's complaint was properly dismissed on the
ground that it set forth no sufficient claim for the
equitable relief sought, and that plaintiff could have
vindicated whatever rights were violated by defendant's
misrepresentation in a tort action for deceit.

OUTCOME: The court affirmed the trial court's order
because plaintiff's complaint had been properly dismissed
on the ground that it set forth no sufficient claim for the
equitable relief sought, and plaintiff could have pursued
an action in tort for deceit to vindicate whatever rights

had been violated by defendant's misrepresentation.

CORE TERMS: settlement, theatre, lease, consent
decree, duress, misrepresentation, antitrust, present
action, criminal contempt, equitable relief, negotiations,
procured, leasing, decree, treble-damage, antitrust laws,
antitrust violation, financial responsibility, instituted,
fraudulent, reinstate, cleanhands, defrauded, restrain,
pictures, impair, lessee, clean, summary judgment,
knowingly

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> General Overview
Patent Law > Jurisdiction & Review > Subject Matter
Jurisdiction > Appeals
[HN1] Fraud on the court is limited to that species of
fraud which does or attempts to defile the court itself so
that the judicial machinery can not perform in the usual
manner its impartial task of adjudging cases that are
presented for adjudication.

Antitrust & Trade Law > U.S. Department of Justice
Actions > Consent Decrees
Antitrust & Trade Law > U.S. Federal Trade
Commission Actions > Consent Decrees > General
Overview
Civil Procedure > Judgments > Entry of Judgments >
Consent Decrees
[HN2] When parties move for a dismissal of a suit with
prejudice pursuant to a stipulation, the district court has
no duty to ascertain whether the settlement conforms with
antitrust laws in general or with a consent decree; it
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suffices for the court to know the parties have decided to
settle, without inquiring why.

Civil Procedure > Dismissals > Voluntary Dismissals >
General Overview
Civil Procedure > Settlements > Settlement Agreements
> General Overview
[HN3] Every settlement reflects the parties' balancing of
the strength of their positions against the expenditure of
time, money, and effort required to establish them.
Threats by a defendant of deliberate delays and
obstructions in the suit might present a different case.
However, it would seriously and needlessly impair the
utility of settlement to allow a plaintiff to attack a
settlement merely because the financial injury alleged in
its initial cause of action may have been serious.

Civil Procedure > Remedies > Damages > Monetary
Damages
Contracts Law > Types of Contracts > Lease
Agreements > General Overview
Torts > Business Torts > Fraud & Misrepresentation >
Actual Fraud > Remedies
[HN4] The measure of damages for fraudulent
misrepresentation includes all pecuniary loss suffered in
reliance upon the truth of the representation. That would
extend to all the damages recoverable against a lessee for
breach of lease.

Civil Procedure > Settlements > Settlement Agreements
> General Overview
Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN5] A court is not required to rescind the settlement of
an action that has been obtained by fraud at the suit of a
plaintiff which itself joined in another misrepresentation
upon the court and had an adequate legal remedy against
the guilty defendants, especially when such rescission
would reinstate the previous action against other parties
to the settlement that appear to have been innocent of the
fraud.

COUNSEL: [**1] Francis T. Anderson, Philadelphia,
Pa., for plaintiff-appellant.

Robert M. Hitchcock, Buffalo, N.Y. (Kenefick,
Letchworth, Baldy, Phillips & Emblidge, Buffalo N.Y.,
on the brief), for defendants-appellees Schine, etc.

James O. Moore, Jr., Buffalo, N.Y. (Raichle, Moore,
Banning and Weiss, Buffalo, N.Y., on the brief), for
Paramount Pictures, Inc. and other distributor
defendants-appellees.

Everett A. Frohlich, New York City (Schwartz &
Frohlich, New York City, on the brief), for Columbia
Pictures, Inc., defendant-appellee.

JUDGES: Before LUMBARD, Chief Judge,
FRIENDLY, Circuit Judge, and J. JOSEPH SMITH,
District Judge. *

* Sitting by designation.

OPINION BY: FRIENDLY

OPINION

[*799] In 1939 the government instituted a civil
antitrust suit in the Western District of New York against
the present defendants J. Myer Schine, Louis W. Schine,
John A. May, and various corporations controlled by
them (hereinafter collectively called Schine or the Schine
defendants). The government alleged that the Schine
defendants had imposed unlawful restrains on
competition in the exhibition of motion pictures
throughout the area, primarily Western New York and
Ohio, where their theatre chain operated. After a
Supreme [**2] Court decision, Schine Chain Theatres v.
United States, 1948, 334 U.S. 110, 68 S.Ct. 947, 92 L.Ed.
1245, sustaining the charge of antitrust violation and
remanding the case to the District Court for findings on
the extent to which divestiture should be decreed, the
parties agreed upon a consent decree. Among the terms of
this decree was a requirement that Schine sell the Capitol
Theatre in Oswego, New York, and the Pontiac Theatre
in Ogdensburg, New York. In 1950 the two theatres were
sold to the plaintiff in the present action, hereinafter
called Martina.

Plaintiff's operation of the two houses not being
successful, it instituted in the District Court for the
Western District of New York, in September, 1951, a
treble-damage action under the antitrust laws against the
Schine defendants and the major distributors of motion
pictures. [*800] Plaintiff alleged that defendants had
conspired to prevent Martina from obtaining first-run
films on terms comparable to those afforded Schine and
that Schine had engaged in various other predatory
practices in the operation of the first-run houses it had
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retained in Oswego and Ogdensburg.

On January 22, 1952, on a stipulation [**3] of the
parties, the district judge entered a judgment of dismissal
with prejudice in the treble-damage action. Plaintiff
executed a release and a covenant not to sue, and its
shareholders executed a consent to settlement of the
claim against the defendants, for $ 23,000. A short time
prior to the dismissal, Martina had leased the Oswego and
Ogdensburg theatres to Oswog Corporation for ten years
at a rental of $ 18,000 per year. In an affidavit executed
at the time of settlement, plaintiff's president, Charles V.
Martina, stated that he had earlier suggested to Schine
that it leases the two theatres but had been informed that
the necessary Department of Justice approval would not
be obtainable; that he had thereafter approached Elmer
Lux, an officer of Darnell Theatres, Inc. and carried on
negotiations that ultimately resulted in the lease to the
Oswog Corporation; that this lease was entirely 'separate
and distinct' from the settlement; and that 'none of the
defendants influenced or attempted to influence, nor were
they or any of them instrumental in any way in the
negotiations leading to or the actual leasing of said
theatres at Oswego and Ogdensburg, N.Y.'

This statement, which [**4] had been prepared by
Antevil, an officer of Schine, was false in important
respects. As found by the District Court in a judgment
entered in 1956 convicting the Schine defendants of
criminal contempt for violation of the antitrust decree,
United States v. Schine, Crim. No. 6279-C,
W.D.N.Y.Dec. 28, 1956, affirmed 2 Cir., 1958, 260 F.2d
552, certiorari denied 1959, 258 U.S. 934, 79 S.Ct. 318, 3
L.Ed.2d 306, the Schine defendants used Darnell
Theatres, Inc., a controlled corporation, secretly to
reacquire the Oswego and Ogdensburg theatres although
the decree permitted this only upon an affirmative
showing that such action would not unreasonably restrain
competition, and 'J. Myer Schine participated in the
negotiations through which the Pontiac and Capitol
Theatres were acquired.'

In September 1953, the plaintiff brought the present
action to have the 1952 judgment dismissing its
treble-damage suit and the releases set aside thereby
permitting it to reinstate its antitrust complaint. The
plaintiff alleged that the 'prime consideration' for
discontinuing the action had been the leasing of the two
theatres by Schine; that Schine had formed a dummy
corporation, [**5] Oswog, for the purpose of defrauding

the plaintiff; and that Oswog had failed to pay the rent for
the past three months and had damaged the theatres. 1

After defendants had moved for summary judgment,
plaintiff in January, 1954, filed an amended complaint,
this time specifically alleging that the settlement was
procured through fraud in that the Schine defendants
falsely represented that Oswog Corporation had
'substantial assets and financial support.' And there was a
new allegation, that the settlement was 'procured from
plaintiff by means of duress' since the defendants'
continuing antitrust violations had been causing severe
losses in the operation of the theatres.

1 We note that the present action was not
brought within one year of the entry of judgment
pursuant to the settlement, the time limit for a
motion under Fed.R.Civ.Proc. 60(b)(3), 28
U.S.C.A., for relief from a judgment for fraud.
However, that rule saves the power of a court 'to
entertain an independent action to relieve a party
from a judgment, order, or proceeding.' When
such an action is brought in the federal court that
rendered the initial judgment, there is ancillary
jurisdiction over the action despite absence of a
federal question or diversity of citizenship.
Pacific R.R. v. Missouri Pacific Ry. Co., 1884,
111 U.S. 505, 4 S.Ct. 583, 28 L.Ed. 498. The
District Court for the Western District of New
York thus jurisdiction in the present case.

[*801] Matters remained in this status for some
years during the pendency of the government's criminal
contempt proceedings. In June, 1958, the defendants
renewed their motions for summary judgment. Plaintiff
moved for leave to file a second amended complaint.
Judge Burke ruled in defendants' favor. He held that
plaintiff was not entitled to equitable relief since, by
plaintiff's own admission, it had knowingly engaged in a
plan to violate the consent decree against Schine and 'If,
as the plaintiff asserts, [**6] the settlement was illegal
and fraudulent, the plaintiff was knowingly and for its
own benefit a party to the fraud.'

On appeal plaintiff contends that the district court's
reliance on the cleanhands doctrine was unjustified since,
as plaintiff alleged, the settlement was procured through
duress and plaintiff was thus not in pari delicto;
defendants assert that any possible gradations in degree
of fault are irrelevant. We think the question of
application of the cleanhands doctrine more debatable
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than did Judge Burke. In contrast to Precision Instrument
Mfg. Co. v. Automotive Maintenance Machinery Co.,
1945, 324 U.S. 806, 65 S.Ct. 993, 89 L.Ed. 1381 and Mas
v. Coca Cola Co., 4 Cir., 1947, 163 F.2d 505, on which
appellees rely, equity would not here be enforcing the
illegal transaction but restoring the status quo ante. Cf.
67 Harv.L.Rev. 1079 (1954), as to setting aside collusive
divorces fraudulently obtained, and 6 Williston, Contracts
§ 1739, at 4920 (rev. ed. 1938) as to setting aside
transfers in fraud of creditors obtained by fraud or duress.
However, we find it unnecessary to resolve the point, at
least in the broad context here [**7] discussed. For we
think the complaint was properly dismissed on the
ground that, clean hands apart, it set forth no sufficient
claim for the equitable relief sought. 2

2 This applies equally to the proposed second
amended complaint.

Construing plaintiff's somewhat ambiguous
pleadings with the liberality appropriate when the case is
in this posture, we find suggestions of three distinct bases
for equitable relief against the settlement.

The first relates to the fact, subsequently found by
the district court in the criminal contempt proceedings
and not disputed here, that the leasing of the theatres to
Oswog was a violation of the consent decree in the
government action. Both parties have at times
characterized the settlement, of which the lease
arrangement was a secret provision, as a 'fraud on the
court.' Were the characterization accurate, the defrauded
district court would have been empowered to take action
sua sponte to expunge the judgment, and we would
suppose that anyone, whether his hands were clean or
dirty, could suggest that it do so. Indeed, as much is
indicated by Hazel-Atlas Glass Co. v. Hartford-Empire
Co., 1944, 322 U.S. 238, 64 S.Ct. 997, 88 L.Ed. 1250.
However, Professor Moore suggests that [HN1] 'fraud on
the court' [**8] is limited to 'that species of fraud which
does or attempts to defile the court itself * * * so that the
judicial machinery can not perform in the usual manner
its impartial task of adjudging cases that are presented for
adjudication.' 7 Moore, Federal Practice P60.33, at 512.
For example, in Hazel-Atlas Glass Co. v.
Hartford-Empire Co., supra, the Supreme Court upheld
the power of the court of appeals to vacate a judgment in
a patent case that may have been entered in reliance on an
article, supposedly part of the prior art, that in fact was
fabricated by one of the parties. Nothing of that sort is

before us now. [HN2] When the parties moved for a
dismissal of the treble damage suit with prejudice
pursuant to stipulation, the district court had no duty to
ascertain whether the settlement conformed with the
antitrust laws in general or with the consent decree in
particular; it sufficed for the court to know the parties had
decided to settle, without inquiring why. See Note, 72
Harv.L.Rev. 1314, 1327 (1959). Compare
Fed.R.Civ.Proc. 23(c). Neither did the settlement impair
the judicial functioning of the District Court [*802] in
connection with the consent [**9] decree, as would have
been the case if a false statement had been made in
securing approval of a lease to or purchase by the Schine
defendants. That step was simply bypassed. It was the
government to protect its antitrust judgment and, as noted
above, it moved promptly and effectively to that end.

We likewise cannot accept plaintiff's second
suggested ground, of duress. For the financial hardship
alleged to have forced plaintiff to accept the settlement
flowed from the same alleged unlawful practices that
were the subject of the plaintiff's claim. A court was
ready to determine this. [HN3] Every settlement reflects
the parties' balancing of the strength of their positions
against the expenditure of time, money, and effort
required to establish them. Threats by a defendant of
deliberate delays and obstructions in the suit might
present a different case, cf. Dawson, Duress Through
Civil Litigation, 45 Mich.L.Rev. 571, 679 (1947).
However, it would seriously and needlessly impair the
utility of settlement to allow a plaintiff to attack a
settlement merely because the financial injury alleged in
its initial cause of action may have been serious.

We come finally to plaintiff's [**10] allegation that
it was defrauded by Schine's misrepresentations
regarding the financial responsibility of Oswog
Corporation. Although we may assume that plaintiff
would not have entered into the settlement had it known
the lessee was to be financially irresponsible, the record
makes it plain the plaintiff would have been entirely
content with the settlement if the leases had been
performed. We see no reason why plaintiff could not
have vindicated whatever rights were violated by this
misrepresentation in an action in tort for deceit. [HN4]
The measure of damages for fraudulent misrepresentation
includes all pecuniary loss suffered in reliance upon the
truth of the representation. American Law Institute,
Restatement of Torts, § 549(b). That would extend here
to all the damages recoverable against the lessee for
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breach of the lease. Plaintiff may also have had an action
against the Schine defendants on a theory of piercing the
corporate veil of Oswog because of Oswog's lack of
financial responsibility. See e.g., Weisser v. Mursam Shoe
Corp.,2 Cir., 1942, 127 F.2d 344, 145 A.L.R. 467. We do
not say that under no circumstances may a court rescind
the settlement of an action [**11] that has been obtained
by fraud when an adequate remedy to redress the fraud
exists at law, cf. L. M. Leathers, Sons v. Goldman, 6

Cir., 1958, 252 F.2d 188. But surely [HN5] a court is not
required to do this at the suit of a plaintiff which itself
joined in another misrepresentation upon the court and
had an adequate legal remedy against the guilty
defendants, especially when such rescission would
reinstate the previous action against other parties to the
settlement that appear to have been innocent of the fraud.

Judgment affirmed.
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CASE SUMMARY:

PROCEDURAL POSTURE: Appellant challenged the
order of the United States District Court for the Southern
District of New York, which denied his habeas corpus
motions pursuant to 28 U.S.C.S. § 2255, which alleged
that the prosecution used false and perjurious testimony
and evidence and made false representations to the
district court, and that the district court lacked
jurisdiction because appellant was arrested in violation of
treaty rights.

OVERVIEW: Appellant filed habeas corpus motions
pursuant to 28 U.S.C.S. § 2255, which alleged that
appellee government used false and perjurious testimony
and evidence and made false representations to the
district court in order to convict appellant. The district

court dismissed the motions without a hearing because it
found that all of the issues raised by appellant had been
raised and determined against him in previous
proceedings. Appellant challenged the judgment. The
court affirmed the order of the district court because it
found that the issues raised by appellant had been raised
by him in his numerous attempts to vacate his conviction,
and had been decided against him. A review of the record
established that appellant's claims were baseless, so as
not to require a hearing. The court found that appellant's
complaints about his abduction from Mexico for trial
were not effective because the power of a district court to
try a person for a crime was not impaired by the fact that
he was brought within a district court's jurisdiction by
reason of a forcible abduction.

OUTCOME: The court affirmed the dismissal of
appellant's habeas corpus motions because the issues
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raised by appellant had been decided against him in his
numerous attempts to vacate his conviction. The record
established that appellant's claims were baseless and did
not to require a hearing. The court found that the power
of a district court to try a person for crime was not
impaired by his being brought within the jurisdiction by
forcible abduction.

CORE TERMS: treaty, extradition, abduction, visa,
manifest, flight, perjury, wilful, false representations,
arrest of judgment, suppression of evidence,
unauthorized, prosecutor, kidnapping, elaborate, forcibly,
deported, trial counsel, judgment of conviction, false
names, own defense, trump card, supplemented,
elaboration, perjurious, apartment, kidnapped, falsehood,
messenger, inferred

LexisNexis(R) Headnotes

Criminal Law & Procedure > Jurisdiction & Venue >
Venue
[HN1] The power of a court to try a person for crime is
not impaired by the fact that he had been brought within
the court's jurisdiction by reason of a forcible abduction.

COUNSEL: [**1] Paul W. Williams, U.S. Atty., for the
Southern District of New York, New York City (Robert
Kirtland and Maurice N. Nessen, Asst. U.S. Attys., New
York City, of counsel), for plaintiff-appellee.

Donner, Kinoy & Perlin, New York City, and Benjamin
Dreyfus, San Francisco, Cal. (Frank J. Donner, Arthur
Kinoy and Marshall Perlin, New York City, Benjamin
Dreyfus, San Francisco, Cal., and Luis Sanchez Ponton,
Mexico City, Mexico, of counsel), for
defendant-appellant.

JUDGES: Before MEDINA and WATERMAN, Circuit
Judges, and GALSTON, District judge.

OPINION BY: MEDINA

OPINION

[*521] At the close of a trial with his co-defendants
Julius and Ethel Rosenberg, appellant was sentenced to
thirty years imprisonment on April 5, 1951. After
numerous attempts to vacate the judgment of conviction

on various grounds, including several prior applications
under 28 U.S.C. § 2255, all of which were denied and the
rulings affirmed on appeal, United States v. Rosenberg, 2
Cir., 195 F.2d 583, and certiorari denied by the Supreme
Court, 344 U.S. 838, 73 S.Ct. 21, 97 L.Ed. 652, appellant
made the two motions which resulted in the order
appealed from. The first motion is based upon the charge
that, at the [**2] trial in 1951, the prosecution
'knowingly, willfully and intentionally used false and
perjurious testimony and evidence, made false
representations to the Court, and suppressed evidence
which would have impeached and refuted testimony
given against petitioner.' The second motion is based
upon the charge that the 'United States itself, as well as
its courts * * * lacked all sovereignty and power to
conduct the proceedings,' and that the trial court lacked
jurisdiction because of alleged violations of the
Constitution and laws of the United States, including 'the
Extradition Treaty between the United States and
Mexico.' The subject matter of these charges relates to
the seizure of appellant in Mexico City by the Mexican
Security Police, his transportation to Laredo, Texas,
where the United States Immigration Inspector made a
record of appellant's entry on August 18, 1950 into the
United States, and his arrest, pursuant to a warrant duly
issued on August 3, 1950 in the Southern District of New
York. While appellant asserts that his contentions have
not been made before, the records of the District Court
make it abundantly plain that, except for some
elaboration in matters of detail and [**3] the articulation
of what are alleged to be new legal theories, the charges
are not new, but have already been rejected in one form
or another. These prior proceedings and the procedural
obstacles to any possible favorable action on the two new
motions have been so fully set forth in the detailed
discussion appearing in the well reasoned and
comprehensive opinion of Judge Irving R. Kaufman,
D.C., 142 F.Supp. 515, that we think it not necessary to
do more than note our approval of what he has written.

The charges are of such a serious and sensational
character, however, and upon careful examination they
turn out on the face of the record to be so utterly
groundless, that we shall briefly set forth our reasons for
holding that the trial judge could not have arrived at any
conclusion other than to decide, as he did, that there be
no hearing on either application, as 'the files and records
of the case conclusively show that the prisoner is entitled
to no relief,' 28 U.S.C. § 2255. There was no foisting of
perjurious testimony upon the court and jury by the
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prosecution; no false representation were made; there was
no suppression of evidence; there was no violation of the
Extradition [**4] Treaty between the United States and
Mexico, or of any of the provisions of the Constitution
and laws of the United States; and the motions were
properly denied in toto.

I

At the trial there was evidence which definitely
connected appellant with the aims and purposes and with
the consummation of the ends of the espionage
conspiracy. United States v. Rosenberg, 2 Cir., 195 F.2d
583, certiorari denied 344 U.S. 838, 73 S.Ct. 20, 97 L.Ed.
687, rehearing denied, Sobell v. U.S., 344 U.S. 889, 73
S.Ct. 180, 97 L.Ed. 687. This was supplemented by proof
from which the jury might well have inferred that the
Rosenbergs and appellant suspected [*522] that the FBI
was closing in on them and that an elaborate plain was
devised which envisaged escape from the law
enforcement authorities of the United States by flight to
Mexico and thence by way of Vera Cruz or some other
seaport to Europe, with Soviet Russia as the ultimate
destination. We had another phase of this same planned
exodus to Mexico before us in United States v. Perl, 2
Cir., 210 F.2d 457, in which case Perl testified in his own
defense and described how he was approached on the
subject.

The testimony in this case was to the [**5] effect
that Rosenberg outlined a pattern of flight for David
Greenglass and his wife that would take them to Mexico,
then to Europe via Vera Cruz and finally to Russia.
Shortly after Greenglass and Harry Gold, another
member of the spy ring, were apprehended, appellant
began to follow the pattern of flight outlined by
Rosenberg to the Greenglasses.

Accordingly, the prosecution proved at the trial that
appellant with his wife and children went to Mexico City
in the spring of 1950. Had this been a vacation jaunt for
a brief sojourn, with the intention of returning to the
United States, there was ample opportunity for appellant's
experienced and astute trial counsel to adduce evidence to
prove it; but no such evidence, testimonial or
documentary, was forthcoming, and appellant did not
even testify in his own defense. The prosecution, on the
other hand, produced a number of witnesses who made it
clear that appellant went to Mexico for purposes of flight,
with a quite settled determination not to return to the
United States if he could avoid doing so. The relevancy

and sufficiency of this evidence have already been passed
upon. United States v. Rosenberg, supra.

The witness Manuel [**6] Giner do los Rios, who
lived in the same apartment house as appellant in Mexico
City, testified that he became acquainted with appellant,
who told him some time in July that he was an American
and was afraid that 'they were looking for him so that he
would have to go in the Army'; that appellant was
looking for information as to how to get out of Mexico;
that a few days later appellant asked for directions of how
to go to Vera Cruz, which the witness gave him; that
appellant was away for about 15 days, somewhere around
the 20th or 22nd of July, 1950, during which period of
time the witness received from appellant in the mail an
envelope postmarked Vera Cruz addressed to the witness,
containing a letter which the witness delivered to
appellant's wife, and another postmarked 'Tampico,
another Mexican seaport, also containing a letter for
appellant's wife.

Other witnesses testified to the use by appellant of
false names and an elaborate system of correspondence
from appellant in Mexico, enclosing letters for delivery to
members of appellant's family in the United States, with
return addresses on the envelopes and the names 'M.
Sowell' and 'M. Levitov.' The effort to avoid interception
[**7] and detection is perfectly plain. Indeed, in one of
his prior Section 2255 applications appellant stated: 'I left
the family in the Mexico City apartment and travelled
around Mexico to Vera Cruz and Tampico, even using
false names and inquiring about passage to Europe and
South America for all of us.'

The proof of appellant's return to the United States
by the Mexican Security Police merely supplemented the
proof of appellant's consciousness of guilt by explaining
his presence at the trial, which appellant appears to
concede was not voluntary. As we said on the first
appeal, United States v. Rosenberg, supra, 195 F.2d at
page 602, 'otherwise the jury might have inferred that he
had returned voluntarily to stand trial.'

So we turn to the specifications of alleged perjury,
false representations and suppression of evidence.

Immigration Inspector Huggins testified that on
August 18, 1950 about nine Mexican officials brought
appellant to him in Laredo, Texas, that he filled out the
manifest, which is now challenged as palpably false,
noting from what he had [*523] observed and not from
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anything said to him by the Mexican officials, 'Deported
From Mexico,' and further data, such [**8] as appellant's
occupation of electrical engineer, that he had spent all his
life in the United States 'until about two months ago,' his
age, address, and so on, from answers given to him by
appellant. On the reverse side of the manifest, under
'Remarks and Endorsements' is written, 'Brought to Imm.
Office by Mex. Police,' followed by the signatures of
Inspector Huggins and appellant.

By some process of reasoning that is far from clear
to us, this is supposed to be wilful perjury because
appellant asserts that he was assaulted and 'kidnapped' by
the Mexican Security Police, as agents of or instigated by
the FBI, and brought to Laredo, Texas, without any
formal deportation proceedings, which we are told are
elaborate and technical and always observed with
meticulous care by the Mexican authorities.

But appellant was nonetheless deported and the
witness did no more than testify to what he personally
observed, or was told by appellant, and noted in the
manifest in the regular course of his official duties. It is
nothing short of absurd to characterize this as wilful
perjury deliberately foisted on the trial court by the
prosecution. There was no perjury.

The charge that the judgment [**9] of conviction
cannot stand because the prosecutor procured it by false
reprsesentations also falls of its own weight. On
appellant's motion in arrest of judgment, made shortly
after the conclusion of the trial, and on April 5, 1951, his
counsel referred to the manifest prepared by Inspector
Huggins as a 'downirght falsehood,' and read into the
record an affidavit of appellant describing the
'kidnapping' in some detail, in the course of which
appellant stated that he tried to show the Mexican police
his 'papers, visas etc.,' concluding with the charge that the
United States had secured jurisdiction over appellant 'by
a criminal, illegal, act, and so the United States must send
Sobell back to the place where they took him from, to
deal with him accordingly some time in the future.' This
motion was denied and the order affirmed and certiorari
denied, and this forms part of the background described
in the opinion of Judge Irving R. Kaufman, supra.

The alleged false statements were made by the
prosecutor who spoke briefly, after counsel for appellant
had fully stated the grounds for his motion in arrest of
judgment. The first of these is:

'This very affidavit (of Sobell) contains a [**10]
falsehood in the statement that there was exhibited
amongst other things to the Mexican authorities visas.
Counsel ought to know that his client never went into
Mexico with a visa.'

This is supposed to be false because, although
appellant concededly had no visa, he did have a tourist
card, which counsel now insists is a 'tourist card (visa).'
Thus the charge collapses. The statement as made was in
all respects true. The balance of the claim of wilful
deception of the court has in effect already been disposed
of. The prosecutor said:

'The whole affidavit (of Sobell) portrays certainly
that this defendant was not honorably escorted from
Mexico but that literally he was kicked out as a deportee.'

As the trial judge had the affidavit before him, it is
difficult to see how any characterization of its contents
could possibly justify a charge of wilful
misrepresentation and deception; but in fact the statement
was accurate. Appellant was deported from Mexico; he
did not return to the United States voluntarily; and the
expression 'kicked out,' while perhaps offensive to a
refined ear, describes precisely what happened to him on
August 18, 1950.

The alleged suppression of evidence [**11] is more
of the same thing, with some elaboration. Appellant's
international vaccination certificate is mentioned but
appellant knew of its existence, made no [*524]
reference to it at the trial, and he must have realized that
it would cut both ways if offered in evidence. He might
well have claimed that its possession demonstrated an
intention to return to the United States, but the
prosecution would just as likely have argued to the
contrary. None of the remaining so-called 'facts of
abduction' tended in the slightest degree to demonstrate
that appellant would have returned to the United States of
his own volition. Nor are we able to discern any
suppression of any evidence by the prosecution.

The nub of the matter is that what appellant now
asserts he asserted in substance and in the most
unequivocal way in his motion in arrest of judgment. It
was then clear that what he then knew was available for
his defense at the trial but, as stated by Judge Frank in his
opinion on the first appeal, United States v. Rosenberg,
195 F.2d at page 603: 'He preferred to take his chances
on the verdict, withholding his trump card until the trial
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was over. The Federal Rules of Criminal Procedure
[**12] (18 U.S.C.A.) allow no such tactic.' We may add
that the 'trump card' would probably have proved more
harmful than beneficial to appellant's defense. At least it
is fair to assume that such was the conclusion arrived at
by his trial counsel. They decided not to pursue the
subject at the trial, further than upon the
cross-examination of Inspector Huggins, who testified
that he was expecting appellant at Laredo, Texas, and 'we
had a lookout on him to prevent his departure from the
United States.' When this testimony was thus elicited,
counsel for appellant stated, 'that is just exactly what I
wanted to get at,' but the subject was not pursued further
after Inspector Huggins left the witness stand.

The cases relied upon by appellant, such as Hysler v.
Florida, 315 U.S. 411, 62 S.Ct. 688, 86 L.Ed. 932;
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 64 S.Ct. 997, 88 L.Ed. 1250, and Mesarosh v. United
States, 352 U.S. 1, 77 S.Ct. 1, 1 L.Ed.2d 1 and others,
where the court found perjured testimony had been used
or there was improper conduct on the part of prosecuting
officers, involve facts which bear not even a remote
resemblance to the factual background of this case; the
[**13] principles stated in those cases have no
application here.

II

Appellant's supplementary motion also rests upon the
charge that he was forcibly abducted from Mexico by the
Mexican Security Police as agents of the United States.
He contends that the alleged abduction was a violation of
the Extradition Treaty between the United States and
Mexico, 31 Stat. 1818, and that as a result the United
States lacked power to proceed against him. He relies
upon Cook v. United States, 288 U.S. 102, 53 S.Ct. 305,
77 L.Ed. 641, which holds that the United States courts
may not acquire jurisdiction by means of a treaty
violation. As appellant says, his 'objection to national
and, consequently, judicial power does not rest on the
kidnapping or abduction of appellant as such, but rather
upon the violation of the treaty.' We must inquire,
therefore, whether there has been a violation of the treaty
with Mexico.

It seems too plain for reasonable debate that Ker v.
Illinois, 119 U.S. 436, 7 S.Ct. 225, 30 L.Ed. 421, answers
that question in the negative, even if appellant's factual
assertions be taken as true. That case involved a treaty
with Peru, 18 Stat. 719, in all pertinent respects the same

as [**14] the one before us, i.e., each treaty provides for
extradition for certain named crimes and neither the
treaty with Peru nor the treaty with Mexico in terms
prohibits abduction by one party of criminals found in the
territory of the other. Ker, who had been charged with a
crime committed in the United States, had left the country
and was located in Peru. The President of the United
States issued a warrant and sent a messenger to Peru to
receive Ker from the Peruvian authorities in compliance
with the treaty. Instead, the messenger kidnapped Ker and
returned him forcibly [*525] to the United States. Ker
excepted to the jurisdiction of the court but was
convicted. Upon Supreme Court review of affirmance of
his conviction by the Illinois court, Ker urged two other
grounds for reversal,

'But the main proposition insisted on by counsel for
plaintiff in error in this court is, that, by virtue of the
treaty of extradition with Peru, the defendant acquired by
his residence in that country a right of asylum, -- a right
to be free from molestation for the crime committed in
Illinois, a positive right in him that he should only be
forcibly removed from Peru to the state of Illinois [**15]
in accordance with the provisions of the treaty, -- and
that this right is one which he can assert in the courts of
the United States in all cases, whether the removal took
place under proceedings sanctioned by the treaty, or
under proceedings which were in total disregard of that
treaty, amounting to an unlawful and unauthorized
kidnapping.' 119 U.S. at page 441, 7 S.Ct. at page 228.

Although the language appellant uses is slightly
different, there can be no doubt that he is asserting
precisely the same claim as did Ker, which claim was
rejected by the Supreme Court.

And the Ker case continues to have validity. It was
cited in the Cook case, relied upon by appellant, and in
Frisbie v. Coolins, 342 U.S. 519, at page 522, 72 S.Ct.
509, at page 511, 96 L.Ed. 541, where the Court said:

'This Court has never departed from the rule
announced in Ker v. Illinois, 119 U.S. 436, 444, 7 S.Ct.
225, 229, 30 L.Ed. 421, that [HN1] the power of a court
to try a person for crime is not impaired by the fact that
he had been brought within the court's jurisdiction by
reason of a 'forcible abduction."

Appellant seeks to avoid the impact of the Ker case
by insisting that, although there was no treaty [**16]
violation in that case, there was such a violation in the
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case at bar. 'Unlike the facts in Ker,' appellant says, 'the
petition here charges action by the United States
Government * * *.' Appellant relies on 'The actions of the
United States' agents in initiating, planning and
participating in the seizure.' But it can hardly be
maintained, still assuming the truth of appellant's charges,
that the unlawful and unauthorized acts of the Mexican
police acting in behalf of subordinate agents of the

executive branch of the United States Government were
any more acts of the United States than the unalwful and
unauthorized acts of the emissary of the Chief Executive.
We think the question presented is indistinguishable from
that before the Supreme Court in Ker, and that our
decision here is controlled by that case.

Affirmed.
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CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff inventor
appealed the judgment of the United States District Court
for the Southern District of New York which dismissed
its amended complaint to reopen patent litigation against
defendant manufacturer.

OVERVIEW: Plaintiff inventor, in an earlier action, did
not receive a patent on a hearing aid he invented because
defendant manufacturer's invention was earlier in time.
Plaintiff brought suit seeking to annul the patent and
seeking a refund of license fees, claiming that defendant
had committed fraud when it applied for its patent. The
district court dismissed the action on the merits. Plaintiff
appealed, contending that fraud was a sufficient basis to
reopen the litigation. The court affirmed the dismissal,
holding that the law of the case doctrine and equitable

considerations barred plaintiff from relief some 15 years
after the patent office had rendered a final decision,
especially because little time was remaining in the life of
the patent.

OUTCOME: The court affirmed the judgment that
dismissed plaintiff inventor's complaint to reopen patent
litigation against defendant manufacturer. Plaintiff's fraud
allegations were insufficient to reopen 15-year old patent
litigation.

CORE TERMS: patent, invention, receiver, bone,
conduction, disclosure, interference proceeding, estoppel,
summary judgment, annexed, annul, fabrication,
conspiracy, diversity, license, license agreements, priority
of invention, photostatic copy, sketch, unsuccessful party,
reconsider, summarily, apparatus, overrule, failure to
prosecute, interview, withdrawn, vibrator, withdrew,
refund
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OPINION BY: HAND

OPINION

[*132] The plaintiff appeals from a judgment of
Judge Ryan, summarily dismissing its amended
complaint upon the merits. Included in the appeal are a
number of other orders whose correctness it will not be
necessary to consider, because we hold that the amended
complaint was properly dismissed on the merits. The
jurisdiction of the court was based upon diversity of
citizenship, and in substance the complaint, including the
exhibits which it annexed, together with the affidavits
disclosed the following situation. On June 29, 1933, one,
Koch, filed an application in the Patent Office for a
'hearing aid apparatus'; on August 25, 1933, one,
Nicholides, filed another application for a similar
apparatus, [**2] and on November 11th of the same
year the defendant Greibach filed a third application. On
August 31, 1934, the Patent Office declared an
interference between certain claims prepared by the
defendant, Pineles, upon these applications. Koch
assigned his invention to the plaintiff; Nicholides

assigned his to the Sonotone Corporation, and Greibach
gave an exclusive license to the Sonotone Corporation.
In October, 1934, Koch moved to dissolve the
interference as to Nicholides and Pineles consented.
Hence, the situation after October of 1934 was that the
interference was only between Koch and Greibach. On
February 11, 1936 the examiner of interferences awarded
priority to Greibach, and on October 5, 1936 the Board of
Appeals of the Patent Office affirmed the examiner's
decision. Koch took an appeal to the United States Court
of Customs and Patent Appeals and while it was pending
the plaintiff and the Sonotone Corporation, on May 7,
1937, entered into a contract under which, in the event of
an award of the invention to either party upon a final
decision of the interference proceeding, the successful
party would give to the other a non-exclusive license, for
which the [**3] licensee would pay one dollar for every
'bone receiver' sold. On the same day, Sonotone
Corporation, for a gross sum paid, agreed to grant an
exclusive license to the plaintiff under an existing patent,
which, so far as appears, had nothing to do with the
invention in question. On May 31, 1938, the United
States Court of Customs and Patent Appeals affirmed the
decision of the Board of Appeals and in due course
Patent No. 2,127,468 issued on this decision. Kock v.
Greibach, 96 F.2d 843, 25 C.C.P.A., Patents, 1168.

Two questions were decided in the interference
proceeding: one, that Greibach's invention was prior to
Koch's, the other, which is not raised on this appeal, that
Greibach had not lost his right to a patent through delay.
The decision of the first issue turned substantially
altogether upon two physical exhibits, one of which, 'No.
11,' bore the date 'V.10.32,' and the other, 'No. [*133]
14,' bore the date '9-4-32.' Koch claimed that the original
years on both of these had been '33' and that Greibach
had fraudulently changed them to '32.' On the
interference proceeding Koch swore that one, Nowak,
who had been in the employ of plaintiff [**4] until no
later than March 1933, was familiar with 'all the
development work' in the plaintiff's factory, and that
every instrument discovered there was 'always
demonstrated' to him. Koch also swore that one,
Benway, approached him in October or November, 1932,
and came to the factory with Nowak. On his own behalf
Greibach testified that in March, 1933, Benway called on
him and explained to him that he was negotiating with
people who promised to have 'a bone conduction vibrator'
ready in a short time, the designing of which Benway
asked Greibach whether he would undertake. Greibach
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said he would, and Benway told him that the people with
whom he was dealing -- Nowak and Ring -- were both
Vice-Presidents of the plaintiff. Shortly thereafter,
Benway, Nowak and Ring came to Greibach's home and
he told them that he could manufacture a 'vibrator'
without external contacts. Nowak at the time said that
the plaintiff had something of the same kind. Sometime
in March, 1933, Nowak and Ring discussed with
Greibach the cost of developing some new instruments,
but the three apparently decided nothing, for Nowak and
Ring left, telling Greibach that they would see him later.
[**5] After another interview Nowak disappeared. At no
time had he discussed the design of the plaintiff's vibrator
with Greibach; he had merely spoken of his intention of
starting a new 'hearing aid company.' Thus Greibach
denied that he had ever got from Nowak and Ring any
knowledge of the invention, or had appropriated it,
fraudulently ante-dating his exhibits, so as to ante-date
his conceded interviews with Nowak and Ring.

The complaint alleged that in the summer of 1950
the plaintiff for the first time learned of facts which
would have resulted in a decision in favor of Koch in the
interference proceeding. These were set out in an
affidavit of Nicholides, used to defeat a motion by the
defendants for summary judgment and are the basis for
the action at bar. We quote them in the margin. 1 The
relief demanded was that the Greibach patent [*134] be
annulled, that the Sonotone Corporation refund all the
license money paid by the plaintiff, that the Sonotone
Corporation and Greibach be enjoined from claiming any
rights under the patent, and certain other relief not
necessary to set forth. In its brief on this appeal the
plaintiff has disclaimed any effort to annul [**6] the
patent, so that the remaining relief demanded is only for
the annulment of the license agreements, a refund of the
money paid and other incidental recovery. The action
was commenced on October 24, 1950, originally against
only the Sonotone Corporation; but on May 25, 1951,
Greibach and Pineles were added as parties. An amended
complaint was filed on January 8, 1952 and the cause
came up on the day calendar on April 11, 1955; and was
set for trial on April 25. Some time earlier the defendants
had moved before Judge Weinfeld for summary
judgment, which he had denied on January 29, 1951. On
April 22nd the plaintiff's trial counsel became sick and
went to the hospital, and after several adjournments and
interlocutory proceedings not necessary to describe,
Judge Ryan summarily dismissed the complaint on May
23. It would be necessary to consider these interlocutory

proceedings and say whether the dismissal without
prejudice for failure to prosecute was justified, were it not
that the judgment granted a summary dismissal on the
merits, not only, (1), of so much of the complaint as
sought to annul the judgment of the United States Court
of Customs and Appeals (which, [**7] as we have said,
the plaintiff in any case has withdrawn), but also, (2), of
the license agreements; and, (2 and 4), of the prayer that
the Sonotone Corporation refund all payments and pay
damages 'by reason of alleged acts of the defendants.'

The first question is whether Judge Ryan was so
bound to follow Judge Weinfeld's denial of the
defendants' motion for summary judgment that we must
reverse his summary judgment on the merits without
considering whether it was right: that is, whether the
denial had become 'the law of the case,' and must be
accepted thereafter without re-examination. Is the
doctrine described by that phrase an inflexible rule of
law, or only a cautionary admonition to be applied when
the occasion demands it? The order denying the motion
for summary judgment was not appealable, and the
consequence of holding that Judge Ryan was forbidden to
reconsider it, would be that, if the judgment of dismissal
because of failure to prosecute was wrong, yet the
complaint should have been dismissed on the merits, the
defendants would be compelled to suffer the loss of time
and money involved in a trial that from the outset was
unnecessary. No one will suggest [**8] that the first
judge himself may not change his mind and overrule his
own order, so that the basis of the doctrine can only be
that there are reasons why the second judge may not do
so that do not exist when the first does. We can think of
only two such reasons: (1) the second judge should defer
to the rule of the first as a matter of mutual [*135]
respect between members of the same court; (2) if he
does not so defer, the defeated party may shop about in
the hope of finding a judge more favorably disposed.
The first reason is clearly untenable; judicial sensibilities
should play no part in the disposition of suitors' rights.
The second reason has indeed much to recommend it,
and, as a matter of practice, has been universally regarded
a sufficient reason for treating the first ruling as
conclusive. It is, however, quite another question
whether under all circumstances it makes the first ruling
immune from reconsideration. As we view it, the
question is in substance the same as that which arises
when an appellate court upon a second appeal is faced
with an earlier decision of its own, especially if the
earlier decision happens to be that of a different panel
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[**9] of judges. The second panel has unquestioned
power -- 'jurisdiction' -- to deviate from the first, but as a
matter of practice it rarely does so; and there is more
reason to refrain than if two different actions are
involved, when the only question is whether to follow a
precedent. In any event on both occasions there is no
imperative duty to follow the earlier ruling -- only the
desirability that suitors shall, so far as possible, have
reliable guidance how to conduct their affairs. Since in
the case at bar Judge Ryan had concluded to dismiss the
complaint for lack of prosecution, the action was to come
to an end, and the plaintiff would have to appeal. The
order denying the motion for summary judgment was no
longer of any value to it, unless it could reverse the
dismissal for lack of prosecution. Thus there was every
reason to present the merits of the complaint to the Court
of Appeals against that possibility; and that was possible
only in case it had before it a dismissal on the merits.

It is true that in Commercial Union of America v.
Anglo-South American Bank, 2 Cir., 10 F.2d 937, we
reversed a similar judgment for the sole reason that
[**10] it overruled an earlier order of another judge
denying a motion for the same relief; and it would not be
frank to deny that we intended this doctrine to be without
any exceptions. We have cited the decision more than
once since it was made and have recognized its
correctness, but we several times questioned the
inflexibility of its statement. We applied it twice 2 in
cases where the second judge had decided a point that
was already pending undecided in a separate proceeding,
taking the decision, so to say, out of the first judge's lap.
There can be no doubt of its propriety in those instances.
On the other hand in Potts v. Village of Haverstraw, 2
Cir., 93 F.2d 506, 509 and in Munro v. Post, 2 Cir., 102
F.2d 686, 688, we declined to apply it, because the
second order did not overrule anything actually decided
in the first, although it was based upon an understanding
of the law at war with that on which the first had stood.
The distinction appears to us not to be relevant, if the
theory is unflinching. In United States v. Steinberg, 2
Cir., 1938, 100 F.2d 124, 125, we said: 'Whether there is
any invariable and unyielding [**11] rule, rather than a
practice, usually desirable, we might wish to reconsider,
if it became necessary' -- as it has become in the case at
bar. That this is the only proper use of the doctrine
appears from Messinger v. Anderson, 225 U.S. 436, 444,
32 S.Ct. 739, 740, 56 L.Ed. 1152, where the Supreme
Court, through Holmes, J., spoke as follows: 'In the
absence of statute the phrase, 'law of the case,' as applied

to the effect of previous orders on the later action of the
court rendering them in the same case, merely expresses
the practice of courts generally to refuse to reopen what
has been decided, not a limit on their power.' This was in
substance repeated in United States v. United States
Smelting, Refining & Min. Co., 339 U.S. 186, 198, 70
S.Ct. 537, 544, 94 L.Ed. 750: [HN1] 'The rule of the law
of the case is a rule of practice, based upon sound policy
that when an issue is once [*136] litigated and decided,
that should be an end of the matter.' It is true that in the
two cases last cited the question was of the
conclusiveness of a former ruling of an appellate court in
a new appeal in the same case; but, as we have said, there
is no [**12] relevant difference between that situation
and the case at bar. So far therefore as our original
opinion must be read as meaning that the question is not
one of discretion, and that on no occasion may the second
judge reconsider a ruling of the first judge, we now
overrule it; and we come to a consideration of whether
the dismissal on the merits was right.

Since the plaintiff has withdrawn any claim to have
the patent annulled, the only remaining claim is that the
license agreements should be invalidated because they
were obtained by fraud. In the face of the allegations in
the complaint that Greibach had in substance purloined
the invention from Koch, and had obtained the patent by
fraud, it would obviously have been improper to dismiss
it summarily, were it not for the decision of the United
States Court of Customs and Patent Appeals. If,
however, that is an estoppel as to whether Greibach made
the invention independently and before Koch, the
dismissal was right, because the estoppel was a final
answer to the claim of fraud. The District Court, sitting
in a 'diversity' case, of course had jurisdiction to set aside
the license agreement for fraud, though it had [**13]
none to annul the judgment of the Court of Customs and
Patent Appeals; but questions may be raised as to what
law should govern its effect as an estoppel. Should a state
court apply the same test of fraud to the estoppel of a
federal judgment based upon federal law, that it would
apply to the judgment of a state court? Does it make any
difference, if the challenged federal judgment was
rendered in a 'diversity' action based upon the law of the
state? Should a federal court in an action based upon
diversity give the same answers as a state court? 3 In the
case at bar we need not answer these questions, if the
judgment of the Court of Customs and Patent Appeals
would be an estoppel, whether the state or federal test be
used. It is certainly true that the New York test is not
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more liberal than the federal test. 4

The decisions of the Supreme Court in Hazel-Atlas
Glass Co. v. Hartford-Empire Co., 322 U.S. 238, 64 S.Ct.
997, 88 L.Ed. 1250, and its companion appeals, Shawkee
Manufacturing Co. v. Hartford-Empire Co., 322 U.S.
271, 64 S.Ct. 1014, 88 L.Ed. 1269, may be taken as
laying down as liberal a test as any other federal
decisions and [**14] they are indeed the plaintiff's chief
reliance. It is important to state with some detail the facts
in these cases, for the scope of the decisions has not
always been understood. They came up upon petitions of
the Hazel and Shawkee companies to the Court of
Appeals for the Third Circuit, 137 F.2d 764, to be
allowed to file bills of review of judgments of the District
Court, which had been entered upon mandates of the
Court of Appeals reversing judgments for the Hazel and
the Shawkee companies as infringers of a patent, and
directing judgments in favor of the Hartford company.
That company upon the appeal from the judgments
dismissing its complaints had laid special stress upon a
published article, commending the invention in suit as a
wide step forward in the art, although the article had not
been actually put in evidence at the trial. In fact it was a
fabrication and a forgery concocted by the Hartford
company, and so both the Hazel and the Shawkee
companies had been told during, or after the trial.
Indeed, [*137] on the appeal in the Shawkee case one of
its lawyers had told one of the circuit judges that the
article was spurious. Nevertheless, [**15] in its opinion
reversing the District Court's dismissal of both
complaints, the Court of Appeals had particularly relied
upon the fabrication, 'quoting copiously from the article
to show that 'labor organizations of practical workmen
recognized' the 'new and differentiating elements' of the
'gob feeding' patent.' (322 U.S. 238, 64 S.Ct. 999.) After
the District Court had entered judgment for the Hartford
company on the mandate of the Court of Appeals, the
Hazel and Shawkee companies upon investigation
learned the details of the fraud, and it appeared without
dispute that the Hartford company had bribed the writer
of the article to fabricate and publish it in a trade-union
paper. On these facts the Supreme Court reversed the
Court of Appeals which had denied the petitions for leave
to file bills of review, and dismissed the complaint. The
Court held that, despite the fact that the validity of the
patent had been one of the issues determined in the
infringement actions, that the Hazel and Shawkee had
had notice that the article might be a fabrication, and that
the term had long since expired in which the judgments

had been issued, the undisputed fraud had [**16] been
so gross as, not only to excuse, but to demand, the
intervention of a court of equity.

It is plain that the Court did not mean to annul the
'salutary general rule * * * that in most instances society
is best served by putting an end to litigation after a case
has been tried and judgment entered.' 322 U.S. at page
244, 64 S.Ct. at page 1000. It did not decide that the
unsuccessful party to an action may always reopen a
judgment upon producing evidence of fraud in procuring
it, even though the evidence was inaccessible at the trial;
especially it did not so decide when the trial had turned
upon the issue of fraud and the new evidence was another
version of what had originally appeared. On the other
hand, it did mean to abandon the distinction made in
United States v. Throckmorton, 98 U.S. 61, 25 L.Ed. 93,
between 'extrinsic' and 'intrinsic' fraud, as the
Restatement of Judgments had already done. 5 Indeed, it
is impossible to draw any line based upon that
distinction; for all fraud is designed to prevent, and, when
successful, does prevent, the unsuccessful party from
proving the facts that determine his rights. The fact that
he does [**17] not at first succeed in unmasking the
machinations of his adversary is no reason for denying
him relief after he has finally succeeded in penetrating
the complete disguise. And yet it is obvious that there
must be a limit, else the mere assertion of relevant
evidence, though it was inaccessible at the trial, will be
enough to upset any judgment. From this dilemma there
is no escape unless in each case we balance the
conflicting interests and make a decision ad hoc; and that
is as we understand the decisions of the Supreme Court
that we have cited. Hence we must consider the occasion
at bar in its concrete details and without the help of any
controlling general postulate.

The story told by Nicholides which is the basis of
the present action is that Nowak, shortly after leaving the
plaintiff's employ, came to Lieber, the president of the
Sonotone Corporation, and Pineles, its attorney, in May,
1933, and showed him a model of Koch's invention.
Lieber told Pineles to draw specifications for a patent on
a 'bone conduction receiver' that Nicholides had already
designed, of which the 'disclosure was dated March,
1933.' Pineles did so, and filed the application on August
25, 1933. [**18] So far, there is no suggestion that the
parties meant any fraud or fabrication; it was to be a
straight contest between the two disclosures. However,
Pineles found out later that Koch's date was before
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March, 1933, and [*138] told Lieber that Nicholides
could not succeed. Thereupon the two decided 'to make
it appear that Greibach had invented the same bone
conduction receiver * * * at an earlier date than the date
claimed by Koch.' How long after Nicholides filed his
application Pineles learned that Koch did antedate his
invention does not appear, but the interference was
declared on August 31, 1934, and Nicholides did not
withdraw from it until October of that year. Moreover,
Greibach had filed his application on November 11,
1933, and obviously Pineles must before that have
prepared the specifications and set on Greibach to forge
the marks on Exhibits 'No. 11' and 'No. 14.' Lieber and
Pineles had therefore not only concocted the fraud
between August 25, 1933 and November 11, but during
the interval Greibach, learning from Pineles of Koch's
apparatus, had fabricated the exhibits, perhaps separating
them by four months to add plausibility to his testimony.
Lieber [**19] had discharged Greibach in March, 1932
and Greibach was bitterly resentful, though Pineles
remained on friendly terms with him and saw him not
infrequently. Even though we suppose that sometime in
September or October of 1933 Pineles learned that
Nicholides's application was too late, it remains
unexplained (1) why they did not withdraw it for a year
thereafter; (2) why Pineles, sometime before August 31,
1934, drew up interference claims which should read
upon it, as well as upon Greibach and Koch; and (3) why
he withdrew Nicholides from the interference a month
later. Certainly it rested upon the plaintiff to make some
explanation of such a hiatus in its evidence.

Furthermore, we cannot see what testimony
Nicholides could give on a new trial, if there was one,
that would be at once competent and discredit the
evidence on which the interference proceeding was
decided. Lieber is dead and did not testify at trial.
Moreover, nothing that he said to Nicholides was in
execution of the putative conspiracy, for the interview
between him and Lieber and Pineles ended in Lieber's
asking Pineles 'what could we do so that we could get
priority of invention,' and in Pineles' [**20] answer that
he would talk to him later. It was 'several days later' that
Lieber told Nicholides 'that Pineles would bring Greibach
into the picture in such a manner as to predate Koch' etc.;
and that was not in execution of the conspiracy. Thus, we
do not see that any new evidence could be adduced; if so,
all that could happen upon a new trial would be an added
opportunity to cross-examine Greibach and Pineles.
Finally, even if it be supposed that when Nicholides

withdrew his application in October, 1934, he had
become privy to the conspiracy, that would not make his
earlier hearsay testimony competent. But suppose it did;
it would then appear that he had willingly gone into a
scheme with two rogues who were seeking to defraud the
plaintiff and the court, and to steal Koch's invention. We
cannot agree that such testimony discovered after fifteen
years can be the basis for reopening a judgment,
especially a judgment that, turning as it did upon a charge
of fraud, was likely to put the unsuccessful party on the
alert for all possible support of that position. Nor are we
must here with the objection that we must be jealous of
validating any patent that is challenged, [**21]
because -- quite aside from the plaintiff's disclaimer of
any intention to annul this patent -- if it has not already
expired, little of its life can be left, and the public interest,
which was a moving factor in Judge Weinfeld's decision,
by now has at best become negligible. We do not hesitate
to hold that the considerations supporting the doctrine of
res judicata should prevail.

The paragraphs numbered I and II of the judgment,
which are concerned with the dismissal of the action for
failure to prosecute, will be vacated, as they become
moot with the affirmance of the paragraphs numbered IV,
V, VI and VII. The paragraph numbered III is vacated
because the plaintiff on this appeal [*139] withdrew the
corresponding prayer for relief. The paragraphs
numbered IV, V, VI and VII are affirmed.

Judgment will be entered in compliance with the
foregoing direction.

1. 'What actually happened was that Nowak
came to Sonotone Corporation some time during
the latter part of May 1933 and showed to Dr.
Lieber, Pineles and myself a working model of
Koch's bone conduction receiver and told us that
it would be on the market in a month. At that
time I made a sketch of Koch's model. A
photostatic copy of my sketch is annexed hereto
as Exhibit '1.'

'I know the date Nowak did this because
immediately after his visit we got to work to
produce a bone conduction receiver based on the
same principle as Koch's, patterned after my
disclosure of March 30, 1933. The first thing I
did within a day or two after Nowak's visit was to
make rough sketches of such proposed receiver.
One of these, dated May 25, 1933, fixes the date
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of Nowak's visit. A photostatic copy thereof is
annexed hereto as Exhibit '2.'

'After Nowak left, Dr. Lieber accused me, in
Pineles' presence, of being asleep at the switch in
permitting Dictograph to develop a more practical
bone conduction receiver before Sonotone. I told
Dr. Lieber that I had been working on the
development of a practical bone conduction
receiver, and I showed him a disclosure which I
had made to him. This disclosure was dated
March 30, 1933. A photostatic copy of it is
annexed as Exhibit 'C' to Franchot's affidavit.

'Dr. Lieber then directed Pineles to prepare
and file a patent application in my name, based
upon this disclosure. Pineles did so.

'Pineles discovered and told Dr. Lieber in my
presence that the date when Koch claimed he
made his invention was earlier than the date of my
disclosure, and, therefore, in all likelihood, Koch
would obtain priority of invention in the Patent
Office and Dictograph would obtain the patent on
the bone conduction receiver and not Sonotone.

'Dr. Lieber then said to Pineles in my
presence: 'since we had a sketch of Koch's model,
which Nowak had shown to us, and my
disclosure, what could we do so that we could get
priority of invention?' Pineles stated that he would
discuss it with him later.

'Several days later, Dr. Lieber told me that
Pineles would bring Greibach into the picture in
such a manner as to predate Koch; that Pineles
would set things up with Greibach so as to make
it appear that Greibach had invented the same

bone conduction receiver which was the subject
of Koch's invention at an earlier date than the date
claimed by Koch, so that Sonotone could get
priority of invention.

'It is to be noted that the exact invention of
Koch for a bone conduction receiver was the
subject matter of Greibach's patent application, as
well as my patent application.

'Pineles then prepared and filed a patent
application in Greibach's name.

'My application was withdrawn, since the
date of my disclosure was later than the date
claimed by Koch. Dr. Lieber had me sign a
waiver, a photostatic copy of which is annexed
hereto as Exhibit '3,' in which I agreed not to
contest the interference proceeding and
disclaimed the broad claims of principle and
application of principle involved in the counts in
the interference proceeding.'

[**22]
2. In re Hines, 2 Cir., 88 F.2d 423; Application
of Tracy, 2 Cir., 106 F.2d 96.
3. Moore's Federal Practice, par. 60.37(2), pp.
626-630.
4. Crouse v. McVickar, 207 N.Y. 213, 100 N.E.
697, 45 L.R.A.,N.S., 1159; Jacobowitz v. Herson,
268 N.Y. 130, 197 N.E. 169, 99 A.L.R. 1198;
Burbrooke Mfg. Co. v. St. George Textile Corp.,
283 App.Div. 640, 129 N.Y.S.2d 588; decides no
more than that the estoppel of a judgment as to
one element of a conspiracy is not necessarily a
bar to the claim.
5. Restatement of Judgments, § 118, Comment
b.
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CASE SUMMARY:

PROCEDURAL POSTURE: Appellant bank sought
review of a decision of a district court that, on remand
from the appellate court, entered judgment allowing
appellee debtor corporation to recover funds from
appellant plus interest being computed on various items
with some of the items carrying a six percent interest
before the entry of the decree on the mandate.

OVERVIEW: Appellant bank was the successor trustee
under a trust agreement securing a series of bonds issued
to appellee debtor corporation. Objections to the account
were filed, some of which were sustained and others
rejected by the lower court. Its decree gave judgment
against appellant, with interest thereon at six percent per
annum from the date of the decree. The decision was
reversed on appellant's appeal. The appellate court
directed the lower court to increase the surcharge with
interest at three percent per annum on the several items
making up such additional surcharge, and to require
appellant to pay all cost of the proceeding. The lower
court issued an order on remand. Appellant alleged the
order did not comply with the appellate court's mandate.
The appellate court modified the order and remanded for
a recomputation of the interest. The appellate court held
that until the decree on mandate was entered, the amount
of the additional surcharge and interest thereon was
unliquidated, and no duty to pay the six percent judgment
rate of interest thereon arose. The appellate court held the
same was true as to additional costs.

OUTCOME: The lower court's judgment allowing
appellee debtor corporation to recover funds from
appellant bank in addition to interest being computed on
various items carrying a six percent interest before the
entry of the decree on the mandate was modified and
remanded for recomputation of interest in conformity
with this opinion. The appellate court held that the wrong
interest rate was applied to some of the items.

CORE TERMS: decree, surcharge, per annum, amend,
prior decision, judgment rate, judgment nunc pro tunc,
date of judgment, original judgment, enter judgment,
successor, colleagues', survive, taxed

COUNSEL: [**1] Shearman & Sterling & Wright,
New York City, for appellant; John A. Wilson, Lester
Kissel and Willard M. L. Robinson, New York City, of
counsel.

Charles M. McCarty, New York City, for appellee
Prudence-Bonds Corp. (New Corp.).

George C. Wildermuth, Brooklyn, N.Y., for appellee
successor trustee of debtor. Samuel Silbiger, Brooklyn,
N.Y., for appellee George E. Eddy.

Nemerov & Shapiro, New York City, for appellee
Rosalie Samson.

Koenig & Bachner, New York City, for appellees
Gottlieb Trading Co. and others.

JUDGES: Before CHASE, Chief Judge, and SWAN and
FRANK, Circuit Judges.

OPINION BY: SWAN

OPINION

[*444] This appeal is an aftermath of the prior
decision of this court reported in Chemical Bank & Trust
Company v. Prudence-Bonds Corporation (New
Corporation), 2 Cir., 207 F.2d 67, certiorari denied, 347
U.S. 904, 74 S.Ct. 429. The case involved an accounting
by the Bank as successor trustee under a trust agreement
securing the Fifteenth Series of bonds issued by the
debtor corporation. Objections to the account were filed,
some of which were sustained and others rejected by the
District Court. Its decree, entered December 19, 1952,
gave judgment against the Bank for $ 262,760.17, [**2]
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with interest thereon at 6% per annum from the date of
the decree. Both the Bank and the Objectors appealed.
On the Bank's appeal we affirmed; on the Objectors' we
reversed, with directions to increase the surcharge by $
902,750, with interest at 3% per annum on the several
items making up such additional surcharge, and to require
the Bank to pay all costs of the proceeding. A mandate,
in the usual form, taxed appellate costs in favor of the
Objectors in the sum of $ 1957.31, and directed that
further proceedings be had 'in accordance with the
decision of this Court.' 1 On October 23, 1953 a decree
was entered on the mandate. 2 The present appeal brings
up that decree, the Bank contending that it does not
comply with the mandate in certain respects.

1. Our opinion was filed August 20, 1953; the
mandate was issued October 5, 1953 after denial
of the Bank's petition for rehearing, and filed in
the District Court October 7.
2. Timely notice of appeal was filed November
19, 1953. On December 30, 1953 the Bank filed a
petition for certiorari to review the prior decision
of this court. This was denied February 1, 1954,
347 U.S. 904, 74 S.Ct. 429. Thereafter on March
9, 1954 the Bank filed its brief and appendix.

[**3] The decree now before us provides that
Prudence-Bonds Corporation (New Corporation) recover
from the Bank the following four sums: (1) $ 262,760.17
(the amount of the original judgment entered December
19, 1952); (2) $ 1,489,074.42 (the amount of the
additional surcharge of $ 902,750, plus interest of $
586,324.42, such interest being computed on the various
items making up the additional surcharge at 3% per
annum from their respective dates up to December 19,
1952); (3) $ 28,078.85 (being the increase in costs above
those included in item (1)). Each of these three items is
to carry interest at 6% per annum from December 19,
1952. Item (4) is $ 1957.31 (the appellate costs as taxed
in our mandate) and is to carry interest at 6% per annum
from the date of the decree, October 23, 1953. The
appellant contends that none of the above items should
carry 6% interest before entry of the decree on mandate.

Since we affirmed the 1952 judgment in so far as it
awarded recovery of $ 262,760.17, we think the decree
on mandate is correct in applying the 6% judgment rate
from December 19, 1952. This accords with 28 U.S.C.A.
Sec. 1961 and Rule 29(a) of the Rules of this court. As to
the additional [**4] surcharges based on releases of

cash, we stated that each should bear interest 'at 3% from
the date when it was made.' We did not state when the
interest period should end, but the implication is clear
that it should continue until entry of the decree awarding
recovery of the surcharges. We did not direct entry of
judgment as of December 19, 1952. Until the decree on
mandate was entered, the amount of the additional
surcharge [*445] and interest thereon was unliquidated,
and no duty to pay the 6% judgment rate of interest
thereon arose. The same is true as to additional costs.
Accordingly imposition of the 6% rate on items (2) and
(3) from and after December 19, 1952 was not in
accordance with the mandate. As to those items that rate
should begin on October 23, 1953.

The appellees request that if the court should be of
opinion that it was necessary for its mandate to provide
specifically for interest on the increased awards at the
judgment rate of 6% from the date of the original
judgment, that the mandate be recalled and so amended.
This request is denied. The delay in the entry of the
proper judgment was necessary in the sense that time for
appellate reviews was required. [**5] See Briggs v.
Pennsylvania R. Co., 2 Cir., 164 F.2d 21, 23, 1 A.L.R.2d
475, affirmed 334 U.S. 304, 68 S.Ct. 1039, 92 L.Ed.
1403. The decree on mandate in President and Directors
of Manhattan Co. v. Kelby, 2 Cir., 147 F.2d 465,
certiorari denied, 324 U.S. 866, 65 S.Ct. 916, 89 L.Ed.
1422, is not a controlling precedent to the contrary, since
the decree on mandate was never reviewed.

The judgment is modified and cause remanded for
recomputation of interest in conformity with this opinion.

DISSENT BY: FRANK

DISSENT

FRANK, Circuit Judge (dissenting).

On the former appeal, 2 Cir., 207 F.2d 67, we held
that the district judge had erred in failing to find that the
Bank owed substantially the amount previously
determined by the Special Master, whose conclusions the
judge had over-ruled in large part. In other words, we
held that, had the judge not erred, his judgment, entered
on December 19, 1952, would have been not merely for $
262,760.17 but for about a million dollars greater.

The judge, in arriving at his much smaller judgment
of $ 262,760.17, had included interest at 3% up to the
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date of judgment (i.e., December 19, 1952). We said,
207 F.2d at page 77, that, as the Bank had been but
negligent [**6] and not guilty of bad faith, we would
not disturb the exaction of only 3% (instead of 6% as
urged by the plaintiffs) to the date of judgment, since, in
the circumstances, that was a matter within the judge's
discretion. But I do not at all agree 1 with my colleagues
that, in our ruling, 'the implication is clear' that 3% only
was to be the rate on the large amount by which we
increased the sum due, from December 19, 1952 to the
subsequent entry of the revised judgment pursuant to our
mandate. True, we said nothing on that subject, for the
very simple reason that we did not think about it. If we
had, I have not the slightest doubt that we would then
have said that, as the judge ought to have given judgment
on December 19, 1952 for the much larger amount,
interest on that figure should be at 6% from that date.
For it is most unjust that, merely because the trial judge
erred in over-ruling the Special Master, the plaintiffs,
successors of bondholders who lost heavily on account of
the Bank's negligence, should be deprived of the full 6%
rate on more than $ 1,500,000 for some ten months --
from December 19, 1952 until October 23, 1953, when
the new judgment on the mandate issued. [**7] (The
plaintiffs did not, on the previous appeal, ask us to direct
a judgment nunc pro tunc, doubtless because, in one of
this series of cases, a suit by these plaintiffs against
another bank, The Bank of Manhattan, where we reversed
and remanded without such a direction, the same trial
judge had entered judgment nunc pro tunc, with interest
at 6%, and that bank had not appealed.)

1. I happened to be one of the panel of this court
which heard and decided the earlier appeal.

I agree that, in the light of Briggs v. Pennsylvania R.
Co., 2 Cir., 164 F.2d 21, 23, affirmed 334 U.S. 304, 68
S.Ct. 1039, 1040, 92 L.Ed. 1403, our mandate did not
authorize the judge to enter judgment on the mandate as
he did. But in the Briggs case, both this court and the
Supreme Court (1) stressed the fact that our term had
expired when the second [*446] appeal was taken, and
(2) expressly refrained from deciding whether, even so,
our mandate should have been amended if on the second

appeal the plaintiff had requested the Court [**8] to
amend it. 2 The Supreme Court, in the Briggs case, said:
'It is clear that the interest was in excess of the terms of
the mandate and hence was wrongly included in the
District Court's judgment and rightly stricken out by the
Circuit Court of Appeals. The latter court's mandate
made no provision for such interest and the trial court had
no power to enter judgment for an amount different than
directed. If any enlargement of that amount were
possible, it could be done only by amendment of the
mandate. But no move to do this was made during the
term at which it went down. While power to act on its
mandate after the term expires survives to protect the
integrity of the court's own processes, Hazel-Atlas Glass
Co. v. Hartford Co., 322 U.S. 238, 64 S.Ct. 997, 88 L.Ed.
1250, it has not been held to survive for the convenience
of litigants. Fairmont Creamery Co. v. Minnesota, 275
U.S. 70, 48 S.Ct. 97, 72 L.Ed. 168. The plaintiff has at no
time moved to amend the mandate which is the basis of
the judgment. That it made no provision for interest was
apparent on its face. Plaintiff accepted its advantages and
brings her case to this Court, not on the proposition that
amendment of [**9] the mandate has been improperly
refused, but on the ground that the mandate should be
disregarded. Such a position cannot be sustained. Hence
the question whether interest might, on proper
application, have been allowed, is not reached.'

2. See Givens v. Missouri-Kansas-Texas R. Co.
of Texas, 5 Cir., 196 F.2d 905, 906.

Since our decision in the Briggs case (1947),
Congress has abolished court terms and we are now
entirely free to change our mandate to achieve justice.
See 28 U.S.C.A. § 452, and National Comics Publication
v. Fawcett Publications, 2 Cir., 198 F.2d 927. Moreover,
here the plaintiffs specially request us to amend our
mandate. My colleagues' decision refusing to do so is, I
think, in direct conflict with Givens v.
Missouri-Kansas-Texas R. Co. of Texas, 5 Cir., 196 F.2d
905. I hope, therefore, that the Supreme Court will grant
certiorari here.

LEXSEE 1951 U.S. APP. LEXIS 3439
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CASE SUMMARY:

PROCEDURAL POSTURE: Respondent referee
sought review of an order from the federal district court
(New York) that directed respondent to return to the
reopened estate the amounts he received over 10 years
which exceeded an average of $ 20,000 for the years in
question. Respondent contended that the district court
lacked jurisdiction to proceed summarily or to give
judgment to petitioner foreign corporation.

OVERVIEW: Respondent referee, who appealed an
order that directed respondent to return to the reopened
estate the amounts that he received in excess of $ 20,000
per year over a 10-year period, asserted that the district
court lacked jurisdiction. The court held that the district
court's action in not reopening the bankrupt estate until
the order was made directing respondent to repay the
estate was proper. The court also held that the bankrupt
estate was properly entitled to such moneys. The court
found that no opportunity was given any judge to pass on
the withdrawals in any way. The court held that because
no authority for such a withdrawal was shown, the order
directing its return was proper. The court concluded that
there was a valid and binding rule in the district court that
referees' commissions should not exceed $ 20,000,
annually. The court held that the district court could
properly limit respondent's commissions to a total of $
20,000 a year and direct that the balance go to creditors
of the bankrupt. The order was affirmed.

OUTCOME: The order that directed respondent referee

to return to the reopened estate the amounts he received
over 10 years, which exceeded an average of $ 20,000 for
the years in question, was affirmed. The court held that
the district court's action in not reopening the bankrupt
estate until the order was made directing respondent to
repay the bankrupt estate was proper. The court found
that jurisdiction was proper.

CORE TERMS: referee, escrow', dividend, withdrawal,
colleagues, vested right, salary, dividends paid, pre-1938,
Bankruptcy Act, proportion, repay, directing, escrowed,
Chandler Act, southern district, public policy,
administered, so-called, bankrupt, totalled, bankrupt
estate, special master, full compensation, services
rendered, appointment, inclusive, reduction, appointee,
reopened

LexisNexis(R) Headnotes

Bankruptcy Law > Case Administration > Closings &
Reopenings > General Overview
Bankruptcy Law > Practice & Proceedings > Appeals >
Standards of Review > De Novo Review
[HN1] 11 U.S.C.S. § 1 et seq. provides that, upon cause
being shown, an estate may be reopened, a trustee
thereafter elected and a plenary action then instituted by
the trustee to recover assets of the bankrupt estate.

Bankruptcy Law > Claims > Types > Unsecured Priority
Claims > Administrative Expenses > Priority
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Civil Procedure > Judicial Officers > Referees >
Appointments
[HN2] 11 U.S.C.S. § 68 (prior to September 22, 1938)
provided: Referees shall receive as full compensation for
their services, payable after they are rendered from
estates which have been administered before them one
per centum commissions on all moneys disbursed to
creditors by the trustee. The Chandler Act, 52 Stat. 859,
940, effective September 22, 1938, amended the above
by adding: The judge may, however, by standing rule or
otherwise, fix a lower rate of compensation, so that no
referee shall receive excessive compensation during his
term of office. 11 U.S.C.S. § 68 (as amended September
22, 1938).

Bankruptcy Law > Claims > Types > Unsecured Priority
Claims > Administrative Expenses > Priority
Civil Procedure > Judicial Officers > Referees >
Appointments
[HN3] Referees' commissions are not earned by the mere
act of paying dividends. An estate may contain a
substantial amount of cash which could without effort be
immediately distributed as a dividend, leaving to the
future the greatest part of the labor of administration
which might result in minimal dividends.

COUNSEL: [**1] Oscar W. Ehrhorn, New York City,
in proprio persona.

Cadwalader, Wickersham & Taft, Charles W.
McConaughy and William D. Ford, New York City, of
counsel, for petitioner-appellee.

JUDGES: Before AUGUSTUS N. HAND, CLARK and
FRANK, Circuit Judges.

OPINION BY: HAND

OPINION

[*460] On April 19, 1932, the International Match
Corporation, a Delaware company, (Match) was
adjudicated a bankrupt and the proceedings were
generally referred to the respondent, then a referee in
bankruptcy in the Southern District of New York. He
continued in charge thereof until June 24, 1947, when the
estate was closed after payments of dividends to creditors
totalling $ 33,919,024.75, respondent withdrawing as
commissions 1% of the sum, or $ 339,190.25. The order
appealed from directed him to return to the reopened

estate $ 236,729.38 plus interest, the amount by which
his commissions from the Match estate when added to
commissions received in the years 1932 through 1947
inclusive from other estates referred to him exceeded an
average of $ 20,000 for the years in question.

The order below was based upon repeated violations,
which were held by the court below to have been
fraudulently [**2] concealed, of a standing rule of the
judges of the District Court for the Southern District of
New York made by Judge Knox in May 1933, that the
referees should so govern themselves that the earnings of
each should not aggregate more than $ 20,000 in any
calendar year in order that the then existing national
depression should not create an opportunity for the
court's own officers to enrich themselves.

The respondent challenges the existence and validity
of such a standing rule.

The respondent also asserts that the District Court
lacked jurisdiction in this proceeding to proceed
summarily or to give judgment running to Match. We do
not agree. In December, 1948, International Match
Realization Company, Limited, a Bermuda corporation,
(Realization) to which had been assigned approximately
90% in amount of the claims proved against the Match
estate obtained an order to show cause why that estate
should not be reopened and respondent directed to repay
to it so much of his commissions as might be determined
to have been in excess of the $ 20,000 yearly maximum.
The matter was referred to a special master who,
proceeding summarily, held hearings at which the
respondent [**3] appeared and presented his case,
though denying the master's jurisdiction. The master's
report recommending [*461] the reopening of the Match
estate and a judgment against the respondent and in favor
of Match in the sum set forth above was confirmed by
Goddard, J.

The respondent's objections to the nature of those
proceedings so far as they have any substance can be
summarized as follows:

The Bankruptcy Act, [HN1] 11 U.S.C.A. § 1 et seq.
provides that, upon cause being shown, an estate may be
reopened, a trustee thereafter elected and a plenary action
then instituted by the trustee to recover assets of the
bankrupt estate. This procedure the respondent contrasts
with that adopted in the instant case, which he
characterizes as a summary proceeding by one creditor,
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dissolved during the action, which was to obtain
judgment against him prior to the reopening of the estate-
a judgment running to Match, the now long defunct
bankrupt.

The respondent, however, misconceives the nature of
the proceeding below. Accepting arguendo the
respondent's description of the usual procedure for
recovery of newly discovered assets of a bankrupt estate,
that procedure [**4] is not exclusive where a court
officer is charged, as respondent was here, with obtaining
funds from a court by fraud or in violation of its orders.
Any person, whether creditor of the estate involved or
not, had the right if not the duty, to call to the court's
attention the facts and the court thereafter proceeded
summarily and sua sponte to investigate and decide the
matter and order the recovery of the sums involved as
was its duty. In re De Ran, 6 Cir., 260 F. 732; see
Hazel-Atlas Glass Co. v. Hartford Empire Co., 322 U.S.
238, 246, 64 S.Ct. 997,88 L.Ed. 1250; Griffen v.
Thompson, 2 How., U.S., 244, 256, 11 L.Ed. 253; Slocum
v. Edwards, 2 Cir., 168 F.2d 627, 631; Governor Clinton
Co. v. Knott, 2 Cir., 120 F.2d 149, 152, appeal dismissed,
314 U.S. 701, 62 S.Ct. 50, 86 L.Ed. 561; In re Stillwell, 6
Cir., 12 F.2d 205, 207; Varney v. Harlow, 4 Cir., 210 F.
824, 828. The court is not required merely to reopen the
case and then to leave further proceedings to be brought
by a new trustee. The wrong has been done primarily to
the court. The creditors who would [**5] be
represented by a trustee are only incidental beneficiaries
if the sums recovered should ultimately be applied for
their benefit. Evidence of fraud or violation of the court's
orders being shown, the court could properly try the
whole case on the merits in a summary proceeding
particularly where as here the facts are not substantially
in dispute. Nor was the respondent prejudiced by his
alleged withdrawal from the case. Though he insisted
throughout that the master had no jurisdiction to hear the
case on the merits, he appeared and fully argued his
position. See Gerber v. Fruchter, 2 Cir., 147 F.2d 120,
122; Slocum v. Edwards, 2 Cir., 168 F.2d 627, 628, 629,
632.

The court's action in not reopening the bankrupt
estate until the order was made directing the respondent
to repay Match was proper for the bankrupt estate need
not be reopened until the court had not only decided that
the respondent had improperly obtained moneys from the
court for which he should account, but also that the
creditors of the bankrupt were properly entitled to such

moneys.

Nor is there merit in the contention that as Match
had been long since dissolved by [**6] action of the
State of Delaware, the order directing payment to the
Clerk of the Court to hold the fund for Match's benefit
was a nullity. The order also directed that a new trustee
should be elected and should proceed to enforce the
judgment. Regardless of the dissolution of Match, the
Match estate was still within the jurisdiction of the court
below. As a trust will not fail for want of a trustee the
Clerk as the order provides may act as trustee of the fund
should the respondent pay the judgment prior to the
election of the new trustee.

The respondent also argues that he should not be
ordered to pay over the fund in question until it is
determined that it is now in his possession. We need not
now decide if such a rule applies to 'turn over' orders
addressed to a bankrupt for it has no application to an
order directed to an officer of the court who has violated
[*462] its orders, whether or not the matter arises out of
a bankruptcy. The respondent's asserted inability to pay
is a matter which may be considered in enforcement
proceedings.

Passing to the merits, it is necessary first to describe
the history of the dividends and commissions in question
(set [**7] forth in tabular form in the margin). 1

Prior to September 22, 1938, the effective date of the
amendment of the Bankruptcy Act discussed below, four
dividends totalling $ 26,848,898.13 were paid to creditors
from the Match estate. The respondent did not seek full
payment of his statutory commissions totalling $
268,488.97 (1% of $ 26,848,898.13) on payment of these
dividends. Indeed, upon his own motion, two orders were
issued, one by Judge Bondy in January 1937 covering
dividends 1 and 2, and one by Judge Mandelbaum in
November 1937 covering dividends 3 and 4, directing the
trustee in bankruptcy to 'earmark and set apart in escrow
the statutory commissions of the Referee in Bankruptcy
heretofore earned subject to the order of the court or
referee.' As the second order also directed the immediate
payment of $ 8500 to respondent the escrow fund
originally totalled $ 259,988.97.

Further dividends paid in 1939 and 1940 totalled $
4,897,592.34. The respondent withdrew $ 48,975.92 as
commissions on these dividends on no other authority
than his own signature. The final dividend of $
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2,142,598.05 was declared in 1947 as [*463] to which
the respondent by concealing [**8] the above facts had
obtained an order from Judge Rifkind in December 1946
directing the payment to him of a commission of 1% ($
21,425.98). The sum plus the $ 8500 ordered paid by
Judge Mandelbaum were the only payments specifically
ordered to be made to the respondent from the Match
estate, but actual withdrawals by the respondent from the
estate in the years 1937-1946 inclusive totalled $
114,650, and in 1947 when he knew he was not to be
reappointed a referee withdrawals totalled $ 224,540.25.
By these 1947 withdrawals he completely exhausted the
escrow fund although only the above $ 21,425.98 was
specifically ordered paid in that year.

The court below set aside the 1947 order of Judge
Rifkind as obtained by fraud, directed the repayment of
commissions on the 1939 and 1940 dividends as
completely unauthorized, and concluded that withdrawals
from the escrows were also unauthorized absent some
formal order of the court or referee. The court found that
these unlawful withdrawals totalled $ 330,690.25 out of
total withdrawals of $ 339,190.25. However, the
respondent was given an equitable credit of $ 93,960.87,
which represented during the period of his administration
[**9] of the Match estate the cumulative difference
between his income after eliminating the illegal
withdrawals and the $ 20,000 annual limit. Judgment
was therefore for $ 236,729.38, plus interest.

Prior to September 22, 1938, the Bankruptcy Act, 32
Stat. 799 so far as it applied to fees of referees read as
follows: [HN2] ' * * * Referees shall receive as full
compensation for their services, payable after they are
rendered * * * from estates which have been
administered before them one per centum commissions
on all moneys disbursed to creditors by the trustee * * * .'
11 U.S.C.A. § 68.

The Chandler Act, 52 Stat. 859, 940, effective
September 22, 1938, amended the above by adding: 'The
judge may, however, by standing rule or otherwise, fix a
lower rate of compensation, so that no referee shall
receive excessive compensation during his term of office,
* * * .' 11 U.S.C.A. § 68.

We may quickly dispose of so much of this appeal
as relates to the $ 48,975.92 withdrawn as commissions
on dividends 5 and 6 paid in 1939 and 1940. No
opportunity was given any judge to pass on these
withdrawals in any way. This is required by the Chandler

[**10] Act, supra, in order that the judge before whom
the estate is being administered might exercise the
discretion therein provided. No authority for such a
withdrawal being shown, the order directing its return
was proper.

The respondent argues that as to his commissions on
pre-1938 dividends, it was beyond the power of the court
by standing rule, agreement or otherwise to reduce them
below the statutory amount, United States v. Andrews,
240 U.S. 90, 36 S.Ct. 349, 60 L.Ed. 541; Glavey v. United
States, 182 U.S. 595, 21 S.Ct. 891, 45 L.Ed. 1247; see
Ehrhorn v. Quillinan, 2 Cir., 170 F.2d 890, 891, and,
therefore, the rule cannot now be enforced by ordering
the repayment of sums which though excess of that
permitted by the rule, were not in excess of the statutory
1%.

We agree that such a rule presents grave difficulties,
not only in view of the cases cited above but also in its
practical administration. For instance, which estates are
to get the benefit of any reduction of fees resulting from
the rule, and in what proportion. Such administrative
difficulties may well have led to the passage of the
Referees' Salary Act, 60 Stat. 326, [**11] 11 U.S.C.A.
§ 68, which again provided fixed compensation for
referees.

However, the validity of the rule prior to 1938 is not
now before us. For the purposes of this case we can
accept respondent's position that the so-called rule was
originally but a statement by Judge Knox to the
assembled referees in 1933 that no referee who accepted
over $ 20,000 in any one year would receive Judge
Knox's vote when such a referee came up for re-election
at the end of his two year term. Whatever its effect prior
to the 1938 amendment, we hold that there was a valid
and binding rule thereafter in the Southern District of
New York that referees' commissions should not exceed
$ 20,000, annually. [*464] The record is clear that the
respondent was present when Judge Knox's statement
was made and offered no objection. It is also clear that
the respondent accepted the statement as binding by
reporting his commissions for the years 1932-1946
inclusive to the court under Local Bankruptcy Rule
XXI(D) and General Order 26, 11 u.S.C.A.following
section 53, in such a way as to indicate that he was
receiving approximately the $ 20,000 limit, when in
reality the [**12] cumulative excess of the respondent's
commissions received from all estates in those years was
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approximately $ 66,000 in excess of $ 20,000 per year.

The crucial inquiry is rather as to the meaning and
effect of the escrow orders of 1937. The court below
held, and we fully agree that the escrow orders meant that
the respondent could withdraw from the escrow sufficient
sums in any year to bring his total compensation to the $
20,000 limit stated by Judge Knox and accepted by the
respondent. The latter's acts with respect to withdrawals
made prior to 1947 and his income tax treatment of the
escrow fully substantiate this interpretation.

The court below held that withdrawals from the
escrow must be made by a formal order. As to this we do
not agree. If, as we hold, the escrow orders meant that
withdrawals up to $ 20,000 could be annually made by
the referee, and that the disposition of the balance was
subject to court order, the time for creditors or others to
object to such a plan was when the escrow orders were
made, and not when the annual withdrawals were made
by the referee. Thus the latter's withdrawals on his own
signature were proper in so far as they did [**13] not
cause his annual income to exceed $ 20,000.

Even if the orders could have been set aside on the
basis of the dictum in Ehrhorn v. Guillnan, supra, if the
respondent had appealed from them when they were
entered, they cannot, as the respondent himself indeed
argues, be set aside in this action having become
non-appealable by lapse of time, 52 Stat. 854, 855, 11
U.S.C.A. 47, 48, and the court having had undoubted
jurisdiction to enter them though they might have been
erroneous when entered. 2

It thus follows that the respondent violated the
escrow orders by withdrawing the entire escrow fund and
was properly directed to repay with interest the amount
by which his total commissions from all estates in the
years 1933-1947 inclusive exceeded $ 20,000 per year.

However, this does not dispose of the question, for
the order appealed from not only directed the return to the
court of excess withdrawals from the escrow but ordered
this excess to be held for the benefit of Match's creditors.
As we have seen, the escrow orders contemplated a
subsequent court order disposing of so much of the fund
as did not properly go to the referee. This order has
[**14] now been made and is challenged by respondent
as violative of the pre-1938 Bankruptcy Act, 32 Stat. 799,
in that the court had no authority to order the fund paid to
anyone but respondent. If such is the law, it would be

futile to direct respondent to repay his excess withdrawals
for the court would then be forced to order them repaid to
him and recovery would be limited to interest on the
sums withdrawn from the date of withdrawal to the time
payment should have been ordered. There are three
answers to this argument.

First, the escrow orders clearly contemplated that the
balance now in question would not go to respondent.
Otherwise, there was no reason for such orders and the
fund would simply have been turned over to him when
the dividend was paid. Such being the case, respondent
lost his right to object to the order under review by his
failure to attack the original escrow orders which as we
have stated, supra, have become non-appealable from
lapse of time.

[*465] Second, as the respondent in 1937 willingly
left the balance in escrow subject to court order, this
balance became subject to the Chandler Act after 1938. 3

Third, under the circumstances, [**15] the
pre-1938 Act did not require payment of 1%
commissions on pre-1938 dividends. As stated, supra, the
Act provided that: ' * * * Referees shall receive as full
compensation for their services, payable after they are
rendered * * * from estates which have been
administered before them one per centum commissions
on all moneys disbursed to creditors * * * .' (Emphasis
ours.) [HN3] Referees' commissions are not earned by the
mere act of paying dividends, 6 Remington, Bankruptcy
(4th Ed.) 275. An estate may contain a substantial
amount of cash which could without effort be
immediately distributed as a dividend, leaving to the
future the greatest part of the labor of administration
which might result in minimal dividends. This was
recognized by the pre-1938 Act, 30 Stat. 556, for it
provided for equitable allocation of commissions in case
of a change in referees or revocation of a reference. See
Kinkead v. J. Bacon & Sons, 6 Cir., 230 F. 362, 369,
certiorari denied 241 U.S. 680, 36 S.Ct. 728, 60 L.Ed.
1234; 2 Collier, Bankruptcy, (14th Ed.) 1561. Thus the
payment of interim dividends did not measure the
rendering of services. If the amount of dividends [**16]
declared did measure the services rendered, then, if
respondent had died in 1938 and a successor of referee
had been appointed who administered the estate until it
was closed in 1947, the successor, for nine years work,
would have been entitled to approximately one-fourth as
much in commissions as the respondent would have been

Page 751



for six years word (1932-1938). The fact that 30 Stat.
556 requires the allocation of commissions in such a
situation clearly indicates that commissions are not
earned by the mere payment of dividends and that
respondent even under the pre-1938 Act had no vested
right to 1% of dividends paid to creditors until the estate
was closed. It would have been quite within the power of
the court to refuse all commissions until this occurred.
Had the estate been closed prior to 1938, the court should
then have directed the payment to the respondent of a 1%
commissioner 4 but as this estate was not closed until
1947, when the amount of the total commission had come
within the discretion of the judge, he could properly limit
respondent's commissions to a total of $ 20,000 a year

and direct that the balance go to creditors of the bankrupt.

It is unnecessary [**17] to determine whether the
court below had power under F.R.C.P. 60(b) to set aside
for fraud the 1946 order of Judge Rifkind respecting
commissions on the final dividend, 5 as any payment
under that order abated pro tanto any amount to which the
plaintiff was entitled from the escrow the principal of the
amount required to be repaid by the respondent is not
affected.

Order affirmed.

1.

Composite Tabulation Showing Dividends Paid, Orders

Directing Payment, or Placement in Escrow,

of Sums Relating to Referee's Commissions.

(1)

Dividends (2) (3)

Paid by

Trustees (%) Amount Totals

1 Dec. 20, 1935 (5) $4,907,698.65

2 Oct. 20, 1936 (10) 9,795,179.00 14,702,877.65

3 July 16, 1937 (5) 4,897,586.12

4 Aug. 19, 1937 (7.4) 7,248,434.36 12,146,020.48

5 Aug. 22, 1939 (3) 2,938,554.64

6 Aug. 7, 1940 (2) 1,959,037.70 4,897,592.34

7 Jan. 25, 1947 (2.1874) 2,143,980.25 2,143,980.25

33,890,470.72
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(Table Continued)

Orders Pertaining to Sums Stated Col. 3

Sum

(4) Ordered Sum Ordered

Date of Order Paid Escrowed

Jan. 27, 1937 n 1 None 147,028.77

Nov. 19, 1937 n 2 8,500.00 112,960.20 *

Dec. 13, 1946 n 3 21,439.80 None

29,939.80 259,988.97 *

29,939.80

Total ordered paid or escrowed $ 289,928.77

Operative provisions of Court Orders Pertaining to Referee's Commissions:

1. Jan. 27, 1937 (Judge Bondy): Ordered, Adjudged and Decreed that Riving

Trust Company, Trustee in Bankruptcy herein, earmark and set apart in escrow

the statutory commissions of the Referee in Bankruptcy heretofore earned

subject to the order of the Court or Referee.

2. Nov. 19, 1937 (Judge Mandelbaum): * * * Ordered, Adjudged and Decreed that

Irving Trust Company, Trustee in Bankruptcy, earmark and set apart in escrow

the statutory commissions of the Referee in Bankruptcy on the dividends

heretofore declared June 4th, 1937 and July 30th, 1937 and respectively paid

July 6th, 1937 and August 19th, 1937 and heretofore earned, subject to the

order of the Court or Referee; and that the Trustee in Bankruptcy be

authorized and directed to pay out of the said commissions thus set apart to

the Referee within ten days hereof, the sum of.$ 1000.00 on account thereof

and the further sum of $ 7500.00 on or about the 3rd day of January 1938.

3. Dec. 13, 1946 (Judge Rifkind): Ordered that the Irving Trust Company, as

Trustee in Bankruptcy of International Match Corporation make the following
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payments: * * * Referee in Bankruptcy 1% on final dividend to creditors when

declared.

* Excluding $ 8,500 ordered paid out of escrow and shown in column to left.

[**18]
2. But cf. United States v. Ward, 8 Cir., 257 F.
372, 375, 376 (court lacks jurisdiction to enter an
order granting a fee in excess of the statutory
maximum in view of 11 U.S.C.A. § 112).
3. The Chandler Act ' * * * shall govern
proceedings so far as practicable in cases pending
when it takes effect * * * .' 52 Stat. 940, 11
U.S.C.A. § 1 note. See Dickinson Industrial Site,
Inc., v. Cowan, 309 U.S. 382, 383, 60 S.Ct. 595,
84 L.Ed. 819.
4. But a referee is not entitled to compensation
where he has rendered 'negligible service.' In re
Stillwell, 6 Cir., 12 F.2d 205.
5. F.R.C.P. 60(b), 28 U.S.C.A., applies to
bankruptcy proceedings, General Order 37, 11
U.S.C.A.following section 53; Labarbera v.
Grubard, 2 Cir., 112 F.2d 738. But see Grand
Union Equipment Co. v. Lippner, 2 Cir., 167 F.2d
958, 961.

DISSENT BY: FRANK (In part)

DISSENT

FRANK, Circuit Judge (dissenting in part).

Before September 22, 1938, Sec. 40, sub. a of the
Bankruptcy Act provided [**19] that 'Referees shall
receive as full compensation for their services, payable
after they are rendered * * * from estates which have
been administered before them, 1 per centum
commissions on all moneys disbursed to creditors by the
trustees * * * .' By the Chandler Act, Congress amended
this section effective September 22, 1938, by adding:
'The judge may, however, [*466] by standing rule or
otherwise, fix a lower rate of compensation, so that no
referee shall receive excessive compensation during his
term of office * * * .'

Accordingly, agree with so much of the decision as
relates to commissions on dividends paid after September
22, 1938. 1 But I dissent as to the repayment of earned
statutory commissions on dividends paid before that date.

I am not prepared to hold that American judges are
'above the law,' are members of a specially privileged
caste, or elite, inherently exempt from obligations
imposed by statutes and the Constitution on all other
persons, including the highest non-judicial officers. Yet
unless we do so hold, it is, I think, impossible to conclude
that, before the amendment of Sec. 40, sub. a, the
so-called 'standing rule' of the court below [**20] was
not illegal and void, if it was intended to limit the
statutory compensation of referees in bankruptcy. For
consider this: Suppose that a statute, creating an office,
provided that the compensation was to be 1% of certain
funds collected by the office-holder; that the term of
office should be two years; and that the appointment to
the office should be by the President of the United States.
Suppose the President told the person he appointed that
he would not be reappointed if he took more than $
20,000 a year as compensation even if the 1% exceeded
that sum. Suppose the appointee took the 1%; that that
was far greater than $ 20,000 a year; that he concealed
that fact from the President; and that the President
reappointed him. If suit were brought by the government
to recover the excess, any federal judge would
unquestionably dismiss the suit. He would hold either (1)
that the President's statement about reappointment was an
effort to make an unlawful bargain founded upon an
illegal consideration or (2) that the President could not
lawfully sue as a criterion of reappointment the
appointee's willingness to reduce his full statutory
compensation.

This is not novel [**21] doctrine. Over many
decades the United States Supreme Court, and most state
courts, have denounced as illegal every conceivable
method that can be contrived to reduce an official's
statutory compensation. The rulings may be summarized
as follows: Where a statute fixes the pay for a public
office, the holder is absolutely entitled to that pay. If he
contracts to take less, the contract is illegal and void.
Once his services have been performed, he will not be
held by such an agreement, whether made before or after
that performance. Nor will he be estopped by a release or
receipt in full, or by any other sort of conduct or 'waiver,'
from claiming the full compensation for which the statute
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provides. Two principal reasons are advanced for this
doctrine:

(1) When the legislature creates the post and
prescribes its duties, powers, emoluments, and the
conditions on which the post is to be held, officers of
other branches of the government are acting- legislating-
unconstitutionally, if they undertake, by agreement, or
rule or otherwise, to alter the terms which the legislature
has fixed. Similarly, a statute is unconstitutional which
seeks to take away an officer's [**22] right to
compensation already earned under an earlier statute. 2

(2) In Glavey v. United States, 182 U.S. 595,
608-610, 21 S.Ct. 891, 896, 45 L.Ed. 1247, the Court
said: 'The purpose of Congress, as indicated by the act of
1882, was to compensate the services of a special
inspector of foreign steam vessels by [*467] an annual
salary of a specified amount. It was not competent for
the Secretary of the Treasury, having the power of
appointment, to defeat that purpose by what was, in
effect, a bargain or agreement between him and his
appointee that the latter should not demand the
compensation fixed by statute. Judge Lacombe, speaking
for the circuit court of the United States for the southern
district of New York in Miller v. United States (c.c. 103
F. 413, 415, well said: 'Any bargain whereby, in advance
of his appointment to an office with a salary fixed by
legislative authority, the appointee attempts to agree with
the individual making the appointment that he will waive
all salary or accept something less than the statutory sum,
is contrary to public policy, and should not be tolerated
by the courts. It is to be assumed that Congress [**23]
fixes the salary with due regard to the work to be
performed, and the grade of man that such salary may
secure. It would lead to the grossest abuses if a candidate
and the executive officer who selects him may combine
together so as entirely to exclude from consideration the
whole class of men who are willing to take the office on
the salary Congress has fixed, but will not come for less.
And, if public policy prohibit such a bargain in advance,
it would seem that a court should be astute not to give
effect to such illegal contract by indirection, as by
spelling out a waiver or estoppel." 3 See also U.S. v.
Andrews, 240 U.S. 90, 94-96, 36 S.Ct. 349, 60 L.Ed. 541;
MacMath v. United States, 248 U.S. 151, 152, 39 S.Ct.
31, 63 L.Ed. 177.

Doubtless, the flat 1% provision of Sec. 40, sub. a,
previous to its amendment, gave referees, during the

Great Depression, undesirably high compensation, so that
a reduction or limitation was eminently desirable. But
the reduction of, or authorization to limit, this figure was
a legislative, not a judicial, function. The judges had no
more authority to limit the referees' statutory fees than to
limit the [**24] statutory salaries of [*468] the
members of the Congress or the Governors of the States.
4

Because the federal courts have always roundly
condemned as an illegal usurpation of power every sort
of attempt made by non-judicial officers to reduce
statutory fees or salaries, those courts should be
especially quick to denounce as equally illegal any such
attempt made by federal judges. Particularly in a
proceeding like this, brought (as my colleagues say) to
undo an alleged 'wrong done to the court' by an official,
should the court itself not endorse or give any effect to
illegal conduct which the judges may have tried to
practice on that official.

Indeed, I would interpret Judge Knox's statement in
1933 as originally intended to apply solely to the
non-statutory compensation of referees, 5 for to that
extent the limitation was valid previous to the 1938
amendment. Thus in Ehrhorn v. Quillinan, 2 Cir., 170
F.2d 890, we had before us the question of the
non-statutory compensation of this very respondent as a
Special Master, in the light of the very so-called 'standing
rule' again before us in the instant case. We held that
'rule' valid as to such [**25] compensation. But we
carefully differentiated that situation from one involving
his statutory compensation as a referee. As to the latter,
we said, 170 F.2d at page 891, that compensation is to be
computed as provided in Sec. 40 before its amendment
and 'is not subject to diminution or change by agreement
since that would be in contravention of public policy
which makes any such undertaking void.'

[*469] My colleagues say that they are not
overruling that decision or departing from its doctrine.
Nevertheless, I believe that they have nullified that
doctrine here, as to the pre-1938 statutory commissions,
by resorting to several arguments which I think
untenable.

1. My colleagues' first argument, as I understand it,
is this:

(A) Respondent was not automatically entitled to the
entire 'escrowed' 1% of the dividends declared previous
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to September 22, 1938- the day on which the statutory
amendment to Sec. 40, sub. a of the Bankruptcy Act
became effective. On that day, the so-called 'standing
rule' (limiting compensation to $ 20,000 a year) first
became valid in respect of the statutory compensation of
referees. Had respondent died on that date, [**26] there
might have remained much work to be done by a
succeeding referee up to the time of the estate's closing.
In that event, when the estate was closed in 1947, the
district court- acting pursuant to Sec. 40, subs. b and c-
could and should have apportioned the 1% commissions
on the dividends paid before September 22, 1938,
allotting only a fair proportion for the services rendered
by respondent up to September 22, 1938. Therefore (my
colleagues say) respondent's compensation may be
divided into two parts, the first being for the period up to
September 22, 1938, the second being for the period from
September 22, 1938, to the closing of the estate in 1947;
for the first period, respondent is entitled to but a fair
proportion of the 1% commissions on dividends paid in
that period.

(B) My colleagues then assert that one or both of
these two results ensue: (1) Because the amount of
compensation due respondent for the period up to
September 22, 1938, was on that day undetermined, he
had then no vested interest whatever in that
compensation. The time for determining that amount
arrived in 1947, after the statutory amendment of
September 22, 1938, had validated the 'standing [**27]
rule.' Consequently that 'rule governed the compensation
owing for the entire period from the institution of the
bankruptcy proceedings in 1932 to the closing of the
estate in 1947; and that 'rule' was correctly applied in the
order now on appeal. (2) At any rate (say my colleagues),
respondent's earnings allocable to the period previous to
September 22, 1938, could be determined validly, at any
time after the estate's closing in 1947- without any regard
to the actual fair allocation of the commissions- at an
amount which would yield respondent no more than $
20,000 a year for those services plus those rendered to
other estates in the period ending September 22, 1938.

With (A) of this argument I agree (although with
some hesitation, since respondent in fact continued to
function as referee until the estate was closed, and it is
somewhat artificial to divide into segments his
continuous services, as if he had been two different
referees). But for the following reasons, I do not agree
with either of the asserted corollary conclusions in (B):

(1) The mere fact that the precise proportion of the
'escrowed' commissions which respondent had earned up
to September 22, 1938, was [**28] not then determined,
or determinable, did not prevent him from then having a
vested right in that proportion of those commissions, at
whatever amount it later would properly be determined,
i.e., that right was vested on September 22, 1938,
although the exact amount could not then be known.
Thus his death on that day could not have cut off the right
of his estate to his fair share of the 'excrowed'
commissions, merely because on that day that share was
not ascertained. 6 His right, arising in effect out of a
contract, had so completely vested, regardless of whether
it was then fixed as to amount, that if a new statute had
expressly sought to destroy it, the statute would have
been unconstitutional. 7 Accordingly, such a new statute
[*470] would, if possible, be interpreted to operate
prospectively, not retroactively. 8 Since a statute could
not constitutionally destroy that right, obviously a court
rule or order could not; any such court rule or order, if
intended to operate retroactively, was therefore illegal,
unconstitutional.

(2) Nor, when the estate was closed in 1947, could a
judge arbitrarily have decided that, for respondent's
services before September 22, 1938, he [**29] should
receive compensation (together with his fees from other
estates) at the rate of but $ 20,000 a year, irrespective of
the actual share of the statutory commissions fairly
allocable to that period. No more could the judge who
entered the order now on appeal. The amendment of Sec.
40, sub. a was prospective, otherwise it would be
unconstitutional; the 'standing rule' therefore became
valid, with reference to referees' commissions, only as to
those earned after September 22, 1938. Accordingly,
nothing in amended Sec. 40, sub. a or in that 'rule'
empowered a judge to hold that the fair share previously
earned was to be measured by the $ 20,000-a-year
yardstick. For all we know, that fair share may be the
entire amount of the 'escrowed' commissions. What is
such a share presents an issue of fact, which must be
judicially and fairly, not arbitrarily, determined. It has
not been so determined.

The trial judge did not even purport to make such a
determination, for the idea of apportionment originated
with my colleagues. Nor was any evidence offered on
which such a determination can rest, so that, even if the
trial judge had made a finding on this issue, his finding
[**30] would have been 'clearly erroneous.' Moreover,

Page 756



he made no such finding; and, as under General Order 37;
Fed. Rules Civ. Proc., Rule 52(a), 28 U.S.C.A., applies,
such a finding is necessary. 9 Consequently I think we
should remand for a finding of that fact, based on
evidence not present in the record but which may now be
offered.

2. My colleagues, however, resort to a second
argument which runs thus:

Two district judges respectively entered the 'escrow'
orders in 1937. Those orders were then final and
appealable, because they were plainly intended finally to
deprive respondent of all right to the escrowed sums.
Although those orders were erroneous, respondent cannot
now attack them, since he failed to take timely appeals,
so that those orders have become nonappealable by lapse
of time. Therefore, we cannot now consider the validity
of those orders, even if, with utter illegality, they struck
down respondent's vested rights. The destruction of those
rights is now res judicata; and res judicata makes black
and white, and wrong right.

To this argument, I have several replies:

(a) It those orders had unmistakably purported to cut
off respondent's vested right, then [**31] (for reasons
canvassed above) those orders on their face would have
been beyond the constitutional power of the judges who
entered them.. I gravely doubt whether such orders
would be immune from attack due to the lapse of the time
for taking appeals. To protect the integrity of the [*471]
judicial system, the courts should, I think, at any time
vacate orders which thus defy constitutional limitations
on judicial authority. Cf. Hazel-Atlas Co. v. Hartford
Empire Co., 322 U.S. 238, 64 S.Ct. 997, 88 L.Ed. 1250;
United States v. Ward, 8 Cir., 257 F. 372, 375-376. But I
do not rest my dissent on that ground.

(b) Those 'escrow orders,' on their face, by no means
purported finally to cut off respondent's vested right.
They merely directed the trustee to 'earmark and set apart
in escrow the statutory commissions of the Referee in
Bankruptcy heretofore earned subject to the order of the
court or referee.' 10 Surely this is language which can be
interpreted reasonably as simply postponing payment os
some or all the 'statutory' commissions 'heretofore
earned,' leaving the time of payment subject to future
orders. To refuse to give these orders [**32] that
sensible interpretation- to construe them as designed
deliberately and illegally to deprive respondent of his

vested right- is to impute to two honorable district judges
the intention to act unlawfully, unconstitutionally.
Certainly, such an interpretation should be avoided if
possible, as is the case here. If, as we easily can, we avoid
that interpretation, then we have orders in each of which
the judge reserved full power to make future changes.
An order containing such a reservation is revocable,
tentative, and accordingly interlocutory. Republic of
China and Directorate General v. American Express Co.,
Inc., 2 Cir., 1951, 190 F.2d 334; City of Covington v.
First National Bank of Covington, 185 U.S. 270, 277, 22
S.Ct. 645, 46 L.Ed. 906; City of Paducah v. East Tenn.
Tel. Co., 229 U.S. 476, 33 S.Ct. 816, 57 L.Ed. 1286; cf.
United States v. Smith, 331 U.S. 469, 471, 67 S.Ct. 1330,
91 L.Ed. 1610.

Even if, under 11 U.S.C.A. §§ 47 and 48,
respondent might perhaps have appealed from those
orders, despite the fact that they were interlocutory,
nevertheless his failure to do so could not [**33] bar
him from appealing later, if and whenever those orders
subsequently became final. Western States Machine Co.
v. S.S. Hepworth Co., 2 Cir., 152 F.2d 79, 80. They
became final, if at all, only when they were apparently
treated as final in the order now on appeal.

But my colleagues assert that we cannot avoid
regarding those orders, when entered, as designed,
unambiguously and finally, to wipe out respondent's
vested right- i.e., we must ascribe an irrevocable illegal
purpose to the judges who entered those orders- because
(say my colleagues) 'otherwise there was no reason for
such orders.' Strangely, however, two paragraphs later,
my colleagues themselves set forth elaborately another
perfectly good reason, as follows: The estate was not
closed in 1937 when the 'escrow orders' were entered;
more work by a referee was still to be done; the balance
of that work might have to be done by some other referee
who (as in the event of respondent's death) would
succeed respondent; therefore in 1937 it was more
desirable to defer payment of respondent's compensation
until the closing of the estate (which, as it turned out,
occurred ten years later). So interpreting [**34] the
orders- as keeping the amount of compensation in
suspense- they had no finality; wherefore respondent lost
nothing by not appealing from them.

3. My colleagues advance a third argument: 'As the
respondent in 1937 willingly left the balance in escrow,
this balance became subject to the Chandler Act after
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1938.' Much of what I have said above suffices, I think,
to answer this argument: (1) The Chandler Act, in
amending Sec. 40a, did so prospectively. It did not
authorize the judges to affect respondent's vested right to
his statutory compensation already earned. Had it done
so, it would have been unconstitutional. 11 (2) If
respondent's acquiescence in the escrow orders is
regarded as a consent to have his earned statutory
commissions reduced, that consent was illegal and void.
12 (3) The 'escrow' orders did not purport to cut off his
vested right but merely to keep in suspense, for future
determination, his fair share, already earned, of the
'escrow' commissions.

[*472] Of course, I do not approve of respondent's
furtive conduct. A scrupulous man would have obtained
his rights by forthrightly demanding them. But insofar as
respondent obtained no more [**35] than his rights, he
should not be held to have forfeited them because he
acted furtively. 13 His evasions and his tacit
prevarications did not convert him into caput lupintum, a
rightless being, an outlaw. The 'unclean-hands' doctrine
is here inapposite, if on no other ground than that
respondent, who sought no relief below, employed his
devious ways- so far as they related to the
pre-statutory-amendment period- in order to block what
may have seemed to him an effort to deprive him of his
vested rights by means of the 'standing rule' which, with
respect to his statutory compensation as referee, had only
an illegal foundation in its application to that period. 14

To the extent that he has but procured that lawfully was
his, we should not compel him to surrender it by
enforcing a 'rule' which, if intended to apply to that
compensation, was unlawful. To do so would be to gut
the important public policy which opposes efforts to
reduce statutory compensation; the result would be to
upset the status quo- since respondent has already
received the moneys- in order to accomplish such an
interdicted reduction. 15 The status quo should not be
disturbed when, as here, we have [**36] in effect 'an
applicant who complains of misconduct and then is
shown up himself'; the 'clean hands' maxim expresses a
'policy against judicial aid for carrying out illegal
transactions.' 16

In sum, as to the services for the period before
September 22, 1938, I see only an issue of fact which
remains to be settled after the hearing of further evidence,
i.e., the fair proportion of the commissions, on dividends
theretofore paid, which should be allocated to that

pre-amendment period. 17 If, but only if, the resultant
figure, fairly computed, comes to less than the
commissions respondent has received for that period
(some $ 268,000), he should be ordered to repay the
difference.

In all other respects, I concur in the majority
opinion- with the understanding that when my colleagues
say, 'The respondent's asserted inability to pay is a matter
which may be considered in enforcement proceedings,'
they mean this: The order to repay will not be taken as in
any sense an adjudication that, at the time of that order's
entry, he could have complied. Cf. Maggio v. Zeitz, 333
U.S. 56, 68 S.Ct. 401, 92 L.Ed. 476.

1. For, as my colleagues say, no judge had the
opportunity to pass on respondent's withdrawals
of those commissions.

[**37]
2. Steamship Co. v. Joliffe, 2 Wall. 450,
457-458, 17 L.Ed. 805; Fisk v. Police Jury of
Jefferson Left Bank, 116 U.S. 131, 6 S.Ct. 329, 29
L.Ed. 587; State of Mississippi for Use of
Robertson v. Miller, 276 U.S. 174, 179, 48 S.Ct.
266, 72 L.Ed. 517; Campbell v. City of Boston,
290 Mass. 427, 195 N.E. 802; State ex rel. Pike v.
City of Bellingham, 183 Wash. 439, 48 P.2d 602;
Salley v. McCoy, 182 S.C. 249, 189 S.E. 196; cf.
Lynch v. U.S., 292 U.S. 571, 579, 54 S.Ct. 840, 78
L.Ed. 1434. See also other cases cited in note 7
infra.
3. The Court also quoted with approval from
Adams v. United States, 20 Ct.Cl. 115, as follows:
'Monthly vouchers were drawn up, reciting the
number of days the claimant was employed
during the month and the amount of compensation
allowed by the collector and Secretary, ending
with a receipt 'in full for compensation for the
period above stated,' which the claimant signed.
We do not think he thereby relinquished his right
to claim the further compensation allowed by law.
If the appointing officer has no power to change
the compensation of an inspector, certainly the
paying officer has not. He had no right to exact
such a receipt and the claimant lost nothing by
signing it.' (182 U.S. 595, 21 S.Ct. 895.)

That there can be no 'waiver' or 'estoppel' in
such a case, see, e.g., People ex rel. Satterlee v.
Board of Police, 75 N.Y. 38, 42; Bishop v. City of
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Omaha, 130 Neb. 162, 264 N.W. 447; Wolf v.
Humboldt County, 36 Nev. 26, 131 P. 964, 45
L.R.A.,N.S., 762; Salley v. McCoy, 182 S.C. 249,
189 S.E. 196; Bell v. Town of Mabton, 165 Wash.
396, 5 P.2d 514; State ex rel. Pike v. City of
Bellingham, 183 Wash. 439, 48 P.2d 602; State ex
rel. Rothrum v. Darby, 345 Mo. 1002, 137 S.W.2d
532; Reed v. Jackson County, 346 Mo. 720, 142
S.W.2d 862; Allen v. City of Lawrence, 318 Mass.
210, 61 N.E.2d 133, 160 A.L.R. 486; Hamilton v.
Edmundson, 235 Ala. 97, 177 So. 743; Pitsch v.
Continental & Commercial Nat'l Bank, 305 Ill.
264, 137 N.E. 198, 201-202, 25 A.L.R. 164;
Peterson v. City of Parsons, 139 Kan. 701, 33
P.2d 715; Mack v. City of Mayfield, 239 Ky. 420,
39 S.W.2d 679; City of Louisville v. Thomas, 257
Ky. 540, 78 S.W.2d 767; County Commissioners
of Anne Arundel County v. Goodman, 172 Md.
559, 192 A. 325, 326.

And that this is true when such an agreement
has been ratified by a judge, see, e.g., Reed v.
Jackson County, 346 Mo. 720, 142 S.W.2d 862.

An estoppel to assert illegality is ineffective.
Coppell v. Hall, 7 Wall. 542, 558, 19 L.Ed. 244;
McMullen v. Hoffman, 174 U.S. 639, 658, 19
S.Ct. 839, 43 L.Ed. 1117; Pope Mfg. Co. v.
Gormully, 144 U.S. 224, 234-236, 12 S.Ct. 632,
36 L.Ed. 414; Sola Electric Co. v. Jefferson
Electric Co., 317 U.S. 173, 63 S.Ct. 172, 87 L.Ed.
165; U.S. v. Andrews, 240 U.S. 90, 95, 96, 36
S.Ct. 349, 60 L.Ed. 541; Nachman Spring-Filled
Corp. v. Kay Mfg. Co., 2 Cir., 139 F.2d 781, 783,
784; E.E. Taenzer & Co. v. Chicago, R.I. & P. Ry.
Co., 6 Cir., 191 F. 543, 551.

Annotations on this subject will be found in
70 A.L.R. 972; 118 A.L.R. 1458; 160 A.L.R. 490.

[**38]
4. The doctrine of the cited cases will dispose of
the following argument: Before the 1938
amendment, the district judges, under Sec. 22, 11
U.S.C.A. § 45, might for 'cause,' have revoked the
reference, and transferred the administration of
this estate to another referee had they known that
respondent had taken, or intended to take,
compensation greater than $ 20,000 a year;
therefore, by his concealment of his conduct or
intentions, he is estopped to assert his rights to his

statutory compensation. To sustain that
argument, it is necessary to say that, although
before the amendment of Sec. 40, sub. a the
judges lacked all authority to reduce fees below
the statutory figure, yet it was 'cause' for revoking
a reference that a referee concealed the fact that
he took, or intended to take, what the statute gave
him. Patently, this argument involves a forbidden
evasion of the statute.

The doctrine also leads to the rejection of the
following argument made by the Special Master
in this case: Respondent could validly 'waive' a
portion of the amount due him after it was earned;
his seeming acquiescence in the 'escrow' orders,
was, in effect, a 'waiver' of any amount in excess
of $ 20,000 per annum; the judges- in not
revoking the reference and in reappointing him-
replied on this 'waiver'; he is therefore estopped,
etc. etc.

[**39]
5. My colleagues 'accept respondent's position
that the so-called rule was originally but a
statement by Judge Knox to the assembled
referees in 1933 that no referee who accepted over
$ 20,000 in any one year would receive Judge
Knox's vote when such a referee came up for
re-election at the end of his two-year term.'
Doubtless my colleagues do so because the judge
below refused to subpoena Judge Knox as a
witness for the respondent 'in view of the state of
the record'- i.e., since Judge Knox's testimony
before the House Committee on the Judiciary at
the Hearings on H.R. 6439, 75th Cong., 1st Sess.
(pp. 88-90) was admitted by the special master on
the consent of counsel for the petitioner instead of
subpoenaing Judge Knox himself. That
testimony, in part, is as follows: 'I have put it up
to the Referees that they cannot get so much
money by my acquiescence indefinitely, and I
have said, 'If you are going to be reappointed by
my vote, you will have in a proper case to waive
your fees."

Referee Kurtz, on the other hand, was called
as a witness before the special master and testified
that Judge Knox had told a meeting of the referees
in May 1933, that the Judges of the Southern
District of New York 'had met and that they were
fearful that some referees would make so much
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money that it might cause a scandal and that the
Judges had determined that the referees should
have a ceiling over their earnings, and that they
should not aggregate more than $ 20,000 in any
calendar year.' Referee Kurtz further testified that
Judge Knox had directed the referees to 'govern
themselves accordingly.'

[**40]
6. 6 Corbin, Contracts (1951) pp. 300-301; 6
Williston, Contracts (Rev. ed., 1938) 5542;
Restatement of Contracts, Sec. 468; Restatement
of Restitution, Sec. 149 (see also pp. 23, 524).
7. Ettor v. City of Tacoma, 228 U.S. 148, 149,
156, 33 S.Ct. 428, 57 L.Ed. 773; State of Miss. for
Use of Robertson v. Miller, 276 U.S. 174, 179, 48
S.Ct. 266, 72 L.Ed. 517; Coombes v. Getz, 285
U.S. 434, 442, 52 S.Ct. 435, 76 L.Ed. 866; Lynch
v. U.S., 292 U.S. 571, 579, 54 S.Ct. 840, 78 L.Ed.
1434; U.S. v. Northern Pac. Ry. Co., 256 U.S. 51,
64, 66-67, 41 S.Ct. 439, 65 L.Ed. 825; U.S. v.
Central Pac. R. Co., 118 U.S. 235, 238, 6 S.Ct.
1038, 30 L.Ed. 173; Steamship Company v.
Joliffe, 2 Wall. 450, 457-458, 17 L.Ed. 805;
Forbes Boat Line v. Board of Commissioners, 258
U.S. 338, 339, 42 S.Ct. 325, 66 L.Ed. 647; Fisk v.
Police Jury of Jefferson, 116 U.S. 131, 6 S.Ct.
329, 29 L.Ed. 587; Campbell v. City of Boston,
290 Mass. 427, 195 N.E. 802.
8. U.S. v. Central Pac. R. Co., 118 U.S. 235,
240-241, 6 S.Ct. 1038, 30 L.Ed. 173; Steamship
Company v, v. Joliffe, 2 Wall. 450, 458-459, 17
L.Ed. 805; cf. Broughton v. City of Pensacola, 93
U.S. 266, 270, 23 L.Ed. 896; Town of Red Rock v.
Henry, 106 U.S. 596, 604, 1 S.Ct. 434, 27 L.Ed.
251; Campbell v. City of Boston, 290 Mass. 427,
195 N.E. 802, 803.

[**41]
9. See In re Pure Penn Petroleum Co., Inc., 2
Cir., 188 F.2d 851; 1 Collier, Bankruptcy (14th
ed. Sec. 2.81, 8 Collier, Secs. 1.35, 1.37; Kelley
v. Everglades District, 319 U.S. 415, 418, 63 S.Ct.

1141, 87 L.Ed. 1485; Rosenberg v. Heffron, 9
Cir., 131 F.2d 80-82; In re Stein, D.C., 43 F.Supp.
845, 847.
10. Emphasis added.
11. See cases cited in notes 2 and 7, supra.
12. Glavey v. U.S., 182 U.S. 595, 21 S.Ct. 891,
45 L.Ed. 1247; U.S. v. Andrews, 240 U.S. 90,
94-96, 36 S.Ct. 349, 60 L.Ed. 541; see also the
other cases cited in the early part of this
dissenting opinion.
13. 'Equity does not demand that its suitors shall
have led blameless lives.' Loughran v. Loughran,
292 U.S. 216, 229, 54 S.Ct. 684, 689, 78 L.Ed.
1219; Standard Oil v. Clark, 2 Cir., 163 F.2d 917,
927-928.
14. Cf. Johnson v. Yellow Cab Co., 321 U.S.
383, 392, 64 S.Ct. 622, 88 L.Ed. 814; Langley v.
Devlin, 95 Wash. 171, 163 P. 395, 400-401, 4
A.L.R. 32; Chafee, Coming Into Equity With
Unclean Hands, 47 Mich.L.Rev. (1949) 877,
1065.

[**42]
15. Cf. the numerous cases refusing to upset the
status quo where the parties are in pari delicto,
especially where the party seeking relief is the
greater wrongdoers, and where a major public
policy would be injured if he were granted relief.
See Restatement of Restitution, Sec. 140 and
Comment; 6 Corbin, Contracts (1951) Sec. 1534.
16. Chafee, loc. cit., 889.
17. In computing that allocation, it should be
considered how far the commissions properly
allowable on dividends paid after September 22,
1938, represent fair compensation for the services
rendered from that date to the closing of the estate
in 1947. So far as they do, no part of the 1%
commissions on the dividends paid before
September 22, 1938, can be fairly allocated to
services rendered in the later period.

LEXSEE 1951 U.S. APP. LEXIS 4091
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CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiffs appealed the
judgment of the district court that held the process patent
claims not infringed. Defendant appealed from the part of
the decree that held the product patents valid and
infringed.

OVERVIEW: Plaintiffs filed suit for the infringement of
two of their patents. The first patent was for a process
used in the manufacture of the flash lamp which was the
product covered by the second patent. Some of the claims
of the process patent were held invalid. Others were held
not infringed. All the claims of the product patent were
held valid and infringed; an injunction was granted and
an accounting ordered. Plaintiff appealed from so much
of the decree that held the process patent claims not
infringed. Defendant appealed from the part of the decree
that held the product patent valid and infringed. On
appeal, the decree of the district court dismissing the
action as to the process patent was affirmed because it
was not infringed. The defendant failed to adopt the
precise mode called for in the process patent and thus did
not literally infringe. The decree holding the product
patent infringed was reversed because it was void for lack
of invention. The court was unable to discover any
patentable invention in the plaintiffs' product.

OUTCOME: The decree of the district court dismissing
the action as to the process patent was affirmed because it
was not infringed. The decree holding the product patent
infringed was reversed because it was void for lack of
invention.

CORE TERMS: patent, invalid, upper, infringed,
electrical, infringement, wire, invalidity, lamp, bulb,
decree, non-infringement, scarecrow, filling, uninfringed,

secondary', prior art, testimonial', filler, better practice',
tube, oral testimony, flash, patented, foil, air, public
interest, non-infringed, invention, patent-owner's

COUNSEL: [**1] Kenyon & Kenyon, New York City,
for plaintiff, Wabash Corporation.

Arthur G. Connolly, Wilmington, Del., (Theodore S.
Kenyon, New York City, Arthur G. Connolly,
Wilmington, Del. and Edward A. Ruestow, New York
City, of counsel), for plaintiff, Hartford National Bank &
Trust Co. (Trustee).

Alexander C. Neave, New York City, (Charles H.
Walker, Harry R. Pugh, Jr., New York City, Vernet C.
Kauffman and James J. Lazna, Cleveland, Ohio, of
counsel), for defendants.

JUDGES: Before AUGUSTUS N. HAND, CHASE and
FRANK, Circuit Judges.

OPINION BY: HAND

OPINION

[*578] HAND, Circuit Judge.

The facts in this case have been fully set forth in the
opinion of Judge CHASE. I differ with him only in so far
as he would hold the product patent valid. Judge Frank
and I have been unable to discover any patentable
invention in the plaintiffs' product. The Ostermeier, van
Liempt and Crowley Patents taught the art enough to
defeat the claims of the product patent relied on. In the
first, a metallic foil was used; in the second, a metallic
wire; and in the third, metallic wool. The only thing that
remained was to fill the entire bulb with the wire for,
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given that, the filling would [**2] normally be
undulating, serpentine, and elastic. If there was any
invention in either of the patents in suit, it was in the
mode of blowing the wire into the bulb with a stream of
controlled air. The defendants failed to adopt the precise
mode called for in the process patent and thus did not
literally infringe. But the plaintiffs argue that they, as the
first to use air for filling flash bulbs, should be entitled to
a broad range of equivalents. Nevertheless, we all agree
that these differences between the plaintiffs' process and
the defendants' are sufficient to prevent a decree for
infringement in what seems to be a narrow field of
invention. Accordingly the process patent is held not
infringed, and the decree of the District Court dismissing
the action as to it is affirmed; the product patent is held
void for lack of invention and the decree sustaining it,
and holding it infringed, is reversed.

DISSENT BY: CHASE (In part); FRANK (In part)

DISSENT

CHASE, Circuit Judge, dissenting in part.

This appeal is from a decree in a suit for the
infringement of two patents, one, No. 2,115,423, issued
to C. Korver on April 26, 1938, for a 'Method and Device
for Transporting Wires, [**3] ' and the other, No.
2,162,847, issued to the same patentee for a 'Flash Lamp.'
The first patent is for a process used in the manufacture
of the flash lamp which is the product covered by the
second patent, and they will hereafter be called
respectively the process patent and the product patent.
Some of the claims of the process patent were held
invalid. Those have all since been disclaimed and are not
now involved. Others were held not infringed. All the
claims of the product patent were held valid and
infringed; an injunction was granted and an accounting
ordered. The plaintiffs are the Wabash Corporation,
exclusive licensee under both patents, and the Hartford
National Bank and Trust Company, which holds the legal
title to both patents in trust. They have appealed from so
much of the decree as holds the process patent claims not
infringed. The defendant Ross Electric Corporation
which sells the accused lamps in the Eastern District and
the defendant General Electric Company, which
manufactures and distributes those lamps for sale, have
appealed from that part of the decree which holds the
product patent valid and infringed.

[*579] The flash lamps are the kind [**4] known

as photo-flash lamps. The development of such lamps
began with a type made by the General Electric Company
under the Ostermeier patent, No. 1,776,637, about twenty
years ago, and has marked a decided advance in the art of
flash photography. Before then, the necessary intense
light of short duration was provided by igniting
fast-burning powers in open containers, creating smoke
that was more or less disagreeable to the senses and
somewhat of an interference with taking a succession of
pictures. Ostermeier did away with all that by providing
a glass bulb filled with oxygen and aluminum foil in such
a way that an electric current, entering the bulb, would
ignite the filling. An intense light of sufficiently
controlled duration but with a sharp peak, i.e., a
comparatively short period of highest intensity, could be
obtained from his lamp. Yet his great advance over what
had been done before left much to be desired. The
shortness of the period of maximum light output made
synchronization with the camera shutter difficult, his
bulbs had to be so large that a photographer could readily
carry but a few at once and they had to be handled with
much care to prevent breaking. [**5] Their
manufacture was made slow and costly by the necessity
of filling the bulbs with the right amount of the right size
of foil by hand, by pushing it in with a rubber-tipped rod
such as a pencil with its eraser, to insure its uniform
distribution in a crumpled condition throughout the bulb.
Still this lamp was such an improvement over the old
open flash method that it was in great demand and in
1938 nearly 4,000,000 were sold.

In 1936 the predecessor of Wabash Corporation,
having obtained an exclusive license under the patents in
suit, began making the patented lamps. They were so
much cheaper to make, so much more efficient in
operation, and in other respects so much better than the
Ostermeier lamps that the latter were superseded in a few
years. In 1942 over 17,000,000 of the patented lamps
were sold and in 1948, over 60,000,000. In 1942 General
Electric began to make and to market the accused lamps,
and their sale has nearly equalled that of the patented
ones. Though some of this marked commercial success
may be justly attributable to factors independent of the
disclosures of either of the patents in suit, it is apparent
that those disclosures were in large [**6] measure
responsible for it.

The Process Patent

While the process patent originally covered more,
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the elimination of the claims as above noted narrowed it
to a method usable only in filling containers shaped in
general like the bulbs of photo-flash lamps. Claims 2, 5
and 6 were held valid. Claim 2 is typical and reads as
follows: 'A method of uniformly filling a hollow body
closed except for a single aperture, with an
internally-strained wire of small mechanical strength,
comprising the steps of carrying the wire through the
aperture and into the hollow by a stream of gas leaving
through another portion of the aperture, and distributing
the wire in a curled condition and as uniformly as
possible within the hollow by the recurrent flow of the
gas therein.'

I will confine my description of the process to one,
as disclosed by the specifications, which is usable for
filling photo-flash lamps, since the accused process is of
that kind and the patentee called his 'particularly well
adapted' for that.

Whenever a metal wire 1 is bent the stretching which
occurs on the outer side of the bend and the compression
on the inner side so distort the metal that internal strains
[**7] are set up. These strains have a tendency to make
the wire curl when it is not under tension, the amount of
curling varying directly with the intensity of such strains.
Most metal wires of small absolute strength are
inherently so strained that they have some tendency to
wave or curl when loose, and winding on a spool serves
to increase this tendency. Korver sought to fill a
photo-flash bulb with such [*580] wire mechanically so
that it would be evenly distributed throughout the bulb
and would be so curled and waved that it would be held
in place during handling and use by its resiliency against
the walls of the bulb and between curls throughout its
own mass. He did that by assembling a machine which
first unwound from a spool the fragile wire when it was
to be used for filling. If it was not already sufficiently
internally strained to curl as desired in the bulb, the wire
was pulled over a sharp edge to impart such strains. Then
it was carried to, and through, a guide tube of small
diameter which extended into the aperture of the bulb
which was of much greater diameter; there the guide tube
was greatly enlarged in diameter but still kept much
smaller than the [**8] neck of the aperture. A supply of
compressed air was fed into the guide tube near the end
where the wire entered, this being done in such a way that
the air would flow toward the bulb. This air stream
carried the fragile wire along the small part of the guide
tube under sufficient tension to keep it from curling or

kinking during that transit but when this stream reached
the enlarged or 'belled' portion of the guide tube, within
the neck of the bulb, the air expanded and was thus
slowed in speed enough to let the wire curl. From there
the air stream, slowing even more after it entered the
larger portion of the bulb to be filled, distributed curled
wires throughout the receptacle by flowing to and against
the closed end of the bulb and then reversing and passing
out of the bulb through the aperture between its inner
sides and the outside of the guide tube. This reversal of
the direction of the air flow and its passage to, and out of,
the aperture of the bulb is what is designated in Claim 2
as 'the recurrent flow of the gas' which distributes 'the
wire in a curled condition and as uniformly as possible
within the limited space.'

1. The wire filler of a photo-flash bulb must, of
course, be made of metal which will burn as
desired, like aluminum or an alloy of it and
magnesium.

[**9] In the accused process the material from
which the filler is made is not at the beginning a fragile
wire wound on a spool. It is, instead, a roll of aluminum
foil of the desired thickness and width. It usually is about
eight inches wide and .001 of an inch thick. This sheet of
foil is unwound from its roll by feed rolls between which
it passes. These feed rolls first draw it through a
lubricating tank, where it is treated to make it shear more
readily, and then push it over a shear plate. There a
rotary cutter, synchronized in speed with the rate of travel
of the sheet of foil, slices off narrow strips of a
pre-determined width. 2 Suitably placed below these
rotary shears is the flared-out end of a small hollow tube.
This tube leads to a filling head with which it makes an
air-tight connection. The filling head has an outside rim
into which a photo-flash bulb may be placed so as to
make an air-tight connection between the filling head rim
and the outside of the bulb at some part of it between the
neck and the point of the maximum diameter of the bulb.
The inside of the filling head forms an extension of the
carrier tube and has its outlet near the center of the
[**10] bulb to be filled. Above the bottom of the carrier
tube there is an opening in the side of the filling head
which has an air-tight connection with a trap which is in
turn connected to an exhaust pump. This pump tends to
create a vacuum at the intake end of the carrier or feed
tube into which there is a rush of the air which surrounds
the shreds as they are cut off. As the trial judge
justifiably found, 'The shreds are sucked into the feed
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tube at such high velocity that the naked eye cannot see
their condition as they are drawn into and through the
nozzle. However, they are probably drawn into the feed
tube in 'hairpin' form, and are carried by the stream of gas
through the filling tube and are kept fairly straight until
they reach the bulb of the lamp. There the successive
shreds strike the bulb wall and intertangle with one
another to form a tangled, skeletonized mass of curled,
crinkled or rumpled material within the bulb. The bulb is
then removed from the filling tube and placed over an air
jet which serves to fluff the material and to distribute it
uniformly through the bulb.' The judge [*581] also
found on adequately supporting evidence that, 'Unlike
Korver, [**11] the General Electric filling method does
not deal with or produce a wire which has been
internally-strained so as to assume a curled or coiled
condition when released.' And that, 'The General Electric
filling method does not uniformly distribute the shreds as
called for in the Korver patent. A separate fluffing
operation with a jet of compressed air * * * is necessary
to obtain uniformity in the General Electric operation.'

2. Usually .001 of an inch, the same as the
thickness of the foil, so that the strip is roughly
square in cross section.

These differences between the two processes were
considered by the trial judge sufficient to preclude
infringement, and I agree. Though they may appear to be
but narrow distinctions I think that in the light of the prior
art they are crucial.

But before taking up that phase of the matter I wish
to notice that the decision below apparently followed the
'better practice' as pointed out in Sinclair & Carroll Co.
v. Interchemical Corp., 325 U.S. 327, 330, 65 S.Ct. 1143,
89 L.Ed. 1644, [**12] by dealing with the validity of the
claims before deciding the question of infringement. The
three claims remaining after those held invalid had been
disclaimed were what I might call tentatively held to be
valid and then held not infringed. That entirely disposed
of the suit on that patent and the decree as to it provided
for the dismissal of the complaint without adjudging the
three remaining claims to be valid. Thus there was an
investigation and determination as to validity to comply
with the above mentioned better practice, which the
record affirmatively disclosed, without the error of
adjudging any claims valid which, even if valid, would
not have been infringed. Electrical Fittings Corp. v.
Thomas & Betts Co., 307 U.S. 241, 59 S.Ct. 860, 83 L.Ed.

1263. See Cover v. Schwartz, 2 Cir., 133 F.2d 541, 545;
Western States Mach. Co. v. S. S. Hepworth Co., 2 Cir.,
152 F.2d 79, 81. Without such a record on appeal, there
is no way for an appellate court to know, in patent cases
where the complaint has been dismissed solely for failure
to prove infringement, what has been done, if anything, to
determine whether the patent should [**13] be held
invalid in whole or in part. Unless in such cases the
record shows that, or can be required to show it, the
approved practice, except in the comparatively rare
instances where the patent in suit is obviously invalid,
will be what the trial judges choose to make it and
perhaps that is what the Supreme Court means to let it be.
But if appellate courts are to have any effective
supervision of the better practice, records on appeal must
provide the basis for that. This record does so and
accords with what seems to be needed for such
supervision. Of course in those comparatively rare cases
where the patent in suit is clearly invalid, and a trial court
has failed so to hold, an appellate court may do so
without any remand for findings for, by hypothesis, the
record is already adequate to support such a decision.

But, where invalidity was a substantial issue, and the
complaint was dismissed for non-infringement without
findings on the question of validity in compliance with
Rule 52(a), Fed. Rules Civ. Proc. 28 U.S.C.A., on appeal
the judgment has been vacated and the cause remanded
for such findings. Helbush v. Finkle, 9 Cir., 170 F.2d 41.
I take [**14] that to mean that where the course
followed below is not taken, in cases where validity
presents a substantial question, it may be required in
order that invalid claims be not left as a threat longer than
necessary. But I do not understand that, on appeal by a
plaintiff from a judgment dismissing a complaint solely
on the ground of non-infringement, an appellate court
need necessarily review the trial court's conclusion, not
carried into the judgment, that the claims are valid, before
it can, in the absence of error as to the infringement issue,
affirm the judgment. It has long been the practice to treat
non-infringement and invalidity as sufficient and
alternative grounds for dismissing the complaint in a
patent infringement suit. See Coulter v. Eagle & Phenix
Mills, 5 Cir., 35 F.2d 268, certiorari denied, 281 U.S.
758, 50 S.Ct. 409, 74 L.Ed. 1167. Cf. Altvater v.
Freeman, 319 U.S. 359, 63 S.Ct. 1115, 87 L.Ed. 1450.
Lest a disagreement within the court as presently
constituted [*582] create unnecessary confusion, two of
its judges think that what was recently said by L. Hand,
C.J., in Harries v. Air King Products Co., 2 Cir., 183
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F.2d 158, 161, 162, 163 [**15] should be emphasized
by repetition:

'Since, as will appear, the defendant has not infringed
the claims, limited as they must be, the question arises
whether we are compelled to review Judge Galston's
conclusion in favor of their validity. In what cases a
court may dispose of a patent infringement action upon
the issue of non-infringement, recent decisions leave in
some doubt, we must own. In Electrical Fittings Corp. v.
Thomas & Betts Co., 2 Cir., 100 F.2d 403, we held that,
after deciding that a defendant did not infringe a claim,
we need not pass upon a finding of the district court that
it was valid. This we held because the finding had not
been necessary to the judgment and for that reason would
not be an estoppel, and would not therefore prejudice the
defendant. The Supreme Court did not differ with us in
thinking that the finding was immaterial, but nevertheless
it directed us to strike it from the decree. 3 The rationale
of that decision was that the defendant was entitled to
have it out because, although it was not an estoppel, it
might create some presumptive prejudice against him. It
is to be noted that the court did not suggest that we
[**16] were bound to review the finding, for that would
have been inconsistent with its mere deletion. The case is
therefore clearly a holding that it is not in all cases
necessary to decide the issue of validity. In Cover v.
Schwartz, 2 Cir., 133 F.2d 541, the district court had held
that the claim was neither valid, nor infringed, and we
dismissed the appeal because the patentee did not
question the holding of non-infringement. We said that
the unchallenged holding that the defendant had not
infringed made the case moot and ended our jurisdiction.
That decision the Supreme Court cited with approval in
Altvater v. Freeman, 4 saying that 'to hold a patent valid
if it is not infringed is to decide a hypothetical case,'
relying on Electrical Fittings Co. v. Thomas & Betts,
supra. 5 Unless there is some difference between a
finding of invalidity and a finding of validity, Cover v.
Schwartz should have ended with a direction to strike out
the holding of invalidity, and perhaps the reason why we
did not do so was that a counterclaim remained to be
tried.

3. 307 U.S. 241, 59 S.Ct. 860, 83 L.Ed. 1263.
[**17]

4. 319 U.S. 359, 363, 63 S.Ct. 1115, 1117, 87
L.Ed. 1450.
5. 307 U.S. 241, 59 S.Ct. 860, 83 L.Ed. 1263.

'So the law stood when Sinclair & Carroll Co. v.
Interchemical Corp., 325 U.S. 327, 65 S.Ct. 1143, 89
L.Ed. 1644, was decided. There the district court had
held that the patent was invalid and not infringed, and we
had held it valid and infringed. This the Supreme Court
reversed, holding the patent invalid, but not passing on
the issue of infringement, which have of course become
moot upon the finding of invalidity. However, it went out
of its way to say, 325 U.S.at page 330, 65 S.Ct.at page
1145: 'There has been a tendency among the lower
federal courts in infringement suits to dispose of them
where possible on the ground of non-infringement
without going into the question of validity of the patent';
then, after citing Cover v. Schwartz with apparent
approval, it added: 'the District Court in this case
followed what will usually be the better practice by
inquiring fully into the validity of this patent.' One court
has read [**18] this as a direction always to decide the
issue of validity 6 and perhaps it meant to go so far.
However, if it did, it is hard to see how that was in accord
with Electrical Fittings Co. v. Thomas & Betts, supra, 7

with Altvater v. Freeman, supra, 8 or with Cover v.
Schwartz, supra, 9 which proceed upon the implied
premise that the issue of infringement may be disposed of
before that of [*583] validity, since it is only in that
event that the issue of the validity can become
'hypothetical,' or 'moot.' The passage we have just quoted
from Sinclair & Carroll Co. v. Interchemical Corp.,
supra, 10 was certainly not put in the form of a
peremptory direction, but rather of a cautionary
admonition, to be followed when that is the more
convenient course; and it is thus that Woodbury, J.,
construed it in Grant Paper Box Co. v. Russell Box Co. 11

We are disposed so to understand it in the case at bar.

6. Pennington Engineering Co. v. Spicer Mfg.
Co., 6 Cir., 165 F.2d 59, 61.
7. 307 U.S. 241, 59 S.Ct. 860, 83 L.Ed. 1263.

[**19]
8. 319 U.S. 359, 63 S.Ct. 1115, 87 L.Ed. 1450.
9. 2 Cir., 133 F.2d 541.
10. 325 U.S. 327, 65 S.Ct. 1143, 89 L.Ed. 1644.
11. 1 Cir., 151 F.2d 886, 890.

'There are good reasons for allowing some latitude of
choice. A decision resting upon non-infringement is
generally must more secure than one on invalidity, at
least when the question is whether there is a patentable
invention. That issue is as fugitive, inpalpable, wayward,
and vague a phantom as exists in the whole paraphernalia
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of legal concepts. It involves, or it should involve, as
complete a reconstruction of the art that preceded it as is
possible. The test of invention is the originality of the
discovery, and discovery depends upon the mental act of
conceiving the new combination for substantially every
invention is only a combination. Nothing is more
illusory, as nothing is more common, than to assume that
this can be measured objectively by the magnitude of the
physical readjustments required. Courts never tire, or at
least in earlier times [**20] they never did, of
expatiating upon the freshness of insight which observes
a little, but fruitful, change which had theretofore escaped
detection by those engaged in the field. When all is said,
we are called upon imaginatively to project this act of
discovery against a hypostatized average practitioner,
acquainted with all that has been published and all that
has been publicly sold. If there be an issue more
troublesome, or more apt for litigation than this, we are
not aware of it. The defence for always deciding it first,
is that, if the claim be invalid, it should not be allowed to
stand as a 'scarecrow'; and that is quite true, granted the
premise. Indeed, the same notion lies back of the
disclaimer statute. But it must not be forgotten that the
decision of a single court, whether district, or court of
appeals, does not settle the question. It is the usual, if not
universal, custom of practitioners if the stake is enough,
not to rest content with a single decision of invalidity, but
to seek another forum, as indeed the disclaimer statute
permits. 12 A declaration of invalidity may therefore
prove an ignis fatuus, as fictitious a security to those who
wish [**21] to infringe the claim, as a declaration of
validity may be a fictitious menace. We hold that it is
open to a court to proceed as is most convenient, subject
to the exception that, though the defendant has not
infringed, claims may be so evidently invalid that the
court should so declare.'

12. Triplett v. Lowell, 297 U.S. 638, 56 S.Ct.
645, 89 L.Ed. 949.

The differences to which I have already referred as
crucial on the question of infringement are those
operations which were claimed as a part of the patented
method, viz., the steps of carrying 'an internally strained
wire' into a 'hollow body' and there depositing it 'in a
curled condition and as uniformly as possible within the
hollow by the recurrent flow of the gas therein.' I have
designated them as crucial because a brief reference to
the prior art will show that those steps are what Korver
disclosed which was new if anything was. That it was

already old to use a contained stream of gas to fill a
holder with light material [**22] in strands is shown by
the Schur patent, No. 1,915,451, which used compressed
air to fill a receptacle with weak fiber strands carried into
it by the air flowing within a tube. But this is as much as
Korver might have learned from Schur, since the latter
wanted the filler to be arranged within his container for
early withdrawal, and it had no internal strains, either
inherent or imparted to it, to make it curl in the container
and become a tangled mass held in place by its own
elasticity against the walls. Nor was there what Korver
calls his recurrent flow of [*584] gas. No other prior
patent narrows the Korver claims more than Schur, and
none, therefore, need be mentioned to demonstrate that
unless the accused process does those things which
distinguish the Korver process there is no infringement.
That question depends, as always, upon whether, when
the claims are interpreted so as to cover what is
patentably new in the light of the specifications and of the
prior art, the accused method does substantially the same
thing in substantially the same way. Similarity, or even
identity, of result will not alone suffice. Swan
Carburetor Co. v. Chrysler Corporation, 6 Cir., 130 F.2d
393. [**23] Due regard must be had for what is known
as the doctrine of equivalents to the end that minor
omissions or minor changes will not serve to exonerate
one who actually copies, and thus does appropriate, the
gist of a patent. Cf. Graver Tank & Mfg. Co. v. Linde Air
Products Co., 339 U.S. 605, 70 S.Ct. 854, 94 L.Ed. 1097;
Royal Typewriter Co. v. Remington-Rand, Inc., 2 Cir.,
168 F.2d 691. But when, as here, the accused process
does not embrace those steps which distinguish the
patented one from the prior art it does not infringe.
Dixie-Vortex Co. v. Paper Container Mfg. Co., 7 Cir.,
130 F.2d 569, 579, certiorari denied, 317 U.S. 686, 63
S.Ct. 260, 76 L.Ed. 550; Moto-Mower Co. v. E. C.
Stearns & Co., 2 Cir., 126 F.2d 854.

The Product Patent

The patent, No. 2,162,847, for a 'Flash Lamp' was
granted to C. Korver June 20, 1939. His original
application was embraced in that of the process patent
already considered and was filed April 26, 1935. This
application was divided from that on July 16, 1936, and it
is conceded that the date to be accorded his invention is
May 18, 1934, when an application for [**24] the same
invention was filed in Germany. 13

13. R.S. Sec. 4887, 35 U.S.C.A. § 32.
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What this flash lamp is, what it does, and how it does
it has already been largely though not entirely, told in
dealing with the process patent. The better a photo-flash
lamp is, the more nearly will it supply the right amount of
actinic light at the right time for the camera with which
the picture is taken to operate at its maximum efficiency.
If the actinic light is produced in synchronism with the
shutter movement of the camera, allowing the peak light
to affect the film, the best results will follow. But as is so
often true, the problem is more easily stated than solved.
I shall confine what I now say to the production of actinic
light in a closed container like the patented and accused
lamps in suit. They produce it by burning a metal-
aluminum alone or alloyed with some other substance
such as magnesium- in oxygen under greater than normal
atmospheric pressure. When combustion [**25] starts,
the intensity of the light increases rapidly to its peak and
then decreases to extinction. The speed with which the
peak is attained increases, within limits not here
important, as the metal burned is made finer (just as a fire
of small pieces of wood will flash into flame more
quickly than like wood in larger pieces) and it is more
nearly uniformly distributed throughout the container, so
that all portions of the metal are surrounded by nearly
equal amounts of oxygen. This construction results in a
comparatively even rate of combustion, thereby giving a
longer maximum output of actinic light. For
photographing rapidly moving subjects, the camera
shutter should, preferably, be open within this period of
maximum output for the time required to sensitize the
film and it is obvious that the longer the peak of the flash
the easier it is to have the shutter opened within some
part of that period. If the duration of the peak and the
shutter time were equal the synchronization would have
to be perfect for best results but if, for instance, the peak
duration substantially exceeds the required shutter time
there is a comparatively large tolerance for errors in
synchronization, [**26] because during the peak any
time the shutter opened and closed would do as well as
any other. Furthermore, when flash lamps are, like these,
ignited by electrically generated heat in contact with the
metal, the contact time, i.e., the time in which a given
amount of electricity will create heat sufficient for
ignition, is shortened by using finer filling. [*585] Thus
lamps constructed in accordance with the product patent
have characteristics which give them decided advantages.

As the trial court found from ample evidence: 'The
lamps manufactured by Wabash embodying the Korver
patented product are cheaper, smaller, more uniform and

more efficient than any photo-flash lamps previously
made. They have a light curve which differs from that of
the foil lamp in having a lower, broader peak, more like a
plateau, so that the difficult problem of synchronization
with the camera shutter is largely avoided.'

The only lamp which, before the patented lamp, was
commercially successful was the foil filled one of
Ostermeier, which the Korver lamp pushed off the
market. That lamp has already been described, and with
its crumpled thin foil, is no anticipation. The foil filler
[**27] did not burn as readily as the wire one and this
comparative inefficiency retarded its production of usable
actinic light. Van Liempt's Patent No. 2,037,101 teaches
some of the advantages of using wire in place of foil as a
filler, but his wire was not uniformly distributed
throughout the bulb nor held elastically in place within it.
Instead it was wound into a clew and was supported by,
or from, the stem which bore the igniter, rather than by
the walls. He was primarily concerned with a wire made
from aluminum and magnesium in the proportions
disclosed. Crowley, in two British patents, Nos. 403,427
and 403,638, mentions metallic wool, among other filling
materials, as suitable for a flash lamp, but he comes no
closer to showing the Korver lamp. Leijdens filed an
application on March 15, 1935, which was the same as
his application filed in Germany on March 26, 1934, for a
flash lamp and was granted a patent, No. 2,091,601, on
August 31, 1937. While it is doubtful whether it is prior
art, assuming, without deciding, that it is, the application
discloses nothing which anticipates. Leijdens described
and patented a device for igniting the filler by means of a
'spontaneous [**28] reaction' which dispensed with the
use of electricity and the consequent need for an
electrical supply source. His drawings, which are alone
relied on, show bulbs filled with undulating wire in a
random course and in a more or less tangled, perhaps
curled, condition. Although the wire seems at spots to
touch the walls, the contact is not enough to provide
appreciable support. Moreover, any doubt as to what
does support his filler there might otherwise remain is
resolved by the description of a typical drawing, Fig. 1, in
the specifications as follows: 'Within the bulb and
supported by the stem 50 is a combustible material 4
shown as a clew of drawn magnesium or magnesium
alloy wire.' Thus it appears that the support for the filler
is the stem, not the walls, and that the filler is a clew of
wire, quite unlike the Korver filler. Nothing else in the
prior art has been called to our attention which is
sufficiently near anticipation to require discussion.
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Korver was the first to create a flash lamp with a
filler uniformly distributed and held in place within the
bulb so that the output of actinic light was more easily
co-ordinated with the camera and more useful for [**29]
photographic purposes. His lamp was cheaper to
manufacture and less fragile than previous bulbs and it
drove them off the market. It is true that the enormous
commercial success of the lamp may justly be attributed
in considerable part to other factors, like a safe increase
in the oxygen pressure which allowed a decrease in the
size of the bulbs without a lessening in the actinic light
available for use. But I need make no attempt to
apportion the cause of its success for that is the
make-weight which may tip the scales when the fact of
invention is otherwise in doubt. Cf. Jungerson v. Ostby
& Barton Co., 335 U.S. 560, 567, 60 S.Ct. 269, 93 L.Ed.
235; Goodyear Tire & Rubber Co. v. Ray-O-Vac Co., 321
U.S. 275, 279, 64 S.Ct. 593, 88 L.Ed. 74. I think that it
has here been otherwise proved.

Of the three claims of the patent, all of which were
held valid, No. 2 is typical and reads: '2. A flash-lamp
comprising a container of actinic light-transmitting
material having an active portion, a mass of thin
undulated wire disposed within said active portion so as
to be elastically supported [*586] from the wall thereof,
and a gas which upon [**30] ignition enters into an
actinic reaction with said wire, said wire being arranged
in a serpentine course so as to be in substantially uniform
spacial distribution.'

It was shown that when the defendant's Ostermeier
flash lamp was unable to meet successfully the
competition of the patented lamp, the defendant cast
about for something that would, and eventually turned up
the accused lamps which, being able to do so, have been
sold over the succeeding years in about the same quantity
as the patented ones. These lamps have already been
sufficiently described. It is argued that they do not
infringe because the filler is shredded aluminum foil
instead of 'wire'; because the filler is not 'undulated'; and
because it is not kept in place in the bulb by its own
pressure elastically on the walls.

There is evidence to the effect that the word 'wire' is
often used to denote a drawn filament. That of course
means a round wire, something which the accused filler is
not. But there is other evidence which well shows that
the term wire is understood to embrace much more than
that and to include materials not the result of any drawing

operation but of other operations, including [**31]
shearing, and that 'square wire' and that of other shapes is
known. That the claims used 'wire' in this broad sense to
denote material usable as the filler rather than to denote
any particular manner of making such filler seems plain
enough when it is remembered that nothing was required
of it after it was in place in the bulb but to remain there
and to burn when ignited. The evidence shows that the
accused filler is made of shreds which, though not
continuous, are each longer than the diameter of the bulb
in which used so that no piece can remain straight for its
full length when in position. These pieces are there
deformed, intertwined and enmeshed with each other as
the result of the force exerted by the process which puts
them there. And they so press upon each other and upon
the wall of the bulb that they retain the nearly uniform
distribution imparted by the fluffing operation having
enough inherent elasticity to do so. Indeed there was
substantial evidence to support the following finding of
the trial court. 'The accused photoflash lamps are
characterized by the undulating and serpentine course of
the shredded material which forms a tangled mass of
crumpled [**32] shreds bent in every conceivable
direction at non-uniform intervals. The individual shreds
are fine, fragile wires. The wire filling material of the
accused lamps in substantially identical with that
described in the Korver patents, even though it is in the
form of 8Inch shreds rather than continuous. The mass of
shreds is so light (generally less than a tenth of a gram)
that the loops and tips in contact with the glass wall of
the bulb are adequate to support the filling elastically and
hold it in place, just as taught in the Korver patents. In
every particular referred to in the claims, the structure of
the accused lamps is the same as or the substantially
equivalent of that described and claimed in the Korver
product patent.'

What the defendant has done is but to substitute for
the continuous wire of Korver a practically perfect
equivalent- shreds sufficiently long to accomplish
substantially what Korver's wire accomplishes and in
substantially the same way. The interchangeability of
these two substances or 'wires,' once Korver's disclosures
were made available to those skilled in the art, was
seemingly obvious. The doctrine of equivalents, long
recognized in [**33] patent law and lately given effect
in Graver Tank & Mfg. Co. v. Linde Air Products Co.,
supra, does not permit such close copying of the patented
device as was here done.
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I am unable to agree with my brothers that the
product patent is invalid and would affirm the judgment
in respect to both patents.

FRANK, Circuit Judge concurring in part and
dissenting in part.

I agree with Judge A. N. HAND with respect to the
product patent. I agree with Judge CHASE'S discussion
of the process patent, except in one particular: I disagree
with much (not all) that he says [*587] in a passage in
his opinion which I quote in the footnote. 1 My
disagreement concerns the following:

1. 'But before taking up that phase of the matter
I wish to notice that the decision below apparently
followed the 'better practice' as pointed out in
Sinclair & Carroll Co. v. Interchemical Corp.,
325 U.S. 327, 330, 65 S.Ct. 1143, 89 L.Ed. 1644,
by dealing with the validity of the claims before
deciding the question of infringement. The three
claims remaining after those held invalid had been
disclaimed were what I might call tentatively held
to be valid and then held not infringed. That
entirely disposed of the suit on that patent and the
decree as to it provided for the dismissal of the
complaint without adjudging the three remaining
claims to be valid. Thus there was an
investigation and determination as to validity to
comply with the above mentioned better practice,
which the record affirmatively disclosed, without
the error of adjudging any claims valid which,
even if valid, would not have been infringed.
Electrical Fittings Corp. v. Thomas & Betts Co.,
307 U.S. 241, 59 S.Ct. 860, 83 L.Ed. 1263. See
Cover v. Schwartz, 2 Cir., 133 F.2d 541, 545;
Western States Mach. Co. v. S. S. Hepworth Co.,
2 Cir., 152 F.2d 79, 81. Without such a record on
appeal, there is no way for an appellate court to
know, in patent cases where the complaint has
been dismissed solely for failure to prove
infringement, what has been done, if anything, to
determine whether the patent should be held
invalid in whole or in part. Unless in such cases
the record shows that, or can be required to show
it, the approved practice, except in the
comparatively rare instances where the patent in
suit is obviously invalid, will be what the trial
judges choose to make it and perhaps that is what
the Supreme Court means to let it be. But if

appellate courts are to have any effective
supervision of the better practice, records on
appeal must provide the basis for that. This
record does so and accords with what seems to be
needed for such supervision. Of course in those
comparatively rare instances, where the patent in
suit is clearly invalid, and a trial court has failed
to so hold, an appellate court may do so without
any remand for findings for, by hypothesis, the
record is already adequate to support such a
decision. But, where invalidity was a substantial
issue, and the complaint was dismissed for
non-infringement without findings on the question
of validity in compliance with Rule 52(a),
F.R.C.P., on appeal the judgment has been
vacated and the cause remanded for such findings.
Helbush v. Finkle, 9 Cir., 170 F.2d 41. I take that
to mean that where the course followed below is
not taken, in cases where validity presents a
substantial question, it may be required in order
that invalid claims be not left as a threat longer
than necessary. But I do not understand that, on
appeal by a plaintiff from a judgment dismissing a
complaint solely on the ground of
non-infringement, an appellate court need
necessarily review the trial court's conclusion, not
carried into the judgment, that the claims are
valid, before it can, in the absence of error as to
the infringement issue, affirm the judgment. It
has long been the practice to treat
non-infringement and invalidity as sufficient and
alternative grounds for dismissing the complaint
in a patent infringement suit. See Coulter v.
Eagle & Phenix Mills, 5 Cir., 35 F.2d 268,
certiorari denied, 281 U.S. 758, 50 S.Ct. 409, 74
L.Ed. 1167. Cf. Altvater v. Freeman, 319 U.S.
359, 63 S.Ct. 1115, 87 L.Ed. 1450.'

[**34] The trial judge made formal findings 2 that
three claims of the process patent were valid but not
infringed; his decree dismissed the complaint as to these
claims. Judge CHASE says that it was proper for the trial
judge thus to state his conclusion that the claims were
valid, although he held them uninfringed. I agree that,
because of the nature of these patent claims, in this case,
on the evidence in this record, we may, without
reviewing and reversing the finding of validity, exercise
discretion to affirm on the ground of non-infringement
alone. But I think that the ruling of the Supreme Court in
Electrical Fittings Corp. v. Thomas & Betts Co., 307 U.S.
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241, 59 S.Ct. 860, 83 L.Ed. 1263- which reversed this
court- obliges us to order that the finding of validity be
expunged.

2. They read:

'1. Claims 1, 3, 4 and 10 of Korver patent No.
2,115,423, the filling device patent, are invalid
over the prior art; claims 2, 5 and 6 are valid.

'2. None of claims 2, 5 and 6 of Korver patent
No. 2,115,423 is infringed by the General Electric
filling method and device.'

These findings are labelled 'Conclusions of
Law,' but that label is immaterial. See point 2 of
this opinion, infra.

[**35] [*588] As I understand Judge CHASE, he
believes that the trial judge here properly coupled the
findings of validity and non-infringement, and that
Electrical Fittings is here inapplicable, for three reasons:

(a) In this case (says Judge CHASE), unlike
Electrical Fittings, the finding of validity was not
incorporated in the judgment or decree.

(b) In Sinclair & Carroll Co. v. Interchemical Corp.,
325 U.S. 327, 330, 65 S.Ct. 1143, 89 L.Ed. 1644, decided
after Electrical Fittings, the Supreme Court (says Judge
CHASE) has laid it down as the 'better practice' that the
trial judge should inquire fully into the validity of a
patent before dismissing the suit for non-infringement
only. Therefore, says Judge CHASE, the upper courts
must see to it that the trial courts comply with this 'better
practice'; in order that an upper court may do so, the trial
judge should explore the patent's validity, and, if he
considers the patent valid, should so find, even if he finds
and decides that it has not been infringed (provided only
he does not include his validity-finding in his decree).
Thus, according to Judge CHASE, the Interchemical case
virtually obliterates [**36] Electrical Fittings.

(c) Because of Rule 52(a), except in cases where
invalidity is grossly obvious, an upper court, says Judge
CHASE, must not pass on the issue of validity without
first obtaining the trial judge's finding on that issue.
Therefore, it was proper for the trial judge here to make a
finding of validity (not incorporated in his judgment or
decree) although he found the patent uninfringed, for
otherwise on this appeal we could not have dealt with the

patent's invalidity if, in our discretion, we had though it
desirable to do so. Thus, according to Judge CHASE,
Rule 52(a) leaves little if anything of Electrical Fittings.

I disagree with all three of these propositions. To
make my position clear, I shall first sketch the
background of the Supreme Court rulings in the Electrical
Fittings and Interchemical cases.

It is, of course, elementary that, to win a patent
infringement suit, the patent-owner must show both (1)
that the patent is valid and (2) that the defendant has
infringed. A decision against the owner can, then, rest on
either or both of the alternative grounds, i.e., (1)
invalidity and/or (2) no infringement. Until fairly recently
the courts [**37] often preferred to decide against a
patent for non-infringement alone. The following two
common judicial practices allowed the patent-owner to
turn an adverse decision to his own advantage: (a) A
court would dismiss for non-infringement without
discussing the issue of validity, and so avoid striking
down what spurious patent. (b) A court, deciding that a
patent was not infringed, would nevertheless gratuitously
declare it valid. Each of those practices the Supreme
Court has recently denounced. 3

3. Sinclair & Carroll Co. v. Interchemical
Corp., 325 U.S. 327, 330, 65 S.Ct. 1143, 89 L.Ed.
1644; Electrical Fittings Corp. v. Thomas & Betts
Co., 307 U.S. 241, 59 S.Ct. 860, 83 L.Ed. 1263;
Altvater v. Freeman, 319 U.S. 359, 363, 63 S.Ct.
1115, 87 L.Ed. 1450. See also Cover v. Schwartz,
2 Cir., 133 F.2d 541; Aero Spark Plug Co. v. B.
G. Corp., 2 Cir., 130 F.2d 290, 292 (concurring
opinion).

Judge CHASE, as I understand him, takes [**38]
the position that it is often proper- indeed necessary- for
the trial judge, in order to demonstrate that he has
avoided the first prohibited practice, to engage in the
second prohibited practice, i.e., often the trial judge may
properly state judicially that a non-infringed patent is
valid, if only he does not formally put that statement in
his judgment or decree. To show why I believe that
position mistaken, it will help to describe those two
practices more in detail.

(a) The First Practice. Of this practice, it was said
that it 'tends to postpone the determination of the validity
of dubious patents where any issue of infringement is
offered upon which the case can be decided [*589] in
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favor of the defendant.' 4 As a result, many a patent was
left intact when even a casual study of the prior art, as
disclosed by the evidence, 5 showed it to be spurious- a
'zombi' 6 or a 'scarecrow.' 7 Such a decision, although
adverse to the patent owner, enabled him to say that the
court had thought well of his patent. For he could tell
infringing competitors: 'The judge decided only that the
defendant hadn't infringed. He must have thought it valid,
for if he had thought [**39] it invalid, surely he would
have said so.' So a well-heeled patentee could use the
decision, although it went against him, to threaten other
less well-heeled competitors with the notorious expense
of patent litigation, and thereby coerce them into onerous
license agreements, the cost of which would be passed on
to the consuming public.

4. Woodward. A Reconsideration of the Patent
System, 55 Harv.Law Rev. 950, 957 (1942).
5. That the evidence may often not disclose the
prior art which would so reveal, see infra.
6. Aero Spark Plug Co. v. B. G. Corp., 2 Cir.,
130 F.2d 290, 299, (concurring opinion); Cover v.
Schwartz, 2 Cir., 133 F.2d 541.
7. Bresnick v. U.S. Vitamin Corp., 2 Cir., 139
F.2d 239, 242.

For these reasons the Supreme Court, as I read its
decision in Sinclair & Carroll Co. v. Interchemical
Corp., 325 U.S. 327, 330, 65 S.Ct. 1143, 89 L.Ed. 1644,
has recently held (per Mr. Justice Jackson) that, [**40]
where the evidence shows a patent to be a 'scarecrow,' the
court should declare it invalid, whether or not it also finds
infringement. 8 This ruling is in the public interest which,
as the Supreme Court has also said (per Mr. Justice
Jackson) is 'so frequently present but so seldom
adequately represented in patent litigation.' 9

8. Cf. Harries v. Air King Products Co., 2 Cir.,
183 F.2d 158 at 163: 'Though the defendant has
not infringed, claims may be so evidently invalid
that the court should so declare.'
9. Muncie Gear Co. v. Outboard Co., 315 U.S.
759, 768, 62 S.Ct. 865, 870, 86 L.Ed. 1171.

This is not novel doctrine. See Pope Mfg.
Co. v. Gormully, 1892, 144 U.S. 224, 234, 12
S.Ct. 632, 636, 36 L.Ed. 414: 'It is as important to
the public that competition should not be
repressed by worthless patents, as that the
patentee of a really valuable invention should be
protected in his monopoly. * * * ' See also

Atlantic Works v. Brady, 107 U.S. 192, 2 S.Ct.
225, 27 L.Ed. 438; Slawson v. Grand Street R.
Co., 107 U.S. 649, 652, 2 S.Ct. 663, 27 L.Ed. 576;
Brown v. Piper, 91 U.S. 37, 44, 23 L.Ed. 200. See
further notes 28 and 48 infra.

[**41] (b) The Second Practice. This second
practice- that of judicially declaring a non-infringed
patent to be valid, and thus affirmatively endorsing its
validity- gave the patent-owner a far more effective
coercive weapon than mere judicial silence about his
patent's validity. The evils of such judicial benedictions
were by no means confined to cases where the evidence
plainly revealed that the patents were 'scarecrows.'

For a finding that a patent is valid, when it is held
uninfringed, involves three vices: (1) It is a decision of a
hypothetical case, and, as such, is improper, and perhaps
unconstitutional. 10 (2) It may, in future litigation,
unfairly prejudice the successful defendant. 11 (3) It gives
the patent-owner, gratuitously, a highly persuasive
precedent for use in litigation, or threatened litigation,
with other prospective defendants, thereby hurting the
public interest. 12 Consequently, in Electrical Fittings
Corp. v. Thomas & Betts Co., 307 U.S. 241, 59 S.Ct. 860,
83 L.Ed. 1263, the Supreme Court decided [*590] that,
when a trial court makes a finding that an uninfringed
patent is valid, the upper court must order that finding
expunged. [**42]

10. 'To hold a patent valid if it is not infringed is
to decide a hypothetical case.' Altvater v.
Freeman, 319 U.S. 359, 363, 63 S.Ct. 1115, 89
L.Ed. 1450, citing Cover v. Schwartz, 2 Cir., 133
F.2d 541. Cf. Linde Air Products Co. v. Morse
Dry Dock & Repair Co., 2 Cir., 246 F. 834, 837.
11. Electrical Fittings Corp. v. Thomas & Betts
Co., 307 U.S. 241, 59 S.Ct. 860, 83 L.Ed. 1263.
12. For recent cases wherein trial judges have
relied heavily on earlier decisions that a patent is
valid, see, e.g., Steele v. Esquire Laundry & Dry
Cleaners, Inc., D.C.W.D. Mo., 90 F.Supp. 61, 63;
Hughes Tool Co. v. Chicago Pneumatic Tool Co.,
D.C.W.D. Okl., 90 F.Supp. 845, 847. See also
discussion in Aero Spark Plug Co. v. B. G. Corp.,
2 Cir., 130 F.2d 290, 292, (concurring opinion)
and in Cover v. Schwartz, 2 Cir., 133 F.2d 541.

The evils of both the condemned practices stem from
these facts: [**43] (a) The Patent Office, because of its
setup, frequently overlooks important parts of the prior
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art in granting a patent. For as Kenyon, a leading patent
lawyer, has recently said, the conditions in the Patent
Office are such that 'it is hardly to be wondered at that a
certain number of applications go to issue
notiwthstanding the existence, undiscovered by the
examiner, of some prior patent or publication which
seriously impugns novelty.' 13 (b) A trial court has no
expert aids of its own choosing to examine into the full
details of the prior art and bring them to the court's
attention. 14 (c) The trial court must therefore rely on the
litigants to adduce such matter. If a patent-owner sues a
defendant who can easily prove that he is not infringing,
that defendant ordinarily will not be diligent in digging
up, and presenting to the trial court, the adverse prior art
data inimical to the patent's validity. 15 Accordingly, the
trial judge, receiving data relative to validity chiefly from
the patent-owner, 16 is likely to believe that the patent is
valid. He may, therefore, when deciding that the patent is
not infringed, either remain silent about validity or
pronounce [**44] the patent valid.

13. Kenyon wrote: 'Patents are obtained ex
parte. An examiner makes the best search he can
in the time available to him for examining each of
the many cases for which he is responsible. It is
greatly to the credit of the Patent Office, and to
the chiefs of its sixty-nine patent examining
divisions, that in so large a proportion of the cases
coming before them they do a surprisingly good
job. But no action upon a patent application is any
better than the search which lies behind it. As the
arts today multiply and expand, searching
becomes ever more difficult and slow. Searching,
by and large, is the responsibility of the junior
examiner, of whom hundreds have newly come to
work in the Patent Office since the war. The
junior is faced with a classification system in
which existing United States patents are arranged
by subject-matter in some 43,000 subclasses. As
his experience grows he makes up his own further
unofficial subclasses in the areas of his
responsibility. But only United States patents are
included in the general classification system-
technical journals and foreign patents, though
equally applicable on the issue of patentability,
are not classified for him. He must in some way
keep abreast of the expanding literature and the
large numbers of incoming copies of foreign
patents, often poorly indexed or not indexed at all,
to keep his own private classes up-to-date. On top

of this he is necessarily driven by the volume of
work pressing upon him, and has a reputation to
make with his superiors for efficiency and
despatch of business. Under these circumstances
it is hardly to be wondered at that a certain
number of applications go to issue
notwithstanding the existence, undiscovered by
the examiner, of some prior patent or publication
which seriously impugns novelty.' Kenyon, Patent
Law, 35 Am.Bar Ass'n J.(1949) 480, 482.

See also Aero Spark Plug Co. v. B. G. Corp.,
2 Cir., 130 F.2d 290 at 294 note 5 (concurring
opinion).

[**45]
14. See Judge Learned Hand in Parke-Davis &
Co. v. H. K. Mulford Co., C.C., 189 F. 95, 115.
See also Picard v. United Aircraft Corp., 2 Cir.,
128 F.2d 632, 639-640.
15. See Cridlebaugh v. Rudolph, 3 Cir., 131
F.2d 795, 800, as to the reluctance of some
alleged infringers to contest validity. See also
Armstrong Cork Co. v. United Cork Companies, 3
Cir., 107 F.2d 36, referring to the 'esprit de
patentability.' Cf. Aero Spark Plug Co. v. B. G.
Corp., 2 Cir., 130 F.2d 290, 299 (concurring
opinion), Smith v. Hall, 301 U.S. 216, 218, 57
S.Ct. 711, 81 L.Ed. 1049.

Doubtless, most patent lawyers do not use
such strategems. But that, with some
patent-owners, no holds are barred, see
Hazel-atlas Co. v. Hartford Co., 322 U.S. 238, 64
S.Ct. 1281, 88 L.Ed. 1596; Root Refining Co. v.
Universal Oil Products Co., 3 Cir., 169 F.2d 514.
16. Of course, sometimes the patent is clearly
invalid on its face. Sometimes, too, this appears
from the data offered by the alleged infringer in
his proof that he has not infringed.

[**46] He is particularly likely to declare a [*591]
non-infringed patent valid when, from the evidence
before him, the patent is not obviously invalid (i.e., a
'zombi' or 'scarecrow') but one whose invalidity would
appear only from a comprehensive presentation in
evidence of the prior art. Neatly illustrative of the way in
which defective presentation of prior art data may induce
a mistaken judicial belief concerning validity are Smith v.
Snow, 1935, 294 U.S. 1, 55 S.Ct. 279, 79 L.Ed. 721 and
Smith v. Hall, 1937, 301 U.S. 216, 57 S.Ct. 711, 81 L.Ed.
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1049. In the Snow case, the Court sustained a patent's
validity. Two years later, in the Hall case, where the
defendant produced evidence not offered in the Snow
case, the Court held the same patent invalid.

It follows that, as I have said, the evils of the second
practice- interdicted by Electrical Fittings- are not
confined to cases of patents whose invalidity, as shown
by the evidence, is glaringly obvious. Indeed, the patent
in Electrical Fittings was not such a 'scarecrow.' Nor, on
the evidence in this record, is any of the three claims of
the process patent in the present case.

If, then, [**47] the Interchemical case did not, sub
silentio, over-rule or very substantially modify the
Electrical Fittings case, the ruling in Electrical Fittings
was violated in the present case, unless Judge CHASE is
correct in asserting that Electrical Fittings applies only
when the judgment or decree expressly mentions the
finding of validity. I shall try to show, infra, that
Interchemical did not over-rule or modify Electrical
Fittings, and that it is entirely immaterial that the
judgment here did not incorporate or mention the finding.

Before proceeding to a more detailed discussion of
Judge CHASE'S position, if may be helpful to state the
judicial practices which, as I understand them, the
authorities require, where the court decides for the
alleged infringer in a patent infringement suit:

(1) A court in its discretion (where the evidence
warrants) may hold that a patent is invalid, or that the
accused device does not infringe, or both.

(2) A court must always consider whether the
evidence shows the patent to be a 'scarecrow.'

(3) If so, it must always so hold, whether or not
infringement has been shown; as to this, the court has no
discretion.

(4) To evidence its compliance [**48] with (2), a
court may properly state (a) that it has examined the
question sufficiently to conclude that, on the evidence,
the patent is not glaringly invalid, but (b) that, by so
saying, it is not finding the patent valid.

(5) If, however, the court finds no infringement, it
should never state that the patent is valid- in its decree, or
in its formal findings, or in its 'Conclusions of Law,' or in
its opinion.

(6) Unless the evidence shows that the patent is a
'scarecrow,' an upper court, in its discretion, may review,
and decide the case, on (a) the issue of validity or (b) the
issue of infringement or (c) both.

(7) If the trial judge dismisses the suit for
non-infringement but states of record that the patent is
valid, the upper court, if on the evidence the patent is not
a 'scarecrow,' and if the upper court affirms solely on the
ground of non-infringement, must order that the trial
judge's statement of validity be deleted- either on motion
of the alleged infringer or sua sponte. As to such
deletion, there is no discretion.

(8) When the trial judge decides that the patent is
valid and infringed, the upper court, if it decides that
there has been no infringement, [**49] and if on the
evidence the patent is not a 'scarecrow,' must similarly
order that the trial judge's finding of validity be stricken,
although the upper court, in its discretion, chooses not to
review the validity issue on the merits.

With this preface, I shall not consider and attempt to
answer Judge CHASE'S three arguments.

1. Judge CHASE'S first argument: i.e., since the
finding of validity here is not incorporated in the decree,
the Electrical Fittings case does not apply.

In the Electrical Fittings case, the Supreme Court
reversed this court for refusing to order the elimination of
the very [*592] kind of trial court finding we have here:
i.e., a finding of validity accompanying a finding of
non-infringement. Judge CHASE, as I understand him,
says or implies that, since the validity-finding in
Electrical Fittings was formally incorporated in the
decree, as it is not here, that decision is here inapposite.
17 That this is a distinction minus a difference appears, I
think, from a study of Electrical Fittings.

17. Judge Chase says that here the trial judge
'tentatively held' the claims 'to be valid'; that this
conclusion was 'not carried into the judgment';
and that the trial judge dismissed the complaint
'without adjuding the three * * * claims to be
valid.'

[**50] There the trial judge held a patent not
infringed; he dismissed the complaint but stated in his
decree that the patent was valid. Although the decree was
in their favor, the defendants appealed, asking this court
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to order stricken the portion of the decree which found
that patent valid. This court, 100 F.2d 403, 404
dismissed the appeal as 'moot,' on the ground that the
statement as to validity in the decree would not be res
judicata and so could not harm the defendants who had
won the suit. The decree, we said, 'merely established
that there was no equity in the bill which entitled the
plaintiffs to any relief whatever regardless of whether
claim I was valid or not. That left the losing plaintiffs in
no better position in respect to the patent than they were
at the time they brought the suit and the successful
defendants in no worse.' The Supreme Court reversed this
court, stating, 307 U.S.at 242, 59 S.Ct.at 860, 83 L.Ed.
1263, that the portion of the decree which held that patent
valid should be deleted because, 'though the adjudication
was immaterial to the disposition of the cause, it stands as
an adjudication of one of the issues [**51] litigated. We
think the petitioners were entitled to have this portion of
the decree eliminated, and that the Circuit Court of
Appeals had jurisdiction * * * to entertain the appeal, not
for the purpose of passing on the merits, but to direct the
reformation of the decree.' 18

18. Cf. Minneapolis-Honeywell Co. v.
Thermoco, Inc., 2 Cir., 116 F.2d 845, 847.

There is but this one difference between that case
and this: here the finding of validity was not inserted or
mentioned in the decree. I think it clear that such
inclusion of the finding in the decree could not have been
any part of the reason for the Electrical Fittings decision,
because the harmful adjudicative effect of the finding
(which caused the Supreme Court to reverse us) would
have been no whit less if the decree had been silent about
the finding.

For the cases are legion that, in determining the
scope of a decree in later litigation, for purposes of res
judicata or estoppel by judgment, a court will look to the
entire [**52] record, including the opinion and findings
which were not incorporated or mentioned in the
judgment or decree. 19 Under F.R.C.P. 52(a) and 54(a),
20 findings are not a part of the decree. But the Note of
the Advisory Committee on Rule 52(a) says: 'Findings of
fact aid in the process of judgment and in defining for
future cases the precise limitations of the issues and the
determination thereon. Thus they * * * are an important
factor in the proper application of res judicata and
estoppel by judgment.' And the Supreme [*593] Court
has said that Rule 52(a) merely embodies the former

equity practice. 21 It follows that the vice of the
validity-finding in Electrical Fittings was not its inclusion
or mention in the decree.

19. See, e.g., State of Oklahoma v. State of
Texas, 256 U.S. 70, 88, 41 S.Ct. 420, 65 L.Ed.
831; National Foundry etc. v. Oconto Water
Supply Co., 183 U.S. 216, 234, 22 S.Ct. 111, 46
L.Ed. 157; Moore v. Harjo, 10 Cir., 144 F.2d 318,
321; Great Northern Ry. Co. v. General Railway
Signal Co., 8 Cir., 57 F.2d 457, 461; Fagin v.
Quinn, 5 Cir., 24 F.2d 42, 44; National Brake &
Electric Co. v. Christensen, 7 Cir., 278 F. 490,
497; Imperial Machine & Foundry Corp. v.
American Mach. Co., D.C.S.D.N.Y., 276 F. 436,
440; D'Arcy v. Staples & Hanford Co., 6 Cir., 161
F. 733, 737; Edelman v. Edelman, 65 Wyo. 271,
199 P.2d 840, 843, 203 P.2d 952; Dietz v. City of
Neenah, 91 Wis. 422, 64 N.W. 299, 65 N.W. 500;
Gilchrist v. Stevenson, 7 How.Prac.N.Y., 273,
274. See also Nordbye, 'Improvements in
Statements of Fact and Conclusions of Law, 1
F.R.D. 25, 26-27.

[**53]
20. The Notes of the Advisory Committee on
F.R.C.P. say that those Rules are the equivalent of
former Equity Rules 70 1/2 and 71, 28 U.S.C.A.
Appendix, which were applicable when the trial
judge made his validity finding in Electrical
Fittings.
21. U.S. v. U.S. Gypsum Co., 333 U.S. 364,
394-395, 68 S.Ct. 525, 92 L.Ed. 746.

As I said previously, a finding of validity of an
uninfringed patent is harmful, not merely because of its
prejudicial effect in future litigation between the same
parties, 22 but also because, even when actually founded
on an inadequate presentation of the prior art, 23 it may
be highly persuasive, if the patent owner sues, or
threatens to sue, other alleged infringers, 24 thus helping
him to exact ultimate tribute from the public, via patent
licenses, without ever facing a thoroughgoing scrutiny of
his patent's validity. Under the authorities cited above,
courts, in using a case as a precedent, look to the findings
therein, regardless of whether or not those findings were
separated from the judgment or decree. 25

22. In Harries v. Air King Products Co., 2 Cir.,
183 F.2d 158, 161, we said of Electrical Fittings:
'The rationale of that decision was that the
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defendant was entitled to have it (the validity
finding) out because, although it was not an
estoppel, it might create some presumptive
prejudice against him.'

[**54]
23. See discussion supra of Smith v. Snow, 294
U.S. 1, 55 S.Ct. 279, 79 L.Ed. 721, and Smith v.
Hall, 301 U.S. 216, 57 S.Ct. 711, 81 L.Ed. 1049.
24. See, e.g., Imperial Mach. & Foundry Corp.
v. American Machine Co., D.C.S.D.N.Y., 276 F.
436 and cases cited in note 12, supra.
25. For this practice in patent cases, see e.g.,
Steele v. Esquire Laundry & Dry Cleaners,
D.C.W.D. Mo., 90 F.Supp. 61, 63; Hughes Tool
Co. v. Chicago Pneumatic Tool Co., D.C.W.D.
Okl., 90 F.Supp. 845, 847; Imperial Mach. &
Foundry Corp. v. American Mach. Co.,
D.C.S.D.N.Y., 276 F. 436, 437-440.

Moreover, in the light of those authorities, the
validity finding here is just as much a forbidden decision
of a hypothetical case as was the finding in Electrical
Fittings. It is of marked interest in this connection that,
in that case, the Supreme Court, in explaining why it
entertained an appeal for the strictly limited purpose of
ordering elimination of that finding, cited cases to the
effect that such an appeal is [**55] legitimate when a
lower court exceeds its jurisdiction. 26 In Electrical
Fittings, the trial court exceeded its jurisdiction in but a
single respect- by deciding (in the finding of validity) a
hypothetical case. See Altvater v. Freeman, 319 U.S.
359, 363, 63 S.Ct. 1115, 87 L.Ed. 1450; Cover v.
Schwartz, 2 Cir., 133 F.2d 541.

26. The Court cited Gully v. Interstate Natural
Gas Co., 292 U.S. 16, 54 S.Ct. 565, 78 L.Ed.
1088; Oklahoma Gas & Electric Co. v. Oklahoma
Packing Co., 292 U.S. 386, 54 S.Ct. 732, 78 L.Ed.
1318; William Jameson & Co. v. Morgenthau,
307 U.S. 171, 59 S.Ct. 804, 83 L.Ed. 1189.

In Electrical Fittings, the Supreme Court
differentiated (a) an upper court review and reversal on
the merits of a finding that an uninfringed patent is valid
from (b) an upper court order directing the deletion of
that finding. This court recognized that distinction in
Harries v. Air King Products Co., 2 Cir., 183 F.2d 158,
161, [**56] saying of Electrical Fittings: 'It is to be
noted that the court did not suggest that we were bound to
review the finding, for that would have been inconsistent

with its mere deletion.'

In the Harries case, the portion of the opinion
(quoted by Judge CHASE) which discussed the trial
judge's finding of the validity of a patent he found
uninfringed, addressed itself at length to this question:
Must an upper court, on affirming a trial court decision as
to non-infringement, review the validity-finding when, on
the evidence, the patent is not a 'scarecrow'? This court (I
think correctly) answered No.

In that discussion, however, nothing was said of the
obligation of an upper court to enter a deletion order, a la
Electrical Fittings. Yet since this court did not there enter
such an order, it might be argued that the Harries case is a
precedent in this Circuit against the position I am here
maintaining. I think not. I have carefully read [*594]
the briefs filed in Harries and have discovered that the
parties there did not suggest a deletion order; and, while
the opinion differentiates between review and deletion, its
whole thrust is directed at the lack of necessity [**57]
for review of such a finding; nowhere does the opinion
suggest that deletion is not required by Electrical Fittings.
Very likely it was because appellee did not suggest
deletion that this court overlooked the necessity for a
deletion order. Such an inadvertent omission does not
create a precedent. As Mr. Justice Sutherland said:
'Questions which merely lurk in the record, neither
brought to the attention of the court nor ruled upon, are
not to be considered as having been so decided as to
constitute precedents.' 27

27. Webster v. Fall, 266 U.S. 507, 511, 45 S.Ct.
148, 149, 69 L.Ed. 411; KYOS, Inc. v. Associated
Press, 299 U.S. 269, 279, 57 S.Ct. 197, 81 L.Ed.
183; U.S. v. Mitchell, 271 U.S. 9, 14, 46 S.Ct. 418,
70 L.Ed. 799. See also Tefft, Weller & Co. v.
Munsuri, 222 U.S. 114, 119-120, 32 S.Ct. 67, 56
L.Ed. 118; St. Louis V. & T.H.R. v. Terre Haute R.
Co., 145 U.S. 393, 403-404, 12 S.Ct. 953, 36
L.Ed. 748; U.S. v. More, 3 Cranch 159, 172, 2
L.Ed. 397; The Edward, 1 Wheat. 261, 275-276, 4
L.Ed. 86.

[**58] True, the briefs in the instant case do not
suggest an order eliminating the trial judge's finding of
validity. But since here a member of the court has called
attention to it, I think this court should, of its own
motion, act in compliance with the Electrical Fittings
ruling, because the public interest is concerned. For the
Supreme Court has often warned that the courts should
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not be mere passive umpires in patent litigation but
should act on their own initiative to protect the public
interest in such litigation. 28

28. See, e.g., Sinclair & Carroll Co. v.
Interchemical Corp., 325 U.S. 327, 330, 65 S.Ct.
1143, 89 L.Ed. 1644; Muncie Gear Co. v.
Outboard Co., 315 U.S. 759, 768, 62 S.Ct. 865,
86 L.Ed. 1171; Hazel-Atlas Co. v. Hartford
Empire Co., 322 U.S. 238, 64 S.Ct. 997, 88 L.Ed.
1250; Mercoid Corp. v. Mid-Continent Investment
Co., 320 U.S. 661, 670, 64 S.Ct. 268, 88 L.Ed.
376; Brown v. Piper, 91 U.S. 37, 44, 23 L.Ed.
200; Nachman Spring-Filled Corp. v. Kay Mfg.
Co., 2 Cir., 139 F.2d 781, 783; Root Refining Co.
v. Universal Oil Products Co., 3 Cir., 169 F.2d
515; Cridlebaugh v. Rudolph, 3 Cir., 131 F.2d
795, 800.

[**59] Judge CHASE describes as 'tentative' the
validity-finding here. I see nothing 'tentative' about it.
The trial judge labelled it- as he also did his statement
that the claims were not infringed- a 'Conclusion of Law.'
But, whether it be a pure finding of fact or a mixed
finding and legal conclusion, 29 the failure to label it
correctly is but an immaterial mistake in nomenclature. 30

29. U.S. v. Esnault-Palterie, 299 U.S. 201, 205,
57 S.Ct. 159, 81 L.Ed. 123; Graver Mfg. Co. v.
Linde Co., 336 U.S. 271, 275, 69 S.Ct. 535, 93
L.Ed. 672; Graver Mfg. Co. v. Linde Co., 339
U.S. 605, 609, 611, 70 S.Ct. 854, 94 L.Ed. 1097;
Great A. & P. Tea Co. v. Supermarket Co., 340
U.S. 147, 153-154, 71 S.Ct. 127; Minnesota
Mining & Mfg. Co. v. Coe, 75 U.S.App.D.C 131,
125 F.2d 198, 199; Refrigeration Engineering
Inc. v. York Corp., 9 Cir., 168 F.2d 896, 900.
30. Refrigeration Engineering, Inc. v. York
Corp., 9 Cir., 168 F.2d 896, 900.

[**60] 2. Judge CHASE'S second argument, i.e.,
that the Interchemical case compels a reversion to the
practice forbidden in Electrical Fittings.

In the Interchemical case, the Supreme Court said,
325 U.S. 327 at 330, 65 S.Ct. 1143, at 1145, 89 L.Ed.
1644: 'There has been a tendency among the lower
federal courts in infringement suits to dispose of them
where possible on the ground of non-infringement
without going into the question of validity of the patent.
Irvin v. Buick Motor Co., 8 Cir., 88 F.2d 947, 951; Aero

Spark Plug Co. v. B. G. Corp., 2 Cir., 130 F.2d 290;
Franklin v. Masonite Corp., 2 Cir., 132 F.2d 800. It has
come to be recognized, however, that of the two
questions, validity has the greater public importance,
Cover v. Shcwartz, 2 Cir., 133 F.2d 541, and the District
Court in this case followed what will usually be the better
practice by inquiring fully into the validity of this patent.'

Judge CHASE, as I understand him, argues thus:
This Supreme Court ruling in [*595] Interchemical
means that as to every sort of patent- 'scarecrow' or
otherwise- the trial judge, even if he finds the [**61]
patent uninfringed, must always inquire into validity. In
order to supervise effectively the discharge of this duty
by the trial judge, it is necessary that the upper court
know whether the trial judge has conducted that inquiry.
Therefore, even when the trial judge dismisses for
non-infringement, still, if he considers the patent valid, he
must so find.

I think this argument- which treats Interchemical as
virtually gutting Electrical Fittings- misinterprets the
Interchemical ruling. I believe that the Supreme Court in
Interchemical meant simply this: If the evidence shows a
patent to be glaringly invalid (i.e., a 'scarecrow'), the trial
judge must hold it invalid, whether or not he finds it
uninfringed. Nothing in Interchemical requires him to
hold it invalid, when he finds it uninfringed, unless the
evidence does disclose that it is a 'scarecrow.' 31 And
certainly nothing in Interchemical requires or permits
him, in defiance of Electrical Fittings, to find that an
uninfringed patent is valid.

31. That the Interchemical ruling was confined
to patents shown by the evidence to be
'scarecrows,' see the decision of this court in
Addressograph-Multigraph Corp. v. Cooper, 2
Cir., 156 F.2d 483, 485.

It has been suggested, however, that an
obviously invalid patent is no threat, and that
therefore the Supreme Court, in the Interchemical
case, could not have intended to limit its
admonition to such patents. This suggestion
ignores a well-known fact to which I have already
adverted: A patent, no matter how obvious its
invalidity (or 'scarecrow' character) may be to a
court, is often used by the patent-owner to coerce
an alleged infringer who has not the financial
means to engage in the very considerable expense
of defending an infringement suit.
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[**62] Judge CHASE, however, impliedly poses
this problem: A trial judge dismisses for
non-infringement alone. How can the upper court
ascertain that he has, purusant to Interchemical,
considered whether, on the evidence, the patent is a
'zombi' or 'scarecrow'? The answer is that the trial judge
need do no more, at most, than to state, in his opinion,
something like this: 'I have found the patent claims
uninfringed and shall dismiss the suit on that ground. I
have sufficiently explored the issue of validity to be
satisfied that, on the evidence in this record, the patent
claims are not glaringly invalid. But this, of course, does
not mean that I find them valid.' In that way, the judge
will satisfy Interchemical without running foul of
Electrical Fittings.

Since such a report by the trial judge suffices to meet
what Judge CHASE regards as the requirement of
Interchemical, theonly effect of Judge CHASE'S ruling is
to have the trial judge, by violating Electrical Fittings,
supply additional information which serves no useful
purpose. Consider the instant case: What good is it to
this court to know that the trial judge has concluded that
the uninfringed claims are valid? [**63] Why uselessly
extend the Interchemical ruling so that it does the harms
which Electrical Fittings outlawed? One recalls the
jocular saying: 'Papa bring the hammer, there's a fly on
baby's head.'

As the Supreme Court in the Interchemical opinion
does not mention Electrical Fittings, it could not have
intended to overrule or eviscerate it. More important, the
cases cited with approval and disapproval in
Interchemical disclose that the 'better practice' there
endorsed included a rejection of the practice forbidden in
Electrical Fittings:

(a) In Interchemical, the one case cited with approval
and as indicative of the 'better practice' is our decision in
Cover v. Schwartz, 2 Cir., 133 F.2d 541. It is, then,
important to note the distinction we there made between
(a) finding a non-infringed patent invalid and (b) finding
a non-infringed patent valid. We there said 133 F.2d at
545: 'The court, in deciding against a patentee-plaintiff,
may, with propriety, hold (1) that his patent is invalid, or
(2) that the defendant has not committed acts of
infringement, or (3) that not only is the patent invalid but
also that the defendant has not infringed; [**64] there is
no requirement that the court must first pass on the issue
of infringement and, if it decides [*596] that there is no

infringement, must refuse to decide that the patent is
invalid. Indeed, since the public is affected, there is much
to be said for a decision in such a case as to the invalidity
of the alleged patent monopoly (either alone or in
conjunction with a decision of non-infringement)
whenever the issue of invalidity is before the court and
the evidence warrants such a decision. For a decision as
to invalidity will tend to discourage suits against others
based on that patent, and mere threats of patent suits, due
to the expense of defending such litigation, may often
prevent lawful competition which will be in the public
interest; the desirability of a decision as to invalidity is
especially important because it is the general rule that the
government cannot bring suit to have a patent declared
invalid, except for fraud inducing its issuance (and
perhaps in other unusual circumstances which need no
discussion here).

'Where, however, the court finds against the plaintiff
as to infringement, it cannot go on to hold in his favor as
to validity. For, [**65] once the issue of infringement is
decided against the patentee, there exists no case or
controversy justifying a decision in his favor that the
patent is valid.' 32

32. On rehearing we said 133 F.2d at page 550,
551 that an upper court 'may affirm a judgment
adverse to a patentee either by holding (a) that the
patent is invalid, or (b) that there is no past or
threatened infringement, or (c) that the patent is
invalid and also that there is no infringement. The
affirmance of a judgment against a patentee, or
the reversal of a judgment in favor of a patentee,
may properly be based upon a conclusion as to
either one or both of the two major elements-
validity and infringement- involved in a patent
suit; although, as we have said, it may often be
desirable to rest a decision adverse to a patentee
on invalidity, when the evidence so warrants, a
court is not obliged to do so. The exercise of such
a 'discretion' as to the grounds of decision in
patent suits- when a real controversy is before the
court- gives rise to no novelties or complexities in
procedure; similar discretion in the choice of the
bases of decisions in exercised by all courts every
day in other types of litigation.'

[**66] The basis of this distinction (as explained in
Cover v. Schwartz) is this: 33 (1) Non-infringment and
invalidity are both grounds for a decision against a patent,
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and therefore either or both of those grounds may
properly be used to justify such a decision; just as in
many other contexts, a court may assign one or both of
two alternative reasons for a decision. (Only if the
evidence shows that the patent is glaringly invalid, must
the decision be based on invalidity, whether or not it also
rests on noninfringement.) (2) But if a decision against a
patent is grounded on non-infringement, its validity, of
course, furnishes no alternative grounds for the decision
dismissing the action; a finding of validity in such a case
is a determination of a superfluous and non-justiciable
issue, as well as undesirable from the viewpoint of the
public interest.

33. For a more extensive discussion of this
point, see Aero Spark Plug Co. v. B.G. Corp., 2
Cir., 130 F.2d 290at 293, 294 (concurring
opinion).

[**67] (b) I think that my interpretation of the
Interchemical opinion is further borne out by a
consideration of the cases cited with disapprobation in
that opinion. The first of those cases is Irvin v. Buick
Motor Co., 8 Cir., 88 F.2d 947, 951. There the Eighth
Circuit said that the trial judge, who had held the patent
not infringed, 'properly deemed that no necessity existed,
for going further and passing on the validity of appellant's
patent, and he therefore refrained from doing so, and
thereby he followed the usual, better, and wiser practice,
and thus left the legal status of the appellant's patent as he
had found it, clothed with the presumption of validity
arising from the fact of the grant.' 34 This practice was
again endorsed in S. S. Kresge Co. v. Davies, 8 Cir., 112
F.2d 708, 711 where, on the record, the patent was a
'scarecrow.' Another decision case cited with disapproval
by the Supreme Court in Interchemical was that of this
court in Aero Spark Plug Co. v. B.G. Corp., 2 Cir., 130
F.2d 290, 292. There, on appeal from a decree holding a
'scarecrow' patent both invalid and not infringed, this
court affirmed [*597] [**68] solely on the
non-infringement issue, citing the Eighth Circuit decision
in Kresge Co. v. Davies, supra, which adopted the
so-called 'better and wiser practice.' But the concurring
opinion in the Aero Spark Plug case analyzed and
criticized that practice as injurious to the public. It
pointed out that the patent there in suit was a 'vicious
zombi' whose continued existence would serve as a threat
to the public interest. Thus that concurring opinion said
that 'An invalid patent masquerading as a valid one is a
public menace,' and went on as follows: 'To allow a

patent to remain apparently valid when the issue of
invalidity is raised and the court sees that the patent is
invalid, is to ignore the paramount public interest.
Because no representative of the public may institute a
suit to have a patent held invalid, 35 and because the
courts have no staff of independent experts to aid them in
patent suits, the courts, must, in most cases, rely on the
litigants in ascertaining the prior art. But, when, in a
patent suit, the court is aware of a prior art which shows
no invention, and that issue is raised by one of the parties,
the public interest would seem [**69] to require that the
court should so decide.' 36 As this point was subsequently
reiterated by us in Cover v. Schwartz, cited approvingly
in Interchemical, I think it fair to say that this part of the
concurring opinion in Aero Spark Plug illuminates the
meaning of Interchemical.

34. Emphasis added. See also Shakespeare Co.
v. Perrine Manufacturing Co., 8 Cir., 91 F.2d
199.
35. Except for fraud in procuring the patent.
United States v. American Bell Telephone Co.,
167 U.S. 224, 17 S.Ct. 809, 42 L.Ed. 144.
36. Emphasis added.

After the Electric Fittings decision, and before the
Interchemical decision, the Supreme Court, in Altvater v.
Freeman, 319 U.S. 359, 363, 63 S.Ct. 1115, 1117, 87
L.Ed. 1450, citing Cover v. Schwartz, said: 'To hold a
patent valid if it is not infringed is to decide a
hypothetical case.' In Interchemical, as previously noted,
the Supreme Court again cited Cover v. Schwartz as
illustrating the 'better practice.' Yet, curiously, [**70]
Judge CHASE relies on the Supreme Court's statement in
the Interchemical case about the 'better practice,' to
support his view that, disregarding the Electrical Fittings
case and Cover v. Schwartz, it is proper for a trial court to
find a non-infringed patent valid.

My view of Interchemical- i.e., that it merely
admonishes that patents shown by the evidence to be
'zombis' must be held invalid- was expressed by this court
in Harries v. Air King Products Co., 2 Cir., 183 F.2d
158, 162. There, referring to the passage in the
Interchemical case about the 'better practice,' this court
said that it was 'certainly not put in the form of a
peremptory direction, but rather of a cautionary
admonition, to be followed when that is the more
convenient course; * * * We hold that it is open to a court
to proceed as is most convenient, subject to the exception
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that, though the defendant has not infringed, claims may
be so evidently invalid that the court should so declare.'
37 With that interpretation I wholly agree; for it regards
as mandatory an exploration of the validity of a
non-infringed patent where, but only where, the evidence
shows that the patent is a 'scarecrow. [**71] ' 38

37. Emphasis added. See e.g., Airolite Co. v.
Fiedler, 2 Cir., 147 F.2d 496, 499.
38. See Hale v. General Motors Corp., 1 Cir.,
147 F.2d 383, 388.

3. Judge CHASE'S third argument, i.e., that Rule
52(a) often authorizes a trial court to disregard Electrical
Fittings and to revert to the practice there condemned.

Judge CHASE'S third argument, based on Rule
52(a), as I understand it runs as follows:

Where validity is contested, if the trial judge, upon
finding the patent not infringed, dismisses for that reason,
and makes no finding, one way or the other, about
validity, then- unless the patent is 'clearly invalid' (i.e., a
'scarecrow') n38a - the upper court, because of Rule
52(a), may never decide that the patent is invalid; in such
circumstances, the upper court must always postpone any
such decision of its own until, by remanding the case, it
has first obtained the trial judge's finding that the patent
is either valid or invalid. Wherefore (so I understand
[**72] Judge Chase), the [*598] trial court here acted
correctly in finding valid the uninfringed patent, since he
thereby obviated the necessity of remanding, should the
upper court (if it regarded the patent as not a 'scarecrow')
wish to exercise its discretion to consider the patent's
invalidity in addition to affirming for non-infringement.

UNKNOWN n38a. As in Airolite Co. v. Fiedler,
supra, note 37.

I have several replies to this argument:

(1) It will be noted that it relies on Rule 52(a), not on
Interchemical, to obliterate Electrical Fittings. If this
argument is sound, Electrical Fittings was always wrong.
For, although present Rule 52(a) was not in effect when
the trial judge acted in Electrical Fittings, former Equity
Rule 70 1/2 was; and present Rule 52(a) is the equivalent
of Equity Rule 70 1/2. 39 The present Rule is not, then, a
new factor which justifies a departure from Electrical
Fittings.

39. See Note of the Advisory Committee to
F.R.C.P. 52(a); U.S. v. U.S. Gypsum Co., 333
U.S. 364, 394-395, 68 S.Ct. 525, 92 L.Ed. 746. Cf.
District of Columbia v. Pace, 320 U.S. 698, 64
S.Ct. 406, 88 L.Ed. 408.

[**73] (2) Judge CHASE'S third argument, if
sound, would render improper our own current practice.
Thus, recently, in Bilofsky v. Westinghouse Elec. Sup.
Co., 2 Cir., 1947, 160 F.2d 154, n39a this court (per
Judge CHASE with Judge A. N. HAND and me
concurring), after saying: 'The trial court did not find any
infringement and dismissed the complaint without
passing upon the question of validity', went on to decide
that the patent was invalid, without remanding for a trial
court finding relative to validity- although, on the
evidence, the patent was not a 'scarecrow.' 40

UNKNOWN n39a. See also
Brunswick-Balke-Collender Co. v. American B. &
B. Corp., 2 Cir., 150 F.2d 69, 70.
40. Judge CHASE seems to cite Helbush v.
Finkle, 9 Cir., 170 F.2d 41, in support of his
argument. Especially in the light of an earlier
decision in the same Circuit- Marchus v. Druge, 9
Cir., 136 F.2d 602, 605- I doubt whether Helbush
does lend such support. If it does, I think it
wrong.

[**74] I add that, in that case, on the evidence the
patent was not a 'scarecrow' because Judge CHASE now-
in his opinion in the instant case- apparently says that
only when a patent is thus obviously invalid may an
appellate court pass on its invalidity without a previous
trial court finding on that issue. 41 There I think Judge
CHASE is in error. I think that the authority of an upper
court to decide a patent's invalidity, without a trial court
finding on that issue, has nothing whatever to do with
whether or not the patent is or is not 'clearly invalid.' That
authority depends not on the gross obviousness of the
patent's invalidity but on the kind of evidence in the
record before the upper court. Recent pertinent decisions
of the Supreme Court emphasize the following
distinction:

41. I so interpret the following statement by
Judge CHASE: 'Of course in those comparatively
rare instances where the patent in suit is clearly
invalid, and a trial court has failed to so hold, an
appellate court may do so without any remand for
findings for, by hypothesis, the record is already
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adequate to support such a decision. But, where
invalidity was a substantial issue, and the
complaint was dismissed for non-infringement
without findings on the question of validity in
compliance with Rule 52(a), F.R.C.P., on appeal
the judgment has been vacated and the cause
remanded for such findings. Helbush v. Finkle, 9
Cir., 170 F.2d 41. I take that to mean that where
the course followed below is not taken, in cases
where validity presents a substantial question, it
may be required in order that invalid claims be
not left as a threat longer than necessary.'

[**75] (a) If, on the issue of validity, there is
substantial oral testimony of such a character that the
credibility of orally testifying witnesses is crucial, then,
under Rule 52(a), a trial court finding as to the facts
bearing on that issue may be conclusive, because the trial
judge saw and heard those witnesses and the upper court
cannot. 42 In that situation, such a finding is therefore a
necessary vestibule to an upper court decision as to
invalidity. But in that type of case it cannot be said
sweepingly (as I understand Judge CHASE to say) that
the upper court may dispense with a trial court finding
when the patent is obviously invalid. For, in this type of
case, the existence of a fact demonstrating the patent's
[*599] obvious invalidity may depend on the trial judge's
belief in a witness' oral testimony concerning the
existence of that fact. Unfortunately, in some such cases
the alleged infringer fails to produce such a witness. So it
was in Smith v. Snow, 294 U.S. 1, 55 S.Ct. 179, 79 L.Ed.
721, where the court held the patent invalid. Not until, in
the later case of Smith v. Hall, 301 U.S. 216, 57 S.Ct. 711,
81 L.Ed. 1049, where [**76] the defendant introduced
further oral testimony, was the Court able to know that
the patent was, so to speak, patently bad.

42. Graver Mfg. Co. v. Linde Mfg. Co., 336
U.S. 271, 275, 69 S.Ct. 535, 93 L.Ed. 672; Graver
Mfg. Co. v. Linde Mfg. Co., 339 U.S. 605,
609-611, 70 S.Ct. 854, 94 L.Ed. 1097.

(b) But the Supreme Court has very recently said that
a trial-court finding of validity may be disregarded by the
upper courts where the 'facts are little in dispute', 43 i.e.,
when the issue can be resolved solely by a consideration
of undisputed documentary evidence and physical
exhibits (or of such documentary evidence and exhibits
which render the oral testimony insignificant or grossly
incredible). For then, as in similar non-patent cases, the

upper court is as well able as the trial court to decide that
issue. 44 In such a case, a trial court finding on the
validity issue is not a necessary prelude to an upper-court
decision thereon. 45 In this second type of case, [**77]
the upper court has authority to pass on validity, absent
any trial-court finding thereon, even if the patent's
invalidity is not strikingly apparent. To be sure, in this
type of case, if the evidence shows the patent to be a
'scarecrow,' the upper court must hold it invalid, whether
or not it also holds it uninfringed. n45a But even if the
evidence does not reveal the patent as a 'scarecrow,' the
upper court, when the evidence warrants, has discretion
to decide that the patent is invalid; that is, the court (if the
evidence so justifies) may hold the patent merely invalid
or merely uninfringed, or both valid and uninfringed. 46

43. Great Atlantic & Pacific Tea Co. v.
Supermarket Equipment Co., 340 U.S. 147,
153-154, 71 S.Ct. 127, 131.
44. See U.S. v. U.S. Gypsum Co., 333 U.S. 364,
395, 68 S.Ct. 525, 92 L.Ed. 746; Orvis v. Higgins,
2 Cir., 180 F.2d 537, 539; Luckenbach S.S. Co. v.
U.S., 2 Cir., 157 F.2d 250, 251; Kind v. Clark, 2
Cir., 161 F.2d 36, 46; The Coastwise, 2 Cir., 68
F.2d 720, 721; Stokes v. U.S., 2 Cir., 144 F.2d 82,
85; Norment v. Stillwell, 2 Cir., 135 F.2d 132;
Pfeifer Oil Trans. Co. v. The Ira S. Bushey, 2
Cir., 129 F.2d 606, 607; Equitable Life Assurance
Society of U.S. v. Irelan, 9 Cir., 123 F.2d 462,
464; Bowles v. Beatrice Creamery Co., 10 Cir.,
146 F.2d 774, 780; Dollar v. Land, D.C. Cir., 184
F.2d 245, 249-249; Lauricella v. U.S. 2 Cir., 185
F.2d 327, 328; Sawyer v. McDonald, 5 Cir., 165
F.2d 426, 428; Letcher County v. DeFoe, 6 Cir.,
151 F.2d 987, 990.

The same may be the result when the oral
testimony is virtually undisputed and abundantly
corroborated by undisputed documentary
evidence. Such, in effect, was the case in Smith v.
Hall, 301 U.S. 216, 57 S.Ct. 711, 81 L.Ed. 1049-
which therefore is really a case of the second type.

[**78]
45. Sanitary Refrigerator Co. v. Winters, 280
U.S. 30, 36, 50 S.Ct. 9, 74 L.Ed. 147; United
States v. Esnault-Pelterie, 303 U.S. 26, 30-31, 58
S.Ct. 412, 82 L.Ed. 625; cf. Singer Mfg. Co. v.
Cramer, 192 U.S. 265, 275, 24 S.Ct. 291, 48 L.Ed.
437; Altoona Theatres v. Tri-ergon Corp., 294
U.S. 477, 55 S.Ct. 455, 79 L.Ed. 1005; Paramount
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Publix Corp. v. American Tri-ergon Corp., 294
U.S. 464, 55 S.Ct. 449, 79 L.Ed. 997. See also
Lewyt Corp. v. Health-Mor, Inc., 7 Cir., 181 F.2d
855, 857; Charles Peckat Mfg. Co. v. Jacobs, 7
Cir., 178 F.2d 794, 802; Stuart Oxygen Co. v.
Josephian, 9 Cir., 162 F.2d 857, 859; Fleming v.
Palmer, 1 Cir., 123 F.2d 749, 751; Pennington
Engineering Co. v. Spicer Mfg. Corp., 6 Cir., 165
F.2d 59; cf. Hazeltine Research v. General
Motors Corp., 6 Cir., 170 F.2d 6, 10.
UNKNOWN n45a. As in Airolite Co. v. Fiedler,
2 Cir., 147 F.2d 496, 499, supra, notes 37 and
38a.
46. In a proper case of this second type, the
court, without a trial court finding as to validity,
may hold the patent valid and infringed.

[**79] Rule 52(a) does not, then, in contradiction of
Electrical Fittings, ever require or permit a trial judge to
find that an uninfringed patent is valid. 47

47. Nor does Rule 52(a) require a remand for a
finding as to validity except in these two
instances:

(a) Suppose that the trial judge, finding a
patent uninfringed, dismisses the suit without a
finding about validity. Suppose the upper court
believes that the non-infringement finding is
wrong. If the case is of the first type- i.e., where
oral testimony on the validity issue is crucial- the
upper court, before it decides the case, must
remand for a trial-court finding on that issue. (I
think the upper court should state its reason for
remanding, i.e., that, if the patent is valid, the
upper court is ready to hold it infringed.) If the
trial judge, on the remand, finds the patent valid,
and if the upper court accepts that finding, it will
hold the patent valid and infringed.

I say 'if the upper court accepts that finding.'
for this reason: Even where oral testimony is
crucial, the trial judge's finding binds the upper
court only in so far as it involves the trial judge's
'testimonial inference'- his inference that a fact
exists because he believes a witness who testified
to the existence of that fact. The trial judge's
'secondary inferences' do not similarly bind the
upper court. See the Appendix to this opinion,
points I and II.

(b) Again, suppose the trial judge dismissed
for uninfringement solely, but the upper court
wants to hold the patent invalid (or both invalid
and uninfringed). If the case is of the first type,
the upper court must remand for a finding on the
issue of validity, admonishing the trial judge to
make no finding unless he finds the patent invalid.

[**80] [*600] The instant case is of the second
type- i.e., the oral testimony is not crucial- so that here
we are not bound by the trial judge's findings. If, then,
from the evidence, we had concluded that the three
claims of the process patent were valid and infringed, we
could properly have so decided without remanding,
although the trial judge found those claims not infringed.
Since the claims are not 'scarecrows,' and since we agree
with the trial judge that they are uninfringed, we may in
our discretion do as we have done here, i.e., affirm as to
non-infringement without considering invalidity. But,
because of Electrical Fittings, we may not properly allow
the judge's finding of validity to stand but must direct its
deletion.

(I should add that my discussion of trial-judge
fact-finding in the two types of cases is oversimplified
because it does not take into account the difference in the
first type of case between (a) what may be called the trial
judge's 'primary' inferences drawn from witnesses'
statements of fact and (b) what may be called the trial
judge's 'secondary' inferences drawn from his 'primary'
inferences. For a discussion of that difference, see [**81]
the Appendix to this opinion, points I and II.)

Conclusion.

I return to what I said at the outset. As I see it, the
Supreme Court has developed these two distinct and
entirely compatible policy considerations in patent
litigation:

(a) To protect the public, patents that are obviously
'scarecrows' or 'zombis' should be held invalid, when
possible. 48

48. The third circuit has held it important to
wipe out such a patent even where the defendant
(the alleged infringer) has not contested its
validity. Cridlebaugh v. Rudolph, 3 Cir., 131
F.2d 795, 800, citing Densmore v. Scofield, 102
U.S. 375, 378, 26 L.Ed. 214. See also Slawson v.
Grand St. R. Co., 107 U.S. 649, 652, 2 S.Ct. 663,
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27 L.Ed. 576; Brown v. Piper, 91 U.S. 37, 44, 23
L.Ed. 200.

(b) In order to protect not only the defendants but
also- in the public interest- others who may later be sued
for infringement or threatened with infringement suits, a
court should never find or state [**82] that a
non-infringed patent is valid.

Judge CHASE has, I think, misinterpreted (a) and so
broadened it as to render (b) impotent. If his view is
adopted we will have a recurrence (as here) of the very
practice disapproved in the Electrical Fittings case, i.e.,
that of making judicial statements, in the form of
advisory opinions, that patents are valid though not
infringed. This practice, I repeat, is undesirable (1) not
merely because it may leave the defendant in such a case
in a position where the defeated patent-owner may
thereafter assert that he has an adjudication of validity as
against that defendant, but (2) also because the defeated
patent-owner will be able to misuse the judicial statement
of validity in later litigation, or threatened litigation,
against other alleged infringers, with resultant injury to
the public interest.

In sum, I think we should (1) express disagreement
with some of Judge CHASE'S dicta 49 in the quoted
passage of his opinion, 50 and (2) direct the district court
to strike out the finding that the three [*601]
non-infringed claims of the process patent are valid.

49. See point III of the Appendix to this
opinion.

[**83]
50. See footnote 1.

Appendix.

I. Inferences in Trial-Judge Fact-Finding Generally

In determining the facts of a case, often many
inferences are required. Some inferences made by the
trial judge are impregnable; others are not:

(1) When a witness testifies to the existence or
occurrence of a fact, if that testimony is accepted as true
(i.e., credible, reliable), then it is inferred from his
assertion of the existence or occurrence of that fact that
such a fact existed or occurred. The inference is that the
witness correctly stated that fact. Wigmore has termed
this a 'testimonial inference'; it may also be called a

'primary inference.' (In passing, it may be noted that a
witness usually arrived at the statements of fact in his
testimony by his inferences from his observations; as
Wigmore says, the 'element of inference from observed
data is one which plays a greater or less part in every
witness' testimony. * * *')

If the trial judge makes a 'testimonial' or 'primary'
inference, but if he did not observe the witness while he
testified, the upper court is not bound by that [**84]
inference, but may make its own (i.e., it may infer that
the witness' testimony is or is not reliable).

If, however, the witness testified orally (i.e., in the
trial judge's presence) then the trial judge's 'testimonial' or
'primary' inference must usually be accepted by the upper
court. That is the usual rule because of the importance
attached to witnesses' demeanor in estimating credibility;
the demeanor is regarded as a sort of 'real evidence.'
Absent documentary evidence- or undisputed facts, or
gross improbability, or 'laws of nature'- which render
highly dubious the trial judge's choice of some parts of
the testimony as credible, his discretion in making
'testimonial' or 'primary' inferences is virtually
unreviewable. 51 Accordingly, this discretion has been
called his 'sovereignty.' See, e.g., Broadcast Music Co. v.
Havana Madrid Restaurant Co., 2 Cir., 175 F.2d 77;
Orvis v. Higgins, 2 Cir., 180 F.2d 537. In such a case,
says Stephen, the trial judge's 'task is to infer, from what
he * * * sees and hears, the existence of facts which he
neither sees nor hears.'

51. The same may be true of his 'primary'
inferences from other sorts of 'real' evidence
(including a 'view').

[**85] Of course, documents do not prove
themselves; oral testimony (absent a stipulation or
waiver) is necessary to establish their authenticity (or the
like). See e.g., Corbin, The Parol Evidence Rule, 53 Yale
L.J. 603. The trial judge's 'testimonial inferences'
affecting such an issue have the dignity accorded to other
such inferences.

(2) From a fact or facts ascertained- by 'testimonial'
or 'primary' inferences- from testimony, another fact or
other facts, concerning which no one has testified, may
be inferred. Any such inference may be labelled a
'secondary inference.' That is, some facts, as to which
there is no testimony are inferred by reasoning from a
fact or facts previously ascertained by 'testimonial' or
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'primary' inferences from the testimony. The trial judge's
task, says Stephen, 'is to infer (1) from what he himself
hears and sees the existence of facts asserted (by
witnesses) to exist; (2) from the facts which, on the
strength of such assertion, he believes to exist, other facts
which are not so asserted (by witnesses) to exist.'

For example, a witness testifies that, on December 1,
1950, someone, at the point of a gun, forcibly took a
[**86] diamond ring from the witness; the trial judge
infers that that is a fact. Another witness testifies that, on
December 2, 1950, he saw that diamond ring on the
defendant's finger; the trial judge infers that that is a fact.
Reasoning from those two inferred facts (each of which
was reached by a 'testimonial' inference), the trial judge
infers that the defendant either stole the ring or received it
from the thief. This latter is a 'secondary' inference of a
fact which no witness has asserted.

Even if the trial judge's 'testimonial' inferences
[*602] stem from oral testimony and therefore bind the
upper court, still his 'secondary' inferences are not
similarly binding, for those 'secondary' inferences involve
no use of demeanor-observation. So, if he 'finds' a fact
by means of a purported 'secondary' inference, an upper
court may- and should- reject that finding if the trial
judge's 'secondary' inference was not rational (i.e., if no
reasonable man would thus infer). The upper court then
accepts the trial judge's 'testimonial' inference (if
grounded upon oral testimony not excessively incredible)
but substitutes its own 'secondary' inference.

Sometimes any one [**87] of several alternative
rational 'secondary' inferences is possible. If so, then,
even if the trial judge's 'secondary' inference was rational,
the upper court may- but need not- substitute its own
rational 'secondary' inference. For then (regardless of
whether the trial judge's 'testimonial' inferences are
binding), the upper court is in as good a position as the
trial judge to draw a 'secondary' inference from the trial
judge's 'testimonial' inferences.

Thus Judge Learned Hand (referring to the demeanor
of orally testifying witnesses as 'evanescent factors,'
because they are not incorporated in the record which
comes to the upper court) said of a question of 'intent,' in
E. F. Drew & Co. v. Reinhard, 2 Cir., 170 F.2d 679, 684:
'When an appellate court is faced with that question, it is
in substantially as good a position to answer it as the trial
judge, provided it accepts as true all the oral testimony as
we do here, so far as it was relevant. We yield to

findings of fact, so far as those parts of the evidence
which cannot come before us may have controlled their
decision; we must assume that these evanescent factors
may have been persuasive, unless [**88] what does
come before us rationally forbids the conclusions, no
matter what the unknown factors were. After giving
them every possible probative force they might have, our
problem therefore becomes the same as that before the
trial court.' See also District of Columbia v. Pace, 320
U.S. 698, 701-702, 64 S.Ct. 406, 88 L.Ed. 408.

(3) Sometimes the so-called 'ultimate' facts may be
directly inferred from the facts ascertained by 'secondary'
inferences. Sometimes, however, there is need to
ascertain intermediately- by further inferences from the
facts reached by 'secondary' inferences- so-called
'constitutive' or 'pivotal' facts, from which, in turn, the
'ultimate' facts are inferred. With respect to any of these
inferences- mentioned in this paragraph (3)- made by the
trial judge, the upper court's power is the same as that
described in (2) supra.

The foregoing comments are not, at least in the
federal courts, fully applicable to jury verdicts or to the
findings of most administrative agencies. 52 See United
States v. U.S. Gypsum Co., 333 U.S. 364, 394-396, 68
S.Ct. 525, 92 L.Ed. 746; Orvis v. Higgins, 2 Cir., 180
F.2d 537. [**89] It may be doubted, however, whether
jury verdicts in patent cases possess any special dignity
with reference to many basic issues.

52. For instance, the actual or imputed
'secondary' inferences of a jury will not be
disturbed if rational, although other rational
'secondary' inferences are possible. Much the
same is true of the 'secondary' inferences of most
federal administrative agencies. See Stern,
Review of Findings, 58 Harvard Law Review,
1944, 70, 80-81, 84-86, 89.

As to all the foregoing, see, e.g.,- in addition to the
cases cited above and in point 3 of the main body of this
opinion- Daitz Flying Corp. v. U.S., 2 Cir., 167 F.2d 369,
371; U.S. v. Anderson Co., 7 Cir., 119 f.2d 343, 346;
U.S. v. South Georgia Ry. Co., 5 Cir., 107 F.2d 3; J. S.
Tyree Chemist v. Thymo Borine Laboratory, 7 Cir., 151
F.2d 621, 624; Mid-Continent Investment Co. v. Meroicd
Corp., 7 Cir., 133 F.2d 803, 809, reversed on other
grounds, 320 U.S. 661, 64 S.Ct. 268, 88 L.Ed. 376;
[**90] Lewyt Corp. v. Health-Mor, Inc., 7 Cir., 181 F.2d
855, 857; Bach v. Friden Calculating Mach. Co., 6 Cir.,
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155 F.2d 361, 364; Barbarino v. Stanhope S. S. Co., 2
Cir., 151 F.2d 553, 555; Kreste v. United States, 2 Cir.,
158 F.2d 575, 577; Consolidated Water P. & P. Co. v.
Spartan A. Co., 3 Cir., 185 F.2d 947, 951; cf. Standard
Oil Development Co. v. Marzall, 86 U.S.App.D.C. 210,
181 F.2d 280, 282-284; Evergreens [*603] v. Nunan, 2
Cir., 141 F.2d 927, 928, 152 A.L.R. 1187.

See also Stephen, The Principles of Judicial
Evidence, published as an Introduction to the Indian
Evidence Act (1872); Wigmore, The Principles of
Judicial Proof (2d ed. 1931); Gulson, The Philosophy of
Proof (2d ed. 1923).

II. Inferences in Trial-Judge Fact-Finding in Patent
Litigation

Except as to subject matter, a trial judge's
fact-finding in patent litigation has no unique
characteristics. The learning as to such fact-finding in
general therefore applies to patent suits in particular.
This, then, would seem to follow:

(a) In many patent suits, the evidence consists of
documentary evidence [**91] (i.e., the patent in suit and
other documents disclosing the prior art), physical
exhibits, and oral testimony of experts. Suppose that such
an expert orally testifies that the patented device, or some
device disclosed in the prior art, does or does not achieve
a certain result. Suppose that the trial judge, believing
that witness, makes a 'testimonial inference,' i.e., he infers
that the fact asserted by that witness is a fact; that the trial
judge then finds it to be a fact; and that that finding is not
irrational or incredible in the face of the undisputed
non-oral evidence. Such a finding binds the upper court,
because it involves an estimate of the credibility of a
witness whom the trial judge saw and heard but whom
the upper court cannot see or hear. If the validity or
invalidity of the patent is the sole rational inference from
that finding, the upper court must decide the validity
issue accordingly, if, in a proper case, it passes on that
issue. If the findings (supported by the evidence) show
that the patent is a 'scarecrow,' the upper court must
always so hold. If they do not, the upper court may, in its
discretion, disregard the validity issue, 53 should [**92]
it decide that the patent is not infringed; but, again, as to
the infringement issue, the upper court is bound by the
trial judge's findings of fact, if they are of the kind above
described.

53. Unless the non-testimonial evidence

demonstrates the patent's obvious invalidity.

However, although the upper court must accept such
a finding, it may nevertheless decide the issue of validity
or infringement differently from the trial judge, provided
the upper court's decision rests upon rational inferences
('secondary' inferences) derived from the trial judge's
finding based on his 'testimonial' inferences. For the
upper court is in as good a position to draw such
'secondary inferences' from the 'testimonial inferences' as
was the trial judge, since those 'secondary' inferences do
not require any evaluation of the credibility of a witness
seen and heard by the trial judge.

Yet, because, in a patent case of that sort, the trial
judge's 'testimonial' inferences derive in part from
observation of a witness' [**93] demeanor, the trial
judge's finding of fact is, to that extent, an indispensable
condition precedent of the upper court's decision (one
way or another) of the validity or infringement issue.

(b) In many patent suits, however, the oral testimony
of the experts adds nothing of substance to the undisputed
non-oral evidence, or is so much at variance with that
evidence as to be unworthy of credit, or has an expository
value not dependent on an estimate of credibility. In
order to understand the case, it may be necessary (as in
many suits not relating to patents) to study carefully an
intricate art or science, and the exposition by some of the
expert witnesses may be most helpful in that respect; yet
a reading of the printed record of that testimony in such a
suit will often be as helpful as- perhaps more helpful
than- listening to an oral statement to the same effect (for
most men are eye-minded rather than ear-minded). In
any such suit, the upper court is as well able to ascertain
the facts as the trial judge, since there are no essential
'testimonial' inferences to be drawn from oral testimony;
consequently, any finding he makes does not bind the
upper court; and therefore [**94] a finding by the trial
judge does not constitute a necessary prelude to the upper
court's decision of validity or invalidity (or infringement
or non-infringement). In such a suit, when the trial court
has [*604] merely held the patent not infringed, the
upper court may properly hold it valid and infringed; or
the upper court may hold it not infringed, or invalid, or
both. Only if, on the evidence, the patent is a 'scarecrow,'
is the upper court required to hold the patent invalid,
whether or not the upper court also holds the patent to be
not infringed. But the upper court's authority as to
fact-finding in a case of this type does not turn on
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whether, on the evidence, the patent is or is not a
'scarecrow.'

III. The Difference Between (A) Coupling Findings of
Invalidity and Non-Infringment and (B) Coupling
Findings of Validity and Non-Infringement

Judge Learned Hand intimated, by way of dictum, in
Harries v. Air King Products Co., 2 Cir., 183 F.2d 158,
that, perhaps where a patent is held not infringed, as
accompanying finding of its invalidity is as improper as
an accompanying finding of its validity, and should be
deleted. Such an intimation [**95] ignores the
distinction we made in Cover v. Schwartz, 2 Cir., 133
F.2d 541, and contradicts what Judge Learned Hand, in
Larson v. General Motors Corp., 2 Cir., 134 F.2d 450,
453, himself said in explaining what had been decided in
Cover v. Schwartz: 'We agreed that the judge might have
decided on both grounds * * * ' i.e., invalidity and
non-infringement. It also ignores what this court said in
Addressograph-Multigraph v. Cooper, 2 Cir., 156 F.2d
483, 485. There, after citing Cover v. Schwartz and
quoting Altvater v. Freeman to the effect that, 'To hold a
patent valid if it is not infringed is to decide a
hypothetical case', this court said (per Judge Woodbury)
54 that 'it does not follow that to hold a patent invalid if it
is not infringed, is also to decide a hypothetical case. See
Hale v. General Motors Corp., 1 Cir., 147 F.2d 383, 388;
Grant Paper Box Co. v. Russell Box Co., 1 Cir., 151 F.2d
886, 890; Sinclair & Carroll Co., Inc. v. Interchemical
Corp., 325 U.S. 327, 330, 65 S.Ct. 1143, 89 L.Ed. 1644.
The reason for this is the importance to the public
generally that an invalid [**96] patent 'should not
remain in the art as a scarecrow."

54. Note that in the Harries case, this court cited
approvingly Judge Woodbury's previous remarks
in Grant Paper Box Co. v. Russell Box Co., 1
Cir., 151 F.2d 886, 890. There he said, for the
court, that '* * * sometimes, even when a patent is
not infringed, it is proper to go further and in the
public interest to declare a patent invalid if in
discretion the circumstances presented make such
a course seem appropriate.'

The dictum in the Harries case also comments that,
in Sinclair & Carroll Co., Inc. v. Interchemical Corp.,
325 U.S. 327, 330, 65 S.Ct. 1143, 89 L.Ed. 1644, the
infringement issue 'of course become moot upon the
finding of invalidity.' 55 The Supreme Court did not so
hold or even intimate. On the contrary, the district court,

having there found both invalidity and non-infringement,
the Supreme Court said (citing Cover v. Schwartz) that
the district court had followed the 'better practice.' True,
[**97] the Supreme Court affirmed on the ground of
invalidity alone; but there is not a line in the Supreme
Court's opinion indicating that it refrained from deciding
the infringement issue because it was moot. The Court so
refrained, I think, in the exercise of its discretion.

55. See a related comment in Richard Irvin &
Co. v. Westinghouse Air Brake Co., 2 Cir., 121
F.2d 429, 430, decided before Cover v. Schwartz.

It has been suggested (not by Judge Learned Hand or
Judge CHASE) that Altvater v. Freeman, 319 U.S. 359,
63 1292 * 95 S.Ct. 1115, 87 L.Ed. 1450, is basically
inconsistent with the rationale of Cover v. Schwartz. The
suggestion is that, in Altvater, the Court decided that a
trial court, even if it holds a patent non-infringed, may yet
hold it valid, if only the alleged infringer, by way of a
counterclaim, has prayed a declaratory judgment of
invalidity. 56 That suggestion, I think, rests on a
misreading of the Altvater case. There the trial court
dismissed [**98] the patent-owner's complaint, on the
ground of non-infringement; but it granted the prayer of
defendant's declaratory-judgment counterclaim [*605]
(which raised broader issues as to validity than did
plaintiff's complaint) and held the patent claims invalid.
The Court of Appeals affirmed as to non-infringement
but (purporting to follow the Electrical Fittings case)
directed the modification of the decree so far as it held
the patent claims invalid. 57 The Supreme Court reversed
the Court of Appeals. Citing Cover v. Schwartz, supra,
the Supreme Court said, 'To hold a patent valid if it is not
infringed is to decide a hypothetical case.' But, said the
Supreme Court, the issue raised by the counterclaim
concerning validity went far beyond that raised by the
complaint. 58 Moreover, the trial court in Altvater did not
decide that a non-infringed patent was valid; it decided
that a non-infringed patent was invalid. Such a decision
this court in Cover v. Schwartz, supra, had said was
proper. The same has been said in subsequent cases,
citing Altvater and Cover v. Schwartz, by this court and
other courts. 59 Neglect of this distinction (a [**99]
neglect stemming from a misinterpretation of the
Electrical Fittings case) led to the erroneous decision of
the Court of Appeals in the Altvater case, supra, which
the Supreme Court reversed. 60

56. See dissenting opinion in
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Addressograph-Multigraph Corp. v. Cooper, 2
Cir., 156 F.2d 483, 486, 487.
57. See 8 Cir., 130 F.2d 763.
58. Cf. Kalo Inoculant Co. v. Funk Bros. Co., 7
Cir., 161 F.2d 981, 990-991, reversed on other
grounds, Funk Bros. Co. v. Kalo Inoculant Co.,
333 U.S. 127, 68 S.Ct. 440, 92 L.Ed. 588.
59. See, e.g., Addressograph-Multigraph Corp.

v. Cooper, 2 Cir., 156 F.2d 483, 485; Grant
Paper Box Co. v. Russell, 1 Cir., 151 F.2d 886,
890, modified, on rehearing, for other reasons, 1
Cir., 154 F.2d 729.
60. See Altvater v. Freeman, 319 U.S.at 363, 63
S.Ct. 1115, 87 L.Ed. 1450.

LEXSEE 1948 U.S. APP. LEXIS 3098

Analysis
As of: Feb 04, 2008

KNUDSEN et al. v. LEE & SIMMONS, Inc.

Docket 20540

UNITED STATES COURT OF APPEALS SECOND CIRCUIT

170 F.2d 210; 1948 U.S. App. LEXIS 3098; 15 Lab. Cas. (CCH) P64,783

October 26, 1948

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant filed a motion
for the court to recall and amend a mandate that
remanded to the district court for a rehearing directed
toward the effect of the adoption of a statute that was not
considered in the original trial or appeal.

OVERVIEW: Appellant petitioned for a rehearing and
directed attention to a new statute. The petition for
rehearing was denied but it was further ordered that the
cause be remanded to the district court with authority in
that court to consider and adjudicate any matters that may
be presented to it under the Portal to Portal Act of 1947
by the parties. Appellant filed a motion to recall and
amend the mandate or in the alternative to clarify it. The
court denied the motion, holding that its power to recall
the mandate, except to correct clerical errors or to
counteract fraud, ended when the new term began. The

court held that the order of remand gave the district court
full power to enter any judgment which the new statute
authorized.

OUTCOME: The court denied the motion, holding that
its power to recall the mandate ended when the new term
began and that the order was sufficiently clear in granting
power to the district court to enter any judgment that that
was authorized by the new statute.

CORE TERMS: Portal-to-Portal Act, adjudicate, new
statute, affirmance, remanding, authorize

COUNSEL: [**1] Hagen & Eidenbach, of New York
City, for movant.

Abraham M. Fisch, of New York City, in opposition.

JUDGES: Before L. HAND, Chief Judge, and SWAN

Page 786



and FRANK, Circuit Judges.

OPINION BY: PER CURIAM

OPINION

[*210] This is an action under the Fair Labor
Standards Act of 1938, 29 U.S.C.A. § 201 et seq., in
which the plaintiffs obtained a judgment which this court
affirmed on July 21, 1947. Knudsen et al. v. Lee &
Simmons 2 Cir., 163 F.2d 95. The appeal was argued
before the passage of the Portal-to-Portal Act of 1947, 29
U.S.C.A. § 251 et seq., and our opinion made no
reference to it. The appellant petitioned for a rehearing
and directed attention to the new statute which went into
effect May 14, 1947. On August 21, 1947 the petition for
rehearing was denied but it was 'further ordered that the
cause be remanded to the District Court with authority in
that Court [*211] to consider and adjudicate any matters
that may be presented to it under the Portal to Portal Act
of 1947 by the parties.' Thereafter our mandate was
issued during the 1946 term. It recited not only our
affirmance of the judgment but also the above quoted
order remanding the cause to the District Court.

[**2] The present motion to recall and amend the
mandate or in the alternative to clarify it is based on
Webster-Brinkley Co. v. Belfield, 9 Cir., 166 F.2d 814,
and Bay Ridge Operating Co. v. Aaron, 334 U.S. 446, 68
S.Ct. 1186. The Supreme Court's opinion concluded, 334
U.S.at page 477, 68 S.Ct.at page 1203, as follows:

'The Circuit Court ordered the case remanded to the
District Court for determination of the amounts due
respondents in accordance with its opinion. By a further
order, it allowed the District Court to consider any
matters presented to it by petitioners as a defense in
whole or in part under the Portal-to-Portal Act. We
modify these orders so as to permit the District Court to

allow any amendments to the complaint or answer or any
further evidence that the District Court may consider just.

'As so modified the judgment of the Circuit Court of
Appeals is affirmed.'

We regard the addendum to our order of August 21,
1947 denying the petition for rehearing but remanding the
cause as the equivalent of the Supreme Court's action in
the Bay Ridge case. Certainly that was our intention; and
the direction to the District Court 'to consider and
adjudicate: any matters that may [**3] be presented by
the parties under the Portal-to-Portal Act appears to us
plainly sufficient to authorize that court to allow such
amendments to the pleadings and such further evidence
as may be required for the directed adjudication.
Nevertheless, if we still had jurisdiction we should be
willing to conform our order and mandate to the exact
language of the Supreme Court in the Bay Ridge case;
but our power to recall the mandate, except to correct
clerical errors or to counteract fraud, ended when the
October 1947 Term began. Nachod v. Engineering &
Research Corp., 2 Cir., 108 F.2d 594; Hazel-Atlas Glass
Co. v. Hartford Empire Co., 322 U.S. 238, 244 and 256,
64 S.Ct. 997, 88 L.Ed. 1250. Accordingly the motion
must be denied. However the views expressed in this
opinion should set at rest the appellant's fears that the
District Court lacks power to adjudicate defenses based
on the Portal-to-Portal Act. Indeed, that court has already
allowed amendments to the appellant's answer to set up
such defenses. See Knudsen v. Lee & Simmons, 2 Cir.,
167 F.2d 320. Despite the words of affirmance in our
mandate, the order of remand above quote gives the
District Court full power to enter any [**4] judgment
which the new statute may authorize including vacation
of the former judgment if that be necessary.

Motion denied.

LEXSEE 1948 U.S. APP. LEXIS 3281

Analysis
As of: Feb 04, 2008
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IRA S. BUSHEY & SONS, Inc. v. W. E. HEDGER TRANSP. CORPORATION

No. 97, Docket 20747

UNITED STATES CIRCUIT COURT OF APPEALS, SECOND CIRCUIT

167 F.2d 9; 1948 U.S. App. LEXIS 3281

Feb 27, 1948

CASE SUMMARY:

PROCEDURAL POSTURE: Respondent mortgagor
appealed the district court's judgment dismissing its
petition to vacate a consent decree entered into by
respondent and libelant mortgagee in libelant's action to
foreclose on a preferred ship mortgage.

OVERVIEW: Libelant mortgagee filed a foreclosure
action on a preferred ship mortgage against respondent
mortgagor. The parties entered into a consent decree
whereby respondent paid nearly $ 70,000, and the vessels
were released. Respondent filed an action seeking
vacation of the consent decree based on economic duress.
Respondent argued that libelant forced it to pay the
requested sum in order to retain release of the vessels and
that libelant exerted pressure to have the hearing proceed
in the foreclosure action unless the money was paid. The
district court dismissed respondent's petition and
subsequent motions for expungement of the opinion and
disqualification of the judge. The court affirmed, finding
that there was nothing illegal or improper in libelant's
actions in the legitimate pursuit of its right in the
mortgage. Respondent failed to protect its rights, and its
voluntary payment was not duress.

OUTCOME: The court affirmed the district court's
judgment dismissing respondent mortgagor's petition to
vacate the consent decree in libelant mortgagee's
foreclosure action. There was no duress in libelant's
actions seeking an immediate hearing and retention of the
vessels until the requested amount was paid, and
respondent was bound by its choice to enter into the
decree.

CORE TERMS: mortgage, hedger, decree, satisfaction,
libellant, duress, vessel, accounting, attachment,
colleagues', admiralty, foreclosure, boats, libel, barge,

foreclosure action, owing, proctor, ship, libelant,
afternoon, abuse of process, mortgagee, seizure, morning,
consent decree, res, indebtedness, litigate, claimant's

LexisNexis(R) Headnotes

Civil Procedure > Pleading & Practice > Pleadings >
Rule Application & Interpretation
Evidence > Judicial Notice > General Overview
[HN1] A petition must be read as though it included the
facts of which the court takes judicial notice, even though
these may be contrary to some of the allegations.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
Torts > Negligence > Defenses > Contributory
Negligence > General Overview
[HN2] The granting of relief to set aside a court's
judgment is subject to the general rules of equity and one
ground of refusal is that of "contributory fault," where
before or after the judgment the complainant or the
person representing him failed to use care to protect his
interests or after ascertaining the facts the complainant
failed promptly to seek redress.

COUNSEL: [**1] Horace M. Gray, of New York City,
for respondent-appellant.

Christopher E. Heckman, of New York City (Foley &
Martin and James A. Martin, all of New York City, on
the brief), for libellant-appellee.

JUDGES: Before SWAN, CLARK, and FRANK, Circuit
Judges.

OPINION BY: CLARK
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OPINION

[*11] This is a later stage of a case previously
before us and reported as W. E. Hedger Transp. Corp. v.
Ira S. Bushey & Sons, 2 Cir., 155 F.2d 321. That appeal
involved solely a question of jurisdiction. Hedger, the
owner of tugs and vessels subject to a preferred ship
mortgage, had consented to a decree of the district court,
March 8, 1945, foreclosing the mortgage. Then on April
4, 1945, it instituted a suit by summons and complaint
asking for the vacation of the consent decree, an
accounting, damages, and other relief. The district court
dismissed this suit for lack of jurisdiction, holding that its
powers would be limited to consideration of a libel in
review, to the exclusion of a 'bill in equity to nullify the
consent decree and to recover damages.' This court
agreed with the lower court on the issue of substance,
holding that its powers were restricted by the limitations
of federal jurisdiction [**2] to what it could
appropriately do on a libel in review or, within the term, a
petition to vacate the decree; if differed with the district
judge as to the procedure, however, since it thought that
the so-called complaint would actually fulfill all the
functions of such a libel or petition. Accordingly it
affirmed the decree so far as that dismissed a claim of a
third individual (Hedger individually), but reversed it as
to the Hedger Company and directed that the complaint
be considered a petition in the foreclosure suit to vacate
the decree. It did, however, exclude therefrom certain
claims for damages for abuse of process and for
repayment of sums paid under a mutual mistake of fact
(Arts. 67-69 of the complaint) as not being within the
admiralty jurisdiction. It expressly refrained from passing
upon the legal sufficiency of the complaint as a petition
for the purposes stated. 1

1 "* * * the cause will be remanded with
instructions to treat the complaint as a petition in
the foreclosure suit to reopen the decree upon the
grounds therein alleged, on whose sufficiency,
however, we are not to be understood to pass.
Our decision is no more than that the admiralty
court had jurisdiction in the foreclosure suit to
give all the relief that the district court had power
to give in any capacity, and that it was possible
and proper to treat the complaint as a petition in
that suit for all such relief, though for no other
relief." W. E. Hedger Transp. Corp. v. Ira S.
Bushey & Sons, 2 Cir., 155 F.2d 321, 325.

[**3] Upon the going down of the mandate the
district court transferred the case from its equity docket to
the admiralty docket as a part of the former foreclosure
case. Then it set the case for a hearing before the same
judge who presided at the foreclosure hearing. He heard
the parties and thereafter dismissed the complaint for
legal insufficiency, writing a lengthy opinion, 70 F.Supp.
578. Respondent then filed a motion to expunge this
opinion on the grounds that there was no motion
regularly before the court and that the judge was
disqualified since he had conducted the original
foreclosure hearing. This was heard and denied by
another district judge. Next respondent filed a motion to
vacate the decree, which was heard and denied by the
original judge upon consideration of a further brief from
respondent. This appeal is from not only the original
decree of dismissal, but also the two further orders
denying respondent's motions.

The substantial question on this appeal is whether
the "complaint," now become a petition to reopen and
vacate, [*12] is sufficient in law, or more particularly
whether it shows a legal basis for vacating a formal
decree of the district court. True, [**4] respondent also
states, without argument, its contention that it was denied
due process of law by reason of the disqualification of the
judge and the latter's treatment and dismissal of the
petition. But in any event we can see no error here if the
judge's main legal conclusion was and is sound. The
mandate of this court directed certain actions by the
district court, and no motion of the parties was necessary
to stimulate the judge to obedience. We see not ground
of disqualification in that the issue was referred to the
judge who should know most about it -- a course which
seems sensible and is not a statutory ground of
disqualification. 28 U.S.C.A. § 24. Nor are we cited to
precedents otherwise. Compare Frank, Disqualification of
Judges, 56 Yale L. J. 605 et seq. And the judge certainly
allowed respondent full opportunity to present its legal
claims, as we are doing on this appeal. We are sure that
respondent has been deprived of no constitutional or
other rights by the course the proceedings have taken, and
we pass therefore to the substantive issue decided below
in libellant's favor.

The petition is long and detailed, containing
seventy-one paragraphs or Articles, of [**5] which, we
have seen, three have been eliminated on the previous
proceedings. It also contains seven prayers for relief.
Not naturally for so lengthy a document it tends to be
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both verbose and abstract and conclusory in its
allegations. Nevertheless, the main gravamen of the
petition, as we pointed out in the earlier appeal, can be
discovered; and we are now aided by the complete record
of the earlier hearing. Respondent complains because the
trial judge in his opinion regretted the absence of these
records before the court on the earlier appeal, "as they
will be in an appeal from this decision," 70 F.Supp. 578,
581, saying that this constitutes an admission that the
judge considered proceedings in the foreclosure action.
But he would have been remiss in his complete
consideration of the case had he not done so to the extent
that they were relevant. It is of course thoroughly settled
that the court takes judicial notice ot its own records,
particularly in the very case, 2 and it is hard to see how a
petition to vacate a decree can be intelligently appraised
without examining the circumstances under which the
decree was entered. Here the transcript of the earlier
hearing adds [**6] life and color to what doubtless
would be apparent from the more formal documents of
record and furnishes the background against which this
quite remarkable claim must be viewed.

2 Nahtel Corp. v. West Virginia Pulp & Paper
Co., 2 Cir., 141 F.2d 1, citing Butler v. Eaton,
141 U.S. 240, 11 S.Ct. 985, 35 L.Ed. 713; Lesnik
v. Public Industrials Corp., 2 Cir., 144 F.2d 968,
972; I. & I. Holding Corp. v. Greenberg, 2 Cir.,
151 F.2d 570, certiorari denied 327 U.S. 781, 66
S.Ct. 681, 90 L.Ed. 1009; Gilbert v. General
Motors Corp., 2 Cir., 133 F.2d 997, 1003,
certiorari denied 319 U.S. 743, 63 S. Ct. 1031, 87
L.Ed. 1700; Crichton v. United States,
D.C.S.D.N.Y., 56 F.Supp. 876, 990, affirmed 323
U.S. 684, 65 S.Ct. 559, 89 L.Ed. 554; Freshman v.
Atkins, 269 U.S. 121, 124, 46 S.Ct. 41, 70 L.Ed.
193; Bienville Water Supply Co. v. City of Mobile,
186 U.S. 212, 217, 22 S.Ct. 820, 46 L.Ed. 1132.
The rule extends even to records of other cases in
the same court. National Fire Ins. Co. of
Hartford v. Thompson, 281 U.S. 331, 336, 50
S.Ct. 288, 74 L.Ed. 881; Goldstein v. Groesbeck,
2 Cir., 142 F.2d 422, 426, 154 A.L.R. 1285,
certiorari denied ewe U.S. 737, 65 S.Ct. 36, 89
L.Ed. 590.

[**7] The proceedings began in a normal way in the
district court on February 10, 1945, with a libel for a
foreclosure of a preferred ship mortgage and the issuance
of process in rem against the vessels. This is not only

usual, but is also the only way of proceeding in the case
of these mortgages, which since 1920 have been brought
within the exclusive jurisdiction of admiralty. 46
U.S.C.A. § 951, providing for enforcement "by suit in
rem in admiralty," with original jurisdiction granted "to
the district courts of the United States exclusively." 3

After [*13] citation and notice to the Hedger Company,
the owner and respondent-appellant here, the latter on
February 21, 1945, filed its answer, in which, while it
admitted the execution of the preferred mortgage of
March 21, 1939, it denied that it received good and valid
or adequate consideration for the notes secured, as well as
"any present obligation to pay any sum of money or
interest to the libellant." It then went on to state in some
detail its defense which again figures prominently in the
present proceedings. This grows out of an asserted joint
venture between the Hedger and Bushey interests
beginning on July 30, 1932, from [**8] operation of the
Hedger boats, purchased upon foreclosure by the New
York Scow Corporation, a Bushey subsidiary, and then
subjected to a mortgage of about $ 155,000 to a third
party. The Hedger company was formed to operate the
vessels and to pay off the indebtedness. According to
respondent's assertions a large sum of money had been
paid from the earnings by the 23d day of December,
1938, but the Bushey interests then represented to Hedger
that there was approximately $ 400,000 due on open
account and that certain other boats should be purchased
for $ 200,000, with the result that certain transactions
were had by which the Hedger Company gave the
mortgage in question to the Scow Corporation on March
21, 1939, for $ 600,000, $ 400,000 representing the
amount claimed for barge and tug hire and repairs, and
the balance the purchase price of the additional vessels. It
was asserted that these amounts were not due, although
Hedger was unable to obtain an accounting from the
libellant, now assignee of the mortgage. Further, it was
said that on December 21, 1944, the Hedger Company
and Hedger individually had brought an action in the
Supreme Court of the State of New York against the
[**9] Bushey interests to compel an accounting. The
answer concluded with not only general prayers for
dismissal of the libel, for damages, and for other and
further relief, but specific prayers that the action be
deterred until the conclusion of the state court action, that
a joint receiver with Hedger be appointed under 46
U.S.C.A. § 952 to operate the vessels, and that, if the
court determined that it would proceed in this action for
an accounting, then the matter be referred to a special
master for an accounting between the parties.
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3 The Ship Mortgage Act of 1920 was a novel
attempt to support the merchant marine and to
afford a better market for ships of the United
States Shipping Board. Before that no mortgage
foreclosure could be had in admiralty; its
constitutionality was sustained in The Thomas
Barlum, 293 U.S. 21, 42, 55 S.Ct. 31, 37, 79 L.Ed.
176, which states, "If a mortgage is within the
Act, there can be no suit to foreclose it in a state
court; if the mortgage is not within the Act, there
can be no suit for foreclosure in the admiralty."
Preferred mortgages are defined in 46 U.S.C.A. §
922, and the priority of their lien is stated in §
953. See Robinson on Admiralty 1939, 195, 196,
440 -- 450; cf. Morrison, The Constitutionality of
the Ship Mortgage Act of 1920, 44 Yale L.J. 1.

[**10] No attempt having been made by respondent
to secure release of the vessels, permitted by filing a bond
or security pursuant to the statute, 28 U.S.C.A. § 754,
Admiralty Rule 12, 28 U.S.C.A. following section 723, or
the local rule, E.D.N.Y. Admiralty Rule XXI, the
libellant took steps to ask for an immediate hearing,
which the court proceeded to grant. This was also in
accordance with a local rule to avoid long and expensive
custody of many vessels, here 32 in number, by the
United States marshal. Respondent, however, made
extensive efforts to delay the hearing, by direct
application by filing exceptions to answers which the
libellant had made with promptness to its interrogatories,
by asking for preliminary hearing on such exceptions,
and so on. This is a significant feature of this case in
connection with respondent's main contention on this
appeal, namely of coercion through libellant's abuse of
process. The normal form of such duress is by steps taken
to prevent a litigant from reaching a court to protect his
interests. Here the situations are reversed. At all times
the party accused of the abuse is endeavoring to get
before the judge and to have the case thoroughly heard,
[**11] while the party who claims to be the victim has
strenuously opposed such judicial hearing.

In any event the court did set the trial for March 7,
1945, and it began on that day before Judge Byers. The
record of the hearing discloses how thoroughly the points
at issue and the respective positions of the parties were
explored with the judge. An opening statement on behalf
of the libellant [*14] called attention to much of the
dispute, with a direct statement of the state court action
for an accounting. Libellant's counsel pointed out that of

the original $ 600,000 mortgage there was a forgiveness
of about $ 290,000, and an application of payments out of
earnings reducing the sum until, as it was asserted, the
parties agreed in 1944 that it was $ 115,000, which was
covered by installment notes, of which the failure to pay
one then due had led to the proceedings. Then
respondent's counsel in his opening statement
immediately went back to the joint venture starting in
1932 and made his general position quite dramatically
clear. Thus he said, among other things, that the Hedger
interests had turned over to Bushey over $ 1,000,000 in
cash and property during the period, and that [**12]
"Mr. Bushey and his associates have been milking the
Hedger Company and Mr. Hedger for some twelve years
and had them right by the scruff of the neck where they
could not help themselves because of the various amounts
that they claimed to be owing at that time." As a result of
this fairly extensive discussion the court said to
respondent's counsel: "In other words, you claim that the
amount said to be due is not due?" and receiving the
answer, "That's right," made the rather natural response:
"Then it seems to me, my duty to go ahead and take
testimony." Counsel agreed, but stated he was not
prepared to go ahead with all his evidence that day, to
which he received the courteous response from the court
that "you may be assured that you are not going to be
forced. I have tried to make that clear."

But before going to the testimony respondent's
counsel went on to say that he had tried to tender the
amount due in order to have the boats released, so that
they would not be idle and held up, and to allow the
accounting issues to be tried either later in the federal
action or in the state court. In reply, libellant's counsel
stated his willingness to accept an adequate tender, but
asserted [**13] that the tender was never accompanied
by the production of the money and was always
conditioned by a demand for a full release of the
mortgage. There ensued a long discussion among court
and counsel thoroughly issues which respondent would
now reopen. As it turned out, the parties had little or no
dispute as to the amount to be covered by the tender. In
its libel, libellant had claimed the sum of $ 73, 766.66,
which included $ 60,700 indebtedness, interest, and
attorneys' fees, the latter set at $ 10,000. The amount
offered by respondent, and which in fact became the basis
of settlement, $ 69,491.56, was upon the same basis, with
the single modification of a reduction of the attorneys'
fees by one-half.
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On the other hand, the real dispute at this time was as
to the form and circumstances under which the tender
should be made, in the light of its possible legal effect
upon the issues in litigation between the parties.
Respondent repeatedly sought an agreement for
acceptance of the tender and complete release of the
mortgage security, together with a reservation of all its
asserted rights to be tried out later in the accounting
between the parties. This libellant resisted, making
[**14] the formal objection that there had been no actual
or unconditional tender of the money and explaining
further that acceptance of anything but an unconditional
tender would prejudice it from asserting what it felt to be
its full rights on an accounting. It had already served
notice of an intention to amend its libel to claim
approximately $ 25,000 more asserted to be due on
further installment notes; and it said that the results of a
full accounting might well be not a reduction, but a
substantial increase, of the claim. During the course of
the hearing the judge also explored the possibility of a
bond or deposit of the money as security. Nevertheless
respondent continued to assert its position that any
security furnished should be a complete substitute for the
vessels, though with all its rights reserved; and libellant
stood on its contention that any such security, not offered
as payment of the indebtedness, should cover also the
additional amount it was prepared to claim. It appeared,
however, that respondent was prepared to obtain the
money represented by its offer from a bank whose
counsel was in attendance at the hearing, the money to be
advanced on release of the mortgage, [**15] thus
making the vessels available as security to the bank.

[*15] The court adjourned the discussion over the
noon recess in order to afford the parties an opportunity
for adjustment. But since that did not occur, the court
accepted the inevitable consequence for which the
libellant was asking, namely that the trial must proceed.
Respondent objected that a trial would be a long
drawn-out affair, but was disputed by libellant's counsel,
who wondered "if it would take more than a half hour.
The libellant's case will go in in ten minutes." But the
court directed the trial to proceed, and the libellant
proceeded with its testimony, with the original mortgage
received in evidence as Libellant's Exhibit 1.

At that point respondent's counsel requested a recess
for a conference with his client. Then after a short recess
he made an unconditional tender, which libellant agreed
to accept as such, giving satisfaction pieces on receipt of

the money. The case was then adjourned until the next
morning in order that the money might be produced at the
Customs House, where the mortgage had been recorded
and the satisfactions were to be recorded. When the
hearing was resumed the next morning, [**16]
respondent's counsel stated that they were ready "to have
your Honor sign a decree under our tender of yesterday
afternoon." A colloquy disclosed that satisfactions were
being held in the Customs House, together with the
mortgage, to await a consent decree, after which the
money would be paid and the releases given.
Respondent's counsel thus specifically requested the
signing of the decree, which, indeed, carries the
endorsement of his consent, as well as that of the proctors
for the libellant . This decree orders recovery of the sum
of $ 69,491.56 "from the barges attached herein and the
respondent" and release of this amount and of all clerk's
and marshall's fees. Payment was then made, the
satisfactions were given, and the vessels were released.

When the complaint or petition was filed less than a
month later, it repeated the contentions of respondent's
answer as to the joint venture in essentially the same
language. Then it alleged duress on the part of libellant,
in that the latter, knowing of respondent's financial needs
and the necessity of keeping the boats in operation,
particularly because of important pending contracts,
forced respondent to pay the sum stated to secure [**17]
the release of vessels reasonably worth in excess of $
250,000. It should be noted that respondent does not
seriously criticize the original institution of the
foreclosure action. It could hardly do so in view of the
exclusive nature of the remedy in admiralty to enforce a
preferred ship mortgage. Certainly realization upon the
security of such a mortgage cannot be defeated by the
mere device of institution of a state court action covering
somewhat the same ground. 4 The claim of duress is,
however, for the pressure exerted by libellant to have the
hearing proceed until and unless the money were paid.
That is the sum and substance of the case. It should be
noted that the court never did get to the questions of
appointing a receiver or a special master or of granting
any of the special relief requested in respondent's answer.
We do not now know how much of this might have been
granted had the hearing proceeded. Respondent finds
something coercive in libellant's reference to its further
claim of approximately $ 25,000; but there seems nothing
illegal or improper in a statement by libellant of its
utmost claims to the judge. Certain general allegations
that the libellant was attempting [**18] to stir up other
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litigation against respondent are removed from this case
by our previous holding as to the restrictions of admiralty
jurisdiction. Hence we have the single bare point
whether libellant's action in pressing the libel to trial
before Judge Byers until respondent actually produced
and paid the money unconditionally was such "economic
duress" as to justify the almost immediate upsetting of the
formal court decree.

4 Even had the admiralty jurisdiction not been
exclusive, the defense of another action pending
in the state court could not have prevailed.
McClellan v. Carland, 217 U.S. 268, 30 S.Ct. 501,
54 L.Ed. 762; Stanton v. Embrey, 23 Wall. 548, 93
U.S. 548, 23 L.Ed. 983; 1 Moore's Federal
Practice 236; cf. Sutcliffe Storage & Warehouse
Co. v. United States, Cir., 162 F.2d 849, 851, and
cases cited.

Here the main gist of respondent's [*16] argument
is that libellant was acting oppressively in asking
unconditioned payment and refusing to accept the money
in place of the vessels while [**19] the issue as to the
fact or amount of indebtedness was being litigated later.
Respondent cites and relies upon the well-established
principle that security given to release a vessel arrested in
admiralty proceedings in rem takes the place of the res
for all purposes and hence does more than merely restore
possession of the vessels. United States v. Ames, 99 U.S.
35, 25 L.Ed. 295; The Susana, 4 Cir., 2 F.2d 410; The
Fred M. Lawrence, 2 Cir., 94 F. 1017, 1018; J.K.
Welding Co. v. Gotham Marine Corp., D.C.S.D.N.Y., 47
F.2d 332; The Morning Star, D.C.E.D.N.Y., 5 F.Supp.
502; 2 Benedict on Admiralty, 6th Ed. 1940, § 378; 25
Col.L.Rev. 665. How far this principle is applicable to
proceedings under the Ship Mortgage Act has not been
determined, though we recognize the force of
respondent's legal contention. 5 Even so, we do not see
how it helps respondent here. If sound, it meant that the
vessels were available as security for a bank loan to
provide either a deposit or payment. That would leave as
the only proper dispute between them at this time the
amount of the security in the light of libellant's proposal
to amend its demand if the amount due was to be later
litigated. How far [**20] in addition libellant was
prepared to controvert respondent's claim of law never
became clear; for the issue remained academic in the
absence of any actual tender of security by respondent.
Libellant's continued emphasis upon the amount of the
bond and a not wholly unnatural failure to distinguish in

the discussion between release of the security and release
of the debt might indeed suggest that it was not prepared
to refuse a substitution of fully adequate security. But the
important point is that libellant at most asked only for its
asserted legal rights or alternatively for the immediate
hearing which the court stood ready to give. Libellant is
hardly to be charged with duress for merely stating its
claims in the presence of a court ready to afford complete
protection against injustice or overreaching. Nor is the
court to be charged with a callous disregard of the
respondent's rights in its quite patient exploration of the
alternatives of bond, deposit, payment, trial, followed by
its direction for the hearing to proceed as the only way of
settling the conflicting claims and ultimately by its
acceptance at face value of the respondent's settlement
and request for a final decree [**21] upon consent.

5 The Ship Mortgage Act was obviously drawn
in the light of this admiralty principle and appears
to accept it; for 46 U.S.C.A. § . 951 expressly
makes the mortgage a lien enforceable only in
admiralty, and 46 U.S.C.A. sec. 953(b) states rules
of priority among maritime liens which would
obviously be seriously disturbed if the giving of
security released the liens, but not the mortgage.
The suggestion of the district court that there is no
provision for such release in the Acts seems
unpersuasive, for discharge of record by the
mortgagee -- on court order if necessary -- would
seem both the normal and the appropriate step.

It is therefore quite clear that this was no real case of
duress. Rather, it was upon the part of the respondent a
choice of strategy or tactics. Admittedly and expressly
the parties were determining their immediate actions at
the hearing in the light of the effect of such actions upon
the pending accounting whereever that might be held.
Faced with the alternative [**22] of immediate
settlement of the accounts, respondent deliberately chose
to procure a postponement by meeting the legal
conditions set by libellant. Having chosen this strategy,
respondent should abide by it and not try to overturn,
within a month after rendition, a formal court decree
which it itself had sought for the purposes it had
immediately in view. How far its strategy may
permanently prejudice or reduce its further claims in its
pending state court action is not for us to attempt to say.
There involved are other debts and other mortgages, as
well as the whole series of transactions long antedating
this present mortgage. It is obviously the task of that
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court, if the issues go to trial, to disentangle and settle all
the other conflicts which divide the parties.

Nevertheless on this appeal respondent asks us to
discount the history of the case as thus clearly disclosed
by applying [*17] the well-known and useful rule that
upon dismissal of a pleading upon motion all intendments
are taken in favor of the pleader, in the endeavor to
support the allegations so far as possible. The difficulty
with this is that it is controlled by a presently more
important, apposite, and [**23] well-settled principle of
law that [HN1] the petition must be read as though it
included the facts of which the court takes judicial notice,
even though these may be contrary to some of the
allegations. Jones v. United States, 137 U.S. 202,
214-217, 11 S.Ct. 80, 34 L.Ed. 691; Greeson v. Imperial
Irr. Dist., 9 Cir., 59 F.2d 529, 530; Verde River Irr. and
Power Dist. v. Salt River Valley Water Users' Ass'n, 9
Cir., 94 F.2d 936, 938; Walsh v. Trustees of New York &
Brooklyn Bridge, 96 N.Y. 427, 438; Masline v. New York,
N. H. & H. R. Co., 95 Conn. 702, 111 A. 639; Morgan,
Judicial Notice, 57 Harv. L. Rev. 269, 273; cases
collected Clark, Code Pleading, 2d Ed.1947, 251. Indeed
there would be little reason to the rule compelling the
judge to take judicial notice of known facts (Morgan, op.
cit. supra; cf A.L.I., Model Code of Evidence, 1942, Rule
801, 803; 9 Wigmore, Evidence, 3d Ed.1940, § 2583) if
he must also accept contrary allegations until disproved
by formal proof.

Here it is true respondent's petition contains several
allegations which we do accept of libellant's intent and
desire to take advantage of respondent's known financial
stringency. But on the crucial issue whether this [**24]
was illegal or improper, the allegations become vague
and hesitant. Thus on the vital point as to the amount due
on the mortgage there are such statements as a lack of
'any or adequate' consideration for the original
indebtedness; but even this indefinite charge is explained
elsewhere to mean adequate consideration 'beyond'
various listed matters such as the original debt to a
third-party mortgagee, the reasonable value of repairs,
supplies, materials, labor, charter hire of and for the
barges and tugs, and accrued interest. So, as to the
amount due at the time of institution of the action,
respondent alleges 'upon information and belief' in a
conclusory paragraph near the end of the petition that it
did not owe libellant, but that the latter owed it, the 'exact
amount' being unknown for reasons stated in an earlier
paragraph. But these reasons turn out to be its lack of

knowledge of the accounts and transactions; that this lack
was caused by libellant's agent does not change the
obvious fact that the actual state of the account is at
present unknown. When these allegations are read in the
light of statements by counsel at the hearing we can see
that this is the case as to both [**25] parties and there is
a real dispute between them as to the debt. Unless we are
to indulge in the melodramatic assumption (not even
claimed) that respondent's counsel was then forced not
even to silence, but to a concession of what he knew to be
false, the conclusion that there was a properly triable
issue is unavoidable.

It is also true that beyond this the petition makes
much of the charges that respondent was forced hastily
into what should have been a long trial before a Special
Master and that libellant refused to accept either security,
stipulation for value, or a tender and deliver 'proper
satisfactions of the mortgage.' As to the first charge, it is
of course true that libellant pressed for immediate trial.
As we have seen, however, there was nothing improper in
this, and it was the indicated and desirable course, as the
judge hold. Respondent could not claim, as of right, the
frowned-upon step of a reference ( McCullough v.
Cosgrave, 309 U.S. 634, 60 S.Ct. 703, 84 L.Ed. 992; Los
Angeles Brush Mfg. Corp. v. James, 171 U.S. 701, 47
S.Ct. 286, 71 L.Ed. 481; Federal Rules of Civil
Procedure, rule 53(b), 28 U.S.C.A. following Section
723c; Equity Rule 59, 28 U.S.C.A. § 723 [**26]
Appendix); there was real doubt as to how lengthy a trial
was necessary to settle the immediate matter before the
court; and counsel had the judge's assurance that he
would not be forced in producing his evidence. As to the
second charge, respondent actually never made tender of
bond, payment, or other security until the ultimate tender
of payment and its acceptance. Because of this and of the
uncertainty as to the law, libellant was never put to a
definite choice of legal platform. The further charge that
its proctors misled the court as to the law is therefore
manifestly absurd. Actually libellant's counsel appear to
[*18] have shown a commendable desire throughout to
seek and abide by judicial settlement of the issues; it was
respondent who held back. 6

6 Libellant's counsel succinctly summarized its
position, late in the hearing and after the issues
had been thoroughly canvassed, when in response
to the court's question, "Would you be willing to
release the attachment on the boats?" he said; "If
they file a bond on the amount fixed by your
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Honor and if you raise the amount of the libel on
my motion and they bond it for that amount, of
course we will release the attachment -- we have
no choice. We won't, however, give satisfactions
and I do not think it is fair that we be asked to
give satisfactions until we have the money.

"On a tender we will give satisfactions, on a
bond we will release the boats."

Then the court said to respondent's counsel:
"He said he would be willing to release the
attachment from the boats which would operate
them, pending the outcome of this litigation. I
think that the bond only takes the place of the
boats and I do not think that that disturbs the lien
of the mortgage." But the latter continued to
dispute the court's ruling until the court ordered
the trial to proceed.

[**27] Against this background the issues of law
on this appeal seem to us both simple and clear. The
Restatement of Judgments sets forth the comparatively
limited grounds upon which a judgment within the court's
jurisdiction and authority may be set aside. See c. 5 in
general, and note § 126 for the many instances where
such relief is to be denied. Of course duress preventing a
party from contesting a fraudulent claim or defense is an
appropriate ground for relief, § 121; but the examples
cited are revealing of the kind had in mind by the
restaters, as in Illustration 7, p. 592, where 'A threatens
the kidnap B's child if B defends the action.' Further,
[HN2] the granting of relief is subject to the general rules
of equity, §§ 127-130, and one ground of refusal is that of
'contributory fault,' § 129, where before or after the
judgment the complainant or the person representing him
'failed to use care to protect his interests,' or 'after
ascertaining the facts the complainant failed promptly to
seek redress.' Here there was more than mere failure to
seek court protection; there was a deliberate choice to
avoid it when the doors of justice were already open and
the parties were within the [**28] temple. Such a
voluntary payment cannot be duress. Radich v. Hutchins,
95 u. S. 210, 213, 24 L.Ed. 409; Brown v. Swann, 10 Pet
497, 505, 35 U.S. 497, 505, 9 L.Ed. 508; Brown v. Buena
Vista County, 95 U.S. 157, 24 L.Ed. 422; Knox County,
Mo. v. Harshman, 133 U.S. 152, 154, 10 S.Ct. 257, 33
L.Ed. 586; Pickford v. Talbott, 255 U.S. 651, 661, 32
S.Ct. 687, 56 L.Ed. 1240; Chase Nat. Bank v. City of
Norwalk, 291 U.S. 431, 440, 441, 54 S.Ct. 475, 78 L.Ed.

894. 7

7 These principles of course apply to a consent
decree, Snell v. J. C. Turner Lumber Co., 2 Cir.,
285 F. 356, certiorari denied 261 U.S. 616, 43
S.Ct. 362, 67 L.Ed 828; Harding v. Harding 198
U.S. 317, 335, 25 S.Ct. 679, 49 L.Ed 1066;
indeed, the cases hold that, save for fraud, a
consent judgment cannot be vacated as can an
ordinary judgment in invitum. Thompson v.
Maxwell Land-Grant & Ry. Co., 95 U.S. 391, 397,
24 L.Ed. 481; McArthur v. Thompson, 140 Neb.
408, 299 N.W. 519, 139 A.L.R. 413, with
extensive annotation 421 -- 455.

Respondent relied [**29] rather generally on cases
of abuse of civil process by a litigant to secure an
unjustified end. While the courts have shown a natural
hesitancy to act broadly, for fear of depriving a litigant of
those right which the law accords him, yet there is
undoubtedly a field for the operation of these principles,
as acutely developed by Professor Dawson in his articles,
'Duress Through Civil Litigation,' 45 Mich.L.Rev. 571,
679. He is there dealing not with relief from judgments
already rendered, but with a quasi=contractual remedy,
which would not be a part of admiralty jurisdiction under
our previous ruling. Reference may be made to these
articles, however, for the very limitations they so
pointedly suggest, such as that recovery should be only
on the basis of unjust enrichment, pp. 577, 578, and that
the gist of the duress is the preventing of resort to the
protective activities of the court, p. 591 et seq., p, 685 et
seq. 8 Thus, stress is laid [*19] throughout the articles
on the lack of 'opportunity to litigate.' We have been cited
to no case, and have discovered none, where relief is
accorded a suitor who runs away from court, instead of
toward it.

8 P. 591, "Again the alleged debtor is deprived
of the opportunity to litigate the merits of the
dispute before application of pressure"; p. 596,
"Altogether it seems remarkable that so few
decisions have given this recognition to the
coercive results of the seizure of assets under
mesne process in civil actions"; p. 685, "In this
case [sale on execution of assets really owned by
a stranger] * * * no 'opportunity to litigate,' to
establish immunity from seizure, will ordinarily
be provided before the seizure is made. The
reasons for refusing relief to the judgment debtor
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can scarcely apply to a stranger who is no way
precluded by the judgment or subjected to its
sanctions"; p. 689, "If the mortgage creditor has
proposed to employ a judicial proceeding, in the
form and with the sanctions specifically
authorized, it seems at the outset impossible to
spell out misconduct or provide relief from the
pressure. If the debtor contends that the claim
asserted is excessive or wholly unfounded, he
may claim that his debate with the mortgagee will
be conducted at a disadvantage; but this claim can
be countered with the suggestion that the debate
will be conducted before a court, with full
opportunity to contest the creditor's claim before
foreclosure can be deferred," citing many cases,
including Martin v. New Rochelle Water Co., 11
App.Div. 177, 42 N.Y.S. 893, affirmed 162 N.Y.
599, 57 N.E. 1117; Pziepoira v. Long, 338 Pa.
242, 12 A.2d 904; and Pease v. Francis, 25 R.I.
226, 55 A. 686.

[**30] But reference to cases involving illegal or
excessive attachments or other recognized abuses of
process does have this relevancy that it highlights the
sharp difference between them and the present case.
Here we have no illegal or excessive attachment; we have
only the enforcement of a mortgage in the way provided
by law. The claimed abuse is that libellant refused to
release the mortgage upon respondent's offer of payment.
This was not a legal tender, and refusal of it in its
tentative form or otherwise would not be an abuse of
process in the light of the dispute actually existing as to
the amount due. But further, libellant's counsel made
clear the basis of his decision, leaving as the real crux of
the case his one act of refusing the offer while it
remained conditional, in order to retain the opportunity to
prove the greater amount at the projected later trial. How
really burdensome this claim could ever be is none too
clear; apparently we are asked to assume that the bank,
prepared a loan $ 70,000 against vessels worth more than
$ 250,000, would advance no more. Even making this
assumption we do not see how the statement of an
amount as due, coupled with an expressed willingness
[**31] for immediate trail as to its validity, can be a
misuse of the agencies of justice. Unlike the usual
precedents, we have here no attempt to avoid or prevent
the effective operation of the court's protective shield.
On the contrary, libellant did what it could, against
respondent's opposition, to set the court processes
speedily in motion. Small wonder is it, therefore, that

respondent can cite no authority to support its extreme
position.

Respondent has rested its appeal to us upon its claim
of duress, rather than upon a claim of discretionary power
in the court to revise a decree within the term. The
reason is, of course, obvious. The district judge directly
familiar with the facts had refused to act after a very
careful re=examination of the entire case; and his
decision, so far as it was discretionary, was final. The I.
F. Chapman, 1 Cir., 241 F. 836, 839, certiorari denied
245 U.S. 647, 38 S.Ct. 9, 62 L.Ed. 529. Further, in our
reading of the record, this was the only appropriate result.
A contrary ruling would have given us concern in view of
the fact that this was a decree arrived at by agreement of
the parties ( McArthur v. Thompson, supra, 140 Neb. 408,
299 N.W. 519, 139 [**32] A.L.R. 413), the admonition
against "too ready unravelling of judgments" expressed
by this court in the earlier opinion ( W. E. Hedger Transp.
Corp. v. Ira S. Bushey & Sons, supra, 155 F.2d 321,
324), and the well-settled rule that an error of judgment
of counsel is inadequate justification for such unravelling.
Mr. Justice Story in Baker v, Whiting, C. C. Me.,
Fed.Cas.No.786; Merchants' Banking Co. v. Cargo of the
Afton, 2 Cir., 134 F. 727, 731, certiorari denied 196 U.S.
639, 25 S.Ct. 794, 49 L.Ed. 630.

Since all the facts are now fully known, there is no
occasion for a trial or for the [*20] taking of testimony.
It is as much the duty of the court to protect litigants from
long and utterly useless litigation as it is to affect an
opportunity for trial to those deserving it. And while a
court will be astute to prevent misuse of its processes, it
can hardly be expected to look with favor upon the device
of obtaining postponement of effective trial by seeking a
decree to be repudiated after its immediate objective has
been obtained. Obviously the respondent has no such
extrinsic facts to present as the Restatement refers to
(such as threat of kidnapping a party's child) and [**33]
has not suggested any addition it could make to its
petition. The facts are all shown by the record.
Accepting the motives and intent ascribed to libellant in
the petition we can still find nothing illegal in its acts or
erroneous in the court's grant of respondent's request for
the consent decree and later refusal to vacate it.

Affirmed.

DISSENT BY: FRANK

DISSENT

Page 796



FRANK, Circuit Judge (dissenting)

1. This appeal presents, I think, the question whether
a court should allow its processes to be employed
abusively as coercive weapons. Were the facts as stated
by my colleagues, I would agree that that question is not
here. But, as I shall try to show, my colleagues reach that
conclusion by disregarding what I consider pivotal facts.

While my major disagreement with my colleagues
derives from differences about the facts (or their
interpretation), I disagree also with several of their legal
conclusions. The major items in their opinion with which
I disagree are as follows: (a) They recognize no important
distinction between an attack made on a decree or
judgment during the term and one made thereafter, (b)
They indicate that a decree or judgment will not be
vacated or modified, during [**34] or after the term, on
the ground that it was obtained by duress, unless the
duress was the equivalent of threat of kidnapping the
defendant's child. (c) They suggest that, in particular, a
consent decree will not be vacated or modified, during or
after the term, on the ground that the consent was
procured by duress. (d) They say that petitioner, the
Hedger Company, made no tender of payment before it
made the tender coupled with its consent to the decree.
(e) They indicate that petitioner's counsel, before entry of
the decree, admitted that a bona fide dispute existed as to
whether petitioner was indebted to Bushey. (f) They give
no weight to the fact that Busher said that, unless its
demands were met, it would increase its claim by $
25,000. (g) They say that the petition is so defective in
important respects that we must affirm its dismissal, as if
on a demurrer, without remanding to permit amendment.
In the course of this opinion, I shall discuss each of those
points.

Including what I regard as important, omitted, facts,
as they appear from the petition and record for the
purposes of this appeal, the case, I think, come to this:
The holder of a preferred ship mortgage, which, [**35]
to his knowledge, has been fully paid, brings suit to
foreclose, wrongfully claiming that some $ 70,000 is still
owing under the mortgage, and attaches the mortgaged
vessels. Proof by the defendant mortgagor that the
mortgage debt has been paid will lead to a trial lasting for
several weeks. If, during those weeks, the vessels are
idle because of the attachment, the defendant will suffer
severe financial loss, and probably financial ruin. By
giving a bond for the $ 70,000, defendant can obtain the

release of the vessels from the attachment. The defendant
offers to give such a bond, on condition that thereupon
(a) not only will the attachment be dissolved but also (b)
the plaintiff-mortgagee will satisfy the mortgage of
record. The plaintiff rejects the second condition. The
judge rules that, if a bond is given, it will release the
attachment only, not the mortgage lien, and that, despite
the filing of a bond, he will not direct the mortgagee to
satisfy the mortgage. 1 As the plaintiff knows, the
defendant's financial condition is such that defendant
cannot give a bond for $ 70,000, or pay that sum to
plaintiff, except through the aid of a certain bank. As
plaintiff also knows, [**36] the bank will supply such a
bond, or make an advance to enable defendant to [*21]
pay the $ 70,000, if, but only if, simultaneously the
mortgagee executes and delivers a satisfaction of the
mortgage, so that the bank can have an unclouded first
mortgage on the vessels as security. Defendant tenders
the $ 70,000, and the plaintiff mortgagee at first indicates
that, upon a decree for that amount and payment thereof,
it will satisfy the mortgage. Subsequently, however,
plaintiff refuses to execute and deliver such a satisfaction
of the mortgage, unless the defendant both consents to a
decree and pays the wrongful $ 70,000 claim. Mere
payment of the $ 70,000, without a consent, will not
cause prompt termination of the suit, thereby freeing the
vessels of both the attachment and the outstanding
mortgage. For plaintiff notifies defendant that unless
defendant both so consents and pays, plaintiff will amend
its pleadings and claim $ 95,000. This will mean that, to
bring the suit to an end without a long trial, defendant
must either (a) consent to and comply with a $ 70,000
decree or (b) without a consent, pay $ 95,000 which
defendant cannot obtain. Under this pressure, defendant
[**37] yields, consenting to a $ 70,000 decree and
paying the $ 70,000 decreed, (borrowing the money from
the bank on the security of a first mortgage on the
vessels). Within the term, defendant petitions the court
which entered the decree for vacation of the decree for
vacation of the decree and restitution of the amount thus
paid to plaintiff.

1 Whether this was a correct ruling, I shall
discuss infra.

I stress the fact that the petition was filed within the
term. For it has often been held that during the term, a
judge has plenary power to modify or revoke his
judgment or decree, a power far more extensive than that
which exists to relieve from a judgment or decree after
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the term, whether the relief is then sought, by bill of
review or otherwise, in the same court or in another court.
2

2 See, e. g., Simmern v. United States, 298 U.S.
167, 169, 170, 56 S.Ct. 706, 80 L.Ed. 1118;
Henderson v. Carbondale Coal & Coke Co., 140
U.S. 25, 40, 11 S.Ct. 691, 35 L.Ed. 332; Basset v.
United States, 9 Wall. 38, 41, 19 L.Ed 548;
Bronson v. Schulten, 104 U.S. 410, 415, 26 L.Ed.
797; Doss v. Tyack, 14 How. 297, 312, 14 L.Ed.
428; South Utah Mines v. Beaver County, 262
U.S. 325, 329, 330, 43 S.Ct. 577, 67 L.Ed. 1004;
United States v. Mayer, 235 U.S. 55, 69, 35 S.Ct.
16, 59 L.Ed. 129; United States v. Benz, 282 U.S.
304, 306, 307, 51 S.Ct. 113, 75 L.Ed. 354; Wayne
United Glass Co. v. Owens-Illinois Glass Co., 300
U.S. 131, 136, 137, 57 S.Ct. 382, 81 L.Ed. 557;
Hazel Atlas Co. v. Hartford Co., 322 U.S. 238,
244, 64 S.Ct. 997, 88 L.Ed. 1250; Moore and
Rogers, Federal Relief From Civil Judgment, 55
Yale L.J. (1946) 623, 678; 2 C.J.S., Admiralty, §§
166, 167; Walden v. Skinner, 101 U.S. 577, 584,
25 L.Ed. 963; Fleming v. Huebsch Laundry Corp.,
7 Cir., 159 F2d 581; cf. Simmons Co. v. Grier
Bros. Co., 258 U.S. 82, 88, 42 S.Ct. 196, 66 L.Ed.
475; Safeway Stores v. Coe, 78 U.S. App.D.C. 19,
136 F2d 771, 148 A.L.R. 782; Morse v. United
States, 270 U.S. 151, 153-154, 46 S.Ct. 241, 70
L.Ed. 518; Heffern v. The De Witt Clinton, D ., 44
F.Supp. 550; The New England, C.C.N.H., 18
Fed. Cas. pp. 54, 55, No.10,151; Jackson v.
Munks, C.C.Wash., 58 F. 596, 599; Snow v.
Edwards, D.C., Fed.Cas.No.13,145; The Eva D.
Rose, 4 Cir., 166 F. 101, 103.

[**38] It is important to recall just what we decided
on the former appeal. Significantly, we did not hold that
the "complaint" was to be considered a "libel of review."
Our opinion (per Judge Learned Hand), after carefully
noting -- 155 F.2d 321 at 323 -- that the "complaint" had
been filed during the term, said that consequently it was
not necessary to resort to a "libel of review," and that the
"complaint" should be deemed but "a petition in the suit,"
to vacate the decree within the term. We said further
(page 322): "The complaint alleged that in fact nothing
was due upon the mortgages, as an accounting would
show; but, since the accounting would have taken a long
time to state," the Hedger Company "could not afford to
wait, and" was "forced to pay the demand under duress."

We held that the district court had not jurisdiction with
respect to Hedger individually or as to any claim for
damages except restitution. Accordingly, we reversed
and remanded (page 325) "with instructions to treat the
complaint as [a petition by the Hedger Company] in the
foreclosure suit to reopen the decree upon the grounds
therein alleged, on whose sufficiency, however, we are
not to be understood [**39] to pass." But we said (page
325) that the district court had jurisdiction to "direct
restitution of any sum" which Bushey "may be found to
have collected [*22] from" the Hedger Company "in
excess of * * * the amount due upon the mortgage, if
any"; as we otherwise put it (page 324), the district court
had jurisdiction to order "restitution of any balance
which, after stating the account, the court may find to
have been an overpayment by the Hedger Company to
the Bushey Company, extorted by duress or abuse of
process. * * *" 3

3 Emphasis added.

It remained, then, for the district court to pass on "the
sufficiency" of the petition, i. e., to determine whether
petitioner made out a case of overpayment through
"duress, or abuse of process" practiced by Bushey in
connection with the suit. On the coming down of our
mandate, the district judge proceeded thus: Before any
answer to the petition had been filed, and without hearing
any evidence in support of the petition's allegations, he
considered [**40] parts of the face of the petition and
some of the previous record in the foreclosure suit. 4 On
that basis, he held that no duress or abuse of process
appeared, and that the petition was therefore without
merit. Accordingly, he entered an order dismissing the
petition (and without leave to amend). In other words,
the judge, of his own motion, acted as if defendant had
demurred. As I shall point out later, dismissal, without
leave to amend, on a motion to dismiss based solely on
pleadings (i. e., a demurrer) is today considered most
undesirable, and has always been so considered in
admiralty. 5 But, assuming that the judge properly thus
dealt with the petition, he was obliged, of course, to take
as facts all the matter which were of record in the
previous stages of the foreclosure actions. 6

4 I shall show infra that he excluded from his
consideration many vital facts alleged in the
petition and contained in the record. Cf.
Fairmount Glass Works Co. v. Coal Co., 287 U.S.
474, 482, 483, 53 S.Ct. 252, 77 L.Ed. 439.
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5 Clark, Code Pleading, 2d Ed.1947, 502-503,
535-545; and see Point 7 of this opinion.

[**41]
6 My colleagues speak of "judicial notice." I
doubt whether resort to such notice was necessary
in order to permit the judge to consider such
record matters.

2. The judge, however, was also bound to take as
true all the facts alleged in the petition, except in so far as
they contradicted those record facts. consequently, for
purposes of this appeal from that order, we must assume
that, if permitted to do so, petitioner, the Hedger
Company, would prove the uncontradicted facts so
alleged. The sole issue before us, then, is whether, on the
basis, there was "duress, or abuse of process."

My colleagues hold that there was not. I would
agree with them if the facts we must here consider were
solely the facts as stated in the majority opinion. For the
facts as there stated, if summarized, disclose merely this:
When Bushey instituted its foreclosure action, the Hedger
Company, in its answer, alleged that there was lack of
"any or adequate consideration" for the mortgage, the
inadequacy (my colleagues say) being but vaguely stated;
in court, before the decree was entered, Hedger's counsel
conceded [**42] that there was a real dispute as to
whether the amount claimed was owing to Bushey, and
objected to a prompt trial; the Hedger Company, with
ample opportunity to offer evidence in proof of its
defense, and able meanwhile to obtain a release of its
vessels by giving a bond, voluntarily refrained from
doing so; instead, for reasons of its own, it deliberately
chose to consent to the decree of foreclosure for the
amount claimed by Bushey and paid that amount to
Bushey. Patently, if such were the facts, then petitioner
would not be entitled to a vacation or modification of the
decree or to repayment of any part of what it paid
Bushey.

3. But I read the record differently, emphasizing
what I consider crucial facts which my colleagues (like
the district judge) omit to mention. Of course, I may
mistakenly interpret those facts. In order that, if I do, my
error will be apparent, and because the petition and the
colloquy between the judge and counsel (prior to the
decree) are lengthy, I have set forth in an Appendix to
this opinion (1) excerpts from the petition and (2) the
complete record of that colloquy. For I entirely agree
with my colleagues that (1) must be read in the light of

(2). [**43] I believe that [*23] the data in the
Appendix discloses that the case is as I depicted it at the
outset of this dissenting opinion. However, to bring out
sharply my divergence from my colleagues as to the
facts, I think it desirable, even at the expense of some
repetition, to summarize that data in somewhat greater
detail, as follows.

In its answer filed in the foreclosure action, the
Hedger Company alleged these facts: Beginning in 1932,
that company and Bushey engaged in a joint venture
relating to the ships involved in this suit. The mortgage
under foreclosure was given by the Hedger Company to
Bushey in connection with transactions relating to that
joint venture. Bushey, in those transactions, had so
defrauded the Hedger Company that the mortgage was
given for little or no consideration. As part of those
transactions, the parties agreed that the primary source of
payment of the mortgage was to be the earnings of the
mortgaged ships. In fact, the mortgage, after it was given,
had been paid in full out of those earnings and before the
foreclosure action began. They payments had been made
under the supervision of Provo, an officer of the Hedger
Company who kept its books [**44] but who was an
employee of Bushey; and they were kept by him in such a
way that these payments had been concealed from the
Hedger Company until a few months before the
institution of Bushey's foreclosure suit. The answer
therefore alleged that nothing was due from the Hedger
Company to Bushey. In addition, it alleged that the
Hedger Company was informed and believed that the
concealed payments went beyond payment of the amount
due on the mortgage, and left Bushey owing a substantial
amount to the Hedger Company. Because of these very
facts, the Hedger Company, some seven weeks before the
foreclosure action started, had brought suit in the state
court against Bushey, seeking an accounting and a large
money decree.

The petition for vacation of the decree referred to the
answer and further alleged the following: After the
foreclosure suit was begun, Bushey claimed that the
amount owing on the mortgage was $ 69,491.56. The
Hedger Company had been prevented from proving that it
owed Bushey nothing on the mortgage by the following
(much of which my colleagues ignore): (1) Such proof
would have required a long, complicated accounting
which would have related to the many transaction,
[**45] out of which the mortgage arose, that had
occurred over a period of some twelve years. During that
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long trial, the Hedger company's vessels would have
remained idle, because they had been seized through the
institution of the foreclosure suit; this prolonged
inactivity of these vessels would have paralyzed the
Hedger Company's business during that long trial, unless
the Hedger Company could give a bond for the vessel's
release or pay the amount claimed. (2) However, as
Bushey knew, the Hedger Company was then in such
straitened financial condition that it could not obtain a
bond for $ 69,491.56 necessary to procure such release,
or the funds to pay that amount to Bushey, otherwise than
through a certain bank. That bank would not assist in
supplying that bond, or in advancing that money, unless
the Bushey mortgage were simultaneously cancelled (so
that the bank might, as security, procure a first lien on
those vessels). Consequently, as Bushey knew, the
Hedger Company could not have its vessels promptly
released unless Bushey would cancel the mortgage; and,
as Bushey also knew, the Hedger Company's business
would stop, to its grave financial loss and probable ruin,
during the lengthy [**46] trial necessary (if Bushey
resisted) to prove that the Hedger Company owed Bushey
nothing on the mortgage. The judge ruled that, if the
Hedger Company gave the required bond, the attachment
would be dissolved but the mortgage lien would remain
alive, and that he would not order it to be satisfied of
record. The Hedger Company then tendered the $
69,491.56, and at first Bushey indicated that it would
satisfy the mortgage if that sum were paid pursuant to a
decree therefor. But, subsequently, Bushey refused to do
so unless and until the Hedger Company would both
consent to a foreclosure decree for that sum, and,
pursuant to that decree, pay it to Bushey. Mere payment
of that sum, minus the consent, would not have
terminated the suit, [*24] thereby releasing the vessels
from the attachment and the mortgage. For Bushey had
notified the Hedger Company that, unless it not only paid
the $ 69,491.56 but also consented to a decree for that
amount, Bushey would amend its pleadings and claim $
25,000 more. Thus, without a consent to a decree for $
69,491.56, immediate release of the vessels would require
the Hedger Company to pay $ 25,000 in addition to the $
69,491.56. But the Hedger [**47] Company could not
obtain this additional $ 25,000. It thus faced these
alternatives: (a) It could, for many weeks, litigate in the
foreclosure suit, proving its defense that it owed Bushey
nothing; but, in that event, with its vessels tied upo
because it could not give a bond, the Hedger Company
would suffer serious financial loss and probably ruin. (b)
the only alternative which would avert that dire result

was to forego a trial, consent to the decree, and pay
Bushey the $ 59,491.56 which it demanded. The Hedger
Company chose the second alternative, believing that it
could not afford to await the outcome of a trial or of an
appeal. By yielding, it bought about the prompt release
of its vessels. It procured the money, needed to pay the
unfounded claim, form the band which, upon satisfaction
of the Bushey mortgage, secured itself by a new first
mortgage, on the ships. In the circumstances, that choice
was made under duress. 7 Bushey, in instituting and
pressing its foreclosure action, intended thus to coerce the
Hedger Company, in order to bar recovery by the Hedger
Company in its pending state court accounting suit and to
obtain this payment of money not owing from the Hedger
[**48] Company to Bushey. 8 (3) The Hedger Company,
having yielded to this duress, less than four weeks later,
and during the term, filed its petition asking to have the
decree set aside and the money restored.

7 The petition alleges further facts in
aggravation of the duress, i.e., that Bushey
threatened, if Hedger did not promptly pay and
consent to the decree to stir up litigation against
Hedger by others of Hedger's creditors and to
attach Hedger's tugs, theretofore not seized, with
which Hedger had been able to continue a small
amount of business.
8 I shall later discuss this part of the petition
more in detail.

4. I shall now try to show that my colleagues have
misconceived the situation before us.

(a) My colleagues say that petitioner, the Hedger
Company, "never made a tender" of any kind until the
ultimate tender of payment of $ 69,491.56 which was
coupled with a consent to the decree. I think the
following portion of the record (see my Appendix)
contradicts that statement. On March 7, 1945, [**49]
just after Bushey began to put in its proof, there was a
short recess, and the following then occurred:

"Mr. Tibbetts (counsel for the bank): Your Honor, I
am asked to present this check again and say that the
check has been prepared ready for delivery on receipt of
satisfaction of the mortgages and discontinuance of this
action, concurrently -- that is, at the time when the new
mortgage can be recorded.

"Mr. Gray: And this check is made payable to the
order of Foley & Martin, attorneys for Ira S. Bushey &
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Sons, Inc. and is in the sum of $ 69,403,28. Therefore, in
addition, I tender, in cash, the sum of $ 94.84

"The Court: Then, we really haven't moved ahead
one centimeter, have we?

"Mr. Gray: Oh, yes, your Honor.

"The Court: I think not. This is a conditional tender,
that is, you will pay the money if you receive satisfaction
of the mortgages.

"Mr. Gray: That condition has already been approved
by the other side because they said they they would take
the tender and give us satisfaction of the mortgages.

"Mr. Heckman: We will give the satisfactions on an
unconditional tender.

"Mr. Tibbetts: Of course, it is understood that the
satisfactions are to be satisfactory to the [**50]
attorneys.

"Mr. Martin: The satisfactions are right here.

"The Court: I think they should have an opportunity
to examine them.

"Mr. Gray: May this check and this cash be delivered
in the Customs House where it is usual to pass these
papers, so [*25] that there can be no intervening liens
filed, and that, of course, can be done tomorrow morning.

"The Court: I don't think Mr. Heckman will stand on
that kind of ceremony but do you wish to examine the
satisfaction pieces in connection with the tender?

"Mr. Gray: No, sir.

"Mr. Heckman: They are all here, executed. We
tender the satisfaction pieces to counsel, for his
examination, being the satisfaction of the mortgage
previously marked here in evidence as Libelant's Exhibit
1, being an original and a duplicate, which I understand
to be a Customs House requirement, and executed by the
President of Ira S. Bushey & Sons, Inc., with the
corporate seal and the usual acknowledgments.

"I can state to your Honor that to secure the same
indebtedness, there was a mortgage on some enrolled
vessels which did not have a sufficiently high status to
have a preferred mortgage and I now submit for their

examination, the satisfaction of those [**51] other
mortgages.

"Mr. Gray: May it be understood that the papers will
be passed and the money passed to the libelant at the
Customs House.

"Mr. Heckman: No, the money and the papers will
pass right here. We do not want to try this case in the
Customs House.

"The Court: Will you agree that the tender is kept
good if the money is produced at the Customs House
tomorrow morning at 9:30, so that you can exchange it
then for these satisfactions?

"Mr. Heckman: If, before we leave, we can agree
that these papers I am showing now are to be delivered
and that is all that is to be delivered.

"Mr. Martin: We cannot just discontinue the action
here, the Marshal and the Clerk must be taken care of.

"Mr. Tibbetts: I want it fully understood, your
Honor, as representing the lender of the new money, that
we must have papers at the Customs House that will
satisfy the officer in the Customs House who records the
mortgages to accept this new mortgage.

"The Court: I understand that perfectly. The purpose
now is for you to satisfy yourselves as to their
sufficiency.

"Mr. Gray: But the man in the Customs House may
not agree with us because they have certain rules that
they rigidly follow.

"The [**52] Court: Mr. Heckman wants to see if he
satisfies you and if he does then I think he is able to deal
with the man in the Customs House.

"Mr. Gray: May we examine them now and then
adjourn to the Customs House.

"Mr. Tibbetts: There are thirty-six of these
documents to be gone over and certified copies made, to
be put on the ships.

"Mr. Heckman: That is the new mortgage.

"Mr. Tibbetts: What difference does it make to you
whether it is this afternoon or tomorrow?
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"Mr. Heckman: We do not want to become involved
in any disagreements between the new mortgage people
and yourselves.

"Mr. Tibbetts: Well, I am not authorized to deliver
any check until we know that the conditions are such than
we can put our new mortgage in for recording. There is a
slight amount of conforming which was delayed on
account of this controversy and it certainly would not be
possible to complete the recording this afternoon.

"Mr. Heckman: Well, certainly the Collector could
this afternoon pass on our satisfactions, which is all we
can give them.

"The Court: Why don't you see what you can
accomplish this afternoon? Take an adjournment now
until tomorrow morning and see what you can
accomplish.

"Mr. Gray: [**53] Very well, your Honor.

"The Court: We will recess now until 10:30 o'clock
tomorrow morning."

On March 8, when the hearing resumed, the
following occurred:

"Mr. Gray: Your Honor, we are ready to have your
Honor sign a decree under our tender of yesterday
afternoon.

"The Court: As I understand it now, the satisfactions
have all been recorded and filed in the Customs House?

[*26] "Mr. Gray: No, sir, the satisfactions are being
held over in the Customs House, together with the
mortgage. As soon as your Honor signs this consent
decree then Mr. Heckman will consent to a
discontinuance of the action, upon the payment of costs
to the Marshal and we will then go to the Marshal's office
and turn the money over.

"Mr. Heckman: That is not just it. I will ask the
Court to sign this decree which provides for a recovery. I
will sign this in the Marshal's office when you turn over
the money.

"Mr. Gray: That is all right. Then, the Marshal has
to 'phone to the Collector of the Customs so as to release
the vessels and then the mortgage and the satisfactions
will be duly recorded.

"The Court: All right. I am now signing the order
(order signed and consent decree signed)."

In other [**54] words, in the interval between the
two court sessions, petitioner had agreed to consent to the
decree. How this additional fact-the consent to the
decree-came about is set forth in the petition. It states
that, on March 7, petitioner tendered $ 69,491.56 to
Bushey, to be exchanged for satisfaction of the mortgage,
and the hearing was adjourned to March 8. The petition
then continues thus: "The proctors for the respective
parties met at said Customs House as arranged on March
8, 1945, and there were also present the attorneys for said
Grace National Bank of New York with all documents
prepared for recording of a preferred marine mortgage of
said barges from the plaintiff corporation to said Bank,
but the proctors for the said libellant arbitrarily and
unlawfully declined to deliver such satisfactions to the
said claimant-respondent unless and until it authorized its
proctor to sign a consent to the entry of a decree in said
foreclosure action for the amount of said tender. The
plaintiff corporation was thus again faced with ruin if its
floating equipment were not immediately released and for
fear that the financial arrangements with said Bank, of
which the said libellant was aware, [**55] might
collapse if the further unlawful demand of the said
libellant were not acceded to, and by reason of the facts
hereinbefore set forth, the plaintiff corporation believed it
had no other means of immediate relief from the said
duress, unlawful compulsion and abuse of process
perpetrated and inflicted by the defendant upon the
plaintiff corporation, and it therefore unwillingly and in
order to emancipate its said property from said actual and
existing duress upon it by the said libellant, authorized its
proctor to sign such consent and said proctor did so
accordingly and said decree was signed by the Judge
presiding at said trial upon such consent."

(b) The effect, under the statute, on a preferred ship
mortgage lien of giving a bond is not clear. There are two
possible interpretations of the statute: (1) The first is that
the bond effects a release of the attachment only, and has
no effect on the mortgage lien; this was the position of
the judge, both before and after the decree's entry; and it
was and still is the position of Bushey, as shown in its
brief on this appeal. 9 (2) The second interpretation is
that, upon filing of a bond, the attachment is dissolved
and the judge [**56] must also direct the mortgagee to
execute a satisfaction of the mortgage. I think that
analysis will show that, under either interpretation,
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petitioner here (if the petition's allegations are true) was
put under such pressure that its consent to the decree is
voidable:

9 There is, I think, much to be said for this
interpretation. In addition to the views of the
judge below, there should be considered this
contention made by Bushey in its brief on this
appeal: When a bond is filed, it dissolves a
non-contractual lien. But, pursuant to the
Preferred Ship Mortgage Act, a preferred ship
mortgage creates a contractual lien on a
mortgaged ship; and Congress could not have
intended that the mortgagee should be compelled
to take, as substituted security for its agreed lien
on the ship, a claim against the sureties on a bond,
as those sureties may become insolvent.

However, for reasons noted in the text, I
think it not necessary in this case to choose
between the two statutory interpretations.

If it be assumed [**57] as the correct interpretation
of the statute that the filing [*27] of a bond would not
require the mortgagee, Bushey, to execute a satisfaction
of the mortgage, then, on the facts alleged and of record,
petitioner could not give a bond, because the bank would
not supply one unless simultaneously the mortgage lien
was satisfied. Petitioner, to save its business, was thus
forced to yield to Bushey's demand, i. e., to consent to the
decree and pay the amount, not owing, which Bushey
claimed.

Let it now be assumed as the correct statutory
interpretation that the giving of the bond would not only
dissolve the attachment but would also call on the judge
to direct satisfaction of the mortgage. On that assumption,
the situation here was this: Petitioner offered to give a
bond if Bushey would both release the attachment and
execute a satisfaction of the mortgage. Bushey refused.
As we have seen, the judge then said in open court that,
were petitioner to file a bond, the attachment would be
dissolved, but that (as Bushey urged) the mortgage lien
would remain unaffected. In other words, the judge said
that, if a bond were filed, he would not direct Bushey to
satisfy the mortgage. With that [**58] ruling from the
judge, obviously the bank would not supply the bond; for,
had it done so, the only lien it could get on the vessels
would be subject to Bushey's mortgage lien, outstanding
of record.

It might conceivably be argued as follows: If the
second interpretation of the statute is correct, then, upon
the filing of a bond, the Bushey mortgage -- although the
judge's refusal to order it satisfied would leave it still
outstanding of record -- would automatically become
defunct in legal contemplation, so that the bank could get
a valid first mortgage. But, even so, in the face of the
judge's ruling, clearly the bank's lawyers, if at all
experienced, would not be ready to advise the bank to
take such a risk, especially as no court had then
sanctioned the second interpretation of the statute.
Moreover, as previously noted, Bushey threatened that, if
petitioner did not at once consent to a decree for the $
69,491.56 and pay the sum, Bushey would increase its
claim by $ 25,000. As already noted, this meant that, to
procure prompt release of its vessels, petitioner had either
(a) to consent to a $ 69,491.56 decree and to pay that
sum, or (b) without a consent, to pay $ 25,000 more.
[**59] But petitioner could not raise that additional
amount. Thus the judge's ruling, plus Bushey's wrongful
refusal to satisfy the mortgage except either (a) upon a
payment under a consent decree of $ 69,491.56 or (b)
payment without a consent decree of an additional $
25,000, compelled petitioner, in order to save its
business, to meet Bushey's demand. Its consent to the
decree was therefore wrongfully obtained. On
considering the petition to vacate the decree, the judge
again held that he had, before the decree, made a correct
ruling as to the effect of a bond on the mortgage lien. See
70 F.Supp. 578, 585-586. If the contrary statutory
interpretation is correct, the judge was wrong. On that
assumption, he should have concluded -- as we now
should conclude -- that his ruling before entry of the
decree had been in error, and that (if petitioner's
allegations are true) (a) that mistaken ruling together with
(b) Bushey's wrongful refusal to satisfy the mortgage
(securing an unfounded claim) upon petitioner's putting
up a bond for $ 69,491.56 or paying that amount, had
forced petitioner's consent to the decree. Accordingly, the
judge, on a petition filed during the term, should have
held [**60] that the decree should be vacated if, upon a
trial, the petition's allegations were proved.

Had the decree been entered and had petitioner paid
that amount without consenting to the decree, I think
there would be no doubt that, because of the judge's
ruling -- if erroneous as it was if the second interpretation
of the statute is correct -- the decree would have to be
vacated. The consent would bar such rectification, had it
not been coerced by Bushey's conduct. But the coercion, I
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think, removes that barrier. 10

10 See, e.g., Doss v. Tyack, 14 How. 297,312,14
L.ED. 428; Scholey v. Mumford, 60 N.Y. 498;
Swift & Co. v. United States, 276 U.S. 311, 324,
48 S.Ct. 311, 72 L.Ed. 587; ef. Restatement of
Restitution, §§ 70 (comment a), 71.

(c) Accordingly, I think the judge's dismissal of the
petition was an abuse of discretion. [*28] A reading of
his opinion (70 F.Supp. 578, 587) shows that he
"excluded from his consideration matters which were
appropriate to a decision": 11 He based that decision
[**61] on petitioner's failure to give a bond and on the
assumption that "the choice at all times lay with"
petitioner "to accomplish release of its vessels, and
proceed to litigate." In reaching that conclusion, he did
not consider or discuss the allegations that petitioner, due
to its financial condition, could not obtain a bond unless
the mortgage were simultaneously satisfied; nor the
allegation that petitioner owed Bushey nothing; nor the
effect of Bushey's threat to increase its claim by $ 25,000;
nor the allegation that, after petitioner made a tender of
the $ 69,491.56 unaccompanied by a consent, it was
coerced into consenting to the decree.

11 Cf. Fairmount Glass Works v. Coal Co., 287
U.S. 474, 482, 483, 53 S.Ct. 252, 255, 77 L.Ed.
439 and cases there cited.

My colleagues, however, hold either that the exercise
of discretion as to such a petition is unreviewable or that
here it was properly exercised. In support, they cite The I.
F. Chapman, 1 Cir., 241 F. 836, 839, a case in which the
facts were markedly [**62] different from those here.
This appears from the court's following statement of the
facts: "The claimant having had from June 25, 1914, until
April 26, 1915, to prepare his evidence on the question of
damages, and having closed his case May 25, 1915,
without requesting further time or further hearing, could
not be granted a reopening of the case for further
evidence upon the grounds set forth in his motion of
November 20, 1915, on the accompanying affidavits.
These disclosed no excuse for the failure to make full
investigation before trial, and set forth no additional
evidence, except such as was merely cumulative, and not
such in its nature as could substantially modify the
assessment based upon the evidence heard. * * * Whether
or not to reopen the hearing for further evidence, upon an
application first made six months after the hearing had
been closed, was clearly discretionary with the court, and

its action cannot be reviewed here by assignment of
error."

My colleagues cite other cases which, likewise, have
no resemblance to this: In Merchants' Banking Co. v.
Cargo of the Afton, 2 Cir., 134 F. 727, after, on appeal, a
decision in admiralty had gone against a party, the
appellate [**63] court denied a motion for rehearing to
introduce further evidence which had been fully known to
the party at the time of the trial but which it had not then
offered because of an error of judgment on the part of its
counsel. In Baker v. Whiting, C.C.Me., Fed.Cas. No. 786,
the court refused to open an interlocutory decree in
admiralty to receive cumulative evidence of which
counsel had been aware during the trial but, which,
through an error of judgment, he had not then offered.

My colleagues also cite state court cases 12

indicating that a consent judgment or decree is, in effect,
a judicially recorded contract of the parties, and therefore
peculiarly impervious to efforts at modification. Whether,
under the more recent decisions, a consent decree in a
federal court is merely such an agreement may well be
doubted. 13 But, even so, an agreement induced by duress
of one of the parties is voidable, and that is nonetheless
true when it is an agreement to a decree; for the Supreme
Court has held that a consent decree will be vacated for
"lack of actual consent"; 14 and no actual consent exists
where [*29] it derives from duress. See Griffith v. Bank
of New York, 2 Cir., 147 F.2d [**64] 899; 160 A.L.R.
1340.

12 McArthur v. Thompson, 140 Neb. 480, 299
N.W. 519, 139 A.L.R. 413; Annotations in 139
A.L.R. 421.
13 United States v. Swift & Co., 286 U.S. 106,
115, 52 S.Ct. 460, 76 L.Ed. 999; ef. United States
v. Radio Corporation of America, D.C.Del., 46
F.Supp. 654, 655, appeal dismissed 318 U.S. 796,
63 S.Ct. 851, 87 L.Ed. 1161; Utah P. & L. Co. v.
United States, 42 F.2d 304, 308-309, 70 Ct.Cl.
391; Walden v. Skinner, 101 U.S. 577, 584, 25
L.Ed. 963; Fleming v. Huebsch Laundry Corp., 7
Cir., 159 F.2d 581.
14 See Swift & Co. v. United States, 276 U.S.
311, 324, 48 S.Ct. 311, 314, 72 L.Ed. 587. "In this
court a somewhat more liberal rule has prevailed.
Decrees entered by consent have been reviewed
upon appeal or a bill of review where there was a
claim of lack of actual consent to the decree as
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entered ( Pacific, R. R. Co. v. Ketchum, 101 U.S.
289, 295, 25 L.Ed. 932; White v. Joyce, 158 U.S.
128, 147, 15 S.Ct. 788, 39 L.ED. 921); or fraud in
its procurement ( Thompson v. Maxwell Land
Grant Co., 168 U.S. 451, 18 S.Ct. 121, 42 L.ED
539) * * *." Cf. Harding v. Harding, 198 U.S.
317, 335, 25 S.Ct. 679, 49 L.Ed. 1066.

[**65] In Fleming v. Huebsch Laundry
Corporation, 7 Cir., 159 F.2d 581, 582, the seventh
Circuit recently reversed an order rejecting a motion
made, during the term, to vacate a judgment to which the
defendant had consented upon erroneous representations
of officials that the defendant had violated OPA
Regulations. The court said that this was an instance of
excusable negligence and that, while the required
showing of such a fact should perhaps be more exacting
in the case of a consent judgment, there was no reason
why, upon a sufficient showing, it should not be vacated.
The showing of coercion here is, to say the least, the
equivalent of excusable negligence. The Seventh Circuit
decision is in line with many decisions which have
recognized that, within the term, by bill of review or
otherwise. 15 Particularly has this been held where a
consent to a decree has been procured by fraud; 16 it has
so been held even when the attack on the decree was
made after the term.17 And duress has been said to be a
species of fraud, 18 indeed a particularly egregious kind.
19

15 See cases cited in footnote 2, supra.
[**66]

16 Doss v. Tyack, 14 How. 297, 312, 14 L.Ed.
428.
17 Swift & Co. v. United States, 276 U.S. 311,
324, 48 S.Ct. 311, 72 L.Ed. 587; 34 C.J. 419, 49
C.J.S., Judgments, § 330.
18 City Nat. Bank v. Kusworm, 91 Wis. 166, 64
N.W. 843, 845; Hodge v. Wallace, 129 Wis. 84,
108 N.W. 212, 215, 116 Am.St.Rep. 938; Neibuhr
v. Gage, 99 Minn, 149, 108 N.W. 884, 887, 109
N.W. 1; Smith v. Blakesburg Savings Bank, 182
Iowa 1190, 164 N.W. 762, 764; Brainard v. Van
Dyke; 71 Vt. 359, 45 A. 758, 760; ef. Restatement
of Restitution, § 70, comment a; § 128, comment
d.
19 Hodge v. Wallace, 129 Wis. 84, 108 N.W.
212, 215, 116 Am.St.Rep. 938; City Natl. Bank v.
Kusworm, supra; ef. Cohen v. Randall, 2 Cir.,
137 F.2d 441, 445.

That relief will be granted after the term by a
libel of review, where a decree has been procured
by fraud or the like, see, e.g. Hall v. Chisholm, 6
Cir., 117 F. 807, 809; Jackson v. Munks,
C.C.Wash, 58 F. 596, 599, affirmed Munks v.
jackson, 9 Cir., 66 F. 571, 572; Northwestern Car
Co. v. Hopkins, Fed.Cas.No. 10,334.

Had petitioner, after the term, filed a libel of review
[**67] seeking vacation of the decree because of fraud
(consisting of duress), the judge's abuse of discretion in
dismissing the petition would be reviewed and his order
reversed. Hazel-Atlas Co. v. Hartford Co., 322 U.S. 238,
64 S.Ct. 997, 88 L.Ed. 1250. It would be strange if this
court's authority to review and reverse were less because
petitioner acted within the term. 20 It would be even more
strange to hold that the judge's order is non-reviewable
but that, if petitioner now, after the term, refiled its
petition (so that it would become a libel of review) and
the judge again ordered it dismissed, that order would be
subject to review. At any rate, petitioner should not be
penalized for its promptness, and, if necessary, we should
treat the petition as a libel of review filed within the term.
21

20 Cf. as to abuse of discretion, Mohonk Realty
Corporation v. Wise Shoe Stores, 2 Cir., 111 F.2d
287, 289.

Even in a jury case, a denial of a motion for
new trial, timely made, is reviewable and will be
reversed where the trial judge abused his
discretion. Mattox v. United States, 146 U.S. 140,
13 S.Ct. 50, 36 L.Ed. 917; Fairmount Glass
Works v. Coal Co., 287 U.S. 474, 483, 53 S.Ct.
252, 77 L.Ed. 439; Ogden v. United States, 3 Cir.,
112 F. 523; United Press Associations v. National
Newspapers Association 8 Cir., 254 F. 284, 285;
Glenwood Irr. Co. v. Vallery, 8 Cir., 248 F. 483,
485; cf. Montgomery Ward & Co. v. Duncan, 311
U.S. 243, 254, 61 S.Ct. 189, 85 L.Ed. 147; Cone v.
WEst Virginia Paper Co., 330 U.S. 212, 218, 67
S.Ct. 752. A fortiori is that true in a non-jury case,
as here.
21 [**68] Cf. Kaw Valley Drainage Dist. v.
Union Pac. R. Co., 8 Cir., 163 F. 836.

(d) I think my colleagues err when they state that
"apparently we are asked to assume that the bank,
prepared to loan $ 70,000 against vessels worth more
than $ 250,000, would advance no more." We are not
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asked so to assume. As previously noted, the bank would
lend the money necessary [*30] to enable petitioner to
obtain a bond, only if the bank could obtain a fist lien on
the vessels for the amount of the bond. That petitioner
believed the ships to be worth more than $ 250,000 is no
indication that the bank, so believed. That the bank was
willing to take a first mortgage on vessels the value of
which was sufficient, in the opinion of the bank, to secure
it, of course does not mean that the bank regarded the
security as ample to protect it on a second mortgage.

(e) My colleagues depict petitioner as having
objected to being forced into a prompt trial, and as,
indeed, trying to avoid or delay a trial. But petitioner's
position was not at all that of objecting to a prompt trial.
It urged that any trial, no matter [**69] how prompt,
would necessarily last for many weeks during which its
vessels would be idle, because it could not obtain a bond.

(f) My colleagues say that in our opinion on the
former appeal we held that relief for unjust enrichment
was not available under this petition. I think we held
exactly the contrary; for we said that, if petitioner showed
duress or abuse of process, it should receive restitution of
any overpayment of the amount (if any) owing on the
mortgage; and restitution of that kind is granted precisely
because of unjust enrichment. See Restatement of
Restitution, pp. 1, 2 §§ 1, 70, 71, 72, 74.

(g) Perhaps I misunderstand my colleagues, but they
seem to me to say that the decree, even if not vacated or
modified, may perhaps have no effect on petitioner's
claims in its state court accounting action against Bushey.
22 Surely there can be no doubt on that score. As I have
said, the petition states 23 that, in that accounting suit,
petitioner claims (1) that, because of transactions between
Bushey and petitioner concerning the mortgaged vessels,
the mortgage was given without consideration, or, in any
event, was paid out of the earnings of those vessels, and
(2) that, in [**70] addition, Bushey wrongfully took
further amounts of those earnings, so that Bushey is
indebted to petitioner. Since the decree here is an
adjudication that, at the time of its entry, petitioner was
indebted on that mortgage to Bushey, the decree will be a
bar to a suit in which petitioner asserts that, at the time of
the decree, Bushey owed something to petitioner as a
result of the very same transactions.

22 I refer to my colleagues' statement that it "is
not for us to attempt to say" how far petitioner's
consent to the decree "may permanently prejudice

its further claim in is pending state-court action."
23 See Appendix to this opinion.

Repeatedly, before the decree's entry, petitioner's
counsel said to the judge (see the Appendix hereto) that
one of Bushey's purposes was to obtain a judgment
against petitioner which Bushey would then plead as res
judicata in the state court suit. It should also be noted that
my colleagues' present decision will preclude any later
attack on the decree, in any court, [**71] based on a
charge of duress.

(h) My colleagues seem to suggest that, before the
decree, Bushey's position was merely this: It offered to
satisfy the mortgage, as well as to release the attachment,
if only a bond were given in amount larger than that
necessary to cover the amount (some $ 70,000) which
Bushey originally claimed.

That suggestion of my colleagues is, I think, wholly
mistaken. As will appear from the court-room colloquy
printed in full in the Appendix, Bushey refused
unequivocally to execute a satisfaction of the mortgage (i.
e., to do more than release the attachment) no matter what
the amount of the bond. Bushey said it would satisfy the
mortgage only if petitioner paid the $ 70,000
unconditionally and consented to the decree.

(i) My colleagues seem to say that, in the court-room
colloquy before the decree's entry, petitioner's counsel
virtually admitted that there was a real dispute as to
whether petitioner did or did not owe anything to Bushey.
That I think is not in accord with the record, which (see
the Appendix) shows the following: Counsel for the
Hedger Company, in explaining its defense, told the
judge that his client had been defrauded into giving the
mortgage [**72] without consideration. The judge then
asked, "What do you conceive the issues tobe [*31] in
this action, Mr. Gray?" Counsel answered, "The action
here is lack of consideration and, if there was any
consideration -- first that there is no debt covered by
these notes, and secondly, if there was, it has been paid."
The judge then said, "In other words, you claim the
amount said to be due is not due." Counsel then
responded, "That's right." As my colleagues correctly
maintain, the petition must be read in the light of what
happened in court before entry of the decree. Thus read, I
do not see how there can be any question that petitioner's
position, both before decree and in its petition, was and is
that it owed Bushey nothing at all on the mortgage or
otherwise.
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In suggesting the contrary -- in saying that
petitioner's position was that it did not know "the exact
amount" owing, one way or the other -- my colleagues, I
think, confuse (a) petitioner's position as to what it owed
Bushey with (b) its position as to what Bushey owed it.
Only as to the latter did petitioner express lack of exact
knowledge. But that want of knowledge as to Bushey's
debt to petitioner cannot affect [**73] its assertion
(which on this appeal we must accept as true) that it had
no debt to Bushey.

Nor did petitioner claim that this absence of debt to
Bushey derived from some right of set-off or
counterclaim. It maintained that the mortgage debt (if any
there ever was) had been paid out of the earnings of the
very mortgaged vessels which, under the joint venture,
were to be the primary source of such payment.

5. I do not agree with my colleagues' statement that,
"since all the facts are now fully known, there is no
occasion for a trial or the taking of testimony." We do not
now know whether or not all the facts alleged in the
Hedger petition are true, i.e., inter alia, that to Bushey's
knowledge, Hedger owed Bushey nothing when Bushey
instituted foreclosure;that a hearing in the foreclosure
action necessary to show that fact would have taken
many weeks; that, during those weeks, Hedger, to
Bushey's knowledge, would have sustained heavy losses.

6. Of course, I do not say that those facts are true. All
my remarks about them must be read as if in the
subjunctive mood. 24 I do think that petitioner should be
afforded the opportunity at a trial to prove those facts. If
those are the facts, [**74] then I think there was duress
or abuse of process, entitling the Hedger Company to
have the decree set aside (or modified) and to an order for
repayment of the $ 69,491.56 (or such part of it as was
not owing to Bushey). In many cases, the courts have
decided that tactics like those of Bushey, as described in
the petition, constitute duress or abuse of process, and
that one who, under such pressure, pays money which he
does not owe is entitled to restitution. That he has paid
the money pursuant to a judgment is immaterial if the
judgment was obtained by such coercive measures. As
many courts have held, his conduct is in no real sense
voluntary; he has not, in the exercise of a free judgment,
abandoned the opportunity to litigate, since his choice
was not free but unlawfully constrained, and the coercion
has prevented him from litigating his defense.

24 See Phelan v. Middle States Oil Corp., 2

Cir., 154 F.2d 978, 991.

7. My colleagues, however, characterize the
petition's allegations as "vague" and "hesitant," [**75] a
suggestion I think I have already answered. but they seem
to say that, in particular, the petition does not allege with
sufficient clarity Bushey's knowledge that its claim was
unfounded. I disagree, for these reasons:

(a) The petition alleges that Provo, petitioner's
officer but Bushey's employee, had caused the mortgage
to be paid in full out of the ships' earnings, but that he
concealed that payment from petitioner. Accordingly,
Bushey, through Provo, knew of that payment.

(b) As I have said, the petition clearly states that
Bushey's aim in starting and pressing the foreclosure was,
by duress, knowingly to destroy petitioner's accounting
action. Since the purpose of the accounting action was to
compel Bushey to pay money to petitioner because of the
very transaction out of which the mortgage arose, it
seems to me plainly to follow [*32] that petitioner
necessarily was asserting that Bushey, in trying
knowingly by coercion to kill off the accounting action,
was seeking in the foreclosure action by coercion to
collect money it knew was not owing to it.

But, even if the petition were somewhat vague,
nevertheless to sustain its dismissal, without hearing
evidence and on a [**76] demurrer, is flatly inconsistent
with several of our recent decisions in which we have
held pleadings sufficient (on demurrer or motion to
dismiss) which were far less clear in their allegations. 25

In addition, the case presented by the petition is at least
clear enough so that our own precedents (and the views
of the procedural reformers who were instrumental in
procuring the adoption of the present procedural Civil
Rules, 28 U.S.C.A. following section 723c) require the
conclusion that, at a maximum, we should send the
petition back to the district court in order to permit
petitioner to amend it. To dismiss on a demurrer is a
practice now generally regarded (except in extreme
cases) as undesirable, "a glorification * * * of mere
form." 26 Where that practice has been adopted by a trial
court, we have held that, unless the dismissed pleading
wholly lacks any suggestion of a valid claim, we will, at
the least, remand with an opportunity to amen. 27

Especially is that the rule in admiralty. 28

25 See, e.g., Levenson v. B. & M. Furniture Co.,
2 Cir., 120 F.2d 1009; Dioguardi v. Durning, 2
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Cir., 139 F.2d 774; Truth Seeker Co. v. Durning,
2 Cir., 147 F.2d 54. See also Kohler v. Jacobs, 5
Cir., 138 F.2d 440, 443; Clark, Code Pleading, 2d
ED.1947, 260-264.
26 [**77] See, e.g., Clark, Simplified Pleading,
2 F.R.D. 456 at 465, 466; Clark, Code Pleading,
2d Ed. 1947, 502-503, 535-545.
27 Downey v. Palmer, 2 Cir., 114 F.2d 116,
117; Rossiter v. Vogel, 2 Cir., 134 F.2d 908, 912;
Cohen v. Randall, 2 Cir., 137 F.2d 441 at 444;
Hughes v. Roosevelt, 2 Cir., 107 F.2d 901, 903;
Fyfe v. Pan Atlantic S. S. Corp., 2 Cir., 114 F.2d
72, 75; The S. S. Nea Hellis, 2 Cir., 116 F.2d 803,
804.
28 See, e.g., The Adeline, 9 Cranch 244, 284, 3
L.Ed. 719; The Divina Pastora, 4 Wheat, 52,
64-65, 4 L.Ed. 512; Hughes v. Roosevelt, 2 Cir.,
107 F.2d 901, 903; Fyfe v. Pan-Atlantic S. S.
Corp., 2 Cir., 114 F.2d 72, 75; 2 Benedict,
Admiralty, 6th Ed. § 355.

Admiralty has always been more liberal in
the matter of pleadings than the common law.
See, e. g., The Samuel 1 Wheat. 9, 14-15, 4 L.Ed.
23; The Merino, 9 Wheat. 391, 400, 6 L.Ed. 118;
The Palmyra, 12 Wheat. 1, 13-14, 6 L.Ed. 531;
The Gazelle, 128 U.S. 474, 487, 9 S.Ct. 139, 32
L.E.496; The Spica, 2 Cir., 289 F. 436, 440;
Smith, Kirkpatrick & Co. v. Colombian S. S. Co.,
5 Cir., 88 F.2d 392, 395; United States v. Porto
Rico Fruit Union, 1 Cir., 12 F.2d 961, 962;
Galatis v. Galatis, 5 Cir., 55 F.2d 571, 572; 2
Benedict, Admiralty, 6th Ed. §§ 223 and 255.

The Admiralty Rules, as judicially construed,
anticipated in many respects the "new" Civil
Rules as to liberality in dealing with pleadings.
See, e.g., Colonial Sand & Stone Co. v. Muscelli,
2 Cir., 151 F.2d 884, 885; Fyfe v. Pan-Atlantic S.
S. Corp., 2 Cir., 114 F.2d 72, 75; 2 Benedict,
Admiralty, 6th Ed. § 223.

[**78] 8. In most of the cases cited and discussed
by my colleagues, the attempted attack on a decree was
made after the term, and, in many, in another court. But,
even in such cases, it has been held that coercion justifies
equitable relief from a judgment of decree.

Significant here is our recent decision in Griffith v.
Bank of New York, 2 Cir., 147 F.2d 889, 900, 160 A.L.R.
1340. There we reversed a judgment dismissing a

complaint (on a "demurrer") for failure to state a claim
for relief. The complaint sought to attack, in the federal
court, a consent judgment obtained in a state court by
duress consisting of (a) the withholding of property
belonging to the complainant, (b) the "initiation of
unnecessary and expensive litigation," and (c) threatened
additional "unfair and oppressive expense of litigation."
We said that "the case differs little, if at all, from those
where a witness is forcibly prevented from testifying, or
an attorney is bribed to fight a losing battle or give his
client false advice." After noting the voidability of a
release or consent induced by coercion or fraud, we
added: "There seems no reason for a different result when
the consent or release has led to the further [**79] step
of a judgment." In support of that statement, we cited,
inter alia, Byrnes v. Owen, 243 N.Y. 211, 217, 153 N.E.
51; Ross v. Preston, [*33] 292 N.Y. 433, 437, 55 N.E.2d
490; Verplanck v. Van Buren, 76 N.Y.247. 29 What my
colleagues say of the Hedger Company could as well
have been said of the coerced plaintiff in the Griffith
case, i.e., that she had had the opportunity to litigate but
chose to consent to the judgment, that she had "run away
from the court," instead of "toward it." But in the Griffith
case, we rejected such an argument.

29 Cf. Scholey v. Mumford, 60 N.Y. 498.

9. There is perhaps, however, an intimation in my
colleagues' opinion that here (as distinguished from the
Griffith case) if there was duress, it was "intrinsic," not
"extrinsic," since it resulted from pressures exerted, not
out of court, but in and by the very suit in which the
judgment was procured, and that such "intrinsic" duress
(like "intrinsic" fraud of a less pronounced character)
may not properly be the basis of [**80] relief. Assuming
arguendo the soundness of a distinction between
"intrinsic" and "extrinsic" duress, 30 I think it irrelevant
here. For, to repeat, this is not a case of an attack in
another court or in the same court after the term. If the
facts alleged are true, it is difficult to see how petitioner
could do more than it did to attain restitution: (1) Under
wrongful compulsion, it consented to the decree and paid
the sum decreed; (2) promptly, within the term, it
petitioned to vacate the decree on account of the duress;
(3) when the petition was dismissed, it took a timely
appeal; 31 but that cannot be true when the consent is
coerced.

30 That even as to fraud the distinction is
becoming somewhat blurred, see, e.g., Griffith v.
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Bank of New York, 2 Cir., 147 F.2d 899 at 901,
160 A.L.R. 1340; Publicker v. Shallcross, 3 Cir.,
106 F.2d 949, 952, 126 A.L.R. 386; Hazel-Atlas
Co. v. Hartford Co., 322 U.S. 238, 64 S.Ct. 997,
88 L.Ed. 1250; Moore and Rogers, Federal Relief
From A Civil Judgment, 55 Yale L.J. (1946) 623,
658-659; 3 Moore, Federal Practice, 3268-3269.
31 Swift & Co. v. United States, 276 U.S. 311,
327, 48 S.Ct. 311, 72 L.Ed. 587.

[**81] 10. I repeat that, even when the coerced
party does not make an attack on a judgment in the same
court and during the term, he may have restitution. This
has often been held in connection with attachments. The
following cases are typical: Chandler v. Sanger, 114
Mass. 364, 19 Am.Rep. 367 (attachment when alleged
creditor knew nothing owing; recovery of money paid to
discharge attachment). Spaids v. Barrett, 57 Ill. 289, 11
Am.Rep. 10 ($ 1000 actually due; attachment proceedings
alleging $ 3000 due to creditor who know this was
untrue; attachment of $ 5000 off oysters; damages
recoverable). Saliem v. Glovsky, 132 Me. 402, 172 A. 4
(attachment of about $ 1000 of perishable goods and
fixtures for a debt known to be $ 33; damages
recoverable). Zinn v. Rice, 154 Mass. 1, 27 N.E. 772, 12
L.R.A. 288 ($ 4522 due; creditor falsely alleged $ 40,000
due and attached $ 100,000 worth of goods, damages
recoverable). Savage v. Brewer, 33 Mass. 453, 28
Am.Dec. 255 (attachment alleging $ 1500 due; vessel
worth $ 2000 seized; actual debt, as known to creditor,
only $ 12.00; damages recoverable); Clark v. Pearce, 80
Tex. 146, 15 S.W. 787 (recovery of money paid for
release of attachment levied when [**82] creditor knew
nothing due). Carpenter v. Gooley, 176 Wash. 67, 28
P.2d 264 (garnishment when creditor knew nothing due;
successful action to recover money paid).

Williston, Contracts, Rev.Ed. 1937, § 107 says:
"Means in themselves lawful must not be so oppressively
used as to amount to an abuse of legal remedies. Though
attachment is in itself lawful, if an attachment is
excessive, or of perishable property, or is made under
circumstances which make it difficult for the defendant to
avoid yielding to any demands, the use of the attachment
for the purpose of enforcing extortionate or collateral
demands is abusive, and transactions coerced by such
means are voidable." See also §§ 1617, 1618, 1620. In
many of the attachment cases, the coerced party yielded
to the unfounded claim without entry of judgment in the
attachment action; but, as we said in Griffith v. Bank of

New York, supra, a coerced judgment interposes no added
obstacle in such a case.

[*34] The several Restatements I think are in
accord with my views. See Restatement of Restitution, §
71(1) (a): "A person who has conferred a benefit upon
another in response to the institution or other threat of
civil proceedings [**83] against him by the other (a) is
entitled to restitution, instituted or continued by the other
without probable cause and with no belief in the
existence of the cause of action or if accompanied by
means constituting duress." See also § 70.

Restatement of Contracts, § 492, Comment g: "Acts
or threats cannot constitute duress unless they are
wrongful, even though they exert such pressure as to
preclude the exercise of free judgment. But * * * acts that
involve an abuse of legal remedies or that are wrongful in
a moral sense, if made use of as a means of causing fear,
though they may not in themselves by legal wrongs."
Restatement of Contracts, § 493: "Duress may be
exercised by * * * (d) threats of wrongfully destroying,
injuring, seizing, or withholding land or other things. * *
* Illustrations of Clause (d): * * * Illustration 14. A has a
valid execution issued on a judgment against B. A
threatens B that unless B gives him a mortgage the
execution will be levied on B's household furniture
during the wedding reception of B's daughter. B gives
him the mortgage induced by the fear that A will carry
out his threat. There is duress." 32

32 See also Joannin v. Ogilvie, 49 Minn. 564,
62 N.W. 217, 16 L.R.A. 376, 32 Am.St.Rep. 581
(mechanic's lien filed against plaintiff's land;
claims conceded to be unfounded; lien prevented
plaintiff obtaining needed loan; amount paid for
discharge of lien held recoverable); Ezmirlian v.
Otto, 139 Cal.App. 486, 34 P.2d 774 (recordation
by defendant of oil lease, apparently valid but
known to defendant no to be so; this blocked a
sale, money paid in order to free land for sale held
recoverable); Ramp Buildings Corp. v. Northwest
Bldg. Co., 164 Wash. 603, 4 P.2d 507, 79 A.L.R.
651 (patentee, under valid patent, threatened suit
and thereby induced mortgagee to withhold
advancements until mortgagor, faced with ruin,
executed license and made payments to patentee
thereunder); Kilpatrick v. Germania Life Ins. Co.,
183 N.Y. 163, 75 N.E. 1124, 2 L.R.A., N.S., 574,
111 Am.St.Rep. 722 (mortgagor, to avoid loss,
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needed to obtain a loan, necessitating release of
an existing mortgage; Mortgagee refused release
unless mortgagor paid more than was due; excess
payment held recoverable); Blair v. Maxbass
Security Bank of Maxbass, 44 N.D. 12, 176 N.W.
98 (foreclosure of chattel mortgage claiming $
2,137.64, when, as creditor knew, only $ 465.64
due; goods seized; in the foreclosure action,
judgment for the smaller amount, which debtor
paid; held, he could recover damages for abuse of
process); see also Clinton v. Strong, 9 Johns,
N.Y., 370; McPherson v. Cox, 86 N.Y. 472;
Scholey v. Mumford, 60 N.Y. 498; Tamblyn v.
Johnston, 8 cir., 126 F. 267.

Cf. Restatement of Torts, § 682: "Abuse of
Process. General Principle. One who uses a legal
process, whether criminal or civil, against another
to accomplish a purpose for which it is not
designed is liable to the other for the pecuniary
loss caused thereby. Comment: a. The gravamen
of the misconduct for which the liability stated in
this Section is imposed is not the Wrongful
procurement of legal process or the wrongful
initiation of criminal or civil proceedings; it is the
misuse of process, no matter how properly
obtained, for any purpose other than that which it
was designed to accomplish. Therefore, it is
immaterial that the proceedings which were
brought with probable cause and for a proper
purpose or even that the proceedings terminated
in favor of the person instituting or initiating
them. The subsequent misuse of the process,
though properly obtained, constitutes the
misconduct for which the liability is imposed
under the rule stated in this Section."

[**84] Restatement of Judgments, § 121: "Subject
to general equitable considerations ( §§ 127-130),
equitable relief from a valid judgment will be granted to a
party to the action injured thereby if the judgment was
based upon a fraudulent claim or defense which he did
not contest because he was * * * (b) prevented by duress
from contesting it." My colleagues, referring to this
section, cite Illustration 6, where the duress was a threat
to kidnap the defendant's child. They pass by Illustration
7 which reads: "A brings suit against B upon a valid
claim for $ 10,000. B threatens to cause A's business
premises [*35] to be destroyed if A does not consent to
have final judgment entered for B. Five years later, when

the risk from the duress is removed and when it is too late
to have other relief, A seeks an order requiring B to have
the judgment vacated and the case to stand for trial, or, in
the alternative, to have B pay the amount due. He is
entitled to this." The Illustration is unmistakably of
duress of property, as here. a threat (suit as that in the
instant case) of destroying a man's business by means of
legal proceedings involves fully as much duress as the
violent destruction [**85] of his business premises. The
"general equitable considerations" enumerated in §§
127-130 include nothing adverse to the Hedger
Company's position, as it now appears on this appeal.
Thus § 129 bars relief if the party seeking it "failed to use
due care to protect his interests"; of course, the Hedger
Company, being under duress, did not fail in that respect.
§ 129(b) deals with failure "promptly to seek redress";
petitioner here sought redress within less than a month. 33

33 Nothing in § 126 has any bearing here.

My colleagues seem to say that no duress short of
something like a threat of kidnapping a child will ground
relief from a judgment. But this court has recently
recognized that other far less drastic sorts of duress will
support an attack on (or an action for relief from) a
judgment entered by a court of another jurisdiction.
Griffith v. Bank of New York, 2 Cir., 147 F.2d 899, 160
A.L.R. 1340. 34 A fortiori must this be true of a direct
attack, as here, in the very court which rendered the
[**86] judgment and before the expiration of the term.

34 See Cohen v. Randall, 2 Cir., 136 F.2d 441,
445, where it was said that coercion and duress
would be sufficient to justify challenging a
foreign decree even when fraud would be
insufficient. Among cases we there cited, see
Burton v. Burton, 176 Okl. 494, 56 P.2d 385, 104
A.L.R. 728, and annotation at 735 (threat by
husband that he would turn wife out of home
without money, property or support constituted
duress); Lake v. Lake, 124 App.Div. 89, 108
N.Y.S. 964 (threat of husband to abandon wife and
child justified setting aside divorce decree); Hall
v. Hall, 70 Mont. 460, 226 P. 469 (representations
by husband that he was insolvent, that he had
wrongfully disposed of securities, that a lucrative
job whereby he could redeem securities and
support wife and children was open to him only as
a single man, and that he would remarry his wife
in two years, held coercion).
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There remains for discussion a group of cases cited
by my colleagues which are, I think, not [**87] at all in
point, quite aside from the fact that each of them relates
to an attack on a judgment made after the term or in
another court. Some deal with laches as a defense to a
proceeding to set aside a judgment, 35 but, as I have
noted, there was no lack of diligence here. Other cited
cases say that the required duress must have been exerted
by the person against whom relief is sought, 36 that is the
case here. Still others relate to situations where
defendants, not faced with any financial distress if they
awaited the outcome of trial of their defenses, chose to
refrain from doing so, 37 clearly that is not the case here.

35 Brown v. Buena Vista County, 95 U.S. 157,
24 L.Ed. 422; Chase National Bank v. City of
Norwalk, 291 U.S. 431, 440-441, 54 S.Ct. 475, 78
L.Ed. 894; Martin v. New Rochelle Water Co., 11
App.Div. 177, 42 N.Y.S. 893.
36 Radich v. Hutchins, 95 U.S. 210, 213, 24
L.Ed. 409.
37 Pickford v. Talbott, 225 U.S. 651, 661-662,
45 S.Ct. 69 L.Ed. 469; Pease v. Francis, 25 R.I.
226, 55 A. 686; Pziepoira v. Long, 338 I'a. 242,
12 A.2d 904.

[**88] 11. I think the fundamental fallacy in my
colleagues' reasoning is this: They say, in effect, that
petitioner can have no relief because in the foreclosure
action it made the choice, founded on its views of its own
sel-interest, of not offering evidence in support of its
defense, and of consenting to the judgment. But to
designate petitioner's conduct as a choice begs the
question. As Mr. Justice Holmes said for the Court in
Union Pacific R. Co. v. Public Service Commission, 248
U.S. 67, 70, 39 S.Ct. 24, 25, 63 L.Ed. 131: "It is always
for the interest of a party under duress to choose the
lesser of two evils. But the fact that a choice was made
according to interest does not exclude duress. It is the
characteristic of duress properly [*36] so called." In
Lonergan v. Buford, 148 U.S. 581, 590, 13 S.Ct. 684,
687, 37 L.Ed. 569, the Court said: "The plaintiffs had
already paid$ 175,500, and without payment of the
balance they could not get possession of the property, and
it might be exposed to great loss unless properly cared for
during the winter season. Under those circumstances, we
think the payment was one under duress. It was
apparently the only way in which possession [**89]
could be obtained, except at the end of a lawsuit, and in
the meantime the property was in danger of loss or

destruction."

Their neglect of the coerced character of petitioner's
choice in the instant case perhaps explains my colleagues'
selection of what I consider inapposite portions of
Dawson's article, Duress Through Civil Litigation, 45
Mich.L.Rev. (1947) 571, 679. Thus they quote a passage
(p. 689) where Dawson discusses a case in which, in a
mortgage foreclosure based on an excessive or unfounded
claim, the defendant has "full opportunity to contest the
creditor's claim before foreclosure can be decreed."
However, in the succeeding paragraph (p. 690) Dawson
says: "But the 'opportunity to litigate' provides an
incomplete answer where the circumstances of the
mortgagor require immediate relief from the pressure and
the invalidity of the mortgagee's claim cannot be
established without inevitable delay." Dawson states (pp.
690, 691) that, in such a case, relief should be granted the
mortgagee who yields under such pressure. He notes that
some courts have denied and others have accorded such
relief. The whole tenor of his article (which cites many
of the cases I have cited above) [**90] is in favor of
decisions of the latter kind. Undeniably, at one time the
doctrine of duress had narrow confines. 38 But, as
Dawson shows, increasingly the courts have widened it,
to prevent unjust enrichment as a consequence of "duress
by litigation."

38 See, e.g., Williston, Contracts, Rev. Ed.
1937, § 1617.

12. The ruling of the majority here will create, I
think, a most unfortunate precedent which will permit
one who thus uses litigation coercively to be unjustly
enriched at the expense of his coerced victim. It ought, I
think, to be the highest obligation of the courts to see to it
that legal proceedings are not abusively exploited to
deprive citizens of their rights. 39 There is much
discussion today, and justifiably, of the dangers to civil
liberties through improper uses of power by executive
and legislative agencies of government. 40 With such
misbehavior by such agencies, the courts often, for a
variety of reasons, cannot cope effectively, in which
event rectification must be left to electorate. [**91] But
the courts can far more readily and expeditiously deal
with abuses of court processes. Such abuses, occurring in
their very own domain, should be a matter of lively and
anxious concern to judges (especially those appointed for
life and thus insulated from a critical electorate). By
keeping their own house in order, judges will set an
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example to other governmental officers.

39 See Hazel-Atlas Co. v. Hartford Co., 322
U.S. 238, 244, 245, 248, 249, 64 S.Ct. 1281, 88
L.Ed. 1596.
40 My own cordial dislike of such behavior is, I
think, reasonably obvious. SEE, e.g. Goldman v.
American Dealers Service, 2 Cir., 135 F2d 398;
dissenting opinion in United States v. Antonelli
Fireworks Co., 2 Cir., 155 F2d 631, 642,
661-664.

It is unimaginative for judges or anyone else to
regard the loss of civil liberties as confined to the direct
loss of physical freedom or of free speech (or the like).
For, if, in our kind of society, a man, coerced into
submission to a false claim in a lawsuit, is deprived of his
[**92] property or savings, he and his family may find
themselves in such an impoverished condition that their
legal freedoms -- to move physically or to speak their
minds -- may dry up into pure formalities devoid of all
practical reality. I recall a "small" businessman, caught
in the tolls of the depression, who, in 1933, after listening
to an eloquent address on liberty, sagely remarked, "Yes,
but you can't make a sandwich out of liberty." To be sure,
the purely "economic man" is a bestial concept. Things
of the spirit (such as civil liberties and what they make
possible) are, or should be, more precious than material
things. Yet for most mortals [*37] the former can have
little value in the complete absence of the latter. 41

41 It will not do to be misled by the word
"spiritual" when used in scornful contrast with
"material." That device the fascists skillfully
employ. Mussolini said in 1932: "Fascism * * *
believes in holiness and heroism, that is to say in
actions influenced by no economic motive, direct
or indirect * * * Fascism denies the materialist
conception of happiness as a possibility * * * and
denies the validity of the
equation -- well-being-happiness -- which would
reduce men to the level of animals, caring for one
thing only -- to be fat and well fed -- and would
thus degrade humanity to a purely physical level."
See Frank, Fate and Freedom (1945), 215, 216.

[**93] APPENDIX

1. Excerpts from Some Allegations of the Petition

The petition states that, in its answer to the libel in

the foreclosure action, the Hedger Company had "pleaded
the defenses of the said alleged mortgaged indebtedness
and demanded an accounting."

The petition further alleged that "upon information
and belief, at the time of the seizure of the barges,"
Bushey "was indebted to" the Hedger Company, "the
exact amount of which indebtedness is not known to"
petitioner. The reasons for making this allegation on
information and belief, and for not knowing the exact
amount owing from Bushey to Hedger, are for not
knowing the exact amount owing from Bushey to Hedger,
are stated in detail in twenty paragraphs of the petition,
the most important part of which may be briefly
summarized thus:

As the result of a joint venture, begun in 1932, the
Hedger Company operated vessels owned by Bushey and
subject to a large mortgage debt to a corporation known
as C. I. T. By agreement of Hedger and Bushey, Bushey
was to select one of its own employees to serve as the
Secretary and Treasurer of the Hedger Company. One
Provo, a Bushey employee, was accordingly made
Secretary [**94] and Treasurer of the Hedger Company.
One Provo, a Bushey employee, was accordingly made
Secretary and Treasurer of the Hedger Company and was
put in control of its books. The C. I. T. debt was
subsequently paid out of the Hedger Company's earnings.
Then, pursuant to agreement, the vessels were to be
conveyed to the Hedger Company. But Bushey claimed
that large sums were due it for repairs. As a result, the
Hedger Company took title to the vessels, but subject to a
$ 600,000 mortgage debt to Bushey-Provo, however, had
concealed from Hedger and the Hedger Company the fact
that, out of the earnings, this debt and more had been paid
to Bushey. When, on November 4, 1944, Provo resigned
as officer of the Hedger Company, its financial records
were found defective and did not show the actual
payments to Bushey.

Because of these facts, the Hedger Company, a few
weeks later, in December 1944, and some seven weeks
before Bushey began the foreclosure action, had brought
an accounting action in the New York courts against
Bushey, in which action the Hedger Company claimed
that Bushey owed a large amount to the Hedger
Company.

When, in February 1945, Bushey began its
foreclosure suit -- which [**95] caused the vessels to be
seized under process -- it "well knew and intended that
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the business of the plaintiff corporation would be
seriously injured and damaged * * * and intended thereby
to compel" withdrawal of the accounting action. The
Hedger Company informed Bushey that, if its vessels
were not promptly released, Hedger "would face serious
loss and probably ruin." Bushey knew that the Hedger
Company could not obtain the necessary bond (required
to release the vessels) which the Hedger Company hoped
to obtain through a certain bank, unless the mortgage was
satisfied, since only thus could the bank secure itself by a
first lien on the vessels. The seizure of the vessels was
"oppressive and an abuse of process resorted to for the
purpose of forcing" Hedger and the Hedger Company "to
abandon their said action for accounting.

The defense of the foreclosure action would have
involved "a long trial with a complicated accounting
between the plaintiff corporation and the defendant
covering a period of at least twelve years and [*38]
involving innumerable transactions * * * during which
the corporation would have been utterly ruined through
its ability to operate the barges under [**96] seizure. * *
*"

"Subsequent to the seizure of said barges and prior to
the 20th day of February, 1945, the plaintiff corporation
proceeded to arrange for the filing of a stipulation for
value in said mortgage foreclosure action for the purpose
of releasing said floating equipment from the custody of
the Marshall so that the business of the plaintiff
corporation might continue, and on the 20th day of
February, 1945, ascertained from the proctors for said
libellant (the defendant herein) that a stipulation for the
sum demanded in said libel, to wit: $ 73,766.66, would
be sufficient in amount, but the said libellant (this
defendant) refused to deliver to the claimant-respondent
upon the filing of a stipulation for value in the amount
demanded in said libel satisfactions of all the aforesaid
mortgages secured upon the floating equipment of the
plaintiff corporation which had been given to secure the
alleged indebtedness sought to be collected in said
foreclosure action; although the defendant well knew that
such refusal was improper and would hinder and impede
the plaintiff corporation in obtaining and filing a
stipulation for value as demanded and in securing the
release of said barges [**97] from the existing
attachment.

"The seizure of said floating equipment under said
process reduced the available fleet of the plaintiff

corporation to approximately nine chartered barges and
seriously interfered with the business of the plaintiff
corporation which was engaged in removing and
disposing of sand and other dry ballast from westbound
cargo vessels operating by the United States War
Shipping Administration in preparation for their
reloading with essential war materials for transportation
to the Allies in the European theatre of war, and the
defendant well knew and intended that the business of the
plaintiff corporation would be seriously injured and
damaged through the seizure of its said floating
equipment under such process and intended thereby to
compel the plaintiffs to withdraw and discontinue their
said action for an accounting against the defendant.

"Fortieth. -- On March 6, 1945, the plaintiff
corporation tendered to the defendant, under protest, the
sum of $ 69,403.28, together with additional interest from
the 1st day of March, 1945, to the 6th day of March,
1945, to the 6th day of March, 1945, together with $ 3.50
notary fees, in the total amount of $ 69,491.56, [**98]
and demanded satisfaction of all said mortgages upon the
floating equipment of the plaintiff corporation, but the
defendant refused to deliver any satisfactions of said
mortgages unless and until the plaintiffs signed and
delivered to the defendant a certain stipulation prepared
by the proctors for the said libellant containing statements
of fact which were untrue and which, if signed, was
intended to and would have resulted in the defeat of the
said action for all accounting; and the defendant advised
the plaintiffs that unless such terms were complied with
the defendant would proceed at once to seize all the tugs
of the plaintiff corporation. * * *

"The said claimant-respondent disclosed in open
court during the opening upon said trial that it had
entered into a financing arrangement with the Grace
National Bank of New York for the filing of a stipulation
for value or the payment of the said libellant's claim
under protest, conditioned upon the delivery by said
libellant of satisfaction of such mortgages.

"During the opening of said trial the said
claimant-respondent offered in open court to pay to the
libellant at once the sum then claimed by the said
libellant to be due to it [**99] in exchange for
satisfactions of said mortgages, under protest and denying
that any part thereof to be due and for the stated purpose
of releasing its floating equipment from seizure in said
foreclosure action, but the said libellant declined to
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accept said tender and deliver such satisfactions or
release said barges under seizure unless the said
claimant-respondent would admit that such sum was
owing from it to the said libellant. * * *

"The plaintiffs were informed on March 7, 1945,
immediately after the Court ordered the taking of proof to
commence as [*39] aforesaid, that unless the barges
under seizure were released without further delay, the
Grace National Bank of New York, which was arranging
to finance the release of said barges and whose
representative was then present in Court, would probably
withdraw its assistance, in which event the business of
the plaintiff corporation would be ruined because of
inability to obtain financial assistance without the
delivery of satisfactions of said mortgages and while
litigation was pending thereon.

"Between February 10, 1945, and March 7, 1945, the
plaintiffs had been informed and believed that the
defendants and its representatives [**100] had
approached various current creditors of the plaintiff
corporation and had urged them, and had offered the
services of said libellant's proctors, to bring actions
immediately in rem against the floating equipment owned
by the plaintiff corporation, part of which was then under
seizure in the foreclosure proceeding and part, namely
various tugs, which were being used by the plaintiff
corporation to tow the several chattered barges which the
plaintiff corporation was continuing to operate in an
attempt to remain in business. * * *

"On March 6, 1945, the proctors for said libellant
stated to the plaintiffs that unless the said proposed
stipulation described in paragraph Fortieth hereof were
signed by the plaintiffs and delivered to the defendant
without delay, the defendant would seize all the tugs of
the corporation plaintiff, and would put an end to its
business immediately; and the plaintiffs believed that said
threat would be put into execution.

"The plaintiff corporation had been unable to secure
any relief from this Court under Admiralty Rule 22
thereof and had been forced on to trial of said foreclosure
action contrary to the Rule 22 thereof and had been
forced on to trial [**101] of said foreclosure action
contrary to the Rules of said Court and to the stay in said
order to show cause and to the requirements of due
process of law, and the commencement of the taking of
proof as aforesaid presaged to the plaintiffs a long trial
with a complicated accounting between the plaintiff

corporation and the defendant covering a period of at
least twelve years and involving innumerable
transactions, which would have required a lengthy
reference before a Special Master and during which the
plaintiff corporation would have been utterly ruined
through its inability to operate the barges under seizure
and its tugs which said libellant had stated it intended to
seize and which statement the plaintiffs believed would
have been carried into effect within another day, thus
definitely terminating all arrangements through the Grace
National Bank of New York or otherwise for financing
the release of said barges.

"During the opening of said trial the said libellant
stated that it intended to move to increase the claim in
that suit by approximately $ 25,000 for the stated purpose
of increasing the amount of the stipulation for value that
might be ordered by the Court, which proposed [**102]
increase was excessive and oppressive and was not
justified by the facts and by the previous demands of the
said libellant which the said libellant and its proctors well
knew; and also stated that it would retract its election to
sue for the alleged debt and would appropriate all of said
barges to itself under said mortgages.

"The plaintiffs also believed that an application for
relief to the Circuit Court of Appeals for the Second
Circuit, even if within the latter's jurisdiction, could not
be disposed of before ruin would overtake the plaintiff
corporation.

"By reason of the facts hereinbefore set forth, the
plaintiff corporation, believed it had no other means of
immediate relief from the said duress, unlawful
compulsion and abuse of process perpetrated and
inflicted by the defendant upon the plaintiff corporation
than to make a tender of $ 69,491.56 to the said libellant
which was its total demand as of March 7, 1945, and it
therefore unwillingly and in order to emancipate its
property from the said actual and existing duress imposed
upon it by the said libellant and without admitting that
the same or any part thereof was due from the plaintiff
corporation to the defendant, tendered [**103] the sum
of $ 69,491.56 to the said libellant to be exchanged for
satisfactions of all said mortgages in form to be approved
by the Collector of Customs [*40] at New York and the
libellant's consent to an order of discontinuance of said
action upon payment by the said claimant- respondent of
Marshall's and Clerk's fees, which tender the libellant
accepted and the trial of said foreclosure action was
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suspended until 10:30 A.M. on the morning of March 8,
1945.

The proctors for the respective parties thereupon
repaired to the Custom House at New York where the
form of consent to order of discontinuance of said action
was agreed upon, but the Customs Official objected to the
forms of satisfactions of mortgages presented by the
proctor for the said libellant as insufficient and the parties
thereupon adjourned the matter until the following
morning, March 8, 1945, at 9:00 at the same place to
permit the execution and delivery of proper satisfactions.

"The proctors for the respective parties met at said
Custom House as arranged on March 8, 1945, and there
were also present the attorneys for said Grace National
Bank of New York with all documents prepared for
recording of a preferred [**104] marine mortgage of said
barges from the plaintiff corporation to said Bank, but the
proctors for the said libellant arbitrarily and unlawfully
declined to deliver such satisfactions to the said
claimant-respondent unless and until it authorized its
proctor to sign a consent to the entry of a decree in said
foreclosure action for the amount of said tender.

"Sixty-first. -- The plaintiff corporation was thus
again faced with ruin if its floating equipment were not
immediately released and for fear that the financial
arrangements with said Bank, of which the said libellant
was aware, might collapse if the further unlawful demand
of the said libellant were not acceded to, and by reason of
the facts hereinbefore set forth, the plaintiff corporation
believed it had no other means of immediate relief from
the said duress, unlawful compulsion and abuse of
process perpetrated and inflicted by the defendant upon
the plaintiff corporation, and it therefore unwillingly and
in order to emancipate its said property from said actual
and existing duress upon it by the said libellant,
authorized its proctor to sign such consent and said
proctor did so accordingly and said decree was signed by
the [**105] Judge presiding at said trial upon such
consent.

"Pursuant to said tender, the plaintiff corporation
delivered the sum of $ 69,491.56 to the defendant on
March 8, 1945.

"The tender described in paragraph Fifty-eighth
hereof and the said consent to said decree and said
delivery were made and given under said unlawful
compulsion, duress and abuse of process by the libellant

hereinbefore described and by reason of the gross fraud
of the defendant upon the plaintiff corporation whereby
the plaintiff corporation was deprived of the free exercise
of its will in making such consent, all of which were
without consideration and voidable, and the plaintiff
corporation therefore, hereby repudiates and rescinds said
tender, delivery and consent. * * *"

2. The Entire Colloquy Between the Judge and
Counsel Before Entry of The Decree.

"Brooklyn, New York,

"March 7, 1945.

"Before:

"Hon. Mortimer W. Byers, U. S. D. J.

"Appearances:

"Messrs. Foley & Martin, proctors for the Libellant
by Mr. James A. Martin and Mr. Christopher Heckman,
of counsel.

"Mr. Horace M. Gray, proctor for the Hedger
Transportation Company, Claimant.

"(Discussion off the record.)

"The Court: I think perhaps we will [**106] have to
have an opening from both counsel here.

"Mr. Martin: Your Honor, this is an action brought
by Ira Bushey & Sons as assignees of a preferred
mortgage, bringing suit against thirty-one boats that have
been attached, eighteen of which are out of commission
and have not been used for a year, which lie down at
Bushey's yards or in his neighborhood, and on which
there is due and owing an unpaid balance of $ 60,700.

[*41] "The original mortgage was $ 600,000 which
by various agreements was reduced and part of that
indebtedness remitted so that there comes down now a
final agreement which fixes the final amount at the sum
of $ 115,000. That was in 1944. The prior agreement was
in 1940.

"In 1944, Mr. Hedger, acting for the Hedger
Company, signed an agreement stating that there was due
and owing, for good and valid consideration, the sum of $
115,000. It is likewise so stated in the mortgage and
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likewise stated in the first reduction agreement of 1940
and in the second one which I have just mentioned.

"In addition to that, it is also stated in the second
preferred mortgage, which is not now going to be
foreclosed because part of it has been taken care of, and
three chattel [**107] mortgages filed in various counties
of the State of New York, all of which Mr. Hedger
participated in and swore in these different papers that it
was a good, valid and subsisting mortgage. Now, that is
just the history.

"They come along and payments were made,
payments were made out of the earnings of the boats,
such payments as have been made, and although there
was a $ 600,000 mortgage there was a forgiveness of
about $ 290,000.

"The Court: May I interrupt?

"Mr. Martin: Certainly, your Honor.

"The Court: Is it correct to say that the mortgage was
payable in installments?

"Mr. Martin: That is correct.

"The Court: And your statement is that some of those
installments have been made?

"Mr. Martin: Have been made, yes, sir, and other
parts of the indebtedness have been forgiven by two
agreements.

"On February 8, 1945, a $ 4,900 note -- and I might
say that partial payments of installments are represented
by notes -- on February 8th, one of these notes, in the
amount of $ 4,900 was due and remained unpaid. I do not
think there will be any dispute that that note has never
been picked up. There was another note, the final note of
the transaction, which was due on February 15, [**108]
1945.

"The Court: What was the amount of that?

"Mr. Martin: $ 55,600. It gave a credit of $
20,000 -- it was a note of about $ 75,000 -- and that was
reduced to $ 55,000. On February 8th, Mr. Hedger caused
a letter to be written stating that he would not pay the
note of February 8th or the final note of $ 55,800. Upon
receipt of his letter of February 8th -- it came to us on
February 7th from Mr. Bushey -- the letter from Mr.

Hedger was dated February 7th, and giving notice that he
would not meet the notes, we immediately prepared libels
to foreclose the mortgage and claiming that the total
amount under the mortgage was due, under the
acceleration clause on failure to meet the payments.

"During the lifetime of this transaction, all payments
that were made, were never made in cash, they were not
cash payments other than those earnings which came
from the boats.

"Mr. Hedger, and we may as well bring the whole
story before your Honor, in December, December 22nd,
served a summons claiming that the transaction was
fraudulent -- no motion to set aside any mortgages -- no
application for it -- the mortgage is recognized -- they
wanted an accounting, they said, and a few [**109] other
things. We expect to meet that if it has to be met but it is
the fact that we are compelled to come into this Court to
foreclose this mortgage and assert our liens and obtain it
and it is for that reason that this suit has been brought.

"I think all that we need to show to your Honor, so
far as our prima facie case is concerned and all we intend
to offer, is the mortgage and the notes or probably my
friend will concede the notes are still outstanding and in
our possession and the two agreements fixing the amount,
and that will be our case.

"Mr. Gray: Your Honor, this is a culmination of a
series of transactions which occurred between Messrs.
Bushey and Hedger starting back in 1932. During that
period they have been involved in a joint adventure, as a
result of which over $ 1,000,000 in cash and property has
been turned over to Bushey and his affiliated [*42]
companies by the Hedger Corporation and Mr. Hedger,
who is the sole stockholder. As a result of that, Mr.
Bushey and his associates have been milking the Hedger
Company and Mr. Hedger for some twelve years and had
them right by the scruff of the neck where they could not
help themselves because of the various amounts [**110]
that they claimed to be owing at that time. It started back
in 1932 and they claim there was $ 155,000 owing, with
some slight expenses.

"By the 23rd of December, 1938, although enormous
amounts of money had been paid, Bushey told Hedger,
you now owe me $ 420,000 on account because of what I
have been doing for you in the way of charter hire and
repairs on certain barges.
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"Back in 1932, when this joint adventure
commenced, it was provided that the treasurer of the
corporation, the secretary-treasurer of the corporation,
should be a Bushey employee and that continued up until
the 4th of November, 1944. During that time Mr. Hedger
was unable to get any accounting of the books and he was
unable to put an accountant on them to get a proper
picture of the situation.

"The Court: What books, do you refer to?

"Mr. Gray: The books of the Hedger Company.

"Mr. Bushey would not permit him to have them
audited. Since then, an accountant who will be here this
afternoon, has examined the accounts and will testify as
to the large amounts which are unaccounted for and
which only appear on the books as an unsupported item
and that will run over $ 300,000.

"Now, we got to the point in this present [**111]
situation where Mr. Hedger is now able to protect
himself. He is now able to finance the alleged amount
that is claimed to be due by Bushey. We are doing
everything we can to pay off. We offered him the money
yesterday afternoon and he won't take the money. We
offered to put up a bond but they would not take a bond.
What he is trying to do and what seems to be the
underlying motive, is to avoid any possible accounting
between Hedger and Bushey. If this accounting was
going to result favorably at all to Mr. Bushey, it is quite
understandable that he would not contest it but he does
not want to do it and he has been avoiding and fighting it
ever since the 10th day of February when this libel was
filed and we have been trying to get him off our necks,
with these boats. Let him try this case if he wants to and
give him all the security that he needs to protect himself
in this matter. He only asked for $ 60,000 for the alleged
balance. Back in 1938 there are items of $ 90,000 that we
paid for which there is nothing to show.

"Now, during this time, there was a man named
Provo, the treasurer- secretary of the Hedger Company
and he was the employee of Bushey and Provo kept close
track of [**112] the financial situation of the company.
He was the only one to whom Mr. hedger could apply to
get information. Provo signed all of the checks and
approved all of the bills and Mr. Hedger was just in the
hands of Bushey for twelve years, working for Bushey
under this setup, until Provo got out of the 4th day of
November of last year.

"We have brought our suit in the Supreme Court of
Kings County to straighten this thing out but our friends
here are trying to rush this thing through. He has been
trying to catch us off balance.

"Mr. Martin: Your Honor, I do not think those
statements should be made in Court.

"The Court: Well, no jury is here, Mr. Martin.

"Mr. Martin: There are too many insinuations -- why
doesn't he try the facts?

"Mr. Gray: We are ready to. While we are trying the
facts -- and this is the method in which this thing is being
abused -- they want us to try the facts but they are going
to still hold our barges out of circulation so that we will
be ruined while they are trying the case.

"The Court: What do you conceive the issues to be in
this action, Mr. Gray?

"Mr. Gray: The action here is lack of consideration
and if there was any consideration -- first we [**113] say
there is no debt [*43] covered by these notes and
secondly, if there was, it has been paid.

"The Court: In other words, you claim that the
amount said to be due is not due?

"Mr. Gray: That's right.

"The Court: Then it seems to me, my duty to go
ahead and take testimony.

"Mr. Gray: Certainly your Honor must take
testimony and we will supply the facts but as I stated
before to your Honor, this morning, we are not prepared
to go ahead with all of our evidence today.

"The Court: Well, you may be assured that you are
not going to be forced. I have tried to make that clear.

"Mr. Gray: But while we are doing this trying, our
money has been offered to them and we should not be
held up in the operation of our boats, which are still lying
idle. We are still offering them the money and our boats
should not be held up while trying this case because I
think your Honor will find this matter will have to be
referred to a Special master to take this testimony and I
hope that your Honor will give us some relief -- we are
here on the question of relief -- the money was offered
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yesterday afternoon, all of the money that is asked for
here and there is no reason why we should go ahead
[**114] and try this case when our money is ready to be
given to them.

"We had a certified check for them yesterday
afternoon and we were here with it this morning and we
are ready to hand it over to them any time and get rid of
this and not take up the time of the Court with
unnecessary trial. We can take care of that in the present
litigation in Kings County. I cannot see any reason why
we should try two cases, one in the Federal Court and one
in the State Court, when one may be wholly disposed of
without any trial at all and we have the money here ready
to give it to them. They don't want the money; they want
to avoid an accounting, your Honor, and are doing
everything possible that they can and are abusing the
processes of this Court by holding up our boats when we
have tried to give them this money and have made a
legitimate offer.

"Their answer has been that even if we take the
money, the lien of the mortgage is not released. Now, the
answer to that is in the old case of United States v. Ames,
99 U.S. 35, 25 L.Ed. 295, and I think your Honor knows
the law on that as well as I do --

"The Court: I wish you were right about that.

"Mr. Gray: I am. may I show this case to your
Honor? [**115] If your Honor will read that case which
holds that when a stipulation for value is filed it removed
the lien from the res.

"The Court: Well, now, I am not familiar with the
provisions of the Admiralty Rule on this subject but is
there anything under the Admiralty Rule whereby you
can pay your money in Court? That, of course, is possible
under the Federal Civil Rule. I am just wondering if there
is any way by which you can pay the amount that you
concede to be due in Court and thereby release the
vessels and allow the litigation to continue. What is the
objection to that, Mr. Martin?

"Mr. Gray: The objection is he will not still release
our mortgages.

"The Court: But have you the right to pay the money
in Court?

"Mr. Gray: Yes, sir, I have.

"Mr. Heckman: There is no objection to that, your
Honor. They want more than that, they want to tender the
money in Court conditionally and at the same time they
say deliver satisfactions of the mortgage which are
admissions of payment and which will also release the
Hedger Company in personam, which is the party here,
and then if for any reason the Court requires further
security which the Rule provides and the Rule provides
that the order [**116] for further security can be
enforced by reattachment -- where they have sent out to
attach some boats which have been released or a
mortgage on which, as soon as it is released, there will be
more liens placed and they will come in ahead of us.

"We do not have to satisfy this mortgage until we
have the money in hand. If we are not entitled to it then
the mortgage is not satisfied but a Court order is entered
[*44] changing the mortgage. Every time they offered
the money, they made it conditional on satisfying the
mortgages. That is the objection.

"Mr. Gray: Your Honor, we are entitled to a
satisfaction of a mortgage when we give them the money.

"Mr. Heckman: Well, you give it and we will give
you satisfaction, right now.

"Mr. Gray: Where are your satisfactions?

"Mr. Heckman: They are all ready and prepared.

"Mr. Martin: We want the money without conditions
or strings attached.

"Mr. Heckman: Let them give us the money and we
will give them satisfactions this minute.

"Mr. Gray: I can get the check in here by 2:00
o'clock.

"Mr. Martin: Well, put it on the record.

"Mr. Gray: We are ready, your Honor, to deposit the
money in Court and get our satisfactions of these
mortgages --

[**117] "Mr. Heckman: No, make it an
unconditional payment of the money and we will give the
satisfactions.

"The Court: There is a difference between depositing
the money in Court and litigating the issues and paying
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the money you concede to be due and therefore remove
the litigation.

"Mr. Martin: We are ready to take the money if they
will put on the record that it is due and owing to us, and
release the mortgages, but they want --

"Mr. Heckman: They want us to admit satisfaction of
the mortgage when we have not got the money in hand.

"The Court: Well, you gentlemen see what you can
do by 2 o'clock. We will take a recess now until 2:00
o'clock P.M.

"(Thereupon, a recess was taken.)

"Afternoon Session

"The Court: Have you gentlemen made any progress
during the recess?

"Mr. Gray: You mean in the way of getting together?

"The Court: Yes, sir.

"Mr. Gray: No, sir I only got back at 2:00 o'clock on
the dot.

"It seems to me that this is really a matter of equity
under Rule 22. That rule provides, as your Honor knows,
that in the case of an attachment of property or the arrest
of a person, the person to be arrested or any person
having the right to intervene in respect to the thing
[**118] attached, may, upon evidence showing any
improper practice or manifest want of equity on the part
of the libelant, have an order from the Judge requiring the
libelant to show cause why the rest of the attachment
should not be vacated.

"Now, we have the money and we have the intent
either to give him a bond and try the case or pay him his
money under protest and then settle the question of
whether he is entitled to the money later on.

"The law requires, in fact it provides under that
Ames case which I showed your Honor, that when a
stipulation for value is filed, it relieves the res of the lien
and what they are trying to do is to have the security and
the lien, too, and the purpose for carrying that out is
clearly to hold up our floating equipment and force us to
come to terms and discontinue this action for an
accounting. The accounting action is the whole crux of

their refusal to treat this matter from an equitable
standpoint. Although they state that they will not release
the barges and let them be operated, they have not stated
any reason why and under the terms of their own
mortgage that they are suing on here, it provides that a
receiver may be appointed for the operation of [**119]
the equipment while the matter is being tried -- that is
shown on page fifteen of the mortgage.

"Mr. Martin: That is the mortgagee's right.

"Mr. Gray: Certainly, but that is contemplated and
the mortgagor also has a similar right under Section 962,
Title 46 of the United States Code Annotated, that is, the
Court has discretion to appoint receivers to operate the
boats while the matter is in process. But here and the only
reason they won't take it is because we won't say that we
haven't any other claim against them.

"Any one has the right at any time to tender money
and tender it under protest. [*45] If they want to carry
out their protest, they are entitled, as a matter of law, to
proceed. If we proceed with this case, we must go
through with the accounting here; otherwise, if we get
into the State Court and a judgment has been entered
against the claimant-respondent here, the libelant will
plead res adjudicata.

"Mr. Heckman: Well, make your tender on the
record, please, Mr. Gray.

"Mr. Gray: The claimant-respondent tenders the sum
of -- Do you claim now, Mr. Martin, any more than the
sum of $ 69,403.28?

Mr. Heckman: Answering that, we served you with a
notice that [**120] on the trial of this action we would
move to amend the libel to increase the amount of
damages demanded. That motion has not been made.

"Mr. Gray: On Mr. Martin's opening, he said that the
sum was $ 69,700.

"Mr. Martin: If you will pay that without any strings,
I am willing to accept it unconditionally and that is the
only way to accept it. It will be accepted by me -- plus
interest and costs, of course.

"Mr. Gray: The interest and costs amount to how
much?

"Mr. Martin: I will state that -- this payment to
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me -- speaking for the libelant --

"Mr. Gray: We have here --

"Mr. Martin: Will you make your tender, please?

"The Court: From perusing Article 21 of the
allegation, there is due the libelant $ 60,700, with interest
on $ 115,000 at the rate of six per cent. from August 28,
1944, amounting to $ 3,066.66 together with reasonable
attorney's fees amounting to approximately $ 10,000, as
nearly as same can now be ascertained, amounting in all
to $ 66,766.66. Omitting the last item, I suppose the
amount of interest is computed as of February 10, 1945?

"Mr. Martin: That is right, your Honor, and we have
agreed on counsel fees at $ 5,000. That is in the motion
papers that [**121] were signed yesterday.

"$ 5,000 fees, and expenses.

"Mr. Gray: The figures you gave us on the 1st of
March, with interest to that day, had a balance of $
60,700; interest on $ 115,000 from August 28, 1944, in
the sum of $ 3,507 and counsel fees and expenses $ 5,015
and towing $ 181.28, which all totalled up, comes to $
69,403.28. Then yesterday afternoon we offered you $
84.78 interest.

"Mr. Martin: I will take your statement on it, if you
have figured it.

"Mr. Gray: Yes, including yesterday plus $ 3.50
notary fees for acknowledgments on the satisfactions.

"Mr. Martin: You can have that item -- what is it?

"Mr. Gray: $ 3.50.

"The Court: now, that is a total of $ 69,491.56.

"Now, is it agreed that the amount is being tendered?

"Mr. Gray: Yes, sir.

"The Court: That is the amount that you demand, Mr.
Martin?

"Mr. Martin: Can we get an offer on the record how
it is tendered?

"Mr. Gray: We are tendering this money to obtain
the release of our barges.

"Mr. Heckman: In satisfaction of the libelant's claim?

"Mr. Gray: To obtain the release of our barges and
without admitting that any part of it is due.

"Mr. Heckman: There is no provision in the Rules
that a tender of that [**122] kind --

"Mr. Gray: When a stipulation is filed --

"The Court: Well, now, just a minute, gentlemen, let
us see how far apart we are. If this money is paid into the
Court it could be received in lieu of a bond instead of the
filing of a bond and the money would be deposited in
Court to await the outcome of the case.

"Mr. Martin: That is right.

"The Court: That is one possibility. The other is the
payment of the amount due, according to the libel, to the
libelant in the payment of this debt or the claim asserted
in the libel. Now, which is the position that the claimant
is taking? Is the claimant paying the sum into the court to
accomplish the release of the attachment so that the
vessels can continue to operate [*46] or is claimant
paying the amount asserted to be due by the libelant?

"Mr. Gray: First, your Honor, claimant is paying the
amount asserted to be due by the libelant without
admitting that the amount is due.

"The Court: What you really mean is that you would
like to reserve the right to litigate elsewhere?

"Mr. Gray: Yes, sir.

"The Court: The question of which party is in debt to
the other, as the outcome of an accounting?

"Mr. Gray: Prior business relationships, [**123]
your Honor.

"Mr. Heckman: If I might interrupt, your Honor. If
the claimant-respondent makes a tender without
admitting that that amount is due, that leaves a question
for your Honor to decide, whether or not it is due and that
is the question we want decided and, of course, if that
were not decided today the Court would want to get
enough money in the registry of the Court to pay
whatever interest would accrue during a possible appeal
and court costs and so forth, but it would not be a
sufficient amount in lieu of a bond.

Page 820



"Mr. Martin: It will not satisfy the mortgages of
record.

"Mr. Heckman: They will not be satisfied until we
have the money in hand.

"The Court: What amount of bond would be
acceptable -- if this were a plain suggestion of bonding
the attachment?

"Mr. Heckman: Well, your Honor, that brings up the
notice of motion that we served that on the trial we would
move to amend the libel to increase the demand of the
face amount from $ 60,700 to $ 109,000. The interest
would stay the same and the attorney's fees would stay
the same, so that increases the figure by some --

"The Court: Something over $ 25,000, isn't it?

"Mr. Heckman: Approximately $ 30,000 more.

[**124] "Mr. Gray: We will object to any such
amendment because there is no affidavit to support such a
motion and there is nothing in the record to show that it is
owing. In fact, the admissions on the record show that
only $ 60,700 is owing on the record and also, your
Honor, may I point out that the tender is a complete
defense to an action, that any tender under protest is a
good tender,so it seems to me we are in a position where
your Honor may dismiss this mortgage foreclosure.

"Mr. Heckman: I see nothing in the Rules, your
Honor, to provide for a tender under protest. The only
thing I see is the tender of an amount admitted to be due.
If they want to make a tender which they admit to be due,
I have not yet made the motion to amend the libel.

"The Court: I wonder, as a practical matter, if you
could not find an agreement on this basis: Suppose the
claimant were to admit that according to the terms of the
preferred mortgage, the amount which we have already
arrived at is the amount due and that by paying that sum
in order to terminate the existing litigation in this Court,
the claimant desires to retain his right to litigate in the
accounting proceeding all issues which are appropriate
[**125] to the proceeding. Wouldn't that effect the
purpose you have in mind by instituting this cause and at
the same time not limit or circumscribe whatever issues
are appropriate to the accounting proceeding?

"Mr. Heckman: The difficulty with that, your Honor,
is that this accounting proceeding may show a greater

amount to be due under the mortgage for which we have
a lien on these boats. If he wants an accounting
proceeding and is willing to be bound by the outcome,
that is all right with us. But if the proceeding shows
under the mortgage itself there is a greater amount due,
we are entitled to have the boats as security for that.

"Mr. Gray: My friend claims $ 60,700 and if we pay
that, that is all he is asking for. I have stated time and
time again that we are here tendering the money.

"Mr. Martin: And I have stated time and time again
if you pay that we will give you satisfaction of all the
mortgages but pay, to my mind, means pay and not give
it with a string.

"Mr. Gray: The law specifically states, 62 Corpus
Juris, that while as a general rule a tender is an admission
of the amount [*47] due equaling the sum of the tender,
it has been held that if the tender is otherwise valid
[**126] the fact it is under protest does not invalidate it.

"Mr. Heckman: I think we are entitled to have the
matter of whether you are entitled to the money or not
decided in this forum.

"The Court: It seems to me that the situation
precisely is this: The claimant is not prepared to show
that if this preferred mortgage were the only basis of the
parties' relations, the claimant would not propose any
defense in the existing action -- I think he says that under
the preferred mortgage this amount is due but he has in
his mind that, by reason of other relationships between
the parties, there may be a result which would show that
the libelant is indebted to the claimant and he would like
to offset that, if he has a chance to, as against his
mortgage debt. Is that about right?

"Mr. Gray: Yes, sir. I do not wish to be barred in the
accounting action.

"Mr. Heckman: It would seem to me that if Mr. Gray
is right in his theory, he is running absolutely no danger
of paying this money now.

"The Court: What he means is he would like to pay
this without prejudice to whatever rights he has in the
accounting proceedings.

"Mr. Gary: That is right, your Honor.

"Mr. Heckman: The difficulty with that [**127] is if
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we take this sum and the boats are released and the
accounting shows that we are entitled to a greater amount
under the mortgage, we have lost our security.

"The Court: Well, after all, Mr. Heckman, that is
what you have asked for, isn't it?

"Mr. Heckman: That is right.

"The Court: I am wondering if there is any harm in
taking the claimant's word on that basis -- why don't you
assume that and agree that that transaction is without
prejudice to any matters to be litigated in the accounting
proceeding?

"Mr. Heckman: The only thing that is involved in the
accounting proceeding, even on Mr. Gray's statement, is
whether payments were on account of this mortgage or
on account of other boats. If the accounting proceeding
shows that the payments on account of this mortgage
were not as we admit, we should have the benefits of this
accounting proceeding he invokes and we would not have
that if this mortgage is discharged. That terminates the
matter then and we suffer if an accounting would have
helped us.

"Mr. Gray: But if they foreclose this mortgage and
get this $ 69,000 odd, as the result of litigation, they still
would be in the same situation, in the accounting
proceeding, [**128] unless they use this on a plea of res
adjudicata.

"The Court: Well, I suppose the question of the
amount due on the mortgage necessarily involves
whatever payments have been made in the reduction of
them. There is no escape from that, is there?

"Mr. Gray: No, sir.

"The Court: And you feel that you are not willing to
foreclose your client on that?

"Mr. Gray: No, sir.

"The Court: Then, why isn't it best for you, if that is
your situation, to bond this attachment and let the bond
stay here? That will release you both and then go ahead
and litigate your accounting proceeding.

"Mr. Gray: We would like to do that and we
attempted to do it but when the bond is filed it takes the
place of the mortgage lien but Mr. Martin will not give us

the satisfactions of the mortgages and therefore we are
having difficulty in financing it. We are obtaining another
mortgage from another financial source. In order to
complete that transaction, we must have the satisfactions
of the mortgages.

"Now, the situation her is analogous to that in real
estate mortgages, under 333(b) of the Real Estate Law of
the State of New York [Real Property Law, Consol.Law,
c. 50, § 333-b], in that where a tender is [**129] made of
a mortgage, the satisfaction pieces must be delivered by
the mortgagee to the mortgagor in exchange for the
money, and there is nothing in the Federal Statute to the
contrary and the logic of the situation and the equity of
the situation should [*48] equally apply. We are ready
to bond if they will give us satisfactions of the mortgages
which are immediately transferred to the bond in Court.

"Mr. Heckman: Of course, he has, your Honor, but
on the filing of the bond, I doubt if your Honor on
application would direct the libelant to satisfy the
mortgage. I think that nobody is asked to deliver a
satisfaction of a mortgage until he has the money in hand.
The bond is only as good as the bonding company and
bonding companies have been known to go out of
business.

"The Court: Is there any difference between
releasing the mortgage and giving a satisfaction? I am
sure that you do not urge that you are entitled to both
your attachment and a bond. You are not entitled to your
lien on the vessels and a bond, too, are you?

"Mr. Heckman: No, the maritime lien is transferred
to the bond. This is a maritime lien created by statute. We
have the right to sell the boats or we have the [**130]
right, after our mortgage has been adjudicated, to take
possession of the boats, -- not sell them, -- to take
possession ourselves. If we are forced to take a bond, the
Court that directs us to do it is depriving us of a right
under the statue and under the mortgage that we may
physically take the boats themselves upon the occurrence
of a default in the mortgage.

"To answer the question in your Honor's mind, why
we should not give satisfaction of a mortgage, I do not
think that anyone should be asked to do that until they
actually have the money. If he will tender us money in
payment of the mortgage, we will give him satisfaction.

"The Court: Would you be willing to release the
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attachment on the boats?

"Mr. Heckman: If they file a bond on the amount
fixed by your Honor and if you raise the amount of the
libel on my motion and they bond it for that amount, of
course we will release the attachment -- we have no
choice. We won't, however, give satisfactions and I do
not think it is fair that we be asked to give satisfactions
until we have the money.

"On a tender we will give satisfactions, on a bond we
will release the boats.

"The Court: He said he would be willing to release
[**131] the attachment from the boats which would
result in your being able to operate them, pending the
outcome of this litigation. It think that the bond only
takes the place of the boats and I do not think that that
disturbs the lien of the mortgage.

"Mr. Gray: Under the Ames case, it does, your
Honor. As your Honor pointed out, you cannot have the
lien and the bond, too, and when your vessels are
discharged from the lien of attachment that lien
immediately attaches to the bond in Court.

"Mr. Martin: But, your Honor, this is a lien of a
preferred mortgage.

"The Court: That discharges the lien of the
attachment but not the lien of the mortgage.

"Mr. Gray: I think your Honor will find it does
because the lien of the attachment is based on the lien of
the mortgage.

"The Court: But the lien of attachment is a temporary
way to bring the res into Court -- the bond, therefore
takes the place of the res, it does not take the place of the
lien.

"Mr. Gray: I think that the case that I showed your
Honor this morning, the res itself is entirely relieved of
the lien.

"The Court: I haven't had a chance to read that Ames
case yet, Mr. Gray.

"Mr. Gray: Otherwise, they would still have the lien
[**132] and they would have the bond, too, and they are
only supposed to have security, one set of security and
there would be no damage in turning over the bond and

releasing the vessels from the lien of attachment because
nothing would prevent them from reattaching them and
we would have to put up another bond.

"The Court: Not in this cause, not for the foreclosure
of this preferred mortgage.

"Mr. Gray: Yes, your Honor.

"The Court: do you mean to say that if a bond were
filed today and accepted and the vessel was released from
this attachment, that they could turn around and get out a
new attachment on the same cause?

"Mr. Gray: If the res was not relieved from the
mortgage.

[*49] "The Court: It doesn't sound like common
sense to me.

"Mr. Gray: They only have one security, your Honor,
they have the security of the lien on the res.

"The Court: Yes, but they are not entitled to
foreclose that until they get a decree.

"Now, the object of an attachment is to bring the res
into court so that it cannot be removed, so that it will be
here when there is a final adjudication. The bond of the
attachment is to relieve the res of that temporary restraint,
without touching the original [**133] lien.

"Mr. Martin: That is so and we are willing to do it.

"Mr. Gray: That Ames case is the authority on the
subject, your Honor.

"The Court: What kind of a case was that?

"Mr. Gray: I think it was a prize case. There was a
lien of prize and generally the law stated in that case was
that where the lien upon which the suit is brought -- no, it
states that where a suit is brought upon a lien and a bond
is filed with the court, that relieves the res completely and
the libelant must look to the stipulation in the court for a
recovery under a decree. I am sure that is the law.

"The Court: What is the origin of the lien in the
Ames case, a seizure?

"Mr. Gray: Yes, sir.

"The Court: Well, the lien here is through a mortgage
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and it seems to me there is a manifest difference between
a lien created by a mortgage and a lien arising from the
seizure of a prize vessel.

"Mr. Gray: I don't think the Ames case would be
decisive in reference to a preferred mortgage. Perhaps it
would but it does not seem to me that that should be so.
However, I would like to see if we cannot agree on the
disposition of this thing so that the rights of everybody
will be reserved.

"Mr. Gray: Our main purpose [**134] here, your
Honor, is to relieve these barges from the attachment so
that they can start to work and we are ready to secure the
libelant. We have the money here in Court but he wants
two securities for the same amount. One, he wants to
keep the lien of his mortgage, and, secondly, he wants the
money or a stipulation for the same amount, and he is not
entitled to both, as a matter of plain common sense,
outside of the Admiralty Law relating to stipulations and
maritime liens.

"Mr. Heckman: Mr. Gray wants to put up a
bond -- he wants to deny there is any money due us and
put up a bond, and at the same instant wants us to give a
satisfaction of a mortgage that we want this Court to
foreclosure.

"If we give him a satisfaction, I see no other result
but that the mortgage is wiped off. Every other creditor in
New York Harbor looks at the records and sees that the
mortgage has been satisfied.

"The Court: You mean, it might promote existing
liens now subordinate to the mortgage?

"Mr. Gray: That would not affect the mortgagee in
this case because he has the money and the security in
Court.

"Mr. Heckman: Do you want us to ask for possession
of boats that we are entitled to under the mortgage?
[**135] We ask to foreclose and that gives us the right to
possess.

"Mr. Gray: Your Honor, this is clearly an attempt to
hold these boats up and force us into withdrawing our
accounting action.

"Mr. Martin: I drew this libel, your Honor, and I
drew it without consulting Mr. Bushey even and after I
drew it, I asked him if I could have his consent to file it

and it was not drawn as you are making the statements
here. First of all, you said that we had a treasurer in there.
I will state to your Honor right now that the employees of
the company were hired by Hedger and brought over
from his bankrupt company to us.

"The Court: Well now, we are getting a little bit
away from things. I would like to venture, if I can, that
you have nothing to lose by letting him pay this money to
you as demanded in the libel, without prejudice to his
right to urge in his accounting action that he is entitled to
greater credits on the preferred mortgage than would
appear from the payment of the sum. I really think you
have nothing to lose by that.

[*50] "Mr. Heckman: I think we have this to lose,
your Honor: If the accounting goes unfavorably to the
respondent and shows that we are entitled to a greater
[**136] amount under the mortgage then we are entitled
to it and we will enforce the rights that the accounting
gives. This mortgage was to secure the original
indebtedness of some $ 600,000.

"The Court: Not when you acquired it.

"Mr. Heckman: $ 530,000 when we acquired it and
the present libelant forgave about $ 200,000 at least.

"Now, if we take this money now in satisfaction of
the mortgage, reserving to them the right to litigate
between us how much is due and it turns out there is a
great deal more due us, we have no such means of
collecting it as we have now. This Court is competent to
pass on all of the issues in this case and this is the only
Court competent to foreclose the mortgage.

"The Court: But the only issue that this Court has got
to pass on would be the amount due, arising from a series
of transactions, and that would probably take a long time.

"Mr. Heckman: I am wondering if it would take
more than a half hour. The libelant's case will go in ten
minutes.

"The Court: Well, of course, I do not know.

"Mr. Heckman: You have only heard one side so far,
your Honor.

"Mr. Gray: His Honor has not heard all of one side
even.
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"The Court: Well, suppose we go ahead and try the
[**137] case. A tender has been made and declined, is
that right?

"Mr. Martin: That is right. As a matter of fact, there
is no tender on the record.

"The Court: Well, he says he tendered the money but
reserves the right hereafter in another litigation to allege
that the amount paid is not, in fact, the amount due.
Perhaps we had better have the tender read.

"(Previous colloquy and tender by Mr. Gray read by
the reporter.)

"Mr. Heckman: My position is that is not a tender,
your Honor.

"The Court: Well, let us assume it is a tender. Let us
assume that I am wrong in thinking it is a tender but for
present purposes let us call it a tender -- do you accept it
or decline it?

"Mr. Heckman: If it is a tender in payment of the
satisfaction of the mortgage, it is accepted.

"The Court: That doesn't answer my question.

"Mr. Heckman: I am sorry, your Honor, but the
tender was conditional and I think my answer is entitled
to be just as conditional as the tender was.

"The Court: No, I think it is up to you now. Either
you say the tender is acceptable or the tender is declined.
I think that is your move.

"Mr. Heckman: If I might be technical for a minute,
the tender should be accompanied by the [**138] money.

"The Court: Of course, if you are not satisfied that is
a legal tender, you are quite right and the money will
have to be produced.

"Mr. Heckman: I think under the Rules it is not a
legal tender. It is not legal unless the money is in Court.

"Mr. Tibbetts: Your Honor, this check is drawn only
on condition that satisfactions of the present mortgages
are obtained and there is a discontinuance of the action,
so that a new mortgage can go into effect. (Exhibiting
check.)

"The Court: Is it a certified check?

"Mr. Tibbetts: Yes.

"The Court: And what amount is it?

"Mr. Tibbetts: $ 69,403.28

"The Court: As to that, Mr. Heckman, is there any
objection made that it is made in the form of a certified
check?

"Mr. Heckman: To whom is it payable, your Honor?

"Mr. Tibbetts: It is by the W.E. Hedger
Transportation Corporation, payable to Foley & Martin,
Attorneys for Ira Bushey & Sons, Inc., certified, that is,
the check is on the Grace National Bank and certified by
that bank. I am not authorized to surrender the check,
however, at this moment.

"Mr. Heckman: There you are.

"The Court: Either there is a tender or there isn't a
tender.

[*51] "Mr. Gray: I also tender in cash [**139] the
balance between that and the amount stated previously by
Mr. Martin.

"The Court: Yes, Mr. Gray, but this gentleman says
that he is exhibiting a check but he is not tendering it. Let
us be precise. We either have a tender to deal with or we
haven't

"Mr. Gray: We are in this situation, your Honor.
Under the Rules -- Rule 22 of this Court, and this is in the
memorandum of law which I handed to your Honor --

"The Court: I will have to look at the Rules, just a
minute, please.

"What do you say is improper practice?

"Mr. Gray: In declining to deliver satisfaction of the
mortgages in exchange for a stipulation for value.

"The court: I do not hesitate to say it is not a showing
of the nature of equity on the part of the libelant. At least
it is certainly debatable. So much of your motion I do not
regard as well founded. What is the improper practice?

"Mr. Gray: The improper practice and the nature of
equity is the same situation -- declining to give us
satisfactions upon the filing of a stipulation for value in
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the amount which they claim and also in holding our
barges under an attachment after we have offered to them
the complete sum which they have demanded. We did
that [**140] yesterday afternoon.

"The Court: You see, that is another matter. You
offer the amount demanded in the libel. That is assuming
that what has taken place this afternoon amounts to an
offer, which I think is somewhat of an assumption, but
you do not make that offer unconditionally, you offer it
reserving the right to litigate in an accounting cause the
amount due on the mortgage.

"Mr. Gary: I offer it without admitting it is due, that
is what I am doing, your Honor.

"The Court: You see, it would be so much simpler if
you just paid it and kept quiet. Here, you say, is the
money but I do not admit that I owe the money. Where
does that leave anybody?

"Mr. Gray: It leaves them in the position that anyone
has the right to make a tender. If you demand a sum of
money from me and I tell you I do not think I owe it to
you but here is the money, the tender is good.

"The Court: That brings us down then, to this
tender -- do you consider that you have made a tender?

"Mr. Gray: Yes, sir, we have a certified check which
will be delivered to them upon the delivery of the
satisfactions.

"Mr. Martin: And the discontinuance of the action.

"Mr. Gray: The action would be discontinued as a
matter [**141] of course.

"The Court: You mean the satisfaction of the
mortgages?

"Mr. Gray: Yes, sir.

"The Court: So that is merely in line with what you
have already said.

"Mr. Gray: Yes, sir.

"The Court: It does not occur to me that is a tender
for the reason that I have tried to state. You say I am
wrong about that and I may be.

"Mr. Gray: You mean with respect to the line?

"The Court: Yes.

"Mr. Gray: May I submit a memorandum to your
Honor the first thing in the morning on that?

"The Court: Surely, and Mr. Heckman and Mr.
Martin may also submit a memorandum

"Mr. Heckman: They talk about us abusing process
and here they are in Court ready to go to trial and they
find an excuse for not proceeding.

"The Court: I do not intend to withhold the start of
the trial. I simply want further light on this matter. We
can go ahead with the trial.

Mr. Heckman: All right, your Honor.

"I now offer in evidence the original mortgage dated
March 21, 1939, made by the respondent, W. E. Hedger
Transportation Corporation, as mortgagor, to the New
York Scow Corporation, mortgagee, and I call the Court's
attention to the fact that following page 22 of the
mortgage is a schedule setting forth the names [**142]
of the [*52] vessels which are the subject-matter of this
mortgage.

"The Court: Was that filed?

"Mr. Heckman: That is shown by the stamp on the
side thereof. It was filed in the Customs House, New
York, New York on April 3, 1939, received for recording
at 9:00 A.M. on that day, and it is recorded in Book PM
65, page 12, and the endorsement is by Harry M.
Duerning, Collector, by F. J. Miller, Clerk.

"Mr. Gray: Your Honor, may I have a short recess to
confer with my client?

"(Short recess taken.)

"Mr. Gray: I have no objection.

"(The above mortgage received and marked,
"Libelant's Exhibit 1.")

"Mr. Gray: If the Court pleases, we tender the sum of
$ 69,491.56.

"Mr. Heckman: Let us see you do it, where is the
money?

"Mr. Tibbetts: Your Honor, I am asked to present
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this check again and say that the check has been prepared
ready for delivery on receipt of satisfaction of the
mortgages and discontinuance of this action,
concurrently -- that is, at the time when the new mortgage
can be recorded.

"Mr. Gray: And this check is made payable to the
order of Foley & Martin, attorneys for Ira S. Bushey &
Sons, Inc. and is in the sum of $ 69,403.28. Therefore, in
addition, I tender, [**143] in cash, the sum of $ 94.84.

"The Court: Then, we really haven't moved ahead
one centimeter, have we?

"Mr. Gray: Oh, yes, your Honor.

"The Court: I think nor. This is a conditional tender,
that is. you will pay the money if you receive satisfaction
if the mortgages.

Mr. Grat: That condition has already been approved
by the other side because they said they would take the
tender and give us satisfaction of the mortgages.

"Mr. Heckman: We will give the satisfactions on an
unconditional tender.

"Mr. Tibbetts: Of course, it is understood that the
satisfactions are to be satisfactory to the attorneys.

"Mr. Martin: The satisfactions are right here.

"The Court: I think they should have an opportunity
to examine them.

"Mr. Gray: May this check and this cash be delivered
in the Customs House where it is usual to pass these
papers, so that there can be no intervening liens filed, and
that, of course, can be done tomorrow morning.

"The Court: I don't think Mr. Heckman will stand on
that kind of ceremony but do you wish to examine the
satisfaction pieces in connection with the tender?

"Mr. Gray: No, sir.

"Mr Heckman: They are all here, executed. We
tender the satisfaction pieces [**144] to counsel, for his
examination, being the satisfaction of the mortgage
previously marked here in evidence as Libelant's Exhibit
1, being an original and a duplicate, which I understand
to be a Customs House requirement, and executed by the

President of Ira S. Bushey & Sons, Inc., with the
corporate scal and the usual acknowledgments.

"I can state to your Honor that to secure the same
indebtedness, there was a mortgage on some enrolled
vessels which did not have a sufficiently high status to
have a preferred mortgage and I now submit for their
examination, the satisfaction of those other mortgages.

"Mr. Gray: May it be understood that the papers will
be passed and the money passed to the libelant at the
Customs House?

"Mr Heckman: No, the money and the papers will
pass right here. We do not want to try this case in the
Customs House.

"The Court: Will you agree that the tender is kept
good if the money is produced at the Customs House
tomorrow morning at 9:30, so that you can exchange it
then for these satisfactions?

"Mr. Heckman: If, before we leave, we can agree
that these papers I am showing now are to be delivered
and that is all that is to be delivered.

[*53] "Mr. Martin: [**145] We cannot just
discontinue the action here, the Marshall and the Clerk
must be taken care of.

"Mr. Tibbetts: 1 I want it fully understood, your
Honor, as representing the lender of the new money, that
we must have papers at the Customs House that will
satisfy the officer in the Customs House who records the
mortgages to accept this new mortgage.

1 Bushey, in its brief, states that Mr. Tibbetts
had been previously identified as counsel for the
bank.

"The Court: I understand that perfectly. The purpose
now is for you to satisfy yourselves as to their
sufficiency.

"Mr. Gray: But the man in the Customs House may
not agree with us because they have certain rules that
they rigidly follow.

"The Court: Mr. Heckman wants to see if he satisfies
you and if he does then I think he is able to deal with the
man in the Customs House.
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"Mr. Gray: May we examine them now and then adjourn
to the Customs House?

"Mr. Tibbetts: There are thirty-six of these
documents to be gone over and certified copies made, to
be put [**146] on the ships.

"Mr. Heckman: That is the new mortgage.

"Mr. Tibbetts: What difference does it make to you
whether it is this afternoon or tomorrow?

"Mr. Heckman: We do not want to become involved
in any disagreements between the new mortgage people
and yourselves.

"Mr. Tibbetts: Well, I am not authorized to deliver
any check until we know that the conditions are such that
we can put our new mortgage in for recording. There is a
slight amount of conforming which was delayed on
account of this controversy and it certainly would not be
possible to complete the recording this afternoon.

"Mr. Heckman: Well, certainly the Collector could
this afternoon pass on our satisfaction, which is all we
can give them.

"The Court: Why don't you see what you can
accomplish this afternoon? Take an adjournment now
until tomorrow morning and see what you can
accomplish.

"Mr. Gray: Very well, your Honor.

"The Court: We will recess now until 10:30 o'clock
tomorrow morning.

"(Whereupon a recess was taken.)

"Hearing Resumed

"Brooklyn, New York,

"March 8, 1945.

"Before:

"Hon. Mortimer W. Byers,

"U. S. D. J.

"(Appearances as heretofore noted.)

"Mr. Gray: Your Honor, we are ready to have your
[**147] Honor sign a decree under our tender of
yesterday afternoon.

"The Court: As I understand it now, the satisfactions
have all been recorded and filed in the Customs House?

"Mr. Gray: No, sir, the satisfactions are being held
over in the Customs House, together with the mortgage.
As soon as your Honor signs this consent decree then Mr.
Heckman will consent to a discontinuance of the action,
upon the payment of costs to the Marshal and we will
then go to the Marshal's office and turn the money over.

"Mr. Heckman: That is not just it. I will ask the
Court to sign this decree which provides for a recovery. I
will sign this in the Marshal's office when you turn over
the money.

"Mr. Gray: That is all right. Then, the Marshal has
to 'phone to the Collector of the Customs so as to release
the vessels and then the mortgage and the satisfactions
will be duly recorded.

"The Court: All right, I am now signing the order
(order signed and consent decree signed).

"Mr. Heckman: Thank you, your Honor. I think that
terminates the matter.

"The Court: Will the motion be marked withdrawn?

"Mr. Gray: Yes, sir.

"Mr. Heckman: That is correct, your Honor.

"The Court: Very well. The motion is [**148]
considered withdrawn."

LEXSEE 1947 U.S. APP. LEXIS 1839
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Caution
As of: Feb 04, 2008

BRIGGS v. PENNSYLVANIA R. CO.

No. 16, Docket 20596

UNITED STATES CIRCUIT COURT OF APPEALS, SECOND CIRCUIT

164 F.2d 21; 1947 U.S. App. LEXIS 1839; 1 A.L.R.2d 475

October 30, 1947

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant railroad
challenged the decision of a United States District Court,
which denied its motion to resettle a judgment by
disallowing interest. The issue was what period's interest
should be added to a judgment, given that the district
court dismissed the case more than two months after the
verdict, then the court reversed the dismissal almost nine
months later, and entered judgment.

OVERVIEW: Appellant railroad disputed a decision of
a district court, which denied its motion to resettle a
judgment by disallowing interest. On appeal, the court
noted that the relevant federal statute, 28 U.S.C.S. § 811,
provided that interest on judgments was calculated from
the date of the judgment. Because no judgment could
have been entered until the motion pending after verdict
had been decided by the trial court, no interest could be
allowed between the date of the verdict and the date when
that motion was decided, and the judgment for the
defendant was erroneously entered. The date of entry of
judgment after the court reversed the district court's
erroneous ruling became the judgment day from which
interest was to be computed. The court noted that it was
too late to recall its mandate upon reversal in order to
direct entry of judgment for appellee claimant nunc pro
tunc as of the day on which the original judgment for
appellant had been entered. There were no exceptional
circumstances to justify such an action. The judgment
was modified to exclude all interest on the verdict
amount up to the date the judgment was entered. As
modified, the judgment was affirmed.

OUTCOME: The court modified the judgment to
exclude all interest upon the amount of the verdict up to
the date the judgment was entered and, as so modified,
the court affirmed. The relevant federal statute provided
that interest on judgments was calculated from the date of
the judgment. The date of entry of judgment after the
court reversed the district court's erroneous ruling became
the judgment day from which interest was to be
computed.

CORE TERMS: original judgment, entry of judgment,
federal statute, went down, nunc pro tunc, inclusion,
modified

LexisNexis(R) Headnotes

Civil Procedure > Judgments > General Overview
Governments > Federal Government > Claims By &
Against
Torts > Transportation Torts > Rail Transportation >
Federal Employers' Liability Act
[HN1] 28 U.S.C.S. § 811 provides that interest on
judgments shall be calculated from the date of the
judgment.

Civil Procedure > Judgments > General Overview
Governments > Courts > Authority to Adjudicate
[HN2] When an appellate court's mandate specifically
directs the entry of judgment for a designated amount, the
district court is without power to enter judgment for a
different sum.
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COUNSEL: [**1] Alfred T. Rowe, of New York City,
(Anthony Sansone, of Mamaroneck, N.Y., of counsel),
for plaintiff-appellee.

Louis J. Carruthers, of New York City (William J.
O'Brien and Arthur R. Douglas, both of New York City,
of counsel), for defendant-appellant.

JUDGES: Before L. HAND, SWAN and CHASE,
Circuit Judges.

OPINION BY: CHASE

OPINION

[*22] In Briggs v. Pennsylvania R. Co., 2 Cir., 153
F.2d 841, 163 A.L.R. 1281, we reversed a judgment for
the defendant in this case. The District Court as directed
by our mandate then entered a judgment on the verdict
for the plaintiff but in addition included interest from the
date of verdict to the date of entry of judgment. The
defendant moved to resettle the judgment by disallowing
such interest. Relying upon Louisiana & Arkansas Ry.
Co. v. Pratt, 5 Cir., 142 F.2d 847, 153 A.L.R. 851, the
District Court denied the motion and the defendant has
appealed.

The nature of the suit and the reasons for our reversal
of the former judgment are stated in our previous opinion,
with which familiarity will be assumed, and only what is
needed to present the present issues will be repeated.
During the trial a motion to dismiss the suit for lack of
jurisdiction [**2] was made by the defendant. The court
reserved decision on the motion and submitted the cause
to the jury which, on February 15, 1945, returned a
plaintiff's verdict. The motion to dismiss was granted,
however, on April 19, 1945 and judgment for the
defendant was duly entered. We reversed that judgment
on January 7, 1946 and by mandate of January 23, 1946
directed that judgment on the verdict for the plaintiff be
entered. We neither did, nor were requested to give any
directions as to interest. On January 28, 1946 the
judgment on our mandate was entered for the amount of
the verdict and for interest from the date of the verdict as
above stated.

Some modification of this judgment is required.
The relevant federal statute, [HN1] 28 U.S.C.A. § 811,
provides that interest on judgments 'shall be calculated
from the date of the judgment, * * * .' 1 The action is
based solely upon the Federal Employers' Liability Act,

45 U.S.C.A. § 51 et seq., and, being a suit to enforce
liability under a federal statute, federal law controls.
Chesapeake & Ohio Ry. Co. v. Kuhn, 284 U.S. 44, 52
S.Ct. 45, 76 L.Ed. 157; Bailey v. Central Vermont Ry.,
Inc., 319 U.S. 350, 63 S.Ct. 1062, 87 L.Ed. 1444. The
[**3] measure of damages is fixed by that law.
Chesapeake & Ohio Ry. Co. v. Kelly, 241 U.S. 485, 36
S.Ct. 630, 60 L.Ed. 1117, L.R.A. 1917F, 367. Federal
law likewise governs in respect to interest. Murphy v.
Lehigh Valley R. Co., 2 Cir., 158 F.2d 481; Louisiana &
Arkansas Ry. Co. v. Pratt, supra. Since no judgment
could have been entered until the motion pending after
verdict had been decided by the trial court, no interest can
be allowed between the date of the verdict and May 28,
1945 when that motion was decided and the judgment for
the defendant was erroneously entered. Murphy v.
Lehigh Valley R. Co., supra.

The remaining question is whether interest should
be allowed from the date a judgment for the plaintiff on
the verdict would, in the absence of error in decision,
have been entered, viz., the date when the original
judgment for the defendant was entered by order of court;
or from January 28, 1946, the date when judgment for the
plaintiff was actually entered after our mandate went
down. And if the latter date is the correct one, we must
decide whether we now have any power to amend that
mandate to make the judgment date nunc pro tunc that of
the original judgment and, if so, [**4] whether that
power ought to be exercised.

[*23] It is true that subsequent events have shown
that on the date of the original judgment entered on the
verdict and that this judgment would have borne interest
until it was paid. But from a practical standpoint it is
equally true that the plaintiff then was 'entitled' only to
have the trial judge decide the pending motions and direct
the entry of such judgment as he fairly determined to be
lawful and just. That is exactly what the trial judge did.
Thereafter the plaintiff was 'entitled' only to take
whatever action by way of appellate review the law
afforded her. The delay in the entry of the proper
judgment was necessary in the sense that time for
appellate review was required; it was only after the
ordinary appellate proceedings had been completed that
the plaintiffs' cause of action had reached the point where
her right to a judgment on the verdict was judicially
established. That judgment was then promptly entered.
The date of its entry became the judgment day from
which interest is to be computed under the statute. It
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was, under the circumstances, the first day when the
judgment could have been entered. See Murphy v. [**5]
Lehigh Valley R. Co., supra.

The only judgment which could then lawfully have
been entered was, however, one which conformed to the
mandate of this court. That directed judgment in the
amount of the verdict but made no direction whatever as
to interest. [HN2] When our mandate specifically directs
the entry of judgment for a designated amount, the
District Court is without power to enter judgment for a
different sum. In re Washington & Georgetown R. Co.,
140 U.S. 91, 11 S.Ct. 673, 35 L.Ed. 339; Thornton v.
Carter, 8 Cir., 109 F.2d 316. So here the error was not
alone in the inclusion of interest on the verdict to the date
of the original judgment but extended also to the
inclusion of interest on the verdict up to the date of the
judgment on the mandate.

For present purposes we will assume that we could,
and had the matter been timely called to our attention,
would have directed by our mandate the entry of
judgment for the plaintiff nunc pro tunc as of the day on
which the original judgment for the defendant was
entered. See Ireland v. Connecticut Co., 112 Conn. 452
152 A. 614. But see Reed v. Howbert, 10 Cir., 77 F.2d
227; 1 Freeman on Judgments, 4th Ed., sec. 68. It is now
too late, [**6] however, to recall the mandate and do

that. The term in which it went down passed without any
application having been made for its recall and
amendment. While we have the power in this, the
succeeding, term to act to that end, Hazel-Atlas Glass Co.
v. Hartford-Empire Co., 322 U.S. 238, 64 S.Ct. 997,
1281, 88 L.Ed. 1250, 1596, it is only in the most
exceptional of circumstances, as where there has been a
fraud upon the court, that it should be exercised. These
circumstances are not present here. Nachod v.
Engineering & Research Corp., 2 Cir., 108 F.2d 594;
Dobson v. United States, 2 Cir., 31 F.2d 288, certiorari
denied 278 U.S. 653, 49 S.Ct. 179, 73 L.Ed. 563. In so far
as Blair v. Durham, 6 Cir., 139 F.2d 260, and Louisiana
& Arkansas Ry. Co. v. Pratt, supra, may be in conflict
herewith, we decline to follow them.

The judgment is modified to exclude all interest
upon the amount of the verdict up to the date judgment
was entered and, as so modified, it is affirmed.

1. Louisiana & Arkansas Ry. Co. v. Pratt,
supra, does not necessarily have to be read to the
contrary, since it may well be that the date of the
verdict there coincided with that of the judgment
for the defendant.

[**7]

LEXSEE 1946 U.S. APP. LEXIS 2945

Caution
As of: Feb 04, 2008

PHELAN v. MIDDLE STATES OIL CORPORATION et al COHEN et al. v.
TUMULTY et al.

No. 214

CIRCUIT COURT OF APPEALS, SECOND CIRCUIT

154 F.2d 978; 1946 U.S. App. LEXIS 2945

March 21, 1946
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CASE SUMMARY:

PROCEDURAL POSTURE: Appellants, corporate
bondholders, sought review of an order of a United States
District Court, which discharged appellee, a
federally-appointed receiver, and approved his final
accounting following a corporate reorganization and sale
of stock.

OVERVIEW: Following a receivership, appellants,
corporate bondholders, filed a claim seeking to hold
liable appellee, a federally-appointed receiver, on the
grounds that he brought about the foreclosure of
corporate bonds and the sale of subsidiary stock through
his failure to pay overdue interest on the bonds. It was
also alleged that appellee failed to pay such interest so
that he could become the president of the newly
reorganized company. Appellants were given the choice
of taking new securities through the reorganization or
taking a pro-rata share of the cash from the stock sale.
The district court discharged appellee and other receivers
and approved their final accounts. The court reversed,
holding that appellants had standing to have appellee
surcharged on account of any wrongdoing, and that
appellants were entitled to an accounting which reflected
the final net worth of their companies' stock. The court
remanded the case for a further hearing and stated that
appellee had the burden of showing that the defaulted
interest could not have been paid, and that the prices at
the sales were fair.

OUTCOME: The court reversed and remanded the
district court's order discharging appellee, a
federally-appointed receiver, and approving his submitted
final accounting because appellee did not provide
appellants, corporate bondholders, with a final accounting
reflecting the net worth of their companies' stock at the
point prior to the company's reorganization.

CORE TERMS: receiver, reorganization, receivership,
stock, bondholder, subsidiary, decree, valuation, oil,
accounting, balance-sheet, balance sheets, holder,
purchaser, notice, stockholder, executors, non-depositing,
accountant, bidder, final accountings, foreclosure, income
tax, judicial sales, misconduct, appointed, loyalty,
seller's, reorganization plan, physical properties

LexisNexis(R) Headnotes

Business & Corporate Law > Corporations >
Dissolution & Receivership > Receiverships > General
Overview
Estate, Gift & Trust Law > Trusts > Trustees > Duties &
Powers > Standards of Care
Governments > Fiduciary Responsibilities
[HN1] A receiver, as an officer or arm of the court, is a
trustee with the highest kind of fiduciary obligations. He
owes a duty of strict impartiality, of undivided loyalty, to
a-l persons interested in the receivership estate, and must
not dilute that loyalty. He is bound to act fairly and
openly with respect to every aspect of the proceedings
before the court.

Business & Corporate Law > Corporations >
Dissolution & Receivership > Receiverships > General
Overview
[HN2] The court, as well as all the interested parties,
have the right to expect that all its officers, including a
receiver, will not fail to reveal any pertinent information
or use their official position for their own profit or to
further the interests of themselves or any associates. A
receiver has the affirmative duty to endeavor to realize
the largest possible amount for assets of the estate. If he
has vital information which, if disclosed, might bring a
better price for property which is sold pursuant to court
order, he must fully disclose it prior to the sale when the
prospects are greater for successful bargaining. Since
failure to make such full disclosure has a tendency to
dampen the sale, it is presumed that it did so, where the
receiver had an interest in the sale in conflict with that of
any other parties to the proceeding, regardless of whether
it actually had an adverse effect or not, because the
incidence of a particular conflict of interest can seldom
be measured with any degree of certainty.

Business & Corporate Law > Corporations >
Dissolution & Receivership > Receiverships > General
Overview
[HN3] A decree confirming a judicial sale does not
exculpate the receiver. When the receiver has brought
about such a sale, and the property after the sale has been
transferred to a company in which interests of innocent
third persons have become vested, usually the sale will
not be set aside if there is available the more practicable
method of surcharging the receiver for the difference
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between the price paid and the value of the property.

Business & Corporate Law > Corporations >
Dissolution & Receivership > Receiverships > General
Overview
Business & Corporate Law > Mergers & Acquisitions >
Takeovers & Tender Offers > General Overview
Civil Procedure > Remedies > Receiverships >
Receivers > General Overview
[HN4] Where a receiver has a possible personal interest
adverse to those of any parties to the receivership, it is
usually unwise for him to participate in the
reorganization; if he does so, he must act with unusual
caution; that the court has acquiesced in his participating
does not relieve him of his duty of disinterestedness. A
receiver who has strayed from his duty to the injury of
anyone interested in the estate can and should be
surcharged when he asks approval of his final accounting.
The rule that a receiver must not be motivated by
personal considerations is prophylactic; its sanction is a
surcharge. A person interested in the estate who asks such
surcharging is not barred because of laches if he acts with
reasonable promptness after he discovers the facts
showing such misconduct by the receiver.

Business & Corporate Law > Corporations >
Dissolution & Receivership > Receiverships > General
Overview
Business & Corporate Law > Mergers & Acquisitions >
Takeovers & Tender Offers > General Overview
[HN5] It is not enough that a reorganization plan is fair to
those who accepted; it is also necessary that the sales
price (in which alone the non-acceptors would
participate) should be fair. Equally necessary is it that the
receivers make every effort to see to it that individual
bondholders who had not yet accepted by fully advised of
all important facts, so that they could informedly decide
whether or not to accept the new securities rather than
their pro rata shares of the sales prices.

Business & Corporate Law > Corporations >
Dissolution & Receivership > Receiverships > General
Overview
Estate, Gift & Trust Law > Trusts > Trustees > Duties &
Powers > General Overview
[HN6] That a trustee owes his beneficiaries undivided
loyalty entirely untinged by considerations of any
important benefits to himself is an old truth, and one

whose edge cannot be dulled by frequent use.

Business & Corporate Law > Agency Relationships >
Agents Distinguished > Fiduciary Relationships >
General Overview
Business & Corporate Law > Corporations >
Dissolution & Receivership > Receiverships > General
Overview
Governments > Fiduciary Responsibilities
[HN7] The fiduciary has two paramount obligations:
responsibility and loyalty.

Business & Corporate Law > Corporations >
Dissolution & Receivership > Receiverships > General
Overview
Civil Procedure > Remedies > Receiverships >
Receivers > Appointments
Governments > Courts > Court Personnel
[HN8] A claim against a derelict receiver is not against
an ordinary trustee but against a court's officer. Who has
the right to assert such a claim is a question affecting the
integrity of the court itself. The federal courts, in holding
their own officers to accountability, should not be
hampered by state court decisions relating to ordinary
trustees. When the United States issues a check, rights in
that check are governed by federal, rather than local law.
When a federal receiver incurs obligations through
misconduct, the title thereto is similarly to be determined
by federal law.

Contracts Law > Performance > Novation
[HN9] Unless otherwise provided in an assignment or by
agreement of the assignee with the assignor or with the
obligor, an assignee under an effective assignment for
value has the same right to any securities for the assigned
right that were available to the assignor, though he has
not bargained for them, as if the assignor had agreed to
transfer them.

SYLLABUS

[**1] Middle States Oil Corporation, a holding
company, and its subsidiary and associated companies
were, until 1924, dominated by one Haskell. 1 In June
1924, this 'system' faced serious financial difficulties. At
about that time, Shivers, Haskell's secretary, went to
Paris, France. At about the same time, Haskell sent the
books of Middle States to Paris. Soon thereafter Shivers,

Page 833



as a stockholder of Middle States, filed a stockholders'
bill against that company in the court below, praying the
appointment of a receiver. Shivers' attorney in this suit
was Joseph Glass who signed the bill as counsel. Glass
also assisted in the formation of a Middle States
stockholders' Committee headed by one Fleming who
continued as its chairman, until the reorganization
described below, and who also became a member of the
reorganization committee.

1. See Cardozo, J., in Marr v. Tumulty, 256 N.Y.
15, 175 N.E. 365, for a comment on the 'mazes' of
but a portion of this holding company structure.

The appointment [**2] of a receiver in the Shivers'
suit was vigorously resisted and none was appointed
therein. In August 1924, a 'friendly' creditors' equity suit
was instituted in the court below against Middle States in
which, on the basis of the usual answer by the defendant,
the court appointed Joseph P. Tumulty and Julius M.
Mayer as receivers. Glass was appointed as one of the
attorneys for the receivers. In a short time, the
receivership was extended to thirty-six other companies
in the 'system.' These receiverships were consolidated in
the proceedings as thereafter conducted.

Among these companies were United Oil Producers
Corporation, Imperial Oil Corporation, Eureka Producing
Company and Turman Oil Company. Of the stock of
United, two-thirds was owned by Imperial and the
balance by Middle States which in turn owned some 97%
of the stock of Imperial. United owned all the stock of
Eureka, and Eureka owned some 82% of the stock of
Turman. Ancillary receivers were appointed for the
physical properties in jurisdictions in which those
properties were located. On January 27, 1926, Mayer
died and Glass was appointed in his stead as one of the
two receivers in all those receiverships pending in [**3]
the court below.

United had outstanding publicly-held 8% negotiable
bearer bonds in the face amount of $ 2,439,900. Pursuant
to a trust indenture, these bonds were secured by the
pledge of all the Eureka stock. As stated more in detail
below, pursuant to decrees of foreclosure sale and
confirmation entered in 1929, and in accordance with a
reorganization plan, the Eureka stock and all other assets
of United were acquired in January 1930 by a new
company of which Glass soon became president. But the
United receivers were not discharged nor did they file
their final accounts until some fifteen years later, in 1945.

The manner in which this 'system' had been managed
before the receivership left its inter-corporate finances in
a badly confused state, described as follows in the
creditors' bill: 'It has further been the general custom of
Middle States, when it or one or more of the subsidiary
companies required funds, to provide the necessary
money out of the funds collected on account of
subsidiaries as aforesaid, lending moneys collected on
account of one subsidiary to one or more of the other
subsidiaries as the money was required, in carrying on
their operations. It was likewise [**4] the custom of
Middle States to use said moneys in the payment of
dividends which were declared from time to time by it or
some of said subsidiary companies. In the handling of all
of said funds as aforesaid, the same were not kept
segregated as the funds of individual subsidiary
companies, but were kept in a general fund by Middle
States and disbursed practically as though said
subsidiaries were all departments of a single corporation.
In making disbursements on account of itself or for the
account of said subsidiary companies, the funds used
were taken from a general fund, except in a few instances
where bank accounts were kept in the names of
subsidiary companies, and in such cases, funds were
customarily transferred from one of said accounts to the
other, as the occasion demanded or as the needs of the
business might render advisable. In handling said funds
as aforesaid, Middle States did not keep complete records
or books of account which would show in detail the
amounts of money which would be properly credited to
said subsidiary companies, or the amounts with which
said subsidiary companies should properly be charged.
Neither did Middle States keep any complete books of
account [**5] or records, wherein were segregated and
charged to said subsidiary companies the amounts with
which said companies should be properly charged as their
proportion of the office and other administrative expenses
of Middle States in carrying on and conducting the
business of said subsidiaries as aforesaid. As a result
thereof, the funds received by Middle States as the
earnings of said subsidiary companies, have been
intermingled, and the assets and business transactions of
Middle States with said subsidiaries and the affairs of
said subsidiaries among themselves have become
seriously commingled, so that it will require a long,
difficult and careful auditing of said amounts before the
exact financial relations between the Middle States and
said subsidiary companies and said subsidiary companies
among themselves, can be accurately determined. On
account of the situation above outlined, it is impossible
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now to determine whether Middle States owed said
subsidiaries or whether they owe Middle States, and it is
likewise impossible to determine the financial condition
of said subsidiaries as between themselves. It will take
accountants a considerable period of time to resolve all of
said [**6] difficulties, and in the meantime, it is
necessary, in order that the value of all of said properties
may be preserved and their income undiminished, that
they be handled practically as one property, being
diligent, however, in keeping proper and correct books of
account, so that each subsidiary company may finally
receive for the benefit of itself and its creditors, all such
funds and properties as may be equitably belonging to it.'

In an affidavit by Glass dated April 4, 1944, he said:
'The subsidiaries and their parent corporations were, prior
to receivership, operated as a single business. They were
honeycombed with advances and inter-company
accounts. The practice of making advances from the
subsidiaries to their parent corporation which antedated
the receivership was continued by the Receivers, because
the Receivers were under the necessity of operating the
affairs of all the corporations as a single enterprise and it
would have been impossible to operate otherwise. For
those reasons this Court, in its order of October 23, 1924,
early in the receivership, ordered 'that the business and
properties of all the defendants should be administered as
an entirety in this suit."

[**7] In reports filed in court by the receivers
before 1929, they states, inter alia, the following: The
affairs of the companies 'are so interwoven and so
complicated' that the receivers 'feel it to be their duty,
through their familiarity therewith' to assist in
formulating a reorganization plan; they had helped to
organize a reorganization committee; but no
reorganization fair to all interests could be prepared until
there had been procured (1) estimates of valuations of the
underlying physical properties and (2) adequate
accounting data and balance-sheets because the books,
records and accounts 'were so incomplete, complicated
and confused that it was impossible readily to ascertain
approximately the financial condition of the companies or
their true financial relation one to another.' Accordingly,
the receivers reported, they had employed valuation
engineers to make detailed reports as to those values, and
expert accountants to prepare correct accounts and
balance-sheets. In a report dated April 11, 1927, Glass
and Tumulty stated, that 'much progress has been made in
straightening out the records of the companies, and in

reconstructing their accounts' but that 'it is still
impossible [**8] to present balance-sheets because of the
state of flux that the valuations of the physical properties
are in, until their values are definitely fixed in connection
with income tax proceedings, and until the government's
allowances for depletion and depreciation are
determined.' They concluded this report with the
statement that 'the receivers will cooperate with all
interests in their efforts towards an equitable and
successful reorganization. They will lend such moral
weight as comes from their position of disinterestedness,
in support of such program of reorganization as seems
most fairly to accomplish substantial justice to all of the
interests involved. They will regard it as their duty to see,
insofar as their efforts may be of any avail, that when the
Court turns these companies back to corporate
management, it will turn them back to directors and
officials who will be truly representative of those whose
interests are here at stake.'

In a Third Report, filed on May 27, 1928- the last
report filed before the reorganization- the receivers said
'No schedule of intercompany claims is as yet presented.
As hereinafter shown, balance sheets for all companies
are now in process of [**9] completion, which balance
sheets will show in detail the intercompany claim
situation * * * Valuation engineers are now at work
completing their appraisals of all of the leaseholds,
producing and non-producing, owned by the several
companies, as of December 31, 1927, so that a similar
orderly record will be created of all acreage owned by the
companies. The valuations thus arrived at will be used as
the basis for proper book entries as of January 1, 1928,
and for the first time during the corporate life of these
companies an orderly accounting record of their affairs
will be in existence. Balance sheets have been tentatively
prepared with blanks left for the insertion of these figures
derived from these inventories and valuations. In these
balance sheets tentative treatment will be given to
intercorporate accounts. It is the purpose of the receivers
to thereafter present recommendations to the Court for
the disposition, without litigation, of these intercorporate
accounts upon notice to all interested parties. The
valuations are expected to be completed in about 30 days.
The receivers have two purposes in mind in the
preparation of these inventories, appraisals and
balance-sheets, [**10] and in the installation of this
accounting system. First, valuations and balance sheets
are essential before any reorganization plan can be
worked out. Second, the receivers feel it to be properly

Page 835



part of their duties to leave these companies, when they
emerge from receivership, in an orderly condition, with
their assets and liabilities known and listed and with their
affairs in order. To bring such a condition about, from
the lack of record and the chaos as to existing record
which the receivers found when they took over the affairs
of the companies, has been a mammoth task, the
magnitude of which will never be realized except by
those very close to the affairs of the companies. The
major complications which were encountered and solved
have been in a general way mentioned in the reports. The
innumerable lesser complications which surrounded the
affairs of these companies had to be similarly solved.
The task has taken longer than was expected, but it is
human experience that it takes much longer to untangle
than to entangle. Fortunately, the end is in sight. The
complications which remain are few in number * * *
Reorganization has received serious consideration from
the receivers, [**11] who have met from time to time
with the Reorganization Committee organized at the
suggestion of the receivers * * * The completion of the
balance sheets, hereinbefore referred to, will enable the
formulation of a definite program of reorganization * * *
The receivers expect that their next report will be their
final one.'

But no balance-sheets or valuation estimates have
ever been placed in the court files of the receivership
proceedings. In their reports made of May 7, 1928, the
receivers reported that oil leases on an eighty-acre tract in
the Seminole field (Oklahoma) in which Turman owned a
5/8 interest had suddenly yielded immensely large and
valuable production; that the receivers had rejected an
offer on the basis of $ 2,000,000 for the entire working
basis; that further expenditures on that tract had expanded
the production; that Turman 'shows an operating income
of $ 1,280,767.54 in 1927'; that as a consequence there
'has been a very substantial increase in the value of the
security behind' the United bonds. The receivers said:
'The oil industry has passed through a period of very
severe depression since the last report, a condition which,
while it still exists, appears [**12] now about to change
for the better. Fortunately, by reason of the Seminole
development, the Middle States companies have been
able to survive this period and to emerge in better
condition than they ever have been during receivership-
with complications practically removed and with
increased bank balances, increased acreage and increased
production.' n1a But neither then nor later, in any report
or other document filed in court, did the receivers give

their own or the engineers' estimates of the value of the
Turman properties.

UNKNOWN n1a. The receivers further reported
that 'claims against the companies aggregating $
1,808,033.93 have actually been paid off out of
income during receivership.

On July 29, 1929, there was published a plan of
reorganization agreed upon by committees representing
certain holders of securities and claims against Middle
States and certain of its several companies. This plan
contained no balance-sheets or statements of
inter-corporate accounts or valuation figures, although it
stated, 'Over [**13] 82% of the capital stock of Turman
Oil Company, which is the most successful and owns the
most productive properties of all of the subsidiary and
Associated Companies, is owned by Eureka Producing
Company, 100% of the capital stock of which is pledged
as security for the U..O. Bonds.'

The plan provided for a new company which,
through judicial sales, was to become the owner of the
assets of United (including the Eureka stock free of
liens), of Imperial, of Middle States, and of Oil
Development Company (another associated company). It
was to have an issue of bonds and two classes of stock, A
and B. The stock was to be deposited in a ten-year voting
trust, the voting trustees to be named by the
reorganization committee. United bondholders
depositing under the plan were to receive new bonds, and
also A stock in a fixed amount for accrued interest;
depositing bondholders of Oil Development Company
were to be similarly treated; depositors of claims against
Gulf Coast, another subsidiary, were to receive specified
A and B stock; depositing Serial Noteholders of Middle
States were allotted specified amount of A and B stock;
and depositors of shares of Middle States were to
received named [**14] amounts of B stock. The plan
contemplated that holders of non-depositing United
bonds would receive only their pro-rata share of the
amount paid for United assets at the judicial sales thereof.
No provision was made for any payment by Middle
States or Imperial of anything owing from either of them
to United or for any payment on Imperial's guaranty of
the United bonds.

Printed in the plan as published was a letter dated
July 29, 1929, signed by the receivers and addressed to
the chairman of the reorganization committee, which, in
part, read as follows: 'While we are in no position to, and
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do not intend, to bind the Court by our expressions, we
are happy to say that in our personal opinion, your Plan
of Reorganization does accomplish substantial justice to
all of the interests involved * * * The receivership has
now lasted for five years. Conditions which are referred
to in the reports of the receivers have necessitated the
extended term of the receivership. During this long
period the receivers have endeavored, not only to
conserve the properties and business as they were at the
beginning of the receivership, but within such limits as
are imposed upon the administration of any receivership
[**15] estate, to bring the productive capacity of the
properties, the character and condition of the equipment,
the competency of the managing and technical personnel,
the state of the engineering and accounting records and
the general tone of the whole organization to such a point
that we could turn over the business with a feeling of
satisfaction in our own record and confidence in the
record to be expected of the reorganized company. We
believe that that point has now been reached. We see no
reason for the continuance of the receivership and every
reason for the prompt consummation of reorganization,
which we strongly urge.' The plan stated: 'At the
suggestion of the Receivers, representatives of the
various classes of securities have been engaged for more
than a year in negotiations looking toward a
reorganization.' To carry out the plan, it was necessary,
through foreclosure, to sell the Eureka stock pledged to
secure the United bonds. By October, 1929, the accrued
unpaid interest on these bonds amounted to $
2,067,407.82. The reorganization committee, on behalf
of the 94% of the United bonds, the holders of which had
deposited under the plan, made the needed demand on the
trustee [**16] under the United indenture. The trustee,
thereupon, after demand for this interest which was not
paid, accelerated the maturity of the bonds. The trustee
then asked leave of the court to foreclose; the receivers
not objecting, the court gave its consent. Foreclosure, in
ancillary proceedings, soon followed, and a decree of sale
of the Eureka stock was entered therein. The court also
decreed the sale (separate from the sale of the Eureka
stock) of all the 'free' assets of the several holding
companies in the system, i.e., United, Imperial, Oil Lease
Development Company, and Middle States.

At the judicial sales on December 16, 1929, the
reorganization committee was the sole bidder. No upset
prices had been fixed. The court confirmed the sales by a
decree entered December 24, 1929. Nothing in the record
shows that any evidence was received by the court as to

the propriety of the prices before entry of the
confirmation orders. In accordance with the plan, all the
assets acquired by the reorganization committee were
transferred to the new company provided for in the plan.
The prices paid for the Eureka stock ($ 1,450,000) and
for the 'free' assets of United ($ 200,000) yielded a [**17]
sum which represented about sixty-sight cents on the
dollar on the face of each non-depositing United bond.
Holders of all but $ 53,600.00 face amount of such bonds
deposited them under the plan and received new
securities in accordance therewith. United had no
creditors other than its bondholders.

On March 3, 1929, the judge wrote to the receivers
as follows: ' * * * To the end that I may have first-hand
knowledge of what the actual situation is as to the
possibility of a reorganization, I am asking you and the
representatives of the various committees to appear
before me on Saturday morning, March 9th, at 10:30
o'clock for the purpose of discussing various features of
the case * * * '

At a hearing on March 9, 1929, the judge said:

'The Court: I think what I shall do with respect to
that will be to have you come before me, and these
various committees for a short period of time and report
as to what you have worked out in the way of some
tentative plan or reorganization. I would prefer that the
various groups, if they can do so, would work together,
and form their own committee, taking into account every
interest that is involved in this Receivership, so that I will
have a composite [**18] view of the entire matter. But I
am very earnest in saying that I want action at the earliest
possible date * * * ' On July 12, 1929, Glass wrote the
judge as follows: 'I am sending you herewith the original
of the report of the Sub-Committee as finally adopted
yesterday afternoon at a meeting of the full
Reorganization Committee at my office. There are some
changes as against the copy last furnished to you * * * If,
prior to the Monday hearing I can be helpful to you in
arriving at an understanding of the proposed plan and the
factors entering into the adoption of its component parts
and the effect it will have upon the position of the
respective securities, I will, of course, be glad to attend
before you, at your suggestion and convenience.' On July
30, 1929, in answer to a letter not in the record, the judge
wrote Glass as follows: 'Thank you for your letter of July
20th. I am glad to know that active steps looking to a
reorganization of Middle States Oil Corporation are now
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being taken, and wish to express by appreciation of your
aid in furthering the possibility of soon getting this case
out of the court and the properties restored to their
owners.'

At a hearing on confirmations [**19] of the sales,
the following colloquy occurred:

'Mr. Lehman: May I also, in connection with that,
file petitions of the successful bidders in the three
foreclosure cases and in the Phelan cause likewise asking
for confirmation of the sale, referring to the proposed
transfer to the new corporation which is to be organized
under a plan of reorganization that is attached to the
petition?

'The Court: All right; I will confirm those sales in
each instance.

'Mr. Lehman: I also respectfully submit to your
Honor proposed order of the confirmation of sale with the
stipulation signed by all of the counsel in the causes
consenting to the entry of orders substantially in the form
now submitted.

'The Court: This includes the approval of the
reorganization plan, does it not, or-

'Mr. Lehman: The reorganization plan as such is not
submitted to the Court for its approval, but the Court is
made now for the first time officially acquainted with the
reorganization plan by virtue of the fact that it is now
attached to the petition of the successful bidder and as a
step in the reorganization the property is to be transferred
to the reorganized company.

'The Court: The only reason I desired particularly
[**20] to be advised upon the record as to the exact
request that I here made is that I have received from a
man in Chicago, whose name has, for the moment,
slipped my mind, an objection against any court action
designed to effectuate a plan of reorganization and I wish
to have noted upon the record that the Court is taking no
step which may be construed as an approval of the plan
without having its attention directed to the protest that he
has filed. Is there anything else?

'Mr. Lehman: No, sir, that is all.'

According to an affidavit recently made by Glass, he
became president of the new company on January 1,
1930, and has ever since held that position, while still

remaining receiver of the several old companies. n1b
Among the directors of the new company are one of
Glass' law partners, a former secretary of the old
company's stockholders' committee and two members of
the reorganization committee. This same group have
retained these offices since the reorganization, apparently
through a voting trust.

UNKNOWN n1b. Except as to some companies
as to which he was discharged before 1945; in the
case of United, he was discharged by the order
from which appellants have appealed.

[**21] Glass on February 18, 1930, wrote the new
company formally accepting the presidency. n1c On
February 27, 1930, the judge wrote Glass as follows:
'Receipt is acknowledged of your letter of February 26,
enclosing a copy of your communication of February
18th, addressed to Middle States Petroleum Corporation
in regard to your election to the presidency of that
company. In view of the understanding evidenced by
your letter of February 18th, and the acceptance of its
terms by the Company, I see no impropriety in the
arrangement that has been consummated between you.'

UNKNOWN n1c. In that letter he said he was
accepting on the following condition: 'That in the
event any situation should arise wherein there
should be any conflict of interest between your
company and any company in the Middle States
group of companies of which I shall continue to
act as receiver, I shall not, in any such situation,
act on behalf of your company, but only as such
receiver and in all respects subject to the order
and direction of the Court which appointed me. I
shall be absolutely free to determine for myself
when such a situation exists. I shall be absolutely
free to take a position antagonistic to your
company with respect to any matter, if in my
opinion or in the opinion of the Court which
appointed me as such receiver the performance of
my duties as such receiver requires it.'

[**22] The record on this appeal contains no
evidence of the fees paid Glass as receivers' counsel, or
as receiver, and none of his salary as president. During
the years 1924-1933, the receivers filed twenty-five
quarterly accountings which were reviewed by a special
master and approved by the judge; those accountings
related to receipts and disbursements did not include
balance-sheets, statements of the inter-corporate financial
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relations, or valuations.

Article Sixth of the decree of sale as to the
unpledged ('free') assets, entered November 22, 1929,
provided that the receivers should file with the court
clerk, not less than ten days before the sale, 'a statement
showing and describing as definitely as practicable * * *
but in general terms,' the assets of Middle States,
Imperial, United, and Oil Lease Development Company,
with the proviso that 'said statement shall be advisory
only, and nothing contained therein or omitted therefrom
shall be binding upon any of the purchasers or buyers at
such sale, nor shall such statement constitute ground for
release from any debt, liability or obligation because of
any representation therein or omission therefrom.' The
notice of sale required [**23] by the decree stated that
'for further particulars, including a more particular
description of the assets to be sold, and of the terms of
sale, intending purchasers are hereby referred to said
decree and to the record in said cause and to the
statement of said receivers to be filed with the clerk of
said court as in said decree directed.' The sale was set for
December 16, 1929. On December 6, 1929, the
receivers, purporting to comply with Article Sixth of the
decree, filed a 'Statement' relating to the four designated
companies. The data therein, relating to Middle States,
covered seven typewritten pages; that relating to Oil
Lease, four pages; that relating to Imperial, three pages;
and that relating to United, three pages. Typical are the
pages relating to United, which, in their entirety, read as
follows:

'Statement filed by Joseph P. Tumulty and Joseph
Glass, Receivers, pursuant to Article Sixth of Decree * *
* dated November 22, 1929. (STATEMENT OMITTED)

On December 9, 1929, a week before the sales, the
receivers filed a petition with the court, to which they
attached statements of intercompany claims as of
December 31, 1928. On December 14, 1929, two days
before the sales, [**24] the court, pursuant to this
petition, made an order that these inter-corporate claims
should be allowed in favor of or against the several
companies but 'subject to readjustment by further order of
this court from time to time upon further showing of the *
* * receivers * * * the court reserving jurisdiction for
such purpose until final decree is entered, barring the
assertion of further intercorporate claims by said
receivers.' Neither the court's order nor these statements
of accounts contained balance sheets or valuation data.

On May 8, 1930, after the assets had been conveyed to
the new company, the receivers petitioned for adjustment
of these intercorporate claims, and the court approved
such adjustments in an order again providing that, upon
further application of the receivers, subsequent
adjustments thereof might be made.

One William Cohen on March 27, 1930 deposited
under the plan $ 11,000 face amount of United bonds and
received new securities accordingly. At some unknown
date, after the time for deposit had expired, he bought $
32,200 fact amount of undeposited United bonds. There
is no evidence as to where these bonds were when he
purchased them, where the purchase occurred, [**25] or
who was the seller. Cohen presented these bonds for
pro-rata payment and on January 11, 1935, received $
22,433.10 thereon, that being the pro-rata share of the
cash paid at the sales of the United assets. Receipt of this
amount was stamped on the bonds, which Cohen
retained.

Cohen died in October 1940, leaving a will under
which his wife, Sophie D. Cohen, is the sole beneficiary;
she, Meyer Kraushaar and Lcarence Cone are the
executors. Among Cohen's effects were the stamped,
undeposited United bonds and certain shares of stock of
two other companies in the Middle States system. Sophie
Cohen individually owns shares of some of those
companies and a certificate for a small amount of
indebtedness of Middle States.

Cohen's executors tried to ascertain, for inheritance
tax purposes, the value of the securities left by him.
Learning of the receiverships and of the fact that no final
accountings had been made, they tried for some time, but
unsuccessfully, to obtain the desired information from
Glass. After these efforts failed, they examined as best
they could the voluminous receivership records, but
without reaching a conclusion which satisfied them.
Glass had told them that, [**26] because of war
conditions, it was impossible to prepare the final
accountings. In March 1944, the executors made a motion
in the receivership proceedings below for a compulsory
accounting by the receivers, charging irregularities and
fraud in connection with the receiverships. After
receiving affidavits from them and Glass, the district
judge, on September 5, 1944, filed an opinion saying that
he would suspend decision on the charges but that the
receivers must file their final accounts by February 1,
1945. n1d On that day, the receivers filed separate final
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accounts for each of the companies in receivership. In
their brief on this appeal, the receivers state, 'The
receivers' final accounting of United is brief and simple.
It is merely a schedularized statement in proper
accounting form showing disposition of all the assets of
United in accordance with the terms of the
above-described final decrees.' The receivers took the
position that Middle States and Imperial were insolvent
when their assets were judicially sold, and that all the
United assets had been transferred, pursuant to the court's
1929 decrees, to the new company. At the end of March
1945, they moved for settlement of [**27] these
accounts and for their discharge as receivers. An answer
and affidavits were filed by the appellants. There they
referred to figures obtained from balance-sheets as of
December 31, 1929, constituting part of a federal income
tax return filed by the receivers; this income tax return
has become known to the movants only after they had
made their motion in March 1944, and had not been put
of record in the receivership. The movants alleged under
oath: 'That the consolidated balance-sheets of Middle
States Oil Corporation and affiliated companies show that
company had assets of $ 24,397,604.38 and that its
liabilities, except for capital stock, amounted to $
23,400,038.70, which, after deduction of unearned
discount on bonds, leaves $ 1,321,116.59 equity for the
stockholders of the corporation. These figures are of
course presumptive evidence of the financial position of
the company as of the date it was reorganized, unless it
can be established that the asset figures were inflated, the
burden of establishing which would of course be on the
receivers, * * * That the same income tax report contains
a consolidated balance-sheet of the Imperial Oil
Company, which had specifically guaranteed [**28] the
bond issue, and that company's assets are shown to be $
4,884,618.90 and its liabilities, other than for capital
stock, were $ 1,394,607.60, leaving $ 3,490,011.30 for
the benefit of shareholders. Here too, the value of the
assets is understated inasmuch as one of its subsidiaries
was the Eureka Producing Company, which owned and
controlled the Seminole Oil Fields and which stock was
carried at less than its true value on the books of that
company. That included in the said income tax report is
likewise the consolidated balance-sheet of United, which
was the original obligor on the bond, showing that the
company had assets of $ 7,094,370.91, which assets were
less than their true value by reason of the fact that it
owned substantial interests in the Turman Oil Company,
which was also interested in the Seminole Oil fields; that
the liability of that company, aside from capital stock, is

shown to be $ 3,679,715.67, less unearned discount of $
323,551.00, leaving net assets of $ 3,738,206.15 for
shareholders, so that in any view of the case these
companies were fully solvent.' Glass, in a reply affidavit,
did not deny that these balance-sheets contained such
figures but said: 'The [**29] consolidated income tax
balance sheets referred to by Mr. Kraushaar do not
purport to show values. They were prepared for the
specific purpose of reporting liability for income tax on
statutory bases of cost of assets, subject to deduction
from such cost for depreciation, obsolescence and
depletion in accordance with the income tax laws. Inert
cost figures on an income tax balance sheet have no
relation to value or solvency. Particularly is that so in
this case, where the cost figures represented the inflated
book costs resulting from the notorious manipulations of
the Haskells.#

UNKNOWN n1d. This opinion read as follows:
'The papers supporting, and in opposition to, the
relief sought by the Executors of William W.
Cohen, deceased, are voluminous, and so
contradictory in their averments as to what has
taken place in the administration of the affairs of
the defendants that, in the absence of an
accounting by their receivers, an intelligent
disposition of the pending motion is almost, if not
entirely, impossible. Furthermore, it may well be
that testimony having to do with the values of
some of the properties and other facts, will
ultimately be required in order that a proper
record may be before the Court. For these reasons
(and I may add that it is my opinion that, so far as
possible, these receiverships should be concluded
at an early date), I shall presently grant such
portion of the motion of the executors as asks that
Receiver file an accounting of their acts down to
and including December 31, 1943. Having regard
for the effort and labor that this will entail, I shall
fix February 1, 1945, as the date on which the
accountings shall be filed. When the accountings
are before the court and accurate knowledge of
what has been done is thus available, the
advisability of granting further relief to the
moving parties can further be considered, or, if
the executors then wish to object to the
accountings, or portions thereof, definite issues
can be raised, and these, if such action seems
desirable, can be sent to a Special Master for
hearing and report, and perhaps, for
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determination.'

[**30] On April 10, 1945, the executors and Sophie
Cohen individually made a motion that Louis Roth, an
expert public accountant and lawyer employed by them,
be allowed to inspect (1) engineering and accountant
reports relating to the companies involved in the
receiverships which, while the receiverships were active,
had been procured by the receivers and paid for out of the
receivership estates; and (2) the books of account and
vouchers of the receivers. 2 The data to which the
movants sought access had never been filed in court, and
without a court order are not available to the movants. In
an affidavit filed by Glass in opposition to this motion he
referred to 'the danger of making' this information
available to them.

2. Attached to this motion was an affidavit by
Ross which read in part as follows: 'I am now
engaged in such investigation and from the
documents and papers that I have been able to
find and which I have already investigated, I
believe that there is probably cause to justify an
extensive investigation on behalf of the
stockholders, bondholders and subsidiaries of the
associated companies. As far as I have been able
to apprehend, none of the accounts that have been
filed on February 1, 1945, gives any information
with respect to the physical assets of the
companies and the disposition thereof. They all
deal with various intangibles such as stocks,
bonds and intercompany transactions. These
cannot properly be evaluated without the
background of an inventory of the assets as they
existed at the time the receiverships were initiated
and as they presently exist, except by a long
period of examination and analysis with
considerable assistance. Thousands of items are
involved. I verily believe that much time and
effort can be saved if I am afforded an
examination of the original reports of Coverdale
& Colpits, the engineers who originally made
inventories and appraisals for the receivers, and
the annual reports of Mattison & Davey, the
certified public accountants who were retained by
the receivers.'

[**31] On July 27, 1945, the court filed an opinion
reading as follows: 'As a matter of right and justice, and
also in the interests of good administration, I think it

should here be ruled that Meyer Kraushaar, Sophie D.
Cohen and Clarence Cone, as Executors of the Last Will
and Testament of William W. Cohen, deceased, are
without standing to object to the final report and
accounting of Joseph P. Tumulty and Joseph Glass, as
Receivers of United Oil Producers Corporation. My
reason for this conclusion is that objectants' decedent had
full knowledge of what was done in 1929 with respect to
the assets of that company. He also had complete
appreciation of the significance thereof. Instead of then
objecting to this Court's disposition of the assets, he
deliberately participated in the distribution of their
proceeds. He first did this on March 27, 1930, and he did
so again on January 11, 1935. Mr. Cohen lived until
October 12, 1940. He had, therefore, a period of about
ten years within which he might have assailed the decrees
that are now under attack. Throughout all that time,
neither he, nor any other creditor of United Oil Producers
Corporation, sought to question the propriety of what
[**32] took place in 1929 and 1930. Meanwhile, many
parties, both individual and corporate, in reliance upon
the integrity of what was then decreed, have acquired
vested rights in the property formerly owned by the
United Oil Producers Corporation. These rights, it seems
to me, should not now, unless for compelling reasons, be
disturbed. This is particularly so when the charges of
fraud and chicanery that are presently made against the
Receivers are wide in scope, and more or less indefinite
in character. If, in the present condition of the pleadings,
the objectants' allegations were to be sent to a Special
Master for hearing and report, the proceedings would be
long, tedious and highly expensive. Before authorizing a
proceeding of this nature, and one which, in my opinion,
would result in futility, I think that the Circuit Court of
Appeals should be afforded an opportunity to pass upon
the question as to whether the objectants, by reason of
Cohen's acceptance of benefits under the decrees, should
not be permitted to question the validity of transactions
with which he was completely satisfied. In the light of
these considerations, I shall approve the report of the
Receivers and deny [**33] the objectants' motion to
inspect the papers in their possession.'

In accordance with this opinion, the judge on July
27, 1945 denied the motion; at the same time he entered
an order settling the accounts of Glass and Tumulty as
receivers of United and discharging them as receivers
thereof and their sureties. From the denial of that motion
and that order Sophie Cohen individually and the Cohen
executors bring this appeal.
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JUDGES: Before SWAN, CLARK, and FRANK, Circuit
Judges.

OPINION BY: FRANK

OPINION

[*990] 1. Because of the brevity of the district
judge's opinion and because he made no findings, we
have been obliged, arduously, to gather the pertinent facts
from the parties on this appeal. What we say of the facts
should therefore be read with the understanding that they
may appear [**34] to be very different after a further
hearing in the court below. Necessarily, whatever
comments we make on the basis of this incomplete record
must be read as [*991] if they were written in the
subjunctive mode. We are entering no final decision.

Since only in the United receivership was there an
order discharging the receivers and approving their final
accounts, our concern on this appear is primarily with
that receivership, the order denying access to the
receivers' unfiled papers being interlocutory in so far as it
affects the other receiverships. But we cannot, in our
general survey of the facts, disregard what there went on.
For appellee Glass, in an affidavit filed in the district
court in opposition to appellants' motions, stated that the
numerous companies 'were, prior to receivership,
operated as a single business,' and 'honey-combed with
advances and inter-company accounts.' He added that 'the
practice of making advances from the subsidiaries to their
parent corporations which antedated the receivership was
continued by the receivers'; that the receivers
'administered (the companies) as a unity'; and that the
plan 'was consummated and the new parent company
began [**35] to function on January 1, 1930, before the
inextricably intertwined affairs of the subsidiaries and the
old parent companies were straightened out by the
receivers.' n2a

UNKNOWN n2a. He added that this practice of
'advancing the cash of subsidiaries necessary to
carry on the business of the entire System'
continued after the reorganization.

2. Having in mind such cases as Crites, Inc., v.
Prudential Co., 322 U.S. 408, 64 S.Ct. 1075, 1079, 88
L.Ed. 1356, and others cited below, we think the general
principles applicable here are as follows: [HN1] A
receiver, as 'an officer or arm of the court,' is a trustee
with the highest kind of fiduciary obligations. He owes a
duty of strict impartiality, of 'undivided loyalty,' to a-l
persons interested in the receivership estate, and must not
'dilute' that loyalty. He is 'bound to act fairly and openly
with respect to every aspect of the proceedings before the
court. * * * [HN2] The court, as well as all the interested
parties,' have 'the right to expect that all its officers,
[**36] ' including the receiver, will not 'fail to reveal any
pertinent information or use their official position for
their own profit or to further the interests of themselves
or any associates.' 3 A receiver has the 'affirmative duty
to endeavor to realize the largest possible amount' for
assets of the estate. 4 If he has vital information which, if
disclosed, might bring a better price for property which is
sold pursuant to court order, he must fully disclose it
'prior to the sale when the prospects (are) greater for
successful bargaining.' 5 Since failure to make such full
disclosure has 'a tendency to dampen the sale,' 6 it is
presumed that it did so, where the receiver had an interest
in the sale in conflict with that of any other parties to the
proceeding, 'regardless of whether it actually had an
adverse effect or not,' because 'the incidence of a
particular conflict of interest can seldom be measured
with any degree of certainty.' 7 [HN3] A decree
confirming such a sale does not exculpate the receiver. 8

When the receiver has brought about such a sale, and the
property after the sale has been transferred to a company
in which interests of innocent third persons have become
vested, [**37] usually the sale will not be set aside if
there is available the more practicable method of
surcharging the receiver for the difference between the
price paid and the value of the property. 9 [HN4] Where a
receiver has a possible personal interest adverse to those
of any parties to the receivership, it is usually unwise for
him to participate in the reorganization; if he does so he
must act with unusual caution; that the court has
acquiesced in his participating does not relieve him of his
duty of disinterestedness. 10 A receiver who has strayed
from his duty [*992] to the injury of anyone interested
in the estate can and should be surcharged when he asks
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approval of his final accounting. 11 The rule that a
receiver must not be motivated by personal
considerations is prophylactic; its sanction is a surcharge.
12 A person interested in the estate who asks such
surcharging is not barred because of laches if he acts with
reasonable promptness after he discovers the facts
showing such misconduct by the receiver. 13

3. Crites, Inc. v. Prudential Co., supra; Woods
v. City Nat. Bank & Trust Co., 312 U.S. 262, 263,
61 S.Ct. 493, 85 L.Ed. 820.

[**38]
4. Jackson v. Smith, 254 U.S. 586, 588, 41 S.Ct.
200, 201, 65 L.Ed. 418.
5. Crites, Inc., v. Prudential Co., supra.
6. Id.; cf. Button v. Cities Fuel & Power Co., 4
Cir., 300 F. 280, 299, 301, certiorari denied 266
U.S. 619, 45 S.Ct. 99, 69 L.Ed. 471; Investment
Registry v. Chicago & M. E. R. Co., 7 Cir., 212 F.
594.
7. Crites, Inc., v. Prudential Co., supra; Woods
v. City Nat. Bank & Trust Co., supra; Jackson v.
Smith, supra; cf. as to trustees generally,
President and Directors of Manhattan Co. v.
Kelby, 2 Cir., 147 F.2d 476; Restatement of
Trusts, Sec. 170, comment c.
8. Crites, Inc., v. Prudential Co., supra; cf.
Pangburn v. American Vault, Safe & Lock Co.,
205 Pa. 93, 54 A. 508, 510; Gutterson & Gould v.
Lebanon Iron & Steel Co., C.C., 151 F. 72, 76,
77.
9. Pangburn v. American Vault, Safe & Lock
Co., supra; cf. Koontz v. Northern Bank, 16 Wall.
196, 202, 203, 21 L.Ed. 465.
10. Martin v. Luster, 7 Cir., 85 F.2d 833.
11. Crites, Inc., v. Prudential Co., supra.

[**39]
12. Woods v. City Nat. Bank & Trust Co.,
supra; Weil v. Neary, 278 U.S. 160, 173, 49 S.Ct.
144, 73 L.Ed. 243; Crites, Inc., v. Prudential Co.,
supra; Jackson v. Smith, supra; Magruder v.
Drury, 235 U.S. 106, 119, 120, 35 S.Ct. 77, 59
L.Ed. 151.
13. Crites, Inc., v. Prudential Co., supra, 322
U.S.at page 417, 64 S.Ct.at page 1081, 88 L.Ed.
1356, note 8.

The surcharging is not limited to an amount
measured by the interest of the particular person
thus objecting to the receiver's accounting, since

the surcharge is for the benefit of all similarly
situated persons. For the court, in administering
the estate in its custody for all the beneficiaries,
must see to it that none of them suffers because of
the misconduct of its receiver, and the discharge
of that obligation should not depend upon their
appearance in court to voice their objections to
that misconduct. Cf. Moon v. Wineman, 57 Minn.
415, 59 N.W. 494, 495. Thus, if the judge learned
of the misconduct from a wholly neutral source
(cf. Investment Registry v. Chicago & N.E. Ry.
Co., supra, 212 F.at page 608), he should
surcharge the receiver and distribute among all
interested the money owing to the estate by the
receiver because of that misconduct.

[**40] 3. Just before these receiverships came into
being, Glass had been the lawyer for stockholders of
Middle States in a stockholders' suit against that company
(a suit apparently still pending in the court below). 14 He
thus represented interests potentially in conflict with
those of the United Bondholders. For Middle States
owned all the stock of Imperial, and directly and
indirectly, all the stock of United; Eureka was
wholly-owned by United; and Imperial had guaranteed
the bonds of United. The Supreme Court has said that
'the equity owner is peculiarly ill-suited to represent the
mortgagee in those situations because of their historic
clash of interests.' 15 As the receiver of Middle States, of
Imperial, of United and of Eureka, Glass should have
been exceptionally vigilant to protect the interests of
United bondholders whenever they conflicted with those
of Middle States. 16

14. As late as June 1943, Glass' law partner
asked the court not to dismiss that suit begun by
Glass as counsel in 1924.
15. Woods v. City Nat. Bank & Trust Co.,
supra (312 U.S. 262, 61 S.Ct. 495).

[**41]
16. Cf. Irving Trust Co. v. Deutsch, 2 Cir., 73
F.2d 121, 123.

We know, from the receivers' reports, and from
Glass' letter of July 12, 1929, that Glass, while receiver of
these several companies, took an active part, in
cooperation with the reorganization committee (the
formation of which the receivers had brought about), in
the formulation of the reorganization plan. The
reorganization committee determined the prices to be bid
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at the judicial sale for the United assets by the committee,
the only bidder at that sale. These prices fixed the
pro-rata amount of cash required to be paid, as part of the
plan and the decree, to those United bondholders who did
not accept the new securities offered under the plan.
There is need to enquire further in order to ascertain
whether Glass- who worked closely with the committee
17 and was selected by it as the chief executive of the new
company- had, in advance of the sale, agreed with the
committee on those prices. 18 If he had, then he agreed
that the non-depositing bondholders would be paid but
sixty-eight cents on the dollar.

17. One of the members of the reorganization
committee was the chairman of the stockholders'
committee which Glass, in 1924, had helped to
organize.

[**42]
18. Cf. Tracy v. Willys Corp., 6 Cir., 45 F.2d
485, 487.

The propriety of such a figure depended on such
data, inter alia, as (a) the value of the Eureka stock, which
in turn depended in part on the value of Eureka's physical
assets, and (b) the worth of Imperial's guaranty of the
United bonds, and (c) the worth of United's claims
against Middle States, which in turn depended on the
worth of the securities and claims owned by Middle
States, which in turn depended on the value of the
physical assets owned by the divers subsidiary
companies. In other words, to determine whether
sixty-eight cents on the dollar was a fair amount to be
paid to non-assenting United bondholders required a
knowledge both of the values of the underlying physical
properties of the underlying subsidiaries [*993] and of
the inter-system accounting, and Glass, of course, so
understood. In their reports filed before the sale in the
consolidated receivership proceedings, the receivers had
stated that they felt a moral obligation, stemming from
'their position of disinterestedness,' to ensure a
reorganization [**43] fair to all interest. These reports
had emphasized the fact that valuations of the properties
were essential to such a reorganization. They had said the
same of accurate inter-corporate accounting (including
balance sheets)- and well they might, in view.of the fact
that the affairs of the companies (to quote Glass) were
'honey-combed with advances and inter-company
accounts.' 19 In these reports the receivers had also stated
that they were obtaining valuation reports from valuation
engineers, and accounting reports from expert

accountants. In their Third Report dated May 27, 1928-
the last report made before the sales- the receivers said
that the valuations 'are expected to be completed in about
30 days,' and that correct balance-sheets were nearing
completion. They added that they felt it their duty 'to
leave these companies, when they emerge from
receivership, with their assets and liabilities known and
listed and with their affairs in order.'

19. See Consolidated Rock Products Co. v.
DuBois, 312 U.S. 510, 61 S.Ct. 675, 85 L.Ed. 982.

[**44] But the receivers never filed in court the
corrected balance sheets, or those valuation and
accountants reports. Nor did the reports of the receivers
themselves contain or reflect such information. 20 From
them no one could tell the net worth of Turman or the
worth of the Eureka stock or the value of United creditor
claims against Middle States and other companies.
Similar information was omitted from the reorganization
plan; attached to it are a list of intercorporate stock
ownerships, a statement of oil production, a 'summary of
net income from operations and application of cash
receipts and disbursements,' and a list of bank balances-
but no balance sheets or valuations. As above noted,
Glass conceded that 'the plan was consummated and the
new parent company began to function on January 1,
1930 before the inextricably intertwined affairs of the
subsidiaries and the old parent companies were
straightened out by the receivers.' This plan,
consummated under such conditions, contained a letter
from the receivers stating that it 'does substantial justice
to all the interests involved' and urging its acceptance.

20. Thus their Third Report contained only the
following figures: (1) daily net oil production, (2)
summaries of net income from operations and
applications of cash receipts and disbursements,
(3) claims filed and debts paid or disposed of
during the receivership, (4) bank balances, (5)
statement of acreage and production, (6) federal
taxes, and (7) interrelated stock ownerships.

[**45] In the circumstances, we think that Glass
assumed a peculiarly grave responsibility for the fairness
of the treatment of non-depositing United bondholders.
As a receiver- and especially as receiver of companies
with potentially clashing interests- his obligations to the
United bondholders were extensive. He stated that he felt
it his duty to bring about a reorganization just to all
interests; on the facts as they appear on this record he
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seems to have withheld from the court records
information from which each United bondholder might
have formed his own independent judgment of value; and
he aided in the formulation of a plan which omitted such
information but which he recommended as fair to those
bondholders. Accordingly, while on a full hearing it may
seem otherwise, on the present records much is to be said
for the proposition that Glass virtually underwrote the
fairness of the amount paid to non-assenting United
bondholders. He had, as receiver 'obtained inside
information' 21 concerning the affairs of the several
companies, the values of their assets, and the status of the
intertwined accounts, and (so it seems on the record now
before us) had communicated that information [**46] to
the reorganization committee and to other committees but
not to United bondholders individually. Under such
conditions, no one other than the reorganization
committee could intelligently bid at the sales. 22 True, the
receivers' interim reports and the plan stated that Turman
had become highly successful and that, accordingly, the
Eureka stock, pledged to secure the United bonds, had
increased very substantially in value. But, without
valuations and balance sheets, such statements were too
vague to be adequately informative to the United
bondholders or to a bidder desiring to compete with the
committee for the purchase of that stock. The same is true
of the sales of the other assets; [*994] and the fairness
of the prices those other assets brought may be pertinent
if it appears that, had those assets fetched higher prices,
something would have been realized for holders of
United bonds on Imperial's guaranty or through debts of
Middle States or still other of the companies to United.

21. Cf. Martin v. Luster, supra.
22. Cf. Button v. Cities Fuel & Power Co., 4
Cir., 300 F. 280, 299, 301.

[**47] Appellees make much of the fact that on
December 9, 1929 (some four months after the plan was
published and but a week before the sales), the receivers
filed in court a proposed detailed statement of adjusted
intercorporate claims, and that on December 14, 1929,
the court, on the receivers' petition, and on notice solely
to the committees and to 'the parties to the cause' (i.e., to
the persons who had entered appearances) entered an
order approving this statement. n22a But this statement
could not enlighten prospective bidders n22b or
non-depositing United bondholders (even if they had
known of it) as to the worth of these claims, in the
absence of balance-sheets and especially of valuation

data; for the worth of a claim against a company
obviously depends on the value of its assets. Moreover,
the court order of December 14 approving these
readjusted claims expressly left them 'subject to
readjustment' by further orders of the court upon further
application by the receivers- an exceedingly elastic
provision, which kept the status of the accounts uncertain,
and of which the receivers availed themselves several
months after the confirmation of the sales and the transfer
of the assets [**48] to the new company. Here again we
note, as markedly pertinent, Glass' recent affidavit to the
effect that 'the plan was consummated and the new parent
company began to function on January 1, 1930, before
the inextricably intertwined affairs of the subsidiaries and
the old parent companies were straightened out by the
receivers.'

UNKNOWN n22a. No published notice was
given of the petition or of the court's order
approving the statement.
UNKNOWN n22b. The order approving it was
made two days before the sales.

Appellees also make much of the following facts,
said by them to demonstrate full disclosure to prospective
bidders and to bondholders: (a) Article Sixth of the
court's decree of sale relating to the 'free' assets required
the receivers to file with the court clerk on or before
December 6, 1929 (ten days before the sale) 'a statement
showing and describing as definitely as practicable and
made up to the latest day reasonably practicable, but in
general terms' all of the assets to be sold, adding that this
statement [**49] was to be 'advisory only,' and was not
to be binding upon, nor should any accuracies therein
release, a purchaser or bidder. This decree also prescribed
the form of the notice of sale, including a paragraph
reading, 'For further particulars, including a more
particular description of the assets to be sold * * *
intending purchasers are hereby referred to said decree *
* * and to the statement to be filed with the clerk of the
court as in said decree directed.' (b) The prescribed notice
of sale was published. (c) On December 6, 1929, the
receivers filed with the clerk a 'Statement' purporting to
respond to Article Sixth of the decree. It consisted of
seventeen typewritten pages. It contained facts as to
Middle States, Imperial, Oil Development, and United;
the facts as to Middle States covered seven short
typewritten pages; and those as to the other three
companies, three such pages each. We quoted in full
above, as typical, the portion dealing with United. It will
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be seen that it concludes with a sentence reading, 'Further
information with respect to the foregoing may be
obtained upon request, at the offices of the receivers.'
n22c Appellees maintain that this 'Statement' was a
[**50] full disclosure.

UNKNOWN n22c. The statements as to each of
the other three companies contained a similar
concluding sentence.

We cannot agree. The few pages dealing with
United (which we take as typical) showed merely the
following: The amount of cash in coupon and sinking
fund accounts, the ownership of the Eureka stock;
miscellaneous accounts receivable in undetermined
amounts; three intercompany claims owing to United;
n22d the outstanding United bonds; indebtedness of the
receivers, in unascertained amounts; and claims by other
companies in the system 'for post-receivership advances *
* * - amounts undetermined.' It contained no balance
sheets and no valuation data; without such information, it
was uninformative. The sentence with respect to [*995]
'further information' did not meet the deficiency. For see:
A person reading the published notice of sale would find
(as above noted) that it stated, 'for further particulars,
including a more particular description of the assets to be
sold, and of the terms [**51] of sale, intending
purchasers are hereby referred to said decree * * * and to
the statement of said receivers to be filed with the clerk
of said court as in said decree directed.' If he had then
read the decree, it would have told him virtually nothing
he would want to know. If he went to the clerk's office
and there read the 'Statement' filed December 6, he would
naturally suppose that it contained the vitally important
facts intended to guide a prospective bidder. He would
not normally believe that such important facts could be
learned only by a request to the receivers (made within
ten days before the sale) but would assume that any
additional information thus obtainable by 'request' would
be relatively unimportant, marginal; for he would think
that the receivers, presumably aiming to stimulate
competition in the bidding, would reveal, in the
Statement itself, what they considered the essential
information helpful to potential bidders, since the decree
had directed the filing of the 'Statement' in order to advise
such bidders. Why the receivers did not include the
balance sheets and valuation reports (or summaries
thereof) in their filed 'statement of assets' is unexplained.
On [**52] the record now before us, it would appear that
they did virtually nothing to assist potential purchasers.

n22e However, on a further hearing, it may perhaps be
shown that such was not the case.

UNKNOWN n22d. This skeletonized statement
as to intercorporate claims was even less adequate
than the statement, discussed above, approved by
the court on December 14, two days before the
sales.
UNKNOWN n22e. Prospective purchasers of
the Eureka stock- admittedly the most valuable
asset of United- did not receive even the vague
hint that 'further information' might be obtained
'on request' from the receivers; for the decree
ordering the sale of that stock did not require the
filing of any 'statement of assets,' nor did the
published notice of that sale refer in any way even
to the unsatisfactory 'Statement' filed December 6.

Although the dedree shows that the 'Statement' was
designed primarily for 'intending purchasers,' appellees
urge that it should be regarded as also advising
non-depositing United bondholders. n22f We assume,
[**53] arguendo, that it should. But how unenlightening
the 'statement of assets' would have been to any such
bondholder, otherwise uninformed, we know from the
fact that the receivers in their reports had previously said
that correct valuations, when received by them, would be
'used as the basis for proper book entries,' making
possible 'for the first time * * * an orderly accounting
record,' and that 'valuations and balance sheets are
essential before any reorganization can be worked out.'
n22g

UNKNOWN n22f. Appellees note that Cohen
and his wife owned Oil Development stock; that
the sales decree required the notice of sale to be
mailed to stockholders of that company; and that
that notice contained the sentence referring to the
'statement of assets.' Wherefore, say appellees,
Cohen and his wife had notice by mail of the
filing of that statement. Because of the
insufficiency (discussed above) of that notice as
adequate disclosure, we need not here consider
whether, had it been sufficient, it would have
served as notice to Cohen as a holder of
nondeposited bonds.
UNKNOWN n22g. What we said above as to
the inadequacy of the 'further information'
sentence with respect to prospective purchasers
applies as well to nondepositing bondholders.
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[**54] To be sure, as appellees suggest, personal
communication with non-depositing holders of United
bearer bonds was not feasible. But, had the receivers
desired to do everything practicable to inform such
persons of the valuation data, they would have pursued
the time-honored conventional course, i.e., they would
have filed the balance sheets and valuation reports with
the court clerk and then published a notice that they had
done so. The receivers, in their brief and petition for
rehearing, have as yet not adequately explained why they
did not take these obvious steps but, instead, adopted a
course which would make it least likely that any
non-depositor would learn of the valuation data and
balance sheets. Perhaps such an explanation will be
forthcoming in the further hearings in the district court.

Strikingly in contrast with the receivers' failure thus
to inform non-depositing bondholders, is this fact,
repeatedly asserted in appellees' brief: The receivers-
without and special 'request'- had furnished this very data
(valuations and balance sheets) to the committees which
formulated and endorsed the plan. As the plan was
published July 29, 1929, this information had thus been
given [**55] to the committee representing depositing
United bondholders, more than four months before the
receivers' [*996] 'Statement' of December 6 was filed.
Indeed, appellees seem to contend that this was the
appropriate way of informing the non-depositors: They
say that, because of these advices to the United
bondholders' committee, 'it is immaterial' that these data
'were not placed in the court files'; and they assert,
repeatedly, that, as this committee, thus informed,
approved the plan and the sales prices, it must be
assumed that the non-depositors received their due. In
other words, appellees' position, in effect, seems to be
that the receivers discharged their fiduciary duty, owing
to all United bondholders, when they made full disclosure
to the committee representing those who deposited. Of
course, that is not true. The receivers represented all
non-depositing as well as depositing claimants, but the
committee did not. Fully to inform non-depositors was
as much the duty of the receivers as to inform the
committee. The very fact that no committee represented
non-depositing United bondholders imposed on the
receivers an obligation to keep them fully informed, to
make essential [**56] information as easily accessible to
them as was practicable.

Appellees, however, contend that all information
obtained by the committee representing deposited United

bonds must be imputed to Cohen. We here assume
(without indicating possible qualification) that Cohen, in
his capacity as a holder of deposited United bonds, and
with respect to such knowledge 'constructively.' But,
absent any proof that actually (not merely
'constructively') Cohen had such knowledge, we do not
agree that it is to be imputed to him in his capacity as a
holder of the non-deposited bonds, or to the person or
persons who previously held those bonds.

That the United bond committee considered the plan
fair to those whom it represented- persons who would
accept the plan and receive new securities- did not at all
mean that the treatment of non-depositors was fair. n22h
[HN5] It was not enough that the plan be fair to those
who accepted; it was also necessary that the sales price
(in which alone the non-acceptors would participate)
should be fair. Equally necessary was it that the receivers
make every effort to see to it that individual bondholders
who had not yet accepted by fully advised of all
important facts, [**57] so that they could informedly
decide whether or not to accept the new securities rather
than their pro rata shares of the sales prices. On the
record as we now have it, it would seem that the receivers
came far from making such an effort.

UNKNOWN n22h. Again and again, appellees
refer to the fact that the United bond committee
represented holders of 94% of such bonds. But it
is irrelevant that a large percentage of assenters
approve of treatment unfair to non-assenters
comprising a small minority. Cf. Case v. Los
Angeles Lumber Co., 308 U.S. 106, 115, 60 S.Ct.
1, 84 L.Ed. 110.

With this background, we consider the charges made
by appellants (charges, be it understood, that we do not
accept as true on this incomplete record). They charge
that Glass brought about the foreclosure of the United
bonds and the sale of the Eureka stock, pledged as
collateral therefor, in this way: That foreclosure could not
have occurred except for the failure to pay overdue
interest on the United bonds, with the resultant [**58]
acceleration of their maturity and foreclosure by the
trustee. But, say appellants, had Glass as receiver of
United been safeguarding with undivided loyalty the
interests of the United receivership estate, funds could
have been obtained to pay that interest. 23 The values
were such, say appellants, that had that default and the
foreclosure been thus prevented, the bonds would
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ultimately have been paid in full. But, they charge, Glass
did not pursue that course; instead, he allowed his other
conflicting interests to dominate his judgment; and he
wanted, for his personal financial advantage, to become
president of the new company arising from a plan which
(in order to meet the desires of security holders of Middle
States and companies other than United) was contrived to
the serious detriment of the non-assenting bondholders of
United. To that end, it is charged, colluding with the
reorganization committee, he deliberately failed to take
steps to pay the interest on the United bonds. He also
agreed, say appellants, with the committee, to a price at
which the Eureka stock was to be, and was sold at the
judicial sale, a price far less than its fair value, Glass's
failure to put of [**59] record the valuation and full
accounting data before the sales must be presumed,
appellants maintain, to have chilled the bidding, for only
the reorganization [*997] committee, which bought at
the sales, knew what the assets were worth. Because of
the agreement that he was to be the new company's
president, Glass, argue appellants, 'was under a double
duty to make complete disclosure of the true value of the
assets to be sold; he was thus in the position of being a
purchaser at his own sale.' 24

23. Whether that is true requires a knowledge of
the kind previously outlined, i.e., a knowledge of
the inter-corporate accounting and of the values of
the physical properties in the system.
24. Cf. Restatement of Trusts, § 170, comment
c; Tracy v. Willys Corporation, 6 Cir., 45 F.2d
485, 487.

Moreover, say appellants, the United bondholders-
both those who took new securities offered in the plan
and those who instead took their pro-rata share of the
cash bid at the sales- were justified in [**60] relying of
Glass in the belief that they were receiving all to which
they were entitled, because they justifiably relied on his
assurance that the plan was fair to them; and that
assurance, as to those who did not deposit under the plan
but took their share of the purchase price, amounted to an
assurance that foreclosure was unavoidable and that the
prices to be bid by the reorganization committee at the
sales would be the best reasonably obtainable.

Postponing, for the moment, consideration of
appellees' contentions as to estoppel and laches, we think
that appellants' charges on the facts now before us, have
sufficient merit to require a full hearing in the district

court. [HN6] 'That a trustee owes his beneficiaries
undivided loyalty entirely untinged by considerations of
any important benefits to himself is an old truth, and one
whose edge cannot be dulled by frequent use. If the
trustee here allowed its judgment to be affected by any
such factors, it acted improperly. Cf. Pepper v. Litton,
308 U.S. 295, 311, 60 S.Ct. 238, 84 L.Ed. 281.' 25

Because of his conflicting positions, the burden rests on
Glass to show that the defaulted interest could not have
been paid and [**61] that the prices at the sales were
fair. 26

25. York v. Guaranty Trust Co., 2 Cir., 143
F.2d 503, 514, 515, reversed on other grounds,
326 U.S. 99, 65 S.Ct. 1464.

Chief Justice Stone has said that this principle
embodies 'the precept as old as Holy Writ, that 'a
man cannot serve two masters' * * * No thinking
man can believe that an economy built upon a
business foundation can long endure without
loyalty to that principle.' Stone, The Public
Influence of the Bar, 48 Harv.L.Rev. 1, 8. In
Bayer v. Beran, Sup., 49 N.Y.S.2d 2, 5-7, Mr.
Justice Shientag said: [HN7] 'The fiduciary has
two paramount obligations: responsibility and
loyalty. * * * They lie at the very foundation of
our whole system of free private enterprise and
are as fresh and significant today as when they
were formulated decades ago. * * * While there
is a high moral purpose implicit in this
transcendent fiduciary principle of undivided
loyalty, it has back of it a profound understanding
of human nature and of its frailties. If actually
accomplishes a practical, beneficent purpose. It
tends to prevent a clouded conception of fidelity
that blurs the vision. It preserves the free exercise
of judgment uncontaminated by the dross of
divided allegiance or self-interest. It prevents the
operation of an influence that may be indirect but
that is all the more potent for that reason.'

[**62]
26. Cf. Irving Trust Co. v. Deutsch, supra, 73
F.2d at page 124. As to his burden with reference
to the amount of damages, see Bigelow v. RKO
Pictures, Inc., 66 S.Ct. 574; Package Closure
Corporation v. Sealright Co., 2 Cir., 141 F.2d
972, 979, and cases cited, supra, note 7.

The crucial question thus becomes this: Have
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appellants made out a prima facie case, not rebutted by
appellees, that the values were as they assert? On that
issue, appellants rely on the balance-sheets of United and
Imperial as of December 31, 1929 (about the time of the
reorganization) contained in income tax returns filed with
the federal income tax officials by the receivers.
Accepting the figures in these balance-sheets, United
could have paid its bonds in full, and, if it could not,
Imperial, guarantor of those bonds, could have met any
deficiency. Appellees do not deny that the balance-sheets
contain the figures as alleged by appellants. Nor have
they offered any value data to contradict those figures.
They contend, however, that, being but cost figures, they
are not reliable [**63] evidence of value. But absent any
other evidence, they do show a prima facie case, 27

certainly one [*998] sufficient to necessitate further
judicial inquiry. Appellees have supplied no evidence to
contradict this showing. It is relevant, in this connection,
that the engineers' valuation reports and the accountants'
reports have not been produced to rebut appellants'
contentions; and it is not to be ignored that Glass, when
asked by appellants to produce them, stated in an
affidavit that there would be 'danger' in making that
information accessible to appellants- a curious position
for a receiver to take, on his final accounting, concerning
reports for which he paid out of the receivership assets, a
position which cannot but raise a suspicion that such
information would tend to substantiate, at least to a
considerable extent, the balance-sheet figures in the
income tax return. n27a

27. Heller v. Speier, 119 Neb. 787, 230 N.W.
835; Rewick v. Dierks Lumber & Coal Co., 109
Neb. 300, 190 N.W. 875; Miller v. Dilkes, 251 Pa.
44, 95 A. 935, Ann. Cas. 1917D, 555; Wesp v.
Muckle, 136 App.Div. 241, 120 N.Y.S. 976. See
also, Hinkel v. Motter, D.C., 39 F.2d 159, 161;
Oberwinder v. Commissioner, 8 Cir., 147 F.2d
255, 259; Cameron v. Commissioner, 3 Cir., 56
F.2d 1021; Hurley v. United States, D.C., 10
F.Supp. 365, 368.

That the figures in the income tax report are
on a consolidated basis is not sufficient, absent
countervailing evidence, to destroy their
evidentiary worth.

[**64]
UNKNOWN n27a. In the hearings to be held in
the court below, in ascertaining values, attention
should be paid to the earnings of the several

companies. See Consolidated Rock Products Co.
v. DuBois, 312 U.S. 510, 526, 527, 61 S.Ct. 675,
85 L.Ed. 982.

4. Since appellants seek no relief with respect to the
United bonds which Cohen exchanged for new securities
under the plan, we need not consider whether that
exchange would have barred appellants had they sought,
with respect to those bonds, to surcharge the receivers.
But we cannot agree that that exchange of those bonds
prevents appellants, as successors of Cohen with respect
to the unexchanged bonds, from thus seeking to
surcharge. 28 As to those bonds, Cohen was in no
different position from any other holder of undeposited
bonds. There is nothing to show that he had better
information than any other such holder; and no such
holder, unless (unlike Cohen) he received special advice
from the receivers or the committees, was informed of the
data in the hands of the receivers as to values or (a related
fact) as to the ability of the receivers [**65] to pay the
interest on the United bonds. 29 Accordingly, as matters
appear on the present record, appellants are not estopped,
and are not guilty of laches. 30 They seem to have acted
promptly when they recently obtained the income tax
reports. Mere lapse of time, no matter how long, does not
constitute laches; Southern Pacific Co. v. Bogert, 250
U.S. 483, 39 S.Ct. 533, 63 L.Ed. 1099; Northern Pacific
Railway v. Boyd, 228 U.S. 482, 33 S.Ct. 554, 57 L.Ed.
931; Holmberg v. Armbrecht, 66 S.Ct. 582. 31

28. Cf. Central Improvement Co. v. Cambria
Steel Co., 8 Cir., 210 F. 696, 710 et seq., affirmed
sub nom. Kansas City Ry. v. Guardian Trust Co.,
240 U.S. 166, 46 S.Ct. 334, 60 L.Ed. 579.
29. The record does not support the statement of
the district judge that Cohen 'had full knowledge
of what was done with respect to the assets' of
United and 'also had complete appreciation of the
significance there,' if the judge meant that Cohen
was informed of the values and accounting.
30. Indeed, when appellants first charged Glass
with misconduct, the judge said in an opinion that
he would not hear them until the receivers had
filed their final accounts.

[**66]
31. See Central Improvement Co. v. Cambria
Steel Co., supra, 210 F.at page 713, where the
Court said: 'Laches is equitable estoppel under
another name * * * .' See also Ferguson v. Wachs,
infra.
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Appellants do not ask (nor do they need to ask) that
the decrees ordering or confirming the sale be set aside.
They are not attacking the reorganization as such. They
are seeking to hold Glass, as receiver, liable on the
alleged ground that he misbehaved to the injury of his
cestuis. It will not do to say that Glass merely obeyed
what the court decreed, if on a full hearing it turns out
that improperly he helped to bring about those decrees. 32

32. See cases cited in notes 3 to 16, supra.

The judge's guarded statement concerning the plan
fell far short of its judicial approval. Nothing in the
record substantiates appellees' assertion that he knew all
about it; nothing indicates that, if it is true as appellants
[**67] charge that the default in payment of the bond
interest could have been averted or that the values were
such that the prices at the sales were far below fair prices
which would have been realized if full information had
been supplied, the judge was aware of those facts. It is
apparent that the judge- having had marked confidence in
Glass' ability to preserve disinterestedness, despite the
conflicting interests of the many estates of which Glass
was receiver, and despite the fact that Glass came into the
matter as a representative of Middle States stockholders-
relied upon Glass' advice as to the inability to pay the
interest and as to the adequacy of the prices. 33 If the
facts as to [*999] values and as to Glass' alleged
duplicitous conduct (which, if it occurred, was of course
unknown to the judge) are substantially in accord with
appellants' contentions, Glass cannot hide behind the
judge's decrees or his approval of Glass' becoming
president of the new company. 34

33. We may add that detailed information
privately given to the judge would not necessarily
estop those interested, to whom no disclosure was
made, from asking that Glass be surcharged. This
would be particularly true if the judge relied on
Glass to translate for him the detailed data into
summary form and Glass did so misleadingly.

[**68]
34. Martin v. Luster, supra; Gutterson & Gould
v. Lebanon Iron & Steel Co., C.C., 151 F. 72, 76,
77.

Although appellees do not suggest it, the following
argument might conceivably be advanced: The
reorganization, in respect to United bondholders, violated
the Boyd case principle 35 and this fact was apparent on
the face of the plan; as neither Cohen's predecessor in

title nor Cohen seasonably objected, the relief sought by
Cohen's executors against Glass is barred even if he
wrongfully assisted in consummating the plan. There are
several answers to that suggestion. We mention but one:
The Boyd case principle was violated if stockholders or
creditors of Middle States, without adequate new
consideration, received under the plan a participation in
United assets and if United bondholders were not offered
in the plan the equivalent of payment in full, since even
the creditors of Middle States were not creditors of
United but creditors of a stockholder of United. But,
considering the lack of information in the court files and
in the plan, no United bondholder not in [**69] the
confidence of the receivers or of the committees could
have discovered such a violation, with sufficient ease to
be on notice thereof. On this appeal, we do not deem it
necessary to decide whether or not such a violation
existed.

35. Northern Pacific R. Co. v. Boyd, supra;
Chicago R. I. & P. R. Co. v. Howard, 7 Wall, 392,
19 L.Ed. 117; Louisville Trust Co. v. Louisville,
etc., Ry. Co., 174 U.S. 674, 19 S.Ct. 827, 43 L.Ed.
1130; Kansas City Terminal R. Co. v. Central
Union Trust Co., 271 U.S. 445, 46 S.Ct. 549, 70
L.Ed. 1028.

Appellants contend that it should be inferred that,
before the sales, Glass had arranged with the
reorganization committee to become the new company's
president or that he was influenced, when working with
that committee, by his desire to attain that position. As
he was elected president soon after the reorganization,
n35a perhaps such an inference can be made; but we
think that that fact should be determined, one way or the
[**70] other, only after further evidence is adduced in
the district court. We think, however, that, although such
a fact would strengthen the case against Glass, it is not
necessarily required to justify a surcharge.

UNKNOWN n35a. Glass, in his petition for
rehearing, says that, in his affidavit, he mistakenly
gave January 1, 1930, as the date of his election,
but that the correct date is February 18.

5. Another argument based upon New York
decisions (not suggested here or in the court below by
appellees), we reject. According to those decisions, where
a trustee, under an instrument securing negotiable bonds,
has violated his duties but in such a way as not to involve
a release or surrender of any trust assets, the right of
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action arising from the wrongdoing belongs to the
persons who owned the bonds at the time of the
commission of the wrong; and such a right, without an
express assignment thereof, does not pass to a purchaser
of any of the bonds, although the seller had no knowledge
whatever of the trustee's dereliction. [**71] 36 On that
ground, it is suggested that Cohen had no claim against
the receivers and that therefore his estate has no standing
here.

36. Elkind v. Chase National Bank, 259
App.Div. 661, 20 N.Y.S.2d 213, affirmed 284 N.Y.
726, 31 N.E.2d 198; Emmerich v. Central
Hanover Bank & Trust Co., 291 N.Y. 570, 50
N.E.2d 659; Hendry v. Title Guarantee & Trust
Co., 255 App.Div. 497, 8 N.Y.S.2d 164, affirmed
280 N.Y. 740, 21 N.E.2d 515; Doyle v. Chatham
& Phenix National Bank, 253 N.Y. 369, 171 N.E.
574, 71 A.L.R. 1405; Smith v. Continental Bank &
Trust Co., 292 N.Y. 275, 54 N.E.2d 823.

See discussion of these cases in
Manufacturers' Trust Co. v. Kelby, 2 Cir., 125
F.2d 650, 653; Elias v. Clarke, 2 Cir., 143 F.2d
640, 644; York v. Guaranty Trust Co., supra, 143
F.2d at page 512; President and Directors of
Manhattan Company v. Kelby, 2 Cir., 147 F.2d
465, 474, 475.

[**72] To this suggestion there are several
answers: It is not entirely clear that the receivers'
conduct, as it now appears on this record, did not
constitute a release or surrender of assets within the
meaning of [*1000] the New York decisions. 37

Moreover, there is nothing to show that Cohen purchased
these bonds in New York or that the bonds were in New
York when he purchased them. Applying the New York
rule of conflict of laws, the effect of a transfer of a
negotiable instrument is determined by the law of the
place where the instrument is at the time of transfer; see
Restatement of Conflicts, § 349, and New York
Annotations thereof (1935); cf. United States v.
Guaranty Trust Co., 2 Cir., 69 F.2d 799, 801. In several
other jurisdictions it has been held that a right of action
for a tort to property, either real or personal, including a
tort resulting from fraud, passes with the sale of the
property to the purchaser, although the seller does not
expressly assign it; and, in cases not unlike the instant
case, the federal courts, in pre-Erie-Tompkins days ( Erie
R. Co. v. Tompkins, 304 U.S. 64, 58 S.Ct. 817, 82 L.Ed.

1188, 114 A.L.R. 1487), so held. [**73] 38 These
decisions are at odds with the apparent rationale of the
New York decisions announcing the New York rule, i.e.,
that a mere assignment of a contract usually does not
carry with it a claim for a breach occurring before the
assignment. 39

37. Glass, as receiver, had a fiduciary position
with respect to the interest of United in the Eureka
stock; he held the 'equity'; and Glass, it is charged,
colluded with the reorganization committee to
bring about the default which led to the sale of
that stock and at a price which was below its real
worth.

As to the difficulty, under the New York
decisions, of determining when wrongful conduct
by a trustee involves a surrender of assets, cf.
President and Directors of Manhattan Co. v.
Kelby, supra. 147 F.2d at page 474.
38. See, e.g., Traer v. Clews, 115 U.S. 528,
529-541, 6 S.Ct. 155, 29 L.Ed. 467; Comegys v.
Vasse, 1 Pet. 193, 213, 215, 216, 7 L.Ed. 108;
Erwin v. United States, 97 U.S. 392, 296, 24 L.Ed.
1065; Pattiz v. Semple, D.C., 12 F.2d 276,
affirmed 7 Cir., 18 F.2d 955; Zinn v. Denver Live
Stock Commission Co., 68 Colo. 274, 187 P.
1033; Rice v. Howard, 136 Cal. 432, 69 P. 77, 81,
82, 89 Am.St.Rep. 153; Emmonds v. Barton, 109
Cal. 662, 42 P. 303; Sherman v. International Life
Ins. Co., 291 Mo. 139, 236 S.W. 634, 639;
Billingsley v. Clelland, 41 W.Va. 234, 23 S.E.
812, 820, 821; Scott v. Brazile, Tex. Com. App.,
292 S.W. 185; 5 C.J. 892; 6 C.J.S.,Assignments,
§§ 35, 36, pp. 1085, 1086; 8 C.J. 387; 10
C.J.S.,Bills and Notes, § 203, pp. 690, 691; cf.
City of Parkersburg v. Brown, 106 U.S. 487, 503,
1 S.Ct. 442, 27 L.Ed. 238 (see page 495 of 106
U.S., page 448 of 1 S.Ct., to the effect that the
bonds were sold at 80 cents on the dollar);
Chapman v. Board of County Com'rs of Douglas
County, 107 U.S. 348, 360, 2 S.Ct. 62, 27 L.Ed.
378; Board of Commissioners v. Irvine, 8 Cir.,
126 F. 689, 693, 694; Chelsea Savings Bank v.
City of Ironwood, 6 Cir., 130 F. 410, 413.

[**74]
39. Elkind v. Chase National Bank, supra, 259
App.Div.at page 666, 20 N.Y.S.2d 213; Hendry v.
Title Guarantee & Trust Co., supra, 255
App.Div.at page 500, 8 N.Y.S.2d 164.
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For all we know, as the record now stands, the
jurisdiction where the bonds were when Cohen purchased
them was one which does not follow the New York
doctrine. We have found no other jurisdiction in which
that doctrine prevails, especially where a sale of
negotiable instruments is involved. Since, then, this
question of appellants' standing was not raised by
appellee in the court below or even here, we should, if we
considered the New York decisions applicable to a claim
against a federal court's receiver, and if we concluded
that there was here no surrender of assets, go no further
than we have done in other similar cases, i.e., remand for
ascertainment of the facts as to the location of the bonds
at the time of Cohen's purchase. 40

40. Benz v. Celeste Fur Dyeing & Dressing
Corp., 2 Cir., 136 F.2d 845, 848; Nachman
Spring-Filled Corp. v. Kay Mfg. Co., 2 Cir., 139
F.2d 781, 787; Zalkind v. Scheinman, 2 Cir., 139
F.2d 895, 904; United States v. Rio Grande Dam
& Irrigation Co., 184 U.S. 416, 423, 424, 22 S.Ct.
428, 46 L.Ed. 619; Estho v. Lear, 7 Pet. 180, 8
L.Ed. 632; Armstrong v. Lear, 8 Pet. 52, 74, 8
L.Ed. 863; Security Mortgage Co. v. Powers, 278
U.S. 149, 159, 160, 49 S.Ct. 84, 73 L.Ed. 236;
Pfeil v. Jamison, 3 Cir., 245 F. 119; Wyant v.
Caldwell, 4 Cir., 67 F.2d 374; Columbus Gas &
Fuel Co. v. City of Columbus, 6 Cir., 55 F.2d 56,
58.

[**75] But we think that, with respect to the
obligations of a receiver appointed by a federal court, the
New York rule should not control. [HN8] A claim
against a derelict receiver is not against an ordinary
trustee but against a court's officer. Who has the right to
assert such a claim is a question affecting the integrity of
the court itself. n40a The federal courts, in holding their
[*1001] own officers to accountability, should not be
hampered by state court decisions relating to ordinary
trustees. 41 When the United States issues a check, rights
in that check (despite Erie R. Co. v. Tompkins, 304 U.S.
64, 58 S.Ct. 817, 82 L.Ed. 1188, 114 A.L.R. 1487) 'are
governed by federal rather than local law'. Clearfield
Trust Co. v. United States, 318 U.S. 363, 366, 367, 63
S.Ct. 573, 575, 87 L.Ed. 838. When a federal receiver
incurs obligations through misconduct, the title thereto is,
we think, similarly to be determined by 'federal law.'

UNKNOWN n40a. Cf. Mercoid Corp. v.
Mid-Continent Investment Co., 320 U.S. 661, 671,

64 S.Ct. 268, 88 L.Ed. 376; Hazel-Atlas Glass Co.
v. Hartford-Empire Co., 322 U.S. 238, 246, 64
S.Ct. 997, 88 L.Ed. 1250.

[**76]
41. See, e.g., as to 'federal law' in various fields,
Clearfield Trust Co. v. United States, 318 U.S.
363, 63 S.Ct. 573, 87 L.Ed 838; Garrett v.
Moore-McCormack Co., 317 U.S. 239, 63 S.Ct.
246, 87 L.Ed 239; Sola Electric Co. v. Jefferson
Electric Co., 317 U.S. 173, 63 S.Ct. 172, 87 L.Ed.
165; Prudence Realization Corp. v. Geist, 316
U.S. 89, 62 S.Ct. 978, 86 L.Ed. 1293; United
States v. Forness, 2 Cir., 125 F.2d 928, 937-940;
United States v. Pelzer, 312 U.S. 399, 402, 403,
61 S.Ct. 659, 85 L.Ed. 913; Morgan v.
Commissioner, 309 U.S. 78, 80, 81, 626, 60 S.Ct.
424, 84 L.Ed. 585; Lyeth v. Hoey, 305 U.S. 188,
193, 194, 59 S.Ct. 155, 83 L.Ed. 119, 119 A.L.R.
410; American Surety Co. of New York v.
Sampsell, 66 S.Ct. 571; Holmberg v. Armbrecht,
66 S.Ct. 582.

Many illustrations are given and discussed in
Clark, State Law in the Federal Courts, 55 Yale
L.J. 267 (1946).

We do not here consider the following
suggestion: Restrictions on the bringing of
stockholders' actions, such as those imposed by
Federal Rules of Civil Procedure, rule 23(b), 28
U.S.C.A.following section 723c, or state statutes,
are procedural; cf. Piccard v. Sperry Corp., 2
Cir., 120 F.2d 328 affirming D.C., 36 F.Supp.
1006; Galdi v. Jones, 2 Cir., 141 F.2d 984;
Tower-Hill Connellsville Coke Co. v. Piedmont
Coal Co., 4 Cir., 64 F.2d 817, 828, 91 A.L.R. 648
certiorari denied 290 U.S. 675, 54 S.Ct. 93, 78
L.Ed. 582; the restriction imposed by the New
York courts on suits by assignees of bonds is
similar

[**77] What, then, is the 'federal law' applicable
here? In answering that question, we observed that the
New York doctrine has this undesirable practical result:
The seller of such bonds- ex hypothesi unaware, at the
time of the sale, of the wrong done by the trustee- in
actual fact can have no notion of retaining any cause of
action against the trustee; and the seller of a bearer bond
is exceedingly hard to trace. The practical consequence
of the New York rule therefore is that most of the claims
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against a trustee for wrong done, especially to holders of
bearer bonds, will never be prosecuted unless the trustee
has surrendered trust assets. That rule thus often serves,
pragmatically, as a convenient means of trustee
exculpation.

We think that it would be most unfortunate to apply
such a rule to a wrongdoing federal receiver; it would do
much to thwart the policy of inducing careful discharge
of their duties by receivers. The doctrine, relative to
receivers, of strict accountability, and of opposition to
divided loyalties, is prophylactic; it aims not merely to
punish actual evil in cases where it occurs but to avoid
the 'tendency to evil in other cases.' Woods v. City Nat.
Bank & Trust Co., supra; [**78] Weil v. Neary, supra;
Crites, Inc. v. Prudential Co., supra; Jackson v. Smith,
supra; Magruder v. Drury, 235 U.S. 106, 119, 120, 35
S.Ct. 77, 59 L.Ed. 151.

It is suggested that a purchaser (such as Cohen)
should have no right against a receiver because otherwise
the purchaser will acquire a windfall, since he, like the
seller, knew nothing of that right when he purchased. But
in a great variety of instances, purchasers are permitted to
acquire windfalls, e.g., a buyer of land on which oil is
discovered after the sale. The Restatement of Contracts,
§ 171(2) reads: [HN9] 'Unless otherwise provided in the
assignment or by agreement of the assignee with the
assignor or with the obligor, an assignee under an
effective assignment for value has the same right to any
securities for the assigned right that were available to the
assignor, though he has not bargained for them, as if the
assignor had agreed to transfer them.' 42 If Glass was
guilty of wrongdoing, that Cohen's estate will
unexpectedly benefit can work no harm to Glass. We
therefore reject the New [*1002] York rule and apply
the rule adopted elsewhere. n42a

42. See Williston, Contracts (Rev. ed. 1936) §
447A.

And so where the assignee is ignorant thereof
at the time of the assignment; see, e.g., Gay v.
Hudson River Electric Power Co., C.C., 180 F.
222, 227; Edwards v. Bay State Gas Co., C.C.,
184 F. 979, 982.

[**79]
UNKNOWN n42a. See, e.g., cases cited in note
38, supra.

Accordingly, we hold that appellants have the right,

for their own benefit and that of other holders of
non-deposited bonds n42b to have Glass surcharged on
account of his wrongdoing, if any. In so holding, we do
not mean that, even if appellants lacked that right, the
district court should have disregarded the merits of
appellants' charges against Glass and should have
refrained from directing an investigation for the benefit of
whatever persons may have been injured by Glass'
alleged misconduct. It is fortunate, however, that
appellants have the requisite standing and self-interest in
the investigation, since it might well be difficult for the
court otherwise to obtain the needed services of a lawyer
and an expert accountant. 43

UNKNOWN n42b. See note 13, supra.
43. For the court merely to appoint a lawyer
who would be paid on a contingent basis and who
(unlike appellants' lawyer, who may in any event
look to the Cohen estate for payment) would go
unpaid if unsuccessful, would be insufficient, as
the services of an expert accountant are also
needed. The S.E.C. is not authorized by statute to
engage in such an undertaking except under the
Chandler Act, 11 U.S.C.A. § 1 et seq.

[**80] 6. Appellants contend that the New Middle
States company should be held liable together with the
receivers. On oral argument appellants supported this
contention by reference to an agreement made by the new
company, in connection with the reorganization, to
discharge the receivers' obligations. Appellees did not,
on the oral argument, question the existence of such an
agreement; but we have not found it in the record before
us. If there is one, we think it would not include the kind
of liability here sought to be imposed, absent fairly
specific language indicating otherwise. We leave that
question for the court below.

Should it, however, appear (of course, we do not
know that it will) when all the facts are before the court,
that the reorganization committee and, through it, the new
company, conspired with Glass to deprive non-depositing
United bondholders of their legitimate share of the United
assets 44 in a way which involved a fraud on the court, 45

then it may be that, notwithstanding the decrees, the new
company will be liable with the receivers. Jackson v.
Smith, supra; Ferguson v. Wachs, 7 Cir., 96 F.2d 910; cf.
Irving Trust Company v. Deutsch, 2 Cir., 73 F.2d 121,
123, 125. [**81]

44. We do not here refer to the doctrine of the
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Boyd case.
45. Cf. Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 64 S.Ct. 997,
88 L.Ed. 1250.

7. We think that undoubtedly, in connection with
the receivers' final accounting and discharge, appellants
should have access to the engineers' and accountants'
reports and, indeed, to anything in the books and papers
in the hands of the receivers. Since, as Glass has made
clear, the affairs of the various companies in the several
receiverships were 'administered as a unity,' and were
inextricably intertwined,' there is every reason why
appellants in connection with the United receivership,
should have similar access to the receivers' books,
records and files in all the receiverships in the court
below. 46 Appellees argue that the final accounting in
each receivership should stand on its own bottom. But it
would seem from Glass' statement that such a method
would be highly artificial and might unduly complicate
matters, since facts [**82] revealed with respect to one
receivership might so affect another as to necessitate
undesirably the reopening of an order of a discharge
theretofore made. We think orderly administration
requires that the final accountings and discharges should
be dealt [*1003] with just as the court dealt with the
receiverships when they were active, i.e., as a unit.

46. Appellees contend that the examination
which appellants ask concerns the value of the
physical properties; that the physical properties
were in the custody of ancillary receivers in other
jurisdictions; and that, as those ancillary receivers
have been discharged, it will be improper to
permit such examinations. But, as the receivers'
interim reports and Glass' affidavits show, the
ancillary receivers reported to the receivers in the
court below. These receivers reported on June
1925 that they 'have conducted a principal office
with which the ancillary receivers have been in
constant touch by daily correspondence, telephone
and telegraph concerning day to day
developments, sale and storage of oil, drilling of
wells and other affairs, in connection with the
running of the business.' More important,
appellants seek no relief with respect to the
physical properties but want, and should be
allowed, access to data concerning those
properties since such data may have an important
bearing on the questions involved here.

[**83] Reversed and remanded.

DISSENT BY: SWAN

DISSENT

SWAN, Circuit Judge (dissenting).

These are appeals from two orders in an equity
receivership. One of the orders approved the final report
and accounting of the receivers of United Oil Producers
Corporations and discharged the receivers in respect to all
matters embraced in their said report and accounting; the
other order denied a motion for a discovery and
inspection of the books of account and other papers of the
receivership. The appellants are the executors of William
W. Cohen, deceased, and his widow, sole beneficiary
under his will. Any rights they may have to surcharge the
receivers or to inspect the books and papers of the
receivership are derived under the will be reason of
Cohen's ownership of $ 32,200 of bonds issued by
United. Unless Cohen at the time of his death in 1940 had
rights against the receivers based on their conduct as such
receivers, the appellants have no standing to object to the
final accounting. It was imperative, therefore, for them to
prove that Cohen did have such rights. In my opinion
they failed to make such proof. Consequently the orders
should be affirmed.

The theory upon which the appellants assert [**84]
a right to object to the receivers' accounting is that they
were guilty of a breach of fiduciary duty in not reporting
to United's bondholders and to the district court that
United's assets were of sufficient value to pay the bonds
in full and in consequence of the concealment of such
information the assets were sold at judicial sales in 1929
at too low a price. Such concealment is said to be
equivalent to a fraudulent misrepresentation as to the
value of United's bonds and to have caused the
bondholders who elected to take cash instead of new
securities under the plan of reorganization, to accept only
68 cents on the dollar instead of getting full payment of
their bonds. Assuming these allegations to be true, the
receivers' misrepresentation was a breach of duty to the
owners of bonds at the time when the misrepresentation
was made, that is, at a time prior to the judicial sales.
The $ 32,200 of bonds upon which Cohen received 68
cents on the dollar were acquired by him at some
unspecified date after the judicial sales. Hence the
receivers' misrepresentations as to their value were not a
tort against Cohen but against the owner of the bonds in
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November 1929. In Elias v. Clarke, 143 [**85] F.2d
640, 644, we held that under New York law a claim for
fraud or misrepresentation in connection with an
obligation evidencing a debt, whether for damages or
rescission, does not pass with the transfer of the
obligation in the absence of a special assignment of the
claim. Cohen was a securities broker in New York City
and it is a natural inference that he purchased the bond
here. If so, neither he nor his executors acquired any
right to claim damages for the receivers' tort to his
predecessor in title. 1 If he acquired them outside the
State of New York and in a state where the seller's tort
claim would pass without a special assignment of the
claim, it devolved upon his executors to make proof of
that fact in order to show their right to object to the
receivers' final accounting. They offered no such proof.

The district court held that they were 'without standing to
object to the final report and accounting.' This conclusion
was right, whether or not we agree with the reasoning by
which the district judge reached it. Accordingly I think
the orders should be affirmed.

1. The majority opinion suggests that because
this is a federal receivership we may hold that
Cohen's purchase of the bonds, even if the transfer
occurred in New York, passed to him the seller's
tort claim against the receivers. This seems to me
in direct conflict with the rule of Erie R. Co. v.
Tompkins.

[**86]

LEXSEE 1945 U.S. APP. LEXIS 2208
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CASE SUMMARY:

PROCEDURAL POSTURE: Appellant heir sought
review of the decision of the United States District Court
for the Southern District of New York, which dismissed
her action against appellee bank because it collaterally
attacked a previous state court judgment in appellee's
favor.

OVERVIEW: Appellee bank was the testamentary
trustee of a will. In an action in state court, appellant heir

consented to a judgment settling the estate. Appellant
later brought a diversity action in federal court, seeking
an accounting from appellee and contending that her
consent to the state court judgment had been obtained by
duress. The trial court dismissed her action, holding that
the state court judgment could not be collaterally
attacked, and appellant sought review. On appeal the
court reversed the trial court's judgment, holding that
under New York law a judgment could be collaterally
attacked in equity on grounds of duress or extrinsic fraud.
The court held that appellant stated a claim for which
relief could be granted under a federal court's equity
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jurisdiction and remanded the case for trial.

OUTCOME: The court reversed the trial court's
judgment, which dismissed appellant heir's action, and
remanded the case. Appellant's action collaterally
attacking a judgment in favor of appellee bank on the
ground that it had been obtained by duress, stated a claim
upon which relief could be granted under the federal
court's equity jurisdiction.

CORE TERMS: surrogate, duress, collateral attack,
settlement, original action, extrinsic' fraud, judgment
obtained, perjury, life estate, res judicata, withholding,
equitable, power to act, federal action, attacked
collaterally, equitable powers, equitable relief, intrinsic
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Civil Procedure > Judgments > Relief From Judgment
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Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN1] The federal courts may exercise their equity
powers so as to set aside, enjoin enforcement of, or
ignore a state court judgment obtained by fraud.

Civil Procedure > Equity > General Overview
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN2] In New York equity is not confronted with any
insurmountable obstacle to a grant of relief otherwise
available to victims of fraud because somewhere in the
scheme leading to the fraud there is found a judgment as
a well considered step in its attempted accomplishment.
And so the courts have refused to distinguish between
fraud resulting in a private settlement and fraud
culminating in a judgment, but have awarded damages
for loss or injury resulting from a fraudulently obtained
judgment, or have not allowed the judgment to be a bar or
required its formal overturn in a separate action
commenced for that purpose.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN3] New York allows collateral attack on a judgment
for extrinsic fraud or duress.

Civil Procedure > Jurisdiction > Jurisdictional Sources
> Statutory Sources
Civil Procedure > Federal & State Interrelationships >
General Overview
[HN4] State statutes cannot limit the jurisdiction or
restrict the procedure of the federal courts, although they
may at times provide plaintiffs with additional remedies
which will be enforced in the federal courts.

Civil Procedure > Judgments > Relief From Judgment
> Excusable Neglect & Mistakes > Mistake
Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN5] While occasional cases have held a plaintiff bound
to follow the state procedure providing for the setting
aside of judgments for irregularity, mistake, and similar
grounds, probably because the state practice provides an
adequate remedy at law, no such restriction has governed
the fraud cases.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN6] A party's remedy to set aside a New York
Supreme Court judgment in that very court cannot be
considered an adequate remedy, since motions to set
aside a judgment for fraud are not contemplated by the
relevant sections of the New York Civil Practice Act.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN7] The remedy of a motion to set aside a judgment
for fraud is equitable, and can be sought in either state or
federal courts.

COUNSEL: [**1] Zarah Williamson, of New York
City (Josephine E. Kestler, of New York City, on the
brief), for plaintiff-appellant.

George W. Martin, of New York City (Emmet, Marvin &
Martin, of New York City, on the brief), for
defendant-appellee.

JUDGES: Before SWAN, CLARK, and FRANK, Circuit
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Judges.

OPINION BY: CLARK

OPINION

[*900] Relying on the diverse citizenship of the
parties, plaintiff, a citizen of California, has sued
defendant, located in New York City, for damages of $
40,000 alleged to have been caused her by acts of
defendant as testamentary trustee under the will of Anna
R. Morison, of whom plaintiff was one of the two
residuary legatees after the expiration of a life estate. The
complaint and its accompanying exhibits are most full
and complete, obviously designed, among other things, to
anticipate defenses of res judicata. These defenses arise
by virtue of two judgments- one a consent judgment of
the Supreme Court of New York County settling
defendant's account as trustee upon the termination of the
life estate, and the other the order of the Surrogate's Court
of New York County dismissing a petition for
resettlement of this account because of claimed duress in
the procurement [**2] of the stipulation for the first
judgment. What effect these judgments shall be accorded
in a federal action attempting once more to reopen the
issues is the very interesting question presented on this
appeal from the judgment of the District Court, 59
F.Supp. 271, dismissing the complaint upon motion for
failure to state a claim upon which relief could be
granted.

From the allegations of the complaint it appears that
after the termination of the life estate the beneficiaries
under the will entered into a stipulation with defendant
for the entry of a judgment in the New York Supreme
Court providing for the payment of certain securities and
monies to the former and settling the account of the latter
and releasing it from further liability. Though the
settlement thus envisaged has been fully consummated,
plaintiff now alleges that her consent was obtained by
duress, and that she has been damaged by the duress
practiced upon her. Acts constituting the duress are
alleged to be defendant's willful withholding of principal
and income of the estate, initiation of unnecessary and
expensive litigation exhausting [*901] this plaintiff and
her co-beneficiary financially (referring to [**3] the
action for construction of the will which resulted in a
decree sustaining the validity of the trust, Bank of New
York v. Kaufman, Sup., 26 N.Y.S.2d 474, affirmed 261
App.Div. 818, 25 N.Y.S.2d 408, leave to appeal denied

261 App.Div. 898, 26 N.Y.S.2d 316; 285 N.Y. 854, 33
N.E.2d 566), and threatened additional unfair and
oppressive expense of litigation and withholding of the
estate, coupled with refusal of information as to the
trustee's conduct of the trust, bringing plaintiff to 'a point
of discouragement and despair' and fear of loss of her
estate, so that she was not in a position to contract freely
or negotiate a fair settlement with defendant.

Further allegations show that after defendant had
delivered the trust property to plaintiff, as ordered by the
judgment, plaintiff and her co-beneficiary filed a petition
in the Surrogate's Court to compel the bank to account in
that court as trustee under the Morison will. This
petition, attached to the complain herein as an exhibit,
was most detailed in its recitals of alleged defaults by the
trustee in making investments and otherwise
administering the trust, and of the claimed duress of the
trustee in procuring the settlement [**4] of its account in
the Supreme Court. Nevertheless, the Surrogate
dismissed the petition in a short opinion, Estate of Anna
R. Morison, . . . Misc. . . . , 53 N.Y.S.2d 696, wherein he
said that the former judgment 'is conclusive and may not
be collaterally attacked,' citing Crouse v. McVickar, 207
N.Y. 213, 100 N.E. 697, 45 L.R.A.,N.S., 1159. And the
District Court, in dismissing the present complaint, cited
both the Crouse case and the Surrogate's opinion.

We agree with the District Court's view that this
action was a collateral attack on the New York Supreme
Court judgment. Notwithstanding that it took the form of
a tort claim for damages, either for defendant's breaches
of trust or for defendant's duress in procuring the
stipulation for the judgment, its essential and necessary
nature is an equitable proceeding collaterally attacking
the judgment and seeking appropriate relief if that attack
is sustained. For, as the cases discussed hereinafter show,
legal relief is held barred by the formal judgment and the
available relief is necessarily equitable in nature. But we
cannot agree with the District Court's further conclusion
that a judgment cannot be attacked collaterally, [**5]
and that parties seeking relief from it must do so in the
original action. For it is well settled that [HN1] the
federal courts may exercise their equity powers so as to
set aside, enjoin enforcement of, or ignore a state court
judgment obtained by fraud. Marshall v. Holmes, 141
U.S. 589, 12 S.Ct. 62, 35 L.Ed. 870. 1 And though it was
once thought necessary that such fraud be 'extrinsic,' so
that it could not have been considered in the original
action, United States v. Throckmorton, 98 U.S. 61, 25
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L.Ed. 93, the later cases no longer seem to adhere strictly
to even this limitation. Marshall v. Holmes, supra;
Publicker v. Shallcross, 3 Cir., 106 F.2d 949, 126 A.L.R.
386, certiorari denied 308 U.S. 624, 60 S.Ct. 379, 84
L.Ed. 521; cf. Hazel-Atlas Glass Co. v. Hartford-Empire
Co., 322 U.S. 238, 245, 246, 64 S.Ct. 997.

But putting aside the unsettled question whether
cases such as those of Holmes and Publicker definitely
mark the elimination of the Throckmorton restriction, cf.
Graver v. Faurot, 162 U.S. 435, 16 S.Ct. 799, 40 L.Ed.
1030, the District Court erred because the duress or fraud
here involved was, as alleged, sufficient to have
warranted a chancellor in disregarding or setting [**6]
aside the prior judgment. Since the consent to that
judgment is alleged to have been procured by the trustee's
threat to tie up the property indefinitely unless settlement
was made, this case is substantially identical with Ingram
v. Lewis, 10 Cir., 37 F.2d 259, 70 A.L.R. 702, certiorari
denied 282 U.S. 842, 51 S.Ct. 22, 75 L.Ed. 747, where a
judgment of dismissal of an action for an accounting was
disregarded by the federal court, since such dismissal was
based on a release obtained by the trustee on threat of
withholding the property. See also Park v. Park, 5 Cir.,
123 F.2d 370; Seay v. Hawkins, 8 Cir., 17 F.2d 710;
Jefferson v. Gypsy Oil Co., 8 Cir., 27 F.2d 304; Horton
[*902] v. Stegmyer, 8 Cir., 175 F. 756, 758, 20 Ann.Cas.
1134.

Though the court in the Ingram case, supra, did not
in so many words classify the case as one of 'extrinsic'
fraud, both the situation there presented and the one
before us seem clearly to be so characterized if we are
bound to hold the powers of a court of equity thus
restricted. For the very duress by which the release or
consent is obtained also prevents the coerced party from
challenging before or at trial the statements or conduct of
its [**7] adversary. Thus in the original action the issue
of duress never is before the court. Indeed, the case
differs little, if at all, from those where a witness is
forcibly prevented from testifying, or an attorney is
bribed to fight a losing battle or give his client false
advice. Unless, therefore, the later judgment of the
Surrogate's Court changes the situation, the District Court
was in error in dismissing plaintiff's complaint.

The Surrogate's decision does pose an important
and, so far as we can discover, an unusual problem of
federal judicial power and discretion. This is because the
ground which the Surrogate took for the dismissal of

plaintiff's petition to compel the trustee to account.
Plaintiff argues that this is but the decision of a court of
limited jurisdiction, that it has no power to act in the
premises, and hence that it cannot be a bar to an action by
plaintiff in a court having broader powers. But we cannot
agree, for that was neither the expressed nor, as we view
it, a permissible legal ground for the decision. Whatever
doubt may have existed earlier, the jurisdiction of the
Surrogate's Court was broadened by a series of statutory
changes completed in 1921 [**8] which amended § 40 of
the Surrogate's Court Act and which now give to that
court well recognized and extensive equitable powers.
Raymond v. Davis' Estate, 248 N.Y. 67, 161 N.E. 421.
Hence it has been held to have jurisdiction to vacate and
set aside releases obtained by fraud, In re Winslow's
Estate, 151 Misc. 298, 272 N.Y.S. 829; In re Frame's
Estate, 128 Misc. 788, 219 N.Y.S. 759, affirmed without
opinion 234 App.Div. 748, 254 N.Y.S. 917. There seems
no reason for a different result when the consent or
release has led to the further step of a judgment. In fact,
it is well settled [HN2] in New York that equity is not
confronted with any insurmountable obstacle to a grant of
relief otherwise available to victims of fraud because
somewhere in the scheme leading to the fraud there is
found a judgment as a well considered step in its
attempted accomplishment. Byrnes v. Owen, 243 N.Y.
211, 153 N.E. 51. And so the courts have refused to
distinguish between fraud resulting in a private settlement
and fraud culminating in a judgment, but have awarded
damages for loss or injury resulting from a fraudulently
obtained judgment, or have not allowed the judgment to
be a bar or required its formal [**9] overturn in a
separate action commenced for that purpose. Verplanck
v. Van Buren, 76 N.Y. 247, 259, 260, 261; Gould v.
Cayuga County Nat. Bank, 99 N.Y. 333, 2 N.E. 16; Dodds
v. McColgan, 134 Misc. 518, 235 N.Y.S. 492, 500,
affirmed 229 App.Div. 273, 241 N.Y.S. 584; Gray v.
Fogarty, 237 App.Div. 855, 261 N.Y.S. 842; Boston &
M.R.R. v. Delaware & H. Co., 238 App.Div. 191, 264
N.Y.S. 470, 476; see Ross v. Preston, 292 N.Y. 433, 437,
55 N.E.2d 490.

The Surrogate appears, therefore, not to have lacked
equitable powers in the premises; and his opinion shows
that he was acting not on the basis of lack of jurisdiction,
but of a prohibition stated by Crouse v. McVickar, supra,
as New York practice against the collateral attack of
judgments obtained by the type of fraud here involved.
In the Crouse case, supra, the New York Court of
Appeals held not open to collateral attack a judgment
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which, although obtained by a stipulation of settlement or
compromise when the action was brought on for trial,
was nevertheless based upon the expected testimony of
certain witnesses who had been suborned to perjure
themselves. The court obviously intended to state no new
rule, but, citing text writers and [**10] other authorities,
including United States v. Throckmorton, supra,
proceeded to state the usual principle that 'the fraud for
which a judgment can be impeached must be in some
matter other that the issue in controversy in the action.'
(207 N.Y. 213, 100 N.E. 698), that redress for perjury
must be sought in the original action and that there 'the
stipulation acted as a substitute for evidence,' and that the
intended perjury of the witnesses should be given only
the effect of perjury at trial and hence would not support
an original action to set aside the judgment. 207 N.Y.AT
pages 218, 219, 100 N.E. 697, 45 L.R.A.,N.S., 1159.

[*903] The Crouse case, therefore, actually
reiterates and re-enforces the general rule, well settled in
New York, that judgments obtained by extrinsic fraud
can be attacked collaterally. Lapiedra v. American Surety
Co., 247 N.Y. 25, 31, 159 N.E. 710; Hoes v. New York,
N.H. & H.R. Co., 173 N.Y. 435, 66 N.E. 119; Ferguson v.
Crawford, 70 N.Y. 253, 267, 26 Am.Rep. 589; Mandeville
v. Reynolds, 68 N.Y. 528, 543. The Crouse case itself has
been interpreted to stand for no more than that perjury on
the part of the successful party or his witnesses does not
subject [**11] a judgment to collateral attack, Jacobwitz
v. Metselaar, 268 N.Y. 130, 197 N.E. 169, 99 A.L.R.
1198, or for no more than the traditional distinction
between extrinsic and intrinsic fraud. Arcuri v. Arcuri,
265 N.Y. 358, 360, 193 N.E. 174, 175; Fuhrmann v.
Fanroth, 254 N.Y. 479, 482, 173 N.E. 685, 686; Dodge v.
Campbell, 128 Misc. 778, 220 N.Y.S. 262. It seems fairly
clear, therefore, that [HN3] New York does allow
collateral attack on a judgment for extrinsic fraud or
duress, as we concluded after an extensive analysis of the
cases dealing with foreign divorce decrees. Cohen v.
Randall, 2 Cir., 137 F.2d 441, 443, 445, certiorari denied
320 U.S. 796, 64 S.Ct. 263. 2

In the light of this background of New York
practice, we find it difficult to appraise the scope of the
Surrogate's decision. His actual order, entered after
notice to the parties, is only that the petition 'is hereby
dismissed'; it does refer to the Court's having filed its
decision in writing. The opinion does show clearly that
decision is not on the merits, but is only because relief
was sought in the wrong court. It does not speak of

'intrinsic fraud' in terms, though it is possible that the
Surrogate had the New York [**12] cases above cited in
mind when he reached his conclusion. Nevertheless,
when he says that attack upon a judgment for 'fraud or
newly discovered evidence or other grounds for (its)
vacatur' must be 'by a direct application to the Supreme
Court,' he seems to be going beyond the ancient
distinction between forms of fraud. Elsewhere he seems
to regard the rule he is following as one of comity on the
part of a Surrogate where jurisdiction, otherwise
concurrent, has been taken by the Supreme Court. A
judgment other than on the merits is conclusive only as to
the point expressly decided; it is not res judicata on
points which might have been included, but were not
adjudicated. Restatement, Judgments, 1942, § 49; 2
Freeman,Judgments,5th Ed.1925, § 745; Thorburn v.
Gates, 103 Misc. 292, 171 N.Y.S. 198, affirmed 184
App.Div. 443, 171 N.Y.S. 568; Fogarty v. O'Reilly, 56
Misc. 192, 107 N.Y.S. 234, affirmed 123 App.Div. 923,
107 N.Y.S. 1127; Genet v. President, etc., of Delaware &
Hudson Canal Co., 163 N.Y. 173, 57 N.E. 297; Shaw v.
Broadbent, 129 N.Y. 114, 123, 29 N.E. 238; Converse v.
Sickles, 146 N.Y. 200, 208, 40 N.E. 777, 48 Am.St.Rep.
790; Richard v. American Union Bank, 253 N.Y. 166,
[**13] 170 N.E. 532, 69 A.L.R. 667. 3 Here all we can be
sure of is that the Surrogate dismissed the petition for
reasons not going to the merits. We cannot say more
with any degree of certainty, and hence we do not feel
justified in holding his order a bar to this action. In so
holding we are making no attempt to distinguish between
the effect of what may be intended to be reasons only for
the result and a definite adjudication of details of fact and
law, for it seems clear that the Surrogate's order cannot
properly be taken as the latter.

There being no estoppel by judgment which would
bar action in a court of competent jurisdiction, is there
something in the federal system to prevent action in a
federal court? It is true that in Cohen v. Randall, supra,
where we recognized such a federal right, we did not
have an [*904] intermediate state court decision
pointing to a different procedure. But since the matters
here involved are procedural, the doctrine of Erie R. Co.
v. Tompkins, 304 U.S. 64, 58 S.Ct. 817, 82 L.Ed. 1188,
114 A.L.R. 1487, is not involved. And it is well settled
that [HN4] state statutes cannot limit the jurisdiction or
restrict the procedure of the federal courts, [**14]
although they may at times provide plaintiffs with
additional remedies which will be enforced in the federal
courts. 1 Moore's Federal Practice § 2.07; Park v. Park,
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supra. 4 Moreover, [HN5] while occasional cases have
held a plaintiff bound to follow the state procedure
providing for the setting aside of judgments for
irregularity, mistake, and similar grounds, probably
because the state practice provides an adequate remedy at
law, no such restriction has governed the fraud cases.
Barrow v. Hunton, 99 U.S. 80, 83, 25 L.Ed. 407; Eggers
v. Krueger, 9 Cir., 236 F. 852; Phillips Petroleum Co. et
al. v. Jenkins, 8 Cir., 91 F.2d 183; Smith v. Apple, 8 Cir.,
6 F.2d 559; Simon v. Southern Ry. Co., 236 U.S. 115, 35
S.Ct. 255, 59 L.Ed. 492; Davenport v. Moore, C.C.S.D.
Iowa, 74 F. 945; see also Marshall v. Holmes, supra. 5

And, indeed, [HN6] plaintiff's remedy to set aside the
New York Supreme Court judgment in that very court
cannot be considered an adequate remedy, since motions
to set aside a judgment for fraud are not contemplated by
the relevant sections of the New York Civil Practice Act.
Cf. Gysin v. Gysin, 263 N.Y. 509, 189 N.E. 568; Furman
v. Furman, 153 N.Y. 309, 47 N.E. 577, 60 Am.St.Rep.
[**15] 629; Foster v. Yorkshire Ins. Co., 167 Misc. 204,
3 N.Y.S.2d 149, affirmed 255 App.Div. 829, 7 N.Y.S.2d
79. As we have pointed out, [HN7] such a remedy is
equitable, 6 and can be sought in either state or federal
courts. Consequently there appears to be no proper
ground for holding a federal court compelled to deny
relief to a litigant situated as is the plaintiff.

Assuming power to act, nevertheless should the
district court refuse to take jurisdiction in the exercise of
discretion? Although we have found no direct authority,
it would seem that there should be some discretion in a
federal court to refuse equitable relief where state
procedure is intended to be exclusive- at least in the
absence of a showing that that procedure is inadequate to
protect a plaintiff. Cf. Massachusetts Ben. Life Ass'n v.
Lohmiller, 7 Cir., 74 F. 23. And the admonition of so
distinguished a state jurist as the surrogate who acted in
this case is necessarily entitled to great weight with us.
The difficulty is, however, that, as we have indicated, we
are doubtful of the intended scope of his decision, beyond
its exact legal point, and hence whether we should
properly take it as such admonition addressed [**16] to
federal action, particularly since, in our judgment, the
other state and federal cases point so strongly the other
way. And we have recently been reminded of the general
duty of federal courts in diversity cases to decide
questions even involving state law unless some
exceptional circumstances of a stereotyped nature, not
here present, intervene. Meredith v. City of Winter
Haven, 320 U.S. 228, 64 S.Ct. 7. We think, therefore, that

no sufficient ground for dismissal of this action has been
shown. Of course, we do not pass upon the existence of
actual duress or coercion; that cannot be decided upon the
mere face of the complaint.

Reversed and remanded.

1. See also Simon v. Southern Ry. Co., 236 U.S.
115, 35 S.Ct. 255, 59 L.Ed. 492; Wells Fargo &
Co. v. Taylor, 254 U.S. 175, 183, 185, 186, 41
S.Ct. 93, 65 L.Ed. 205; McDaniel v. Traylor, 196
U.S. 415, 25 S.Ct. 369, 49 L.Ed. 533; Beneficial
Loan Co. v. Noble, 10 Cir., 129 F.2d 425;
Chicago, R.I. & P. Ry. Co. v. Callicotte, 8 Cir.,
267 F. 799, 810, 16 A.L.R. 386, certiorari denied
Callicotte v. Chicago, R.I. & P. Ry. Co., 255 U.S.
570, 41 S.Ct. 375, 65 L.Ed. 791, 16 A.L.R. 397.

[**17]
2. Recent lower court cases in accord include In
re Schmidt's Estate, Sup., 33 N.Y.S.2d 341; Finan
v. Finan, Sup., 47 N.Y.S.2d 429; Scopano v.
United States Gypsum Co., 166 Misc. 805, 3
N.Y.S.2d 300; and compare also other cases cited
and discussed in Cohen v. Randall, supra. In re
Gray's Will, 169 Misc. 985, 8 N.Y.S.2d 850, which
does attempt to formulate a limited rule of attack
upon judgments in New York, does not go so far
as to deny collateral attack upon a judgment
obtained by extrinsic fraud and duress.
3. Of course, a state judgment on the merits of
fraud is res judicata in the federal courts as
elsewhere. American Bakeries Co. v. Vining, 5
Cir., 80 F.2d 932; Bailey v. Willeford,
C.C.W.D.N.C., 126 F. 803, affirmed 4 Cir., 136 F.
382, certiorari denied 199 U.S. 606, 26 S.Ct. 746,
50 L.Ed. 330. See also American Automobile Ins.
Co. v. Benedetto, 3 Cir., 58 F.2d 918, certiorari
denied 287 U.S. 621, 53 S.Ct. 20, 77 L.Ed. 539.
4. The fact that Marshall v. Holmes, 141 U.S.
589, 12 S.Ct. 62, 35 L.Ed. 870, went further than
United States v. Throckmorton, 98 U.S. 61, 25
L.Ed. 93, may be explained on the ground of the
additional remedy provided by Louisiana statute
and thus available in the federal court. Cf.
United States v. Gleeson, 2 Cir., 90 F. 778. See
also Simon v. Southern Ry. Co., 236 U.S. 115, 35
S.Ct. 255, 59 L.Ed. 492.

[**18]
5. Osterling v. Commonwealth Trust Co. of
Pittsburgh, D.C.W.D. Pa., 35 F.Supp. 704,
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affirmed 3 Cir., 115 F.2d 809, followed state
procedure in holding the matter there involved
exclusively within the jurisdiction of the state
probate court. Cf. park v. Park, 5 Cir., 123 F.2d
370.
6. There is language in Chase Nat. Bank v. City
of Norwalk, 291 U.S. 431, 440, 441, 54 S.Ct. 475,
479, 78 L.Ed. 894, to the effect that a showing of
diligence in seeking relief in the proceeding itself

'is ordinarily required' for the grant of equitable
relief against a judgment of a court of competent
jurisdiction; but the context, as well as the cases
cited, including Marshall v. Holmes, supra note 4,
and Wells Fargo & Co. v. Taylor, supra note 1,
shows that this relates only to matter fairly
cognizable in that proceeding, not to extrinsic
fraud or duress exercised upon a party.

LEXSEE 1945 U.S. APP. LEXIS 3117

Analysis
As of: Feb 04, 2008

GERBER v. FRUCHTER

No. 200

UNITED STATES CIRCUIT COURT OF APPEALS, SECOND CIRCUIT

147 F.2d 120; 1945 U.S. App. LEXIS 3117

January 12, 1945

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant bankrupt
sought review of orders of the district court overruling
appellant's objection to jurisdiction and reopening
appellant's proceeding at the request of appellee movant.

OVERVIEW: Appellee movant was a creditor of
appellant bankrupt who did not make a claim against
appellant in the original bankruptcy action. Appellee
sought to vacate the original bankruptcy action and to
reopen the administration of appellant's assets. Appellant
objected to the district court proceeding by alleging a
lack of jurisdiction to serve him. Appellant also objected
to the action of appellee because appellee had not been a
creditor in the original bankruptcy action. The district
court denied appellant's objections. On appeal, the court
held that the reopening was an ancillary action that did

not require independent jurisdiction and that could rely
on original venue. The court also held that appellee was a
creditor with an interest who could proceed against a
surplus of appellant's assets, even if it had not been an
original creditor in the bankruptcy action.

OUTCOME: The court affirmed the order of the district
court overruling appellant bankrupt's objection to
jurisdiction and reopening the matter on behalf of
appellee movant as a creditor because the original
jurisdiction and venue continued in this ancillary matter
and appellee could reopen the matter to proceed against
appellant's surplus assets.

CORE TERMS: bankrupt, notice, Bankruptcy Act,
reopening, special master, bankruptcy proceeding,
punishing, surplus, savings, reopen, vacate, original
proceeding, administer, recovered, ancillary, vacating,
contempt
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LexisNexis(R) Headnotes

Bankruptcy Law > Practice & Proceedings > Venue >
Proper Venue
Civil Procedure > Jurisdiction > Subject Matter
Jurisdiction > Supplemental Jurisdiction > General
Overview
Civil Procedure > Venue > General Overview
[HN1] In purely ancillary actions no service of original
process is necessary and the venue is that of the original
action.

Bankruptcy Law > Case Administration > Closings &
Reopenings > General Overview
[HN2] A creditor who has not filed his claim in time may
nevertheless have it allowed against any surplus
remaining, and hence may apply for the reopening of the
estate to discover such surplus.

Bankruptcy Law > Case Administration > Closings &
Reopenings > General Overview
Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN3] A creditor is not prevented from being a party in
interest for the purpose of making a motion to vacate the
discharge because he has failed to file a claim.

COUNSEL: [**1] David Haar, of New York City, for
appellant.

No appearance for appellee.

JUDGES: Before L. HAND, CHASE, and CLARK,
Circuit Judges.

OPINION BY: CLARK

OPINION

[*121] Alton Fruchter, the bankrupt, filed his
voluntary petition on February 10, 1939, and was granted
a discharge on April 28 of that year. On March 23, 1943,
Irving Gerber moved in the District Court for an order
appointing a trustee to administer newly discovered
assets of the bankrupt, vacating the discharge because of
the bankrupt's fraudulent concealment of assets, and
punishing of the bankrupt by fine for contempt of court in

concealing his assets and swearing falsely in his petition.
A notice of motion was served on the bankrupt at his
office in Philadelphia, Pa., to which city he had removed.
The District Court overruled the bankrupt's objections to
its jurisdiction and referred the issues for a hearing before
a special master. In re Fruchter, D.C., 50 F.Supp. 1. The
special master found that on January 20, 1927,
Honeywell Holding Corporation recovered a judgment
against the bankrupt in the sum of $ 367.79; that in his
schedule of creditors the bankrupt listed that company as
'Honeywell Holding Corporation recovered [**2] a
judgment against the bankrupt in the sum of $ 367.79;
that in his schedule of creditors the bankrupt listed that
company as 'Honeywell Folding Corporation'; that
Honeywell Holding Corporation never filed a claim in the
bankruptcy proceeding; that it never received formal
notice of these proceedings; and that on December 8,
1941, the judgment in question was assigned to Irving
Gerber for a consideration of $ 50. [*122] He further
found that Fruchter was guilty of fraud on the r
bankruptcy court, as evidenced by the fact that he verified
his schedules, which stated that he had no deposit in any
bank and no books or records, while at the time he
actually had $ 327.10 in the Manhattan Savings Bank,
and approximately $ 320 in the Bowery Savings Bank.

Thereafter the District Court confirmed the special
master's report, denied the vacation of the discharge,
presumably because application was not made within a
year, Bankruptcy Act, § 15, 11 U.S.C.A. § 33, reopened
the proceedings for the administration of the moneys
which the bankrupt failed to turn over, and deferred any
further action looking toward punishing Fruchter for his
fraud. Fruchter brings this appeal from both orders [**3]
of the District Court. He challenges the jurisdiction of
the court and the status of the petitioner in the
proceedings. We agree with his objection to that part of
the decision below which held that he was barred from
raising issues of jurisdiction by his 'general appearance';
for F.R.C.P. 12(b), 28 U.S.C.A.following section 723c,
made applicable by General Order 37, 11 U.S.C.A.
following section 53, provides the contrary. Orange
Theatre Corporation v. Rayherstz Amusement
Corporation, 3 Cir., 139 F.2d 871; 3 Fed. Rules Serv.
669 and cases cited. The two questions thus involved in
this appeal are: (1) Could the District Court proceed on
the motion before it, though the bankrupt was served by
notice of motion outside the territorial limits of the
district and while residing outside those limits? (2)
Could it reopen the bankruptcy proceeding, though the

Page 862



moving party had not filed any claim in the proceeding?

The statutory authority for the reopening of
bankruptcy estates 'for cause shown,' Bankruptcy Act, §
2, sub. a(8), 11 U.S.C.A. § 11, sub. a(8), prescribes no
formal procedure; but it has become customary to grant
orders for further administration ex parte upon a showing
by [**4] affidavits. 1 Since it is the obvious duty of
bankruptcy administration to administer all assets, such
orders are properly preliminary, if not exploratory in
nature, involving no final adjudication of facts, or action
adverse to the bankrupt or others, giving them standing to
oppose. In re Leigh, 7 Cir., 272 F. 678, certiorari denied
256 U.S. 698, 41 S.Ct. 537, 65 L.Ed. 1177; Williams v.
Rice, 5 Cir., 30 F.2d 814. But just as this is a convenient
and practical method of proceeding, it is inadequate to
settle disputed issues; and when these arise, a more
formal trial, with full opportunity to be heard, must be
accorded, either on the original petition, Sterling Nat.
Bank & Trust Co. v. Boyajian, 2 Cir., 127 F.2d 713; cf.
In re Chapman, D.C.N.D.N.Y., 55 F.2d 965, or on some
later issue, such as a motion to vacate the order thus
granted. In re Perlman, 2 Cir., 116 F.2d 49, reversing
D.C.S.D.N.Y., 34 F.Supp. 684; Perlman v. 322 West
Seventy-Second Street Co., 2 Cir., 127 F.2d 716; Tuffy v.
Nichols, 2 Cir., 120 F.2d 906, certiorari denied Nichols, 2
Cir., 120 F.2d 906, certiorari denied Nichols v. Tuffy, 314
U.S. 660, 62 S.Ct. 113, 86 L.Ed. 528. The bankrupt
concedes that his right to [**5] adequate service depends
on the practical inquiry whether an adjudication really
adverse to his interests is sought, and states that he has no
objection to the mere reopening of the estate, provided
the petitioner has standing to seek it. And we agree with
him that the present motion involves more both in what
was sought and in what was granted. Originally sought
was also an order vacating the discharge and punishing
the bankrupt for contempt; finally granted was an order
formally confirming the specific findings and the
conclusion that the bankrupt had 'practised' fraud upon
the bankruptcy court- an order obviously to be used as the
basis for further direct proceedings against the bankrupt.
We are clear, therefore, that the bankrupt was entitled to
such notice as adversary proceedings instituted after the
original adjudication may require. See 1 Collier on
Bankruptcy, 14th Ed. 1940, 1507.

The issue is, therefore, whether the bankrupt is
entitled to formal service within the judicial district as on
a new proceeding, Bankruptcy Act, §§ 2, sub. a(1, 20),
18, sub. a, 11 U.S,C.A. §§ 11, sub. a(1, 20), 41, sub. a;

F.R.C.P. 4(f), or is entitled only to reasonable notice,
such as he [**6] actually received, as of further steps in
the original proceeding or in proceedings ancillary
thereto. [HN1] It is, of course, well settled that in purely
ancillary actions no service of original process is
necessary and the venue is that of the original action. See
[*123] Pacific R. R. of Missouri v. Missouri Pac. R. Co.,
111 U.S. 505, 522, 4 S.Ct. 583, 28 L.Ed. 498; Lesnik v.
Public Industrials Corporation, 2 Cir., 144 F.2d 968, and
cases cited at 976. Here there is no change in the nature
of the ultimate relief sought. Even if treated as a
proceeding to vacate the discharge, the instant motion
amounts to no more than would result from any motion
appealing to the equity powers of the court to set aside its
own judgment, cf. Fourteenth Ave. Security Loan Ass'n
v. Squire, 3 Cir., 96 F.2d 799; In re Ingrao,
D.C.W.D.N.Y., 40 F.2d 946; Perlman v. 322 West
Seventy-Second Street Co., supra; F.R.C.P. 60(b), which,
being a mere continuance of the original proceedings,
need not be subjected to the increasingly anomalous
restrictions of district lines. Cf. Mr; Justice Jackson's
Cardozo lecture, Full Faith and Credit- the Lawyer's
Clause of the Constitution, 112 N.Y.L.J. 1739-41, Dec.
18, [**7] 1944. The District Court's power to act in the
premises comes from the specific provisions of the
Bankruptcy Act, applicable after the acquisition of
jurisdiction originally in the bankruptcy proceeding; it is
significant that the only provision for process over the
bankrupt as distinguished from notice is that at initiation
of the proceedings, § 18, sub. a, supra, with which
compare § 58, sub. b.

To the final question whether or not the District
Court could reopen the proceeding and adjudicate the
question of Fruchter's fraud, even though neither Gerber
nor Honeywell Holding Corporation had filed any claim,
the answer is clearly in the affirmative. True, the cases
have held that the application for reopening must be
made by an 'interested party'; and a creditor cannot be
thus categorized if he has failed to prove his claim within
the time prescribed in § 57, sub. n, of the Act and is not
within the savings provisions of that section. In re
Walden, D.C.W.D. Mo., 43 F.Supp. 359; In re Quine,
D.C.E.D.La., 38 F.Supp. 869. But since 1938, by virtue
of the present final sentence of § 57, sub. n, [HN2] a
creditor who has not filed his claim in time may
nevertheless have it allowed against [**8] any surplus
remaining, and hence may apply for the reopening of the
estate to discover such surplus. Hammer v. Tuffy, 2 Cir.,
145 F.2d 447; In re Krieg, D.C.E.D.Pa., 37 F.Supp. 559;
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Oglebay, Some Developments in Bankruptcy Law, 17
J.N.A.Ref.Bankr. 127, 129. In the present case the only
other claim filed was one for $ 120, so that a surplus
would remain after that amount is paid out if the moneys
making up the bank accounts are recoverable. Gerber,
therefore, is a party with an interest to protect and entitled
to make the present motion.

Moreover, if the instant proceeding is properly
treated as more than the usual action to reopen the estate,
as we have heretofore indicated, then the propriety of the
District Court's entertaining the instant motion becomes
the clearer. For if treated as a motion to vacate the
discharge, [HN3] a creditor is not prevented from being a
party in interest for the purpose of making such a motion
because he has failed to file a claim. In re Levy,

D.C.E.D.N.Y., 227 F. 1011; In re Douglass,
D.C.W.D.Pa., 11 F. 403; 1 Collier on Bankruptcy, 14th
Ed. 1940, 1497. This is without reference to the extent of
the court's inherent power of its own motion to correct
[**9] its judgments, an interesting question which does
not require exploration here. Cf. In re Bimberg,
D.C.S.D.N.Y., 121 F. 942; Bucy v. Nevada Const. Co., 9
Cir., 125 F.2d 213, 217; Hazel-Atlas Galss Co; v.
Hartford-Empire Co., 322 U.S. 238, 245, 64 S.Ct. 997.

Affirmed.

1. In re Dixon, D.C.S.D.Ga., 49 F.Supp. 977; In
re Levy, D.C.E.D.Pa., 259 F. 314; In re Carlucci
Stone Co., D.C.M.D.Pa., 269 F. 795; and compare
also cases; cited below in the test

LEXSEE 1945 U.S. APP. LEXIS 3114

Cited
As of: Feb 04, 2008

UNITED STATES v. WODISKA

No. 198

UNITED STATES CIRCUIT COURT OF APPEALS, SECOND CIRCUIT

147 F.2d 38; 1945 U.S. App. LEXIS 3114

January 29, 1945

CASE SUMMARY:

PROCEDURAL POSTURE: Appellant bankrupt
appealed a judgment of a federal district court, which
convicted defendant of concealment of assets from a
trustee in bankruptcy, in violation of the Bankruptcy Act,
11 U.S.C.S. § 152, sub. b(1).

OVERVIEW: Appellant bankrupt and another
individual were partners in a company, with appellant
owning a small part of the business at the time of
bankruptcy. Appellant was charged with a violation of

the Bankruptcy Act, 11 U.S.C.S. § 152, sub. b(1), based
on evidence that appellant took checks coming in to the
company and had them cashed by a check-cashing
company, then disposed of the proceeds through the
company bookkeeper, holding aside a portion instead of
depositing the proceeds in the company checking
account. A jury disbelieved appellant's testimony that he
used the proceeds to cover dishonored checks and to pay
his and an employee's salary and found appellant guilty
of knowingly and fraudulently concealing cash from the
trustee in bankruptcy. On appeal, the court affirmed,
holding that the evidence was sufficient to support the
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inference that appellant retained a part of the check
proceeds in a willful act of concealment. Further, the
indictment gave appellant fair notice of the crime with
which he was charged and enabled him to prepare his
defense and to plead the judgment as a bar to any future
prosecution for the same offense.

OUTCOME: The court affirmed the judgment of the
district court finding appellant bankrupt guilty of a
violation of the Bankruptcy Act. The evidence was
sufficient to support the jury's conclusion that appellant
deliberately withheld a portion of checks cashed on
behalf of his company in order to conceal the assets from
the trustee in bankruptcy, and the indictment gave
appellant fair notice of the crime with which he was
charged.

CORE TERMS: deposited, concealment, partnership,
cashed, checking account, indictment, trustee in
bankruptcy, bookkeeper, dishonored, appointment,
concealed, salary, money owed

COUNSEL: [**1] Stone & Perlman, of New York City
(Louis Stone, of New York City, of counsel), for
appellant.

T. Vincent Quinn, U.S. Atty., of Brooklyn, N.Y. (Vine H.
Smith and Mario Pittoni, Asst. U.S. Attys., both of
Brooklyn, N.Y., of counsel), for appellee.

JUDGES: Before L. HAND, CHASE, and CLARK,
Circuit Judges.

OPINION BY: CHASE

OPINION

[*38] The appellant was convicted and sentenced
on an indictment charging concealment of assets from a
trustee in bankruptcy in violation of § 29, sub. b (1), of
the Bankruptcy Act, 11 U.S.C.A. 1 52, sub. b(1).

The bankrupts were Robert M. Kozoroff and the
appellant, partners formerly doing business within the
Eastern District of New York as K. & S. Wholesale
Grocery Company. The interest of Kozoroff was the
dominant one in the partnership, the appellant owning but
a comparatively small part of the business at the time of
the bankruptcy. On May 6, 1942, the partnership
property was attached in a suit brought by a creditor and

on the next day a voluntary assignment for the benefit of
creditors was made. On June 12, 1942, an involuntary
petition in bankruptcy was filed and on July 21, 1942, a
trustee duly qualified. The concealment of assets was
from [**2] this trustee and was proved in the following
way.

It appeared that the partnership had a checking
account in a bank in which it deposited its receipts by
check only when checks were drawn by the government
or by someone else of such financial standing that the
bank would accept them for immediate [*39] credit and
not for collection merely. Other checks were cashed by
concerns in that business to whom fees for so doing were
paid, and then in the usual course the proceeds were
deposited in the checking account.

At the end of each day's business it was customary
for the bookkeeper to separate the checks received into
two groups, one to be deposited in the bank and one to be
cashed and the proceeds deposited. Appellant acted
principally as one of the salesmen, but in addition he took
some checks practically every night when he went home
and had them cashed by a check-cashing company in
Long Island City where he lived. He would then bring in
the proceeds the next morning and give them to the
bookkeeper.

So far as appears the appellant thus disposed of the
proceeds of all the checks he cashed until April 30, 1942.
By that time the business was in serious financial straits
and [**3] checks which had been drawn to pay for goods
purchased were being dishonored by the bank. From then
until the above mentioned suit was brought by a creditor
on May 6th, part of the proceeds of checks cashed by the
appellant was not deposited in the checking account.
There was evidence from which the jury could have
found that the amount not deposited was $ 1,322.74. The
appellant attempted to, and for present purposes we shall
assume did, account for part of this by showing that he
turned it over to the bookkeeper, who used it to pay bills.
We shall also assume that he accounted satisfactorily for
an additional part of it used to take up checks which had
been dishonored at the bank, to pay the salary of an
employee and to pay his own salary. When so much is
deducted from the $ 1,322.74 there remains $ 498.13,
which he testified he used to pay bills of the partnership,
to take up dishonored checks, and to pay his living
expenses during the time before the appointment of the
trustee. His testimony was uncorroborated and it is
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obvious that the jury did not believe him, as well it might
not believe such evidence from a party so interested.
United States v. Marino, 2 Cir., 141 F.2d [**4] 771;
United States v. LoBiondo, 2 Cir., 135 F.2c 130.
Consequently, it is to be taken as established that so
much of what the appellant received was retained by him.

The important question presented is whether the
evidence was sufficient to enable the jury to find that he
knowingly and fraudulently concealed that cash from the
trustee in bankruptcy. Evidence was needed from which
it was reasonable to draw that inference. We think there
was such evidence. With the affairs of the partnership
shown to have been in such financial condition that cash
which the appellant would ordinarily have turned in for
deposit on the day he received it from the check-casher
was retained by him at least to prevent its getting as near
the reach of creditors as it would have been in the
checking account, it was but a short step to the inference
that he also retained that part for which he made no
satisfactory accounting until after the appointment of the
trustee in bankruptcy and that he willfully concealed it
from him. See, United States v. Olweiss, 2 Cir., 138 F.2d
798, and United States v. Weinbren, 2 Cir., 121 F.2d 826.
It was unnecessary to show that the trustee ever
demanded the money of the [**5] appellant. Douchan v.
United States, 6 Cir., 136 F.2d 144.

Count II of the indictment, on which alone the case
was submitted to the jury, was sufficient in that it gave
the appellant fair notice of the crime with which he was

charged and enabled him to prepare his defense and to
plead the judgment as a bar to any future prosecution for
the same offense. Nor was it demurrable because it
charged the crime substantially in the words of the
statute. United States v. Achtner, 2 Cir., 144 F.2d 49.
The point which the appellant attempts to make as to a
fatal variance between the indictment and the proof is too
trivial to merit discussion. It is merely that the
concealment of $ 20,000 was alleged while the
concealment of a much smaller amount was proved.

Nor was there any error in the charge. The only
exception taken was to that part in which the jury was
told that assets belonging to the estate included money
owed to it. That is, of course, correct as a general
proposition, and while there was no allegation in the
indictment of the concealment of money owed as such, it
is impossible to understand how the appellant could have
been prejudiced by such a definition of assets. The
complaint [**6] that the charge was erroneous in that
parts of it with which the appellant's attorney was
apparently satisfied at the time it was delivered were
misleading and prejudicial to the defendant amounts to
nothing but a belated [*40] attempt to take a general
exception to the charge as a whole. As to that no more
need be said than that we find no plain error to be
noticed.

Judgment affirmed.

LEXSEE 2007 U.S. DIST. LEXIS 73656

Analysis
As of: Feb 04, 2008

RAFFAELE M. PANDOZY, Plaintiff, - against - LAWRENCE M. SEGAN, BROCK
WYLAN, MARGARET B. SANDERCOCK, LAFAYETTE STUDIOS CORP.,

WILLIAM B. BEEKMAN, and MICHAEL TOBEY, Defendants.

06 CV 7153 (VM)

UNITED STATES DISTRICT COURT FOR THE SOUTHERN DISTRICT OF
NEW YORK
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518 F. Supp. 2d 550; 2007 U.S. Dist. LEXIS 73656

September 27, 2007, Decided
September 28, 2007, Filed

SUBSEQUENT HISTORY: Reconsideration denied by
Pandozy v. Segan, 518 F. Supp. 2d 550, 2007 U.S. Dist.
LEXIS 79158 (S.D.N.Y., Oct. 23, 2007)

PRIOR HISTORY: Wylan v. Pandozy, 22 A.D.3d 385,
802 N.Y.S.2d 652, 2005 N.Y. App. Div. LEXIS 11225
(N.Y. App. Div. 1st Dep't, 2005)

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff seller sued
defendants, a buyer, an apartment cooperative
corporation, two members of the cooperative corporation,
and others, alleging fraud upon the court and violations of
the Fair Housing Act (FHA), 42 U.S.C.S. § 3601 et seq.
Pursuant to Fed. R. Civ. P. 12(b)(6), defendants moved to
dismiss the complaint.

OVERVIEW: Although the seller attempted to cancel a
contract for the sale of his cooperative apartment, the
buyer obtained an order of specific performance, and the
seller was removed from the apartment and enjoined from
further state court litigation concerning this decision.
Nonetheless, the seller was involved in several other state
court lawsuits concerning the apartment sale and two
other federal court actions in addition to the instant
lawsuit. The court dismissed the complaint. Insofar as the
seller sought to vacate the state court decision by arguing
fraud upon the court, such relief was available only in the
state court, which rendered the disputed judgment.
Insofar as the seller was bringing the same claim in
federal court that was previously decided against him in
state court, the action was barred by res judicata. The
seller's FHA discrimination claims also failed,
particularly as he did not have children under age 18 to
support a claim of discrimination on the basis of familial
status, and the FHA protected buyers of housing, not
sellers. Further, due to his numerous and vexatious
lawsuits, the court enjoined the seller for further similar
actions without prior leave of court.

OUTCOME: The court granted defendants' motions to
dismiss the lawsuit and enjoined the seller from

commencing, without prior leave of the court, any federal
action in the court relating to (1) the sale of his
cooperative apartment to the buyer, (2) litigation related
to the sale of the apartment or the events surrounding that
sale, or (3) the conduct in that transaction by individuals
and attorneys involved in the litigation arising from such
sale.

CORE TERMS: apartment, pro se, familial status,
dwelling, lawsuit, vacate, protected activities, vexatious
litigation, discriminated, summary judgment, national
origin, duplicative, residential, commencing, religion,
selling, reargue, color, sex, conspiracy, doctrine of res
judicata, specific performance, citation omitted, subject
matter jurisdiction, estate-related, injunction, vexatious,
enjoined, pursuing, relieve

LexisNexis(R) Headnotes

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
[HN1] New claims not specifically asserted in a
complaint may not be considered by courts when
deciding a motion to dismiss.

Governments > Courts > Authority to Adjudicate
[HN2] As part of its general power to administer its
docket, a district court may stay or dismiss a suit that is
duplicative of another federal court suit.

Civil Procedure > Pleading & Practice > Defenses,
Demurrers, & Objections > Failures to State Claims
[HN3] In considering a motion to dismiss pursuant to
Fed. R. Civ. P. 12(b)(6), a court construes a complaint
broadly, accepting all factual allegations in the complaint
as true, and drawing all reasonable inferences in a
plaintiff's favor. Mere conclusions of law or unwarranted
deductions of fact need not be accepted as true. A court
should not dismiss a complaint for failure to state a claim
if the factual allegations sufficiently raise a right to relief
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above the speculative level.

Civil Procedure > Pleading & Practice > Pleadings >
Complaints > Requirements
Civil Procedure > Parties > Self-Representation >
Pleading Standards
[HN4] Complaints prepared pro se are held to less
stringent standards than formal pleadings drafted by
lawyers. Pro se submissions should be read liberally and
interpreted to raise the strongest arguments that they
suggest. Pro se status does not relieve a plaintiff of the
pleading standards otherwise prescribed by the Federal
Rules of Civil Procedure. A failure to comply with Fed.
R. Civ. P. 8(a) may result in dismissal of a complaint,
even if a pleader is proceeding pro se.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN5] Fed. R. Civ. P. 60(b) provides that a federal court
may relieve a party from a final judgment, order, or
proceeding in cases of fraud. Fed. R. Civ. P. 60(b). Such
relief is an extraordinary remedy that is granted only
when the movant can demonstrate that exceptional
circumstances justify the relief requested.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Governments > Courts > Authority to Adjudicate
[HN6] Fed. R. Civ. P. 60(b) provides relief only from a
judgment obtained in a federal court. A claim of fraud
against the court must be made in the tribunal allegedly
defrauded.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN7] See N.Y. C.P.L.R. § 5015.

Civil Procedure > Judgments > Preclusion & Effect of
Judgments > Res Judicata
[HN8] As to the parties in a litigation and those in privity
with them, a judgment on the merits by a court of
competent jurisdiction is conclusive in any subsequent
action of the issues of fact and questions of law
necessarily decided.

Banking Law > Federal Acts > Fair Housing &

National Housing Acts
Civil Rights Law > Contractual Relations & Housing >
Fair Housing Rights > Fair Housing Act
Public Health & Welfare Law > Housing & Public
Buildings > Fair Housing
[HN9] 42 U.S.C.S. § 3604(a) makes it unlawful to refuse
to sell or rent after the making of a bona fide offer, or to
refuse to negotiate for the sale or rental of, or otherwise
make unavailable or deny, a dwelling to any person
because of race, color, religion, sex, familial status, or
national origin. 42 U.S.C.S. § 3604(a). And § 3604(b)
prohibits discrimination against any person in the terms,
conditions, or privileges of sale or rental of a dwelling, or
in the provision of services or facilities in connection
therewith, because of race, color, religion, sex, familial
status, or national origin. 42 U.S.C.S. § 3604(b).

Banking Law > Federal Acts > Fair Housing &
National Housing Acts
Civil Rights Law > Contractual Relations & Housing >
Fair Housing Rights > Fair Housing Act
Public Health & Welfare Law > Housing & Public
Buildings > Fair Housing
[HN10] To state a prima facie case of discrimination
under 42 U.S.C.S. § 3604, a plaintiff must allege that (1)
he is a member of a protected class, (2) he sought and
was qualified for the dwelling at issue; (3) he was denied
the right to procure the dwelling; and (4) the dwelling
remained available after being denied to him.

Banking Law > Federal Acts > Fair Housing &
National Housing Acts
Civil Rights Law > Contractual Relations & Housing >
Fair Housing Rights > Fair Housing Act
Public Health & Welfare Law > Housing & Public
Buildings > Fair Housing
[HN11] The Fair Housing Act defines "familial status" as
one or more individuals, who have not attained the age of
18 years, being domiciled with" a parent or guardian. 42
U.S.C.S. § 3602(k).

Banking Law > Federal Acts > Fair Housing &
National Housing Acts
Civil Rights Law > Contractual Relations & Housing >
Fair Housing Rights > Fair Housing Act
Public Health & Welfare Law > Housing & Public
Buildings > Fair Housing
[HN12] The Fair Housing Act, 42 U.S.C.S. § 3604, is
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aimed at protecting from discrimination individuals who
are attempting to procure housing.

Banking Law > Federal Acts > Fair Housing &
National Housing Acts
Civil Rights Law > Contractual Relations & Housing >
Fair Housing Rights > Fair Housing Act
Public Health & Welfare Law > Housing & Public
Buildings > Fair Housing
[HN13] 42 U.S.C.S. § 3617 makes it unlawful to coerce,
intimidate, threaten, or interfere with any person in the
exercise or enjoyment of, or on account of his having
exercised or enjoyed, certain protected activities specified
in the Fair Housing Act. 42 U.S.C.S. § 3617. A protected
activity under § 3617 refers to action taken to protest or
oppose statutorily prohibited discrimination. To state a
claim under § 3617, a plaintiff must allege that (1) he was
engaged in a protected activity, (2) the defendant was
aware of that activity, (3) the defendant took adverse
action against him, and (4) a causal connection exists
between the protected activity and the adverse action.

Banking Law > Federal Acts > Fair Housing &
National Housing Acts
Civil Rights Law > Contractual Relations & Housing >
Fair Housing Rights > Fair Housing Act
Public Health & Welfare Law > Housing & Public
Buildings > Fair Housing
[HN14] 42 U.S.C.S. § 3605 makes it unlawful for any
person or other entity whose business includes engaging
in residential real estate-related transactions to
discriminate against any person in making available such
a transaction, or in the terms or conditions of such a
transaction, because of race, color, religion, sex,
handicap, familial status, or national origin. 42 U.S.C.S. §
3605. "Residential real estate-related transactions" are
defined as the making or purchasing of loans or providing
other financial assistance or the selling, brokering, or
appraising of residential real property. 42 U.S.C.S. §
3605.

Banking Law > Federal Acts > Fair Housing &
National Housing Acts
Civil Rights Law > Contractual Relations & Housing >
Fair Housing Rights > Fair Housing Act
Public Health & Welfare Law > Housing & Public
Buildings > Fair Housing
[HN15] 42 U.S.C.S. § 3606 makes it unlawful to deny

any person access to or membership or participation in
any multiple-listing service, real estate brokers'
organization or other service, organization, or facility
relating to the business of selling or renting dwellings, or
to discriminate against him in the terms or conditions of
such access, membership, or participation, on account of
race, color, religion, sex, handicap, familial status, or
national origin. 42 U.S.C.S. § 3606.

Civil Procedure > Parties > Self-Representation >
Sanctions
Civil Procedure > Sanctions > Baseless Filings >
Vexatious Litigants
Governments > Courts > Authority to Adjudicate
[HN16] A district court possesses the authority to enjoin
a person, including a pro se litigant, from filing further
vexatious litigation. A district court not only may but
should protect its ability to carry out its constitutional
functions against the threat of onerous, multiplicitous,
and baseless litigation. The U.S. Court of Appeals for the
Second Circuit has articulated five factors to be
considered in determining whether to restrict a litigant's
future access to court: (1) the litigant's history of
litigation and in particular whether it entailed vexatious,
harassing or duplicative lawsuits; (2) the litigant's motive
in pursuing the litigation, e.g., whether the litigant has an
objective good faith expectation of prevailing; (3)
whether the litigant is represented by counsel; (4)
whether the litigant has caused needless expense to other
parties or has posed an unnecessary burden on the courts
and their personnel; and (5) whether other sanctions
would be adequate to protect the courts and other parties.
Ultimately, the question a court must answer is whether a
litigant who has a history of vexatious litigation is likely
to continue to abuse the judicial process and harass other
parties.

Civil Procedure > Parties > Self-Representation >
Sanctions
Civil Procedure > Sanctions > Baseless Filings >
Vexatious Litigants
Governments > Courts > Authority to Adjudicate
[HN17] While pro se litigants are generally entitled to
more leeway, a court's authority to enjoin vexatious
litigation extends equally over pro se litigants and those
represented by counsel, and the U.S. Court of Appeals for
the Second Circuit has noted that the special solicitude
that a pro se plaintiff must face does not extend to the
willful, obstinate refusal to play by the basic rules of the

Page 869



system upon whose very power the plaintiff is calling to
vindicate his rights.

COUNSEL: [**1] Ph.D. Raffaele M. Pandozy, Plaintiff,
Pro se, Dallas, TX.

For Brock Wylan, Defendant: Lawrence Michael Segan,
LEAD ATTORNEY, Lawrence M. Segan, Attorney At
Law, New York, NY.

For Lafayette Studio Corp., Defendant: Deborah Rachel
Cohen, LEAD ATTORNEY, Scott S. Greenspun,
Braverman & Associates, PC, New York, NY.

For William B. Beekman, Michael Tobey, Defendants:
Scott S. Greenspun, Braverman & Associates, PC, New
York, NY.

JUDGES: Victor Marrero, U.S.D.J.

OPINION BY: Victor Marrero

OPINION

[*552] DECISION AND ORDER

VICTOR MARRERO, United States District
Judge.

Pro se plaintiff Raffaele M. Pandozy ("Pandozy")
brought this action against Lawrence M. Segan
("Segan"), Brock Wylan ("Wylan"), Margaret B.
Sandercock ("Sandercock"), Lafayette Studios Corp.
("Lafayette"), William B. Beekman ("Beekman"), and
Michael Tobey ("Tobey") (collectively, "Defendants")
alleging fraud upon the court and violations of the Fair
Housing Act, Title VIII of the Civil Rights Act of 1968,
42 U.S.C. § 3601 et seq. (the "FHA"). Defendants move
to dismiss the amended complaint pursuant to Federal
Rule of Civil Procedure 12(b)(6) ("Rule 12(b)(6)"). For
the reasons stated below, the Defendants' motions are
GRANTED.

I. BACKGROUND

On October 28, 2003, Pandozy [**2] entered into a
written contract (the "Contract") with Wylan, pursuant to
which he agreed to sell his cooperative apartment at 280
Lafayette Street, New York, New York (the
"Apartment") to Wylan for an agreed upon purchase price
of $ 1.2 million. Pandozy subsequently attempted to

cancel the Contract after numerous disagreements with
the Board of Directors (the "Board") of Lafayette, the
cooperative corporation. Wylan, who was represented in
the sale by Segan, sought in New York State Supreme
Court, New York County (the "State Court") and was
granted a preliminary injunction enjoining Pandozy from
selling the apartment to anyone but Wylan. (See Wylan v.
Pandozy, No. 600211/04 (N.Y. Sup. Ct. May 12, 2004),
attached as Ex. B to the Declaration of Lawrence Segan
("Segan Decl."), dated Oct. 4, 2006.) Wylan then brought
an action against Pandozy in the State Court seeking
specific performance of the Contract. The State Court
granted summary judgment in favor of Wylan, declaring
the Contract valid and binding upon Pandozy, ordering
specific performance of the Contract, and enjoining
Pandozy from selling the Apartment to any party other
than Wylan. (See Wylan v. Pandozy, No. 600211/04
(N.Y. [**3] Sup. Ct. July 27, 2004) (the "Wylan
Decision"), attached as Ex. C to Segan Decl.) Despite this
court order, Pandozy refused to perform under the
Contract, and on April 14, 2005, the State Court
appointed a receiver to sell the Apartment to Wylan and
directed the Sheriff to remove Pandozy from the
Apartment. (See Wylan v. Pandozy, No. 600211/04 (N.Y.
Sup. Ct. Apr. 14, 2005), attached as Ex. J to Segan Decl.)
Wylan closed on the apartment on April 29, 2005.

Pandozy made several applications to the State Court
and the State Supreme Court, Appellate Division (the
"Appellate Division") to renew or reargue, vacate, stay
enforcement, appeal, and reargue his appeal of the Wylan
Decision. All of the motions were denied. (See Segan
Decl. Exs. D, E, F, H, I, and M.) Additionally, on March
21, 2005, in denying Pandozy's motion to vacate the
judgment, the State Court ordered Pandozy to pay Wylan
$ 2,500 for attorney's fees. (See Wylan v. Pandozy, No.
600211/04 (N.Y. Sup. Ct. March 21, 2005) (explaining
that Pandozy had made three motions to vacate the
Wylan Decision, each of which had been denied),
attached as Ex. H to Segan Decl.)

On October 20, 2005, the Appellate Division
affirmed the judgment [**4] for specific performance
against Pandozy, and, on [*553] February 21, 2006, it
denied Pandozy's motion to reargue his appeal and
enjoined him from commencing any further litigation in
the New York State courts arising from or relating to the
Wylan Decision. See Wylan v. Pandozy, M-6563, M-225,
2006 N.Y. App. Div. LEXIS 2242, *1 (App. Div. 1st Dep't
Feb. 21, 2006); Wylan v. Pandozy, 22 A.D.3d 385, 802
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N.Y.S.2d 652 (App. Div. 1st Dep't 2005). Pandozy
ignored the Appellate Division's order and sought leave
to appeal to the New York Court of Appeals. On June 20,
2006, that appeal was denied. See Wylan v. Pandozy, No.
M-1501, 2006 N.Y. App. Div. LEXIS 8361 (App. Div. 1st
Dep't June 20, 2006).

Additionally, on February 8, 2005, Pandozy
commenced an action in the State Court against Lafayette
and Lafayette's general counsel, Sandercock, alleging
intentional interference with contractual relations and
breach of fiduciary duty. (See Verified Complaint,
attached as Ex. A to the Declaration of Margaret B.
Sandercock ("Sandercock Decl."), dated Oct. 4, 2006.)
Lafayette prevailed on summary judgment, and the State
Court dismissed the verified complaint with prejudice,
finding that "Sandercock breached no duty to [Pandozy]."
[**5] (See Orders dated Dec. 19, 2005 and Apr. 4, 2006,
attached as Exs. B and C to Sandercock Decl.) Pandozy
moved to renew and reargue this decision, and, in an
order dated Mar. 7, 2006, the State Court denied the
motion and awarded costs to Lafayette. (See Order dated
Mar. 7, 2006, attached as Ex. L to the Affidavit in
Support of Deborah Cohen, dated Nov. 15, 2006.)

On March 20, 2005, shortly before he left the
Apartment, Pandozy wrote a letter to the shareholders of
Lafayette stating, "I am writing to you because you can
avoid this lawsuit simply by asking that Mr. Sandercock
and Mr. Beekman to tell Judge Saralee Evans of the
Supreme Court ..., the truth by submitting an affidavit
immediately before it is too late" and including a
statement of the alleged "real facts" surrounding the sale
of the Apartment. (See Letter dated Mar. 29, 2003,
attached as Ex. U to Segan Decl.) In that letter, Pandozy
referred to Segan and Sandercock as "crooks" and
accused them of "lying and fabricating evidence." (Id.)
Segan responded by commencing an action for libel
against Pandozy in the State Court, which granted his
motion for summary judgment. (See Decision and Order
dated Feb. 21, 2005, attached as Ex. [**6] O to Segan
Decl.) Pandozy made motions for rearguement, a stay,
vacatur, and dismissal, all of which were denied. (See
Orders dated June 13, 2006, Aug. 17, 2006 and Sept. 4,
2006, attached as Exs. P, Q, and T to the Segan Decl.)

Barred from pursuing further litigation in State Court
but undeterred, Pandozy has now turned to the federal
court system. To date, Pandozy has filed three separate
actions in this District based on the events surrounding

the Contract, all of which are currently pending. See
Pandozy v. Gumenick, et al., No. 07 Civ. 1242 (filed Feb.
16, 2007); Pandozy v. Tobey, et al., No. 06 Civ. 128885
(filed Nov. 2, 2006); Pandozy v. Segan, et al., No. 06
Civ. 7153 (filed Sep. 18, 2006). In Gumenick, Pandozy
asserts claims against five attorneys who represented him
in various stages of his litigations, charging them with
fraud, legal malpractice, breach of contract, and deceptive
practice. In Tobey, Pandozy alleges (1) conspiracy by
Tobey, Lafayette and Segan to harass him and oust him
from the Apartment; (2) malicious and frivolous
prosecution by Tobey, Lafayette, and Segan; and (3)
discrimination by Tobey and Lafayette on the basis of
financial status, in violation of Title [**7] VII of the
Civil Rights Act of 1964 and the FHA. In the instant
action, Segan, Pandozy alleges that [*554] the
Defendants committed fraud upon the court and
discriminated against him on the basis of family status, in
violation of the FHA. 1

1 Although Pandozy raises additional claims in
his opposition papers, the Court will not consider
these new claims as they were not raised in the
amended complaint. See Bernstein v. City of New
York, No. 06 Civ. 895(RMB), 2007 U.S. Dist.
LEXIS 39286, 2007 WL 1573910, at *10
(S.D.N.Y. May 24, 2007) ([HN1] "New claims not
specifically asserted in the complaint may not be
considered by courts when deciding a motion to
dismiss."); Southwick Clothing LLC v. GFT
(USA) Corp., No. 99 Civ. 10452, 2004 U.S. Dist.
LEXIS 25336, 2004 WL 2914093, at *6 (S.D.N.Y.
Dec. 15, 2004) ("A complaint cannot be amended
merely by raising new facts and theories in
plaintiffs' opposition papers."); O'Brien v. Nat'l
Prop. Analysts Partners, 719 F. Supp. 222, 229
(S.D.N.Y. 1989) ("[I]t is axiomatic that the
Complaint cannot be amended by the briefs in
opposition to a motion to dismiss."). Moreover,
many of Pandozy's new claims are for violations
of criminal statutes that do not give an alleged
aggrieved party a civil cause of action. (See
Plaintiff's [**8] Response to Defendants' Motion
to Dismiss.) Additionally, Pandozy's amended
complaint includes passing references to an
alleged breach of fiduciary duty. This Court will
not consider this claim as the action alleging this
conduct is currently pending before Judge Colleen
McMahon in Tobey. See Curtis v. Citibank, N.A.,
226 F.3d 133, 138 (2d Cir. 2000) ([HN2] "As part
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of its general power to administer its docket, a
district court may stay or dismiss a suit that is
duplicative of another federal court suit.").

II. DISCUSSION

A. STANDARD OF REVIEW

[HN3] In considering a motion to dismiss pursuant to
Rule 12(b)(6), a court construes the complaint broadly,
"accepting all factual allegations in the complaint as true,
and drawing all reasonable inferences in the plaintiff's
favor." Chambers v. Time Warner, Inc., 282 F.3d 147,
152 (2d Cir. 2002). However, mere "conclusions of law
or unwarranted deductions of fact" need not be accepted
as true. First Nationwide Bank v. Gelt Funding Corp., 27
F.3d 763, 771 (2d Cir. 1994) (quotation marks and
citation omitted). A court should not dismiss a complaint
for failure to state a claim if the factual allegations
sufficiently "raise a right to relief above the speculative
[**9] level." Bell Atl. Corp. v. Twombly, 127 S. Ct. 1955,
1965, 167 L. Ed. 2d 929 (2007).

[HN4] Complaints prepared pro se are held "to less
stringent standards than formal pleadings drafted by
lawyers." Boddie v. Schnieder, 105 F.3d 857, 860 (2d
Cir. 1997) (quoting Haines v. Kerner, 404 U.S. 519, 520,
92 S. Ct. 594, 30 L. Ed. 2d 652 (1972)). Pro se
submissions should be read liberally and interpreted "to
raise the strongest arguments that they suggest." Burgos
v. Hopkins, 14 F.3d 787, 790 (2d Cir. 1994). However,
pro se status does not relieve a plaintiff of the pleading
standards otherwise prescribed by the Federal Rules of
Civil Procedure. See Praseuth v. Werbe, 99 F.3d 402, 402
(2d Cir. 1995) ("Failure to comply with Rule 8(a) may
result in dismissal of a complaint, even if the pleader is
proceeding pro se.") (citing Prezzi v. Schelter, 469 F.2d
691, 692 (2d Cir. 1972)).

B. FRAUD UPON THE COURT

Pandozy claims that the Defendants committed fraud
upon the court, alleging that (1) Segan "fabricat[ed] and
introduc[ed] false evidences," by "using trickery and
perjuries" and organized a "conspiracy that helped oust
[Pandozy] and his children," (2) Wylan furnished false
affidavits and false evidence, (3) Sandercock furnished
false affidavits and organized [**10] a conspiracy with
the Board, and (4) Lafayette participated in a conspiracy
to oust Pandozy from the Apartment and "l[ied] to the
court for material gain." (Am. Compl. 2-3.)

Defendants argue that Pandozy's claim of fraud upon
the court should be dismissed [*555] because it fails to
state a claim, the action is barred by the doctrine of res
judicata, and the court lacks subject matter jurisdiction.

Although Pandozy is unclear as to the specific cause
of action he is asserting with respect to his allegations of
fraud upon the court, based on the cases he cites it
appears that he seeks to vacate the Wylan Decision
pursuant to Federal Rule of Civil Procedure 60(b) ("Rule
60(b)"). [HN5] Rule 60(b) provides that a federal court
may "relieve a party ... from a final judgment, order, or
proceeding" in cases of fraud. Fed. R. Civ. P. 60(b). Such
relief is an "extraordinary remedy that is granted only
when the movant can demonstrate that 'exceptional
circumstances' justify the relief requested." Catskill Dev.,
L.L.C. v. Park Place Entm't Corp., 286 F. Supp. 2d 309,
312 (S.D.N.Y. 2003) (citing Paddington Partners v.
Bouchard, 34 F.3d 1132, 1142 (2d Cir. 1994)).

However, [HN6] Rule 60(b) provides relief only
from a judgment [**11] obtained in a federal court, and
it thus cannot be relied upon by Pandozy. See Chambers
v. NASCO, Inc., 501 U.S. 32, 44, 111 S. Ct. 2123, 115 L.
Ed. 2d 27 (1991) (A court has inherent power "to vacate
its own judgment upon proof that a fraud has been
perpetrated upon the court.") (emphasis added) (citation
omitted); Wagner Spray Tech Corp. v. Wolf, 113 F.R.D.
50, 52 (S.D.N.Y. 1986) ("[A] claim of fraud against the
court must be made in the tribunal allegedly defrauded.")
(citing Hazel-Atlas Co. v. Hartford-Empire Co., 322 U.S.
238, 246-48, 64 S. Ct. 997, 88 L. Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (1944); Pfotzer v. Amercoat Corp., 548
F.2d 51, 52-53 (2d Cir. 1977)). Because the Wylan
Decision was rendered in a New York state court,
Pandozy must seek relief on this claim in that court.

To vacate a state court judgment on the basis of
fraud upon the court, a party may make a motion
pursuant to section 5015 of the New York Civil Practice
Law and Rules ("§ 5015"). Section 5015 provides: [HN7]
"The court which rendered a judgment or order may
relieve a party from it upon such terms as may be just, on
motion of any interested person ... upon the ground of ...
fraud, misrepresentation, or other misconduct of an
adverse party." N.Y. C.P.L.R. § 5015. Pandozy is clearly
aware of this avenue of [**12] relief as he already made
such a motion and was denied relief by the state court.
(See Am. Compl. 47-48, 51; Plaintiff's Memorandum of
Law in Opposition to a Motion for Dismissal of the
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Complaint and for Summary Judgment, dated Nov. 14,
2006, P 8; Denial of Motion to Renew for violations of
N.Y. C.P.L.R. 5015 and 2221, attached as Ex. E to Segan
Decl.)

Pandozy, therefore, is simply attempting to bring the
same claim in federal court that was previously decided
against him in state court. The doctrine of res judicata
bars such a claim. See Ruiz v. Comm'r of Dep't of
Transp., 858 F.2d 898, 902 (2d Cir. 1988) ([HN8] "As to
the parties in a litigation and those in privity with them, a
judgment on the merits by a court of competent
jurisdiction is conclusive in any subsequent action of the
issues of fact and questions of law necessarily decided.")
(citation and internal quotation marks omitted).

Furthermore, insofar as Pandozy brings the fraud on
the court claim as a means to challenge the Wylan
Decision, the Defendants contend that this Court lacks
subject matter jurisdiction under the Rooker-Feldman
doctrine. See Exxon Mobil Corp. v. Saudi Basic Indus.
Corp., 544 U.S. 280, 281-82, 125 S. Ct. 1517, 161 L. Ed.
2d 454 (2005); Hoblock v. Albany Bd. of Elections, 422
F.3d 77, 85 (2d Cir. 2005). [**13] The Rooker-Feldman
doctrine "prevents the lower federal courts from [*556]
exercising jurisdiction over cases brought by state court
losers challenging state court judgments rendered before
the district court proceedings commenced." Lance v.
Dennis, 546 U.S. 459, 461, 126 S. Ct. 1198, 163 L. Ed. 2d
1059 (2006). However, it is not entirely clear from
Pandozy's sweeping and somewhat hazy pleadings
whether his fraud upon the court claim alleges
misconduct by the court that rendered the judgment or
Defendants, or both. Because there are other adequate
grounds upon which this claim may be disposed, the
Court does not address the merits of this issue further.
Otherwise, for the reasons discussed above, Defendants'
motions to dismiss the fraud on the court claim must be
granted.

C. VIOLATIONS OF THE FHA

Pandozy also alleges that Defendants discriminated
against him on the basis of familial status in violation of
various sections of the FHA. Defendants argue this claim
should be dismissed because (1) Pandozy fails to state a
claim for violations of the FHA, (2) the claims are barred
by the statute of limitations, (3) the FHA claim is
currently being decided in a pending action, (4)the
doctrine of res judicata bars this action, (5) the [**14]
Court lacks subject matter jurisdiction, and (6) Pandozy

lacks standing.

[HN9] Sections 3604(a) make it unlawful to "refuse
to sell or rent after the making of a bona fide offer, or to
refuse to negotiate for the sale or rental of, or otherwise
make unavailable or deny, a dwelling to any person
because of race, color, religion, sex, familial status, or
national origin." 42 U.S.C. § 3604(a). And § 3604(b)
prohibits discrimination "against any person in the terms,
conditions, or privileges of sale or rental of a dwelling, or
in the provision of services or facilities in connection
therewith, because of race, color, religion, sex, familial
status, or national origin." Id. § 3604(b).

[HN10] To state a prima facie case of discrimination
under § 3604, a plaintiff must allege that (1) he is a
member of a protected class, (2) he sought and was
qualified for the dwelling at issue; (3) he was denied the
right to procure the dwelling; and (4) the dwelling
remained available after being denied to him. See
Cabrera v. Jakabovitz, 24 F.3d 372, 381 (2d Cir. 1994);
Hughes v. Lillian Goldman Family, LLC, 153 F. Supp. 2d
435, 449 (S.D.N.Y. 2001).

Pandozy's FHA claim fails for several reasons. First,
Pandozy claims that [**15] he is being discriminated
against on the basis of his "familial status," which[HN11]
the FHA defines as "one or more individuals (who have
not attained the age of 18 years) being domiciled with" a
parent or guardian. See 42 U.S.C. § 3602(k). In 1988,
Congress amended the FHA to include "familial status"
because it was concerned with direct discrimination
against families with children under 18 years old and that
"discrimination against children often camouflages
racism or has an undesirable impact on minorities."
Soules v. U.S. Dep't of Housing & Urban Dev., 967 F.2d
817, 821 (2d Cir. 1992) (citations omitted). Pandozy does
not allege that his children were under the age of 18 or
that he was discriminated against because he had minor
children.

Additionally,[HN12] the FHA is aimed at protecting
from discrimination individuals who are attempting to
procure housing. In this case, Pandozy's complaint relates
to his contract to sell his Apartment to Wylan, and he was
therefore not "denied the right to procure the dwelling."
See Cabrera, 24 F.3d at 381.

Pandozy also alleges that Defendants
violated[HN13] 42 U.S.C. § 3617 ("§ 3617"), which
makes it unlawful "to coerce, intimidate, [*557]
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threaten, or interfere with [**16] any person in the
exercise or enjoyment of, or on account of his having
exercised or enjoyed," certain protected activities
specified in the FHA. 42 U.S.C. § 3617. A protected
activity under § 3617 refers to "action taken to protest or
oppose statutorily prohibited discrimination." Cruz v.
Coach Stores, Inc., 202 F.3d 560, 566 (2d Cir. 2000).

To state a claim under § 3617, a plaintiff must allege
that (1) he was engaged in a protected activity, (2) the
defendant was aware of that activity, (3) the defendant
took adverse action against him, and (4) a causal
connection exists between the protected activity and the
adverse action. See Reg'l Econ. Cmty. Action Program,
Inc. v. City of Middletown, 294 F.3d 35, 54 (2d Cir.
2002). Pandozy's claim under § 3617 fails because he
does not allege that he engaged in a protected activity.

Pandozy also alleges that Beekman and Tobey
discriminated against him in violation of 42 U.S.C. §§
3605 and 3606 ("§§ 3605 and 3606"). [HN14] Section
3605 makes it unlawful for "any person or other entity
whose business includes engaging in residential real
estate-related transactions to discriminate against any
person in making available such a transaction, or in the
terms [**17] or conditions of such a transaction, because
of race, color, religion, sex, handicap, familial status, or
national origin." 42 U.S.C. § 3605. "Residential real
estate-related transactions" are defined as the "making or
purchasing of loans or providing other financial
assistance . . . or the selling, brokering, or appraising of
residential real property." Id.

[HN15] Section 3606 makes it unlawful to "deny any
person access to or membership or participation in any
multiple-listing service, real estate brokers' organization
or other service, organization, or facility relating to the
business of selling or renting dwellings, or to
discriminate against him in the terms or conditions of
such access, membership, or participation, on account of
race, color, religion, sex, handicap, familial status, or
national origin." 42 U.S.C. § 3606.

Pandozy's claim under §§ 3605 and 3606 fails
because he does not allege that Beekman or Tobey were
engaged in "residential real estate-related transactions,"
or that they provided a real estate listing or brokerage
service, or that he was denied participation in such a
service.

Because Pandozy fails to state a claim under any of

the FHA sections cited in his amended [**18] complaint,
each of his FHA claims must be dismissed. The Court
need not consider any of the additional defenses put forth
by Defendants.

E. VEXATIOUS LITIGATION DETERMINATION

Pandozy's multitude of actions in the State Court and
subsequently in this Court arising out of the same
underlying transaction and events, which he has been
barred from pursuing further in the State Court, evidences
a clear pattern of what at this point must be deemed
vexatious litigation. This Court will not countenance any
further unrestrained efforts by Pandozy to reassert here
the same claims adjudicated above, or other related
claims arising from the sale of his Apartment. [HN16] A
district court possesses the authority to enjoin a person,
including a pro se litigant, from filing further vexatious
litigation. See Polur v. Raffe, 912 F.2d 52, 57 (2d Cir.
1990) (citing In Re Hartford Textile Corp., 681 F.2d 895,
897 (2d Cir. 1982); Word v. Croce, 230 F. Supp. 2d 504,
514 (S.D.N.Y. 2002)) (sustaining an injunction against
plaintiff who had filed five federal lawsuits concerning
the same transaction). In fact, a "district court not only
may but should protect its [*558] ability to carry out its
constitutional functions against [**19] the threat of
onerous, multiplicitous, and baseless litigation." Safir v.
U.S. Lines, Inc., 792 F.2d 19 (2d Cir. 1986). In Safir, the
Second Circuit articulated five factors to be considered in
determing whether to restrict a litigant's future access to
court: (1) the litigant's history of litigation and in
particular whether it entailed vexatious, harassing or
duplicative lawsuits; (2) the litigant's motive in pursuing
the litigation, e.g., whether the litigant has an objective
good faith expectation of prevailing; (3) whether the
litigant is represented by counsel; (4) whether the litigant
has caused needless expense to other parties or has posed
an unnecessary burden on the courts and their personnel;
and (5) whether other sanctions would be adequate to
protect the courts and other parties. See id. at 24.
"Ultimately, the question the court must answer is
whether a litigant who has a history of vexatious
litigation is likely to continue to abuse the judicial
process and harass other parties." Id. Each of these
factors weighs heavily in favor of restricting Pandozy's
further access to the courts in this District.

As the discussion above amply demonstrates,
Pandozy has a long history [**20] of filing duplicative
and vexatious lawsuits, all arising from the sale of his
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Apartment, in some cases even in violation of court
orders. He has not prevailed in any of them, and he could
not reasonably have any expectation of success in further
litigation. "Whether viewed as a deliberate endeavor
intended to harass and antagonize opposing parties, or as
the result of cognitive dissonance and an inability to
accept judicial rulings, such behavior is unacceptable."
Fitzgerald v. Field, No. 99 Civ. 3406, 1999 U.S. Dist.
LEXIS 17372, 1999 WL 1021568, at *5 (S.D.N.Y. Nov. 9,
1999).

[HN17] While pro se litigants are generally entitled
to more leeway, a court's authority to enjoin vexatious
litigation extends equally over pro se litigants and those
represented by counsel, and "the Second Circuit has
noted that the 'special solicitude [that a pro se plaintiff]
must face does not extend to the willful, obstinate refusal
to play by the basic rules of the system upon whose very
power the plaintiff is calling to vindicate his rights.'"
Sathianathan v. Smith Barney, Inc., No. 04 Civ. 7122,
2006 U.S. Dist. LEXIS 9828, 2006 WL 538152, *34
(S.D.N.Y. Feb. 24, 2006) (quoting McDonald v. Head
Criminal Court Supervisor Officer, 850 F.2d 121, 124
(2d Cir. 1988)). See [**21] also Yosef v. Passamaquoddy
Tribe, 876 F.2d 283, 287 (2d Cir. 1989).

Pandozy's lawsuits, and in particular the multitude of
lengthy filings submitted in each, puts an undue burden
on Defendants and the Court. In the New York state court
system, Pandozy has already been sanctioned and
enjoined from seeking further relief relating to the sale of
his Apartment, yet he ignored this injunction and
continued litigating the same claims. Based on that
experience and Pandozy's shifting tactics to pursue the
same or related claims in the federal court, it appears
certain that Pandozy will continue to file duplicative,
vexatious, and frivolous lawsuits unless he is barred from
doing so. The Court has no alternative, therefore, but to
bar Pandozy from commencing in this Court without
prior leave of the Court any further action in any way
related to (1) the sale of his Apartment, (2) litigation
related to the sale of the Apartment or the events

surrounding that sale, or (3) the conduct in that
transaction by individuals and attorneys involved in the
litigation arising from such sale, except to seek appellate
review of this decision.

III. ORDER

For the reasons stated above, it is hereby

[*559] ORDERED that [**22] the motions to
dismiss (Docket Nos. 3, 8, 10, 37, and 44) of defendants
Lawrence M. Segan, Brock Wylan, Margaret B.
Sandercock, Lafayette Studios Corp., William B.
Beekman, and Michael Tobey are GRANTED; and it is
further

ORDERED that the Amended Complaint (Docket
No. 39) of plaintiff Raffaele M. Pandozy ("Pandozy") be
dismissed with prejudice; and it is further

ORDERED that Pandozy is hereby enjoined from
commencing, without prior leave of the Court, any
federal action in this Court relating in any way to (1) the
sale of the Pandozy's cooperative apartment at 280
Lafayette Street, New York, New York (the
"Apartment") to Brock Wylan, (2) litigation related to the
sale of the Apartment or the events surrounding that sale,
or (3) the conduct in that transaction by individuals and
attorneys involved in the litigation arising from such sale,
except to seek appellate review of this decision.

The Clerk of Court is directed to close this case.

SO ORDERED.

Dated: New York, New York

27 September 2007

Victor Marrero

U.S.D.J.

LEXSEE 2006 U.S. DIST. LEXIS 89563
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DISPOSITION: The court granted the creditor's
motion, held that the creditor was entitled to an
injunction prohibiting the debtor from (1) applying for an
order restricting the creditor in the disposition of funds
awarded pursuant to arbitral award and (2) pursuing the
Cayman Islands action or any similar action, and deemed
it proper to issue a judgment declaring that the funds
recovered by the creditor in this matter were the property
of the creditor.

CASE SUMMARY:

PROCEDURAL POSTURE: A Swiss arbitration
tribunal awarded $ 261.1 million to petitioner creditor for
breach of contract, and a United States district court in
Texas confirmed the arbitration award. In the instant
execution proceedings, the court ordered a turnover of
funds in respondent debtor's bank accounts. The creditor

filed a motion for an order prohibiting the debtor from
engaging in legal proceedings aimed at enjoining the
debtor from disposing of funds.

OVERVIEW: Contracts between the creditor and the
debtor established a joint venture for the exploration of
geothermal energy resources. After the projects were
suspended, the creditor was granted an arbitral award for
breach of contract, obtained an order confirming the
arbitral award, and commenced execution proceedings.
After the court ordered the turnover of funds, the debtor
commenced an action in the Cayman Islands, claiming
that the creditor fraudulently overstated the amount of
geothermal resources in connection with the joint venture
and the arbitration. The creditor had not raised its claim
of fraud in the proceedings in the United States. In the
Cayman Islands action, the debtor sought to have the
arbitral award deemed a nullity, sought damages in the
amount of the arbitral award, and sought to restrain the
creditor from disposing of funds collected through
enforcement of the arbitral award. The court determined
that the debtor's attempt to use the injunctive powers of
the Cayman Island court would interfere with the
jurisdiction of the federal courts in the United States and
that the court had the power to enjoin the debtor from
using abusive litigation tactics.

OUTCOME: The court granted the creditor's motion,
held that the creditor was entitled to an injunction
prohibiting the debtor from (1) applying for an order
restricting the creditor in the disposition of funds awarded
pursuant to arbitral award and (2) pursuing the Cayman
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Islands action or any similar action, and deemed it proper
to issue a judgment declaring that the funds recovered by
the creditor in this matter were the property of the
creditor.

CORE TERMS: injunction, restrained, independent
action, notice, arbitration, restraining, interfere, turnover,
geothermal, anti-suit, disposing, claim of fraud, fraud
claim, present case, fraud allegations, final judgment,
new evidence, enforcement proceedings, overturn,
abusive, comity, dispose, confirmed, quantity, restrain,
lawsuit, grave, judgment debt, arbitration proceedings,
confirmation

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN1] Fed. R. Civ. P. 60(b)(3) allows a motion to be
brought to relieve a party from a final judgment for fraud
(whether denominated intrinsic or extrinsic),
misrepresentation, or other misconduct of an adverse
party. A party bringing a Rule 60(b)(3) motion must
establish by clear and convincing evidence (1) that the
adverse party engaged in fraud or other misconduct, and
(2) that this misconduct prevented the moving party from
fully and fairly presenting his case. Rule 60(b) requires
that the motion be brought in the court that rendered the
judgment, within one year of the judgment.

Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN2] See Fed. R. Civ. P. 60(b).

Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN3] Fed. R. Civ. P. 60(b)'s provision for "an
independent action" is designed to preserve the traditional
remedy in equity to overturn judgments. The most
common ground asserted in independent actions is fraud.
Although it is not entirely clear from the text, the drafters
of the rule apparently intended to distinguish between an
"ordinary" independent action for fraud, and an action
charging "fraud on the court," although the two are
(understandably) sometimes confused. "Fraud upon the
court" refers to matters such as the bribery of a judge,

jury tampering, or fabrication of evidence by an attorney.

Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN4] The use of an independent action to set aside a
judgment for fraud has definite limitations. Independent
actions must, if Fed. R. Civ. P. 60(b) is to be interpreted
as a coherent whole, be reserved for those cases of
injustices which, in certain instances, are deemed
sufficiently gross to demand a departure from rigid
adherence to the doctrine of res judicata. An independent
action should be available only to prevent a grave
miscarriage of justice.

Civil Procedure > Equity > Adequate Remedy at Law
Civil Procedure > Equity > Maxims > Clean Hands
Principle
Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN5] Equity will not grant relief if the complaining
party has, or by exercising proper diligence would have
had, an adequate remedy at law, or by proceedings in the
original action to open, vacate, modify, or otherwise
obtain relief against, the judgment. Also, the party
seeking relief must comply with the equitable "clean
hands" standard.

International Law > Dispute Resolution > Comity
Doctrine > Procedures > Injunctions
[HN6] There are well-defined limits on anti-suit
injunctions against suits in foreign countries. These limits
are based largely on considerations of international
comity. But where a judgment has been entered in an
American court, that court has authority to enjoin a party
before it from suing in a foreign country where such suit
is an abusive attempt to undermine that judgment. After
judgment in the domestic litigation, some showing of
harassment, bad faith or other equitable circumstance is
sufficient to support enjoining the foreign litigation.
When the injunction is requested after a previous
judgment on the merits a court may freely protect the
integrity of its judgments by preventing their evasion
through vexatious or oppressive relitigation.

International Law > Dispute Resolution > Comity
Doctrine > Procedures > Injunctions
[HN7] Aside from the need to protect against abusive
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foreign litigation, other considerations are relevant to the
appropriateness of granting an anti-suit injunction. One
concern is the need for the court to protect its jurisdiction.
Another relevant consideration to the court's ability to act
in the face of comity considerations is the extent to which
a litigant attempts to avoid the forum's important public
policies. Deference to a foreign proceeding may be
denied because of a litigant's unconscionable evasion of
the domestic laws. Orders of foreign courts are not
entitled to comity if the litigants who procured them have
deliberately courted legal impediments to the
enforcement of a federal court's orders.
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OPINION

[*284] Karaha Bodas Company ("KBC") moves for
an order prohibiting Pertamina from engaging in certain
legal proceedings in the Cayman Islands and from
initiating similar proceedings in other jurisdictions. The
motion is granted. In addition, the Court will enter a
[**2] declaratory judgment based on certain conclusions
reached in this opinion.

Facts

The Arbitral Award

In 1994 KBC, a Cayman Islands limited liability
company formed by two American power companies and
other investors, executed two contracts with Pertamina,
an oil and gas company owned and controlled by the
Republic of Indonesia. The contracts established a joint
venture for the exploration of geothermal energy
resources in the Karaha area of West Java, Indonesia. In
1997 the projects were suspended by Indonesian
Presidential Decrees. As a result, on April 30, 1998, KBC
commenced arbitration proceedings in Switzerland for
breach of contract by Pertamina. On December 18, 2000,
the Tribunal awarded KBC $ 261.1 million.

In February 2001 Pertamina attempted to challenge
the award in the Swiss Supreme Court, on grounds that
are not explained [*285] on the record in the present
motion. The Swiss court denied Pertamina's application
for failure to timely pay court fees. Pertamina next
challenged the award in the Jakarta District Court in
Indonesia. The Jakarta court granted Pertamina's request
to annul the award in August 2002, but on March 23,
2004, the Indonesian Supreme Court [**3] reversed.

Confirmation Proceedings in the United States

In early 2001, KBC brought an action in the United
States District Court for the Southern District of Texas to
confirm the Arbitral Award. On December 4, 2001, that
court granted summary judgment in favor of KBC and
confirmed the award. Pertamina filed a notice of appeal,
and a year later--months after the briefing on the appeal
was concluded--Pertamina moved under Fed. R. Civ. P.
60(b) in the Texas district court to set aside the judgment.
Pertamina sought to set aside the judgment because (1)
there was newly discovered evidence of political risk
insurance coverage pursuant to which KBC's investors
were paid $ 75 million and (2) the Jakarta District Court
annulled the underlying Arbitral Award in August 2002.
The Fifth Circuit remanded the case to the district court
to consider the merits of the Rule 60(b) motion. The
district court denied Pertamina's motion in two separate
opinions on April 16 and May 30, 2003. The Fifth Circuit
on March 23, 2004, affirmed both the district court's
December 2001 judgment and the Rule 60(b) decisions of
2003. On October 4, 2004 the United States [**4]
Supreme Court denied certiorari.
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Pertamina's Claim of Fraud

Pertamina claims that KBC committed fraud in
connection with the joint venture and the arbitration. It is
important to note that Pertamina's claim of fraud was not
presented in the arbitration itself or in any of the
proceedings described above in the Swiss Supreme Court,
the Jakarta District Court, the Southern District of Texas,
the Fifth Circuit, or the United States Supreme Court.
However, the fraud claim was presented in certain
proceedings in Hong Kong and Singapore, as will be
described. More importantly, Pertamina's claim of fraud
is the basis of its action in the Cayman Islands, which is
the subject of the present motion.

Specifically, Pertamina alleges that KBC
fraudulently overstated the size of geothermal resources
in 1997 and relied on those falsehoods in the arbitration
proceedings. In its Statement of Claim dated October 6,
2006, filed with the Cayman Islands court, Pertamina
attempts to present a detailed list of the specifics of the
alleged fraud. But the details all relate the basic claim
that KBC overstated the size of geothermal resources. It
should be noted that, although there is no indication [**5]
that the claim of fraud was literally presented to the
Arbitral Tribunal, the issue of the quantity of geothermal
resources was surely put forward. Paragraph 129 of the
Final Award describes the fact that Pertamina claimed
that the representations made by KBC "were suspect
since the quantities of reserves indicated" in one analysis
by KBC "had been significantly increased without
justification" in a later analysis. In paragraph 131, the
Arbitral Tribunal recognizes the possibility that the
amount of reserves put forward by KBC may have been
overestimated, and states that the Tribunal would give
weight to this circumstance in making the allowance for
lost profits. The result was that, whereas KBC had
claimed lost profits of $ 512.5 million, the Tribunal, in
paragraph 136, only awarded $ 150 million.

Pertamina asserts that its claim of fraud is based
upon new evidence. There is an issue about when
Pertamina knew, or should have known, about this
alleged new [*286] evidence. Such evidence is in fact
contained in documents turned over to Pertamina by
KBC. The parties dispute when the documents were
received by Pertamina. KBC claims that the documents
were turned over in March 2001, when KBC [**6]
relinquished its offices and files to Pertamina. However,
Pertamina insists that the documents were not received

until November 2002, when a KBC employee delivered
twelve boxes of documents to Pertamina's Geothermal
Office. Regardless, Pertamina asserts that "no one looked
through them until August 2005 when Pertamina's
advisors came and inspected them" (Statement of
Bambang Kustono, October 13, 2006).

Foreign Confirmation/Registration Proceedings

In addition to bringing the action in the federal court
in Texas, KBC brought confirmation/registration
proceedings in Hong Kong, Singapore and Canada. On
March 27, 2003, the Hong Kong court granted KBC's
application to register the award and denied Pertamina's
attempt to set it aside. An appeal was partially heard in
December 2003, but the appeal was adjourned pending
the outcome of the Fifth Circuit's decision in the United
States. The appeal was scheduled to be heard in February
2006. Pertamina filed a Supplementary Notice of Appeal,
including allegations of fraud. The exact status of that
matter is not clear. However, KBC recovered $
898,682.90 in Hong Kong to be applied to the amount
owed by Pertamina under the Arbitral Award.

[**7] On March 14, 2002 the High Court of the
Republic of Singapore granted KBC's application to
register its award. Pertamina's application to set aside the
order, also filed in 2002, was held in abeyance pending
the outcome of proceedings in the United States. In late
January 2006, Pertamina informed the Singapore court of
its fraud allegations in a conference. KBC made various
applications to the Singapore court in an attempt to defer
further litigation until after the termination of
proceedings in the United States, but the court denied
KBC's applications. Eventually, KBC voluntarily
dismissed its action in Singapore.

On December 8, 2004, a Canadian court granted
summary judgment in favor of KBC and confirmed the
award. Pertamina's appeal is currently still pending.
There is no indication that Pertamina has brought up its
fraud allegations in the Canadian proceeding.

Execution Proceedings in the Southern District of
New York

When Pertamina appealed the Texas district court's
decision in early 2002, it declined to file a supersedeas
bond pursuant to Fed. R. Civ. P. 62(d) in order to obtain a
stay of the judgment pending appeal. As [**8] a result,
KBC sought and was granted permission by the district
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court to register its judgment in other judicial districts in
the United States under 28 U.S.C. § 1963. On February
22, 2002, KBC registered its Texas district court
judgment with the United States District Court for the
Southern District of New York, and commenced
execution proceedings. On the same day, the Southern
District issued ex parte writs of execution permitting
KBC to serve restraining notices upon a number of banks
in New York, and also served orders on Pertamina to
show cause why KBC could not execute upon any
property of Pertamina within this jurisdiction in
satisfaction of the judgment. KBC promptly issued
notices to, inter alia, the Bank of America and the Bank
of New York to restrain funds flowing through
twenty-four trust accounts maintained in Pertamina's
name at those banks in this district.

In March 2002, the Ministry of Finance of the
Republic of Indonesia filed a motion to quash the
restraining notices and the writs of execution arguing that
it--and not [*287] Pertamina--owned the restrained
assets. To the extent that Pertamina owned the funds,
KBC could have execution on its judgment, [**9] but
only to that extent. On April 24, 2002, this Court held
that, with respect to fifteen of the twenty-four accounts,
Pertamina only owned a portion of the funds in the
accounts. The fifteen accounts ("Adjudicated Accounts")
contained revenues from the sale of Liquefied Natural
Gas, and the Court held that Pertamina only had a
property right in those funds to the extent of its Retention
Fee. The remainder belonged to the Ministry. The
Retention Fee, explained in detail in other opinions of
this Court, is Pertamina's share of income from projects it
undertakes with private contractors. Additionally, the
Court noted that the record was insufficient to determine
ownership of the funds in the remaining nine accounts.
The Court certified the April 24 order for immediate
appeal and stayed it pending the appeal. The stay
prevented actual disbursement to KBC. The Second
Circuit affirmed on December 10, 2002, but ordered this
Court to continue the stay until the parties' rights in all of
the funds were determined.

After the Second Circuit's December 2002 ruling,
Pertamina and the Ministry sought to limit the amount of
the Retention Fees subject to the restraining notices by
contending that [**10] the effect of the restraining
notices as to the Adjudicated Accounts ceased in June
2002, rather than continuing through that year and
thereafter, as argued by KBC. This issue was raised in

motions made, briefed, and argued in 2003 in this Court.
In an opinion on January 29, 2004, this Court held that
the effect of the restraining notices did not terminate in
June 2002, but continued through 2002 and into 2003,
and would continue, until the amount of the judgment
plus interest was secured.

On April 6, 2004, KBC filed a "Motion for Turnover
of Retention Fees Accrued Through November 2003."
This motion was precipitated by a November 21, 2003
letter sent from the Ministry to the Governor of the Bank
of Indonesia terminating the payment of Retention Fees
to Pertamina. More importantly, Pertamina and the
Ministry took the position that the letter was a
confirmation of prior legal enactments, which had already
terminated the Retention Fees as of January 1, 2003.
KBC argued to the contrary. On May 19, 2004, this Court
held that Pertamina earned Retention Fees through
November 21, 2003. The Court noted that the positions
taken by Pertamina and the Ministry during all of the
2003 litigation [**11] were contrary to the position it
now took in opposition to the Turnover Motion and as a
result its assertion on the Turnover Motion could be
given no weight. KBC's motion was granted but the
Court ordered the actual turnover stayed in accordance
with its previous orders.

On October 6, 2004, after two days of argument and
testimony, the Court held that the funds restrained in the
remaining "unadjudicated" accounts belonged to
Pertamina. Then, on October 22, this Court issued its
final judgment ordering a turnover of the amount of the
award plus interest to KBC, but stayed the award pending
appeal. The Second Circuit summarily affirmed the
judgment on March 9, 2006. Pertamina then applied to
the Supreme Court for certiorari.

KBC had moved to impose sanctions on Pertamina
and its attorneys. Oral argument on this motion was held
on August 25, 2006. In the course of the hearing, the
Court asked whether, if the Supreme Court denied
certiorari, the funds restrained in New York would be
paid to KBC and there would be "no further issue."
(Minutes pp. 14-15). The attorney [*288] for KBC
replied that there was a further issue that had come up
recently in the proceedings brought by KBC in
Singapore, [**12] where Pertamina raised the claim that
KBC had obtained the Arbitral Award by fraud. The
KBC attorney said that Pertamina had told the court in
Singapore that if that court issued a finding of fraud,
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Pertamina "was going to start a new action in the United
States to try to recover all the funds that had been paid, a
new fraud action in the United States." In the sanctions
hearing, the Court then questioned counsel for Pertamina:

[W]hat about that? Is there any intention
to have further litigation, or can we end it?
If the Supreme Court denies cert., will the
money simply be paid to KBC or not?

The Pertamina attorney replied that he had no instructions
to commence an action. The Court then asked for a more
definite statement of Pertamina's position, as follows:

The question is, and I have absolutely a
good reason for asking such a question in
view of the record here, I want to know,
assuming that the Supreme Court denies
cert., I want to know if Pertamina will now
agree to the payment of the judgment,
which would mean the release of the funds
which are now held to secure that
judgment, immediate release.

(Minutes pp. 16-17). On August 28, 2006 the attorney
[**13] for Pertamina wrote the Court as follows:

Pursuant to the Court's direction, we are
writing to address the question posed by
the Court at last Friday's hearing with
respect to the payment of the outstanding
portion of KBC's judgment by Pertamina.
Our understanding of Your Honor's
question is whether, in the event that the
Supreme Court denies the petitions for
certiorari filed by Pertamina and the
Ministry of Finance of the Republic of
Indonesia, Pertamina will agree to the
payment of KBC's judgment. We have
been instructed by Pertamina to inform the
Court and counsel for KBC that, in the
event that the Supreme Court denies the
pending petitions, and assuming that the
Court issues a turnover order with respect
to the restrained funds appropriate in form
and amount, Pertamina will not object
before this Court to the payment of the
judgment.

On October 2, 2006 the Supreme Court denied
Pertamina's certiorari petition.

The Cayman Islands Action

A little over two weeks after the August 28 letter, on
September 15 Pertamina commenced an action against
KBC in the Grand Court of the Cayman Islands for fraud
in connection with the joint venture and the arbitration.
Pertamina's [**14] New York attorney wrote the Court
on September 19, 2006 stating that he was "unaware on
August 25 that such a proceeding was planned."
Presumably the attorney meant August 28, the date of his
letter. However, there can be no doubt about the fact that
Pertamina was planning the Cayman Islands action as of
August 28, and probably for a substantial period of time
before that. Also, there can be no doubt about the fact
that both Pertamina and its attorneys knew full well that
the Court's questions were directed to finding out whether
the Supreme Court's denial of certiorari would mean final
termination of all litigation, so that KBC could be paid
out of the funds restrained in New York. Obviously the
Court did not know enough to ask specifically if
Pertamina planned to bring a new action in the Cayman
Islands. But an honest look at the Court's inquiry and an
honest response would have led to the disclosure of the
plan to bring such an action.

[*289] There was, of course, no such disclosure.
The circumstances strongly support an inference that
concealment by Pertamina was deliberate and with a
purpose. Now that an action has been brought, Pertamina
is asserting that this Court cannot interfere [**15] with
such an action because such interference would tread on
the sovereignty of a foreign state. Had the plan for an
action been disclosed beforehand, there may well have
been legal issues about how to deal with Pertamina's
strategy, but the case law about anti-suit injunctions, now
relied on by Pertamina, would not have been directly
applicable.

Pertamina alleges in the Cayman Island action that
KBC overstated the size of geothermal resources in 1997
and relied on those falsehoods in the arbitration
proceedings. The statement of plaintiff's claim in the
action is contained in the Writ of Summons, dated
September 15, 2006, and signed by Pertamina's Cayman
Islands attorney. Pertamina claims that the fraud of KBC
affected various notices issued by KBC to Pertamina in
1997. Pertamina further contends that KBC was guilty of
fraud in presenting the Notice of Arbitration dated April
30, 1998 and in the procuring of the Arbitral Award dated
December 18, 2000, and that the fraud was "such as to
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vitiate the Arbitral Award." (Writ of Summons P 1).
Pertamina seeks damages, accounting, and restitution, as
well as

An injunction restraining the defendant .
. . from (i) dealing with or disposing
[**16] of, in any manner whatsoever, any
sums received . . . as a consequence of the
said fraud . . . and (ii) taking any steps
whatsoever in furtherance of the said
wrongs including . . . commencing or
continuing or prosecuting or assisting in
the prosecution of any proceedings
directed to enforcing, whether by
themselves or by assignment, and/or from
receiving the benefit by enforcing, the
Arbitral Award.

(Writ of Summons P 9). On September 21 Pertamina
filed an Amended Summons with the Cayman Islands
court, requesting

That the defendant . . . be restrained until
the conclusion of the trial of this action or
further order in the meantime from taking
any steps to dispose or direct the disposal
of any funds belonging to or in the name
of or due to Plaintiff [Pertamina] collected
or received by way of enforcement of the
Arbitral Award dated 18 December 2000
entered in favour of Defendant [KBC]
against the Plaintiff following the
initiation of arbitration proceedings by the
Defendant through the Notice of
Arbitration dated 30 April 1998, . . .

(Am. Summons P 2). The Amended Summons also
requests that KBC be restrained in the terms of an
attached Draft Order. This [**17] Draft Order, entitled
"Injunction Prohibiting Disposal of Assets Worldwide,"
would prohibit KBC from disposing of its assets up to $
316 million, whether in or outside the Cayman Islands,
and specifically includes within the definition of assets,
"any sums received or to be received by the Defendant
pursuant to any order of the United States District Court
for the Southern District of New York . . . pursuant to
proceedings issued by the Defendant directed to
enforcing the Arbitral Award."

Other materials relating to the Cayman Islands
action, which have been filed by Pertamina on the current

motion before the Southern District, are as follows:

Affidavit of Simson Panjaitan, dated
September 21, 2006.

"Skeleton Argument," dated
September 22, 2006.

Amended Writ of Summons, dated
October 6, 2006.

[*290] Statement of Claim, dated
October 6, 2006.

As will be described more fully later in this opinion,
an important, and perhaps essential, argument of
Pertamina in opposing KBC's current motion is that the
action in the Cayman Islands is not to set aside the
Arbitral Award, but is "a totally new fraud claim." What
has just been quoted from the pleadings in the Cayman
Islands [**18] action bears, of course, on that issue. In
addition, the Court notes the portion of the document
entitled "Skeleton Argument," dealing with the remedies
sought in the Cayman Island proceedings. According to
paragraph 7 of that document, Pertamina is seeking
damages and ancillary orders. The damages sought are
the amount of the Arbitral Award, Pertamina's costs in
the arbitration, and interest on those sums. As to ancillary
orders, paragraph 7 states that "a finding of fraud would
mean that the award is vitiated by fraud and a nullity,"
which "would preclude any further enforcement actions
by KBC." Pertamina seeks to have the Cayman Islands
court "restrain KBC from taking any such steps."

The Amended Writ of Summons, dated October 6,
2006, is the same, in all material respects, as the original
Writ of Summons, and contains the same language
quoted from the original Writ of Summons earlier in this
opinion.

The Statement of Claim, dated October 6, 2006,
contains a section entitled "Particulars of Loss and
Damage" in paragraph 54. These are consistent with what
is in the Skeleton Argument.

The Current Motion

On September 21, 2006 KBC filed its motion in the
Southern District [**19] requesting an order prohibiting
Pertamina from engaging in legal proceedings in the
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Cayman Islands. In its brief KBC expanded the motion to
embrace any similar actions in other jurisdictions. Oral
argument was held on September 26.

During the argument, counsel for Pertamina
represented that by bringing suit in the Cayman Islands,
Pertamina was not seeking to interfere with the
mechanisms of this Court and stated that Pertamina
would not oppose the turnover of funds to KBC in the
event that the Supreme Court denied certiorari. However,
counsel did not agree that Pertamina would withdraw the
claim that the fraud vitiated the Arbitral Award.
Moreover, counsel took the position that Pertamina
(while agreeing, through New York counsel, to have the
funds turned over to KBC) was free to petition the
Cayman Islands court to enjoin KBC from distributing or
disposing of the funds that it received from the litigation
in the federal court in New York.

In view of the uncertainty as to how quickly the
Cayman Islands court might move, at least with respect to
provisional relief, the federal court at the September 26
oral argument issued an immediate order, which was in
effect a temporary [**20] restraining order. This was
embodied in a formal order of September 27, as follows:

1. Pertamina agrees to, and this court
orders, that Pertamina is prohibited from
making, or proceeding with any request to
the courts in the Cayman Islands (or any
other forum) [for] an order or injunction
that would interfere with the procedures of
this court in enforcing the arbitration
award, including turnover of restrained
funds in the even that certiorari is denied
by the Supreme Court.

2. Pertamina is prohibited from
making, or proceeding with any request to
the courts in the Cayman Islands (or any
other forum) seeking any order or
injunction against KBC interfering with
KBC's use or disposition of funds that
[*291] may be turned over to it as a result
of the proceedings in this court.

The Court did not make a final decision on KBC's
motion, but reserved decision. The present opinion
constitutes the Court's decision on that motion.

As noted above, on October 2, 2006 the Supreme
Court denied certiorari. Prior to this time a total of $
55,243,209.70 had been paid to KBC out of the funds
restrained in New York. As noted earlier, KBC recovered
$ 898,682.90 in Hong Kong. After the Supreme [**21]
Court action, KBC requested that the additional sum of $
260 million be turned over to KBC from the funds
restrained in New York. A small additional amount was
thought to be due when the final calculations were made,
but KBC wished to have immediate payment of $ 260
million. Accordingly, on October 6 the Court signed an
Interim Turnover Order directing that $ 260 million be
turned over to KBC immediately. However, this was
subject to the direction the Court had issued in a
memorandum of September 27 to the effect that KBC
could not distribute these funds without further
permission of the Court. The purpose of this was to allow
the Court to make a final ruling on KBC's motion, and
specifically to deal with Pertamina's claim that it could
use the Cayman Islands action to prevent KBC from
disposing of the funds. KBC had represented to the Court
that it would, if allowed to proceed normally, distribute
the funds as dividends to the owners of KBC.

On November 15, 2006 a Stipulation and Order was
entered, providing for the payment of a final $
3,469,268.43 to KBC. This finally satisfies the judgment.
A grand total of $ 319,611,161.03 has been paid. The
September 27 memorandum applies to [**22] both the $
260 million and the $ 3,469,268.43, but not the $
55,243,209.70, which is no longer in KBC's hands.

Discussion

The Nature of the Cayman Islands Action

In arguing the motion now before the Southern
District, Pertamina lays considerable emphasis on the
idea that Pertamina is not suing in the Cayman Islands to
set aside the Arbitral Award, but is making a "new fraud
claim" for damages. At the argument of the motion on
September 26, 2006, the Court asked if the action in the
Cayman Islands was the first time that Pertamina engaged
in affirmative litigation to set said the Arbitral Award for
fraud, as distinct from using fraud allegations to defend
enforcement proceedings by KBC. (Minutes pp. 36-37).
Counsel for Pertamina responded as follows:

But I would disagree, your Honor, the
action in Cayman is not to set aside the
arbitration award. It's a totally new fraud
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claim, as I understand it.

* * *

No, it is to - it is a damage claim, your
Honor, it is to get damages for an alleged
fraud.

(Minutes p. 38).

It is not entirely clear why Pertamina seeks to make
this distinction. The Cayman Islands action is what it is,
and labels do not [**23] change it. In any event, the
theory that the Cayman Islands action is nothing but a
"new fraud claim," merely seeking damages is wholly
without substance.

To be sure, Pertamina alleges fraud in the Cayman
Islands court. However, the entire point of the fraud
allegations is to show that the Arbitral Award must be
deemed to be vitiated--i.e., to be a nullity. The "damages"
sought are almost entirely the amount of the Arbitral
Award plus the interest which has accrued during
enforcement proceedings.

[*292] Although counsel for Pertamina stated at the
September 26 hearing that Pertamina has no intention to
use the Cayman Islands action for the purpose of
enjoining proceedings in the United States courts, that is
exactly what is sought both in the original Writ of
Summons and the Amended Writ of Summons.

It is true that there was very little left to enjoin, in
connection with the proceedings in the United States
courts, when the Cayman Islands action was commenced.
But this does not take away from the fact that Pertamina
filed suit in the Cayman Islands with the clear objective
of stopping whatever could be stopped by way of legal
proceedings to enforce the Arbitral Award. Pertamina
[**24] is still seeking to achieve that objective.

At the time the Cayman Islands action was brought,
Pertamina's petition for certiorari was still pending before
the United States Supreme Court. Of course, there was no
attempt to have the Cayman Islands court interfere with
what was going on in the Supreme Court. After the
Supreme Court denied certiorari, all that was left was to
have judgment entered directing that restrained funds be
turned over to KBC to satisfy the Texas federal court
judgment. In the August 28, 2006 letter, counsel for
Pertamina had stated that "Pertamina will agree to the

payment of KBC's judgment," in the event that the
Supreme Court denied certiorari.

What was in fact left for Pertamina to restrain by
way of the Cayman Islands action? In fact, Pertamina
found something of great importance. In the Amended
Summons of September 21, 2006 Pertamina requested the
Cayman Islands court to issue an order to the effect that
KBC would be restrained from disposing of any funds
collected through the enforcement of the Arbitral Award.

But the basic nature of the Cayman Islands action
was confirmed in the Amended Writ of Summons filed
by Pertamina on October 6, 2006. This [**25] was after
the Supreme Court had denied certiorari. It was after
counsel for Pertamina had stated at the September 26
hearing that in the Cayman Islands action Pertamina was
not seeking to interfere with the mechanisms of this
Court. It was after an affidavit of a Pertamina officer filed
with the Cayman Islands court, purporting to make the
same point. Nevertheless the October 6 Amended Writ of
Summons repeated the allegations and claims of the
original Writ of Summons of September 15, contending
that the Arbitral Award should be considered "vitiated"
and that KBC should be restrained from prosecuting any
proceedings to enforce the Arbitral Award. This showed
that the purpose of the Cayman Islands action was and
still is to halt, in whatever way is available, the judicial
proceedings in the United States and the consummation
of those proceedings.

It should be noted that, out of the $ 319 million
collected by KBC, as described earlier, approximately $
55 million has already been distributed to the owners of
KBC. The sum of approximately $ 263 million, recently
turned over to KBC is still in KBC's hands. It is this
amount which would be reached if the Cayman Islands
court entered an [**26] order restraining KBC from
disposing of funds.

It is apparent beyond question that the effort to
prevent KBC from using the money, as a full owner of
such money, is part and parcel of the attempt to nullify
the Arbitral Award. If the action in the Cayman Islands
were about some completely unrelated matter, and the
effort to restrain KBC from disposing of the funds were
for the purpose of securing a judgment in such unrelated
matter, that would be a completely different situation. But
the Cayman Islands actions is all about defeating KBC's
Arbitral Award, and is [*293] about preventing KBC
from realizing the funds of that award.
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Beyond this, the Cayman Islands action has the
obvious purpose of nullifying the judgment of the federal
court in Texas confirming that award and the judgments
of the Southern District of New York, allowing KBC to
recover from funds restrained in New York. The
objective of the Cayman Islands action is to prevent the
completion and consummation of the carrying out of
those judgments.

Remedies to Vacate Judgment

As was just explained, Pertamina is in effect seeking
to overturn not only the Arbitral Award, but the
judgments of the federal courts in Texas [**27] and New
York. To do so, Pertamina has commenced the action in
the Cayman Islands. KBC, at least at the present, is not
relying upon the presentation of defenses to the Cayman
Islands court. KBC is moving in the Southern District of
New York to prevent Pertamina from going forward with
its Cayman Islands suit. This necessarily requires
consideration of the judicial authorities relating to
anti-suit injunctions. These authorities will be discussed
in the next section of this opinion. However, the Court
has thought it instructive to discuss United States law
regarding the ability of a judgment debtor to set aside the
judgment against him on grounds of fraud.

[HN1] Fed. R. Civ. P. 60(b)(3) allows a motion to be
brought to relieve a party from a final judgment for
"fraud (whether heretofore denominated intrinsic or
extrinsic), misrepresentation, or other misconduct of an
adverse party." A party bringing a Rule 60(b)(3) motion
must establish by clear and convincing evidence "(1) that
the adverse party engaged in fraud or other misconduct,
and (2) that this misconduct prevented the moving party
from fully and fairly presenting his case." Hesling v. CSX
Transp., Inc., 396 F.3d 632, 641 (5th Cir. 2005). [**28]
Additionally, Rule 60(b) requires that the motion be
brought in the court that rendered the judgment, within
one year of the judgment.

[HN2] Rule 60(b) goes on to provide:

This rule does not limit the power of a
court to entertain an independent action to
relieve a party from a judgment, order, or
proceeding, or to grant relief to a
defendant not actually personally notified
as provided in Title 28, U.S.C., § 1655, or
to set aside a judgment for fraud upon the
court.

It should be noted that the reference to 28 U.S.C. § 1655
has no relation to the present case. It concerns the
enforcement of liens against absent defendants.

[HN3] The provision for "an independent action" is
designed to preserve the traditional remedy in equity to
overturn judgments. 12 Moore's Federal Practice §
60.80. The most common ground asserted in independent
actions is fraud. Id. § 60.81. Although it is not entirely
clear from the text, the drafters of the rule apparently
intended to distinguish between an "ordinary"
independent action for fraud, and an action charging
"fraud on the court," although the two are
(understandably) [**29] sometimes confused. Id. §
60.81[1][b][v]. "Fraud upon the court" refers to matters
such as the bribery of a judge, jury tampering, or
fabrication of evidence by an attorney. Illustrative cases
are Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322
U.S. 238, 246, 64 S. Ct. 997, 88 L. Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (U.S. 1944); Root Refining Co. v.
Universal Oil Prods. Co., 169 F.2d 514 (3d Cir. 1948);
and Platt v. Threadgill, 80 F. 192 (C.C.W.D. Va. 1897). It
appears that the general provision about "an independent
action" may allow claims of fraud on a broader basis.
However, for reasons that will appear, it is not necessary
in the present case to be concerned about the possible
distinctions in the rule or about the exact boundaries of an
independent [*294] action seeking to set aside a
judgment for fraud.

The important thing, for present purposes, is to
recognize that [HN4] the use of an independent action to
set aside a judgment for fraud has definite limitations
under the decided cases. The Supreme Court has stated in
United States v. Beggerly:

Independent actions must, if Rule 60(b)
is to be interpreted as a coherent whole, be
reserved for those cases of "injustices
which, [**30] in certain instances, are
deemed sufficiently gross to demand a
departure" from rigid adherence to the
doctrine of res judicata. Hazel-Atlas Glass
Co. v. Hartford-Empire Co., 322 U.S. 238,
244, 64 S. Ct. 997, 88 L. Ed. 1250, 1944
Dec. Comm'r Pat. 675 (1944).

524 U.S. 38, 46, 118 S. Ct. 1862, 141 L. Ed. 2d 32
(1998). The Supreme Court went on to state that "an
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independent action should be available only to prevent a
grave miscarriage of justice." 524 U.S. at 47. The Court
reversed the vacating of a judgment, finding in that case
that the failure to thoroughly search for certain records
and to make full disclosure to the court rendering the
judgment did not amount to grave miscarriage of justice.
Id. The Court did, however, cite Marshall v. Holmes, 141
U.S. 589, 12 S. Ct. 62, 35 L. Ed. 870 (1891), to illustrate
when setting aside a judgment for fraud would be
justified. There a judgment had been obtained by means
of a forged letter.

The courts also adhere to the equitable rule that there
must be a showing of no adequate remedy at law.
Cresswell v. Sullivan & Cromwell, 922 F.2d 60, 71 (2d
Cir. 1990). The Second Circuit stated in Campaniello
Imports, Ltd. v. Saporiti Italia S.p.A.,

It is fundamental that [HN5] equity
[**31] will not grant relief if the
complaining party has, or by exercising
proper diligence would have had, an
adequate remedy at law, or by proceedings
in the original action . . . to open, vacate,
modify, or otherwise obtain relief against,
the judgment.

117 F.3d 655, 662-663 (2d Cir. 1997). Also, the party
seeking relief must comply with the equitable "clean
hands" standard. 12 Moore's Federal Practice §
60.82[2].

Although there is no statute of limitations for an
independent action, the equity doctrine of laches applies.
Simons v. United States, 452 F.2d 1110, 1116 (2d Cir.
1971); 12 Moore's Federal Practice § 60.83.

It is obvious that the defenses and limitations just
described will generally be applied in the courts where
actions are brought to set aside the judgments.

In the present case, of course, KBC is not arguing
these points in the Cayman Islands, but is moving to have
the Southern District of New York prohibit Pertamina
from proceeding further in the Cayman Islands. It is the
view of this Court that the law about the use of
independent actions to overturn judgments [**32] must
be considered on the issue of whether KBC's motion
should be granted.

Anti-Suit Injunctions

[HN6] There are well-defined limits on anti-suit
injunctions against suits in foreign countries. These limits
are based largely on considerations of international
comity. But where a judgment has been entered in an
American court, that court has authority to enjoin a party
before it from suing in a foreign country where such suit
is an abusive attempt to undermine that judgment.

Judge Mukasey of this Court has observed that,
"after judgment in the domestic litigation, some showing
of harassment, bad faith or other equitable circumstance
is sufficient to support enjoining the foreign litigation."
Farrell Lines Inc. v. Columbus Cello-Poly Corp., 32 F.
Supp. 2d 118, 131 (S.D.N.Y. 1997), aff'd sub nom,
[*295] Farrell Lines Inc. v. Ceres Terminals Inc., 161
F.3d 115 (1998). Similarly, the D.C. Circuit has stated
that when "the injunction is requested after a previous
judgment on the merits . . . a court may freely protect the
integrity of its judgments by preventing their evasion
through vexatious or oppressive relitigation." Laker
Airways Ltd. v. Sabena Belgian World Airlines, 235 U.S.
App. D.C. 207, 731 F.2d 909, 928 (D.C. Cir. 1984).
[**33]

On the other hand, Pertamina relies on a group of
cases where courts have ruled that anti-suit injunctions
should not be granted. See e.g., China Trade & Dev.
Corp. v. M.V. Choong Yong, 837 F.2d 33, 36 (2d Cir.
1987); Laif X Sprl v. Axtel, S.A. de C.V., 390 F.3d 194,
199 (2d Cir. 2004). In those cases there were parallel
proceedings occurring simultaneously in the United
States and in a foreign forum. The principal case is China
Trade. There, the Court was faced with a litigant who
brought suit in Korea while the same issue was being
litigated in the Southern District of New York.
Emphasizing that parallel proceedings in two forums are
"ordinarily tolerable" and should be allowed to proceed
simultaneously, 837 F.2d at 36, the Court reversed the
District Court's granting of the injunction. However, the
holdings in China Trade and the other parallel
proceedings cases, and what is referred to as "the China
Trade test," are not applicable in the present case.

The case at hand is not a parallel proceedings case.
Here judgments were entered in the American courts
(Texas 2001 and New York 2004) well before the
Cayman Islands action [**34] was commenced
(September 2006). This is a case where the issue is
whether there is a misuse of the foreign court to evade the
American judgments. It is of interest that both Judge

Page 886



Mukasey and the D.C. Circuit gave consideration to
international comity in accordance with the China Trade
line of cases, but they acknowledged that a "more lenient
standard" would apply once a judgment has been entered,
and proceeded to speak decisively of the need to protect
against abusive foreign litigation mounted following
entry of the American judgments. Farrell, 32 F. Supp at
131; see also Laker Airways, 731 F.2d at 928; Silva Run
Worldwide Ltd. v. Gaming Lottery Corp., No.
96-Cv-3231, 2002 U.S. Dist. LEXIS 8307, at *20-21
(S.D.N.Y. May 8, 2002), aff'd, 53 Fed. Appx. 597 (2d Cir.
2002).

[HN7] Aside from the need to protect against
abusive foreign litigation, other considerations are
relevant to the appropriateness of granting an anti-suit
injunction. One concern is the need for the Court to
protect its jurisdiction. Both Laker Airways and China
Trade recognized the propriety of enjoining a suit in a
foreign court where such [**35] an injunction is
necessary to protect the American court's jurisdiction.
Laker Airways, 731 F.2d at 927-31; China Trade, 837
F.2d at 36-37 (citing Laker Airways, 235 U.S. App. D.C.
207, 731 F.2d 909).

Another relevant consideration to this Court's ability
to act in the face of comity considerations is the extent to
which a litigant attempts to avoid the forum's important
public policies. The D.C. Circuit commented that
"deference to the foreign proceeding may be denied
because of the litigant's unconscionable evasion of the
domestic laws." Laker Airways, 731 F.2d at 931 n.71.
Indeed, the Second Circuit has held that "orders of
foreign courts are not entitled to comity if the litigants
who procured them have deliberately courted legal
impediments to the enforcement of a federal court's
orders." Motorola Credit Corp. v. Uzan, 388 F.3d 39, 60
(2d Cir. 2004). In the present case, Pertamina is seeking
to avoid the application of well-settled American law and
policies about the limited methods which can be used to
[*296] interfere with the normal finality of judgments.

It should be noted that KBC has once before sought
an anti-suit [**36] injunction in this case. In March
2002, several months after the federal district court in
Texas issued its final judgment in favor of KBC,
Pertamina filed suit in Indonesia seeking to annul the
Arbitral Award, and sought an injunction to prevent KBC
from seeking to enforce the award. Before the application
on the injunction was scheduled to be heard in Indonesia,

KBC applied to the court in Texas for a temporary
restraining order to prevent Pertamina from seeking its
injunction in Indonesia. The district court granted KBC's
application. Pertamina did not withdraw its request and
the Indonesian court issued a provisional injunction.
KBC then moved for a preliminary injunction against
Pertamina's further pursuing the Indonesian action. The
district court granted the injunction. The Fifth Circuit
reversed. Karaha Bodas Co., L.L.C., v. Perusahaan
Pertambangan Minyak Dan Gas Bumi Negara, 335 F.3d
357 (5th Cir. 2003).

The Fifth Circuit's opinion rested chiefly on the idea
that the New York Convention, the operative treaty under
which KBC sought to enforce its award, allows
simultaneous enforcement and annulment proceedings in
other countries. As a result, the United States [**37]
courts "have discretion under the Convention to enforce
an award despite annulment in another country." Id. at
369. Thus, the "Indonesian court's annulment fails to
jeopardize the enforcement of the award elsewhere." Id.
The court reasoned that since there was no real threat to
enforcement in the United States, comity counseled
against issuing the injunction.

Clearly, the anti-suit injunction sought now by KBC
presents itself in a much different procedural and
temporal context. The policies underlying the New York
Convention no longer apply. Pertamina is not seeking to
annul the award under the New York Convention's
procedures and has no need of protection of any right
under such Convention. Pertamina is indeed seeking to
"jeopardize the enforcement of the award" in the United
States by means of the injunction it is seeking in the
Cayman Islands. Finally, the litigation has proceeded to
an entirely different juncture than where it stood in 2003.
The significance of this will be dealt with later in this
opinion. In short, the Fifth Circuit's decision is not
instructive on what should be done now.

An Injunction Should Be Issued

As already described, [**38] the motion before this
Court is to enjoin Pertamina from pursuing the litigation
in the Cayman Islands and similar litigation elsewhere. It
is not for this Court to deal with the merits of Pertamina's
suit in the Cayman Islands, or to determine whether
Pertamina's allegations of fraud do or do not have merit.
However, this Court does have the responsibility of
making certain findings with respect to the nature of the
Cayman Islands action in relation to federal court
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judgments in the United States.

The previous section of this opinion, dealing with
Fed. R. Civ. P. 60(b), illustrates the fact that under
American law, a final judgment in a litigation is given a
very high degree of protection, and can be overturned in a
new and independent lawsuit only under exceptional
circumstances, even when fraud is alleged. One of these
circumstances is where "fraud upon the court" is proven.
However, no such thing is alleged in the Cayman Islands.
No claim is made there of forged evidence or bribery or
anything else of that nature. What is claimed in the
Cayman Islands is that, during the dealings between KBC
and Pertamina, KBC made misrepresentations [**39]
regarding the quantity of geothermal [*297] reserves or
resources. As already described, the issue of the accuracy
of KBC's representations on this subject was before the
arbitrators. What has now occurred is that Pertamina
claims it has new evidence showing that KBC defrauded
Pertamina on the subject of the quantity of geothermal
reserves or resources, something which Pertamina
apparently did not literally allege in the arbitration. There
is surely a serious question about whether the situation
involves the kind of gross injustice or grave miscarriage
of justice, demanding a departure from adherence to the
doctrine of res judicata, within the meaning of the
Supreme Court's holding in United States v. Beggerly,
524 U.S. 38, 46-47, 118 S. Ct. 1862, 141 L. Ed. 2d 32
(1998).

But beyond this, it is necessary to reckon with the
tactics employed by Pertamina. The alleged new evidence
of fraud comes from documents voluntarily turned over
by KBC to Pertamina in Indonesia. KBC asserts that the
documents became available to Pertamina in March 2001.
Pertamina states that it was not until November 2002
when this happened.

It will be recalled that summary judgment
confirming the Arbitral Award was issued by the federal
[**40] court in Texas on December 4, 2001. If Pertamina
had the documents in March 2001, as KBC claims, it had
ample time to file a motion under Rule 60(b)(3) in the
Texas district court within the one year time limit. And
even if Pertamina did not have the documents until
November 2002, the one year time limit had still not
expired at that time. Furthermore, even after the
expiration of that one year, a prompt filing of an
"independent action" could have brought Pertamina's
fraud allegations before the Texas district court.

Of course, Pertamina asserts that it did not look at
the documents until August 2005, and therefore did not
appreciate their significance until that time. Even if this is
true, there is surely a serious problem about Pertamina's
diligence. During the arbitration, Pertamina had raised
suspicions about the amount of reserves which KBC had
represented, and this was enough of an issue to cause the
arbitrators to cut substantially the amount of the award
for lost profits from what KBC had requested. The award
was still very large ($ 150 million) and Pertamina has
fought strenuously to prevent KBC from recovering even
the reduced award. In view of this campaign against
KBC, [**41] it is difficult to justify Pertamina's delay of
three years or more in looking at documents left in its
possession by KBC.

But even if it is assumed that Pertamina was justified
in waiting until August 2005 to discover the evidence
now relied upon, what Pertamina did after that raises
grave questions. Pertamina knew by then that recovery on
the Arbitral Award would occur almost entirely by means
of enforcement proceedings in the United States.
Sufficient funds had been restrained in New York City,
under process of the Southern District of New York, to
provide over $ 300 million to pay the amount of the
Arbitral Award plus interest. Although it was too late by
August 2005 to file a motion under Rule 60(b)(3) to set
aside the judgment of the district court in Texas, it was
open to Pertamina to attempt an "independent action"
under Rule 60(b). This would have been a direct and
straightforward method to determine whether there was a
right to overturn, on grounds of fraud, the Arbitral Award
and the judgment based thereon.

However, Pertamina did no such thing. What it did
was to raise its alleged fraud claim in Hong Kong and
Singapore by way of defense against enforcement actions
brought [**42] by KBC in those locations. But Hong
Kong and Singapore had virtually no significance in the
KBC-Pertamina contest. [*298] As it turned out only
3/10 of 1% of the judgment debt was collected in Hong
Kong, and nothing in Singapore. Almost the entire
judgment debt (99 7/10%) was paid from funds restrained
in the federal court in New York, in proceedings based on
the judgment of the federal court in Texas. Yet Pertamina
made no move to submit the fraud claim to any court in
the United States.

As is now known, Pertamina developed a different
strategy to prevent collection of the 99 7/10% in the
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United States. After 2 1/2 years of hard-fought litigation
in the Southern District, a judgment was entered in that
court on October 22, 2004, which would allow collection
of the amount due of over $ 300 million. The Second
Circuit affirmed the judgment on March 9, 2006.
Pertamina then applied to the Supreme Court for
certiorari. A decision on this certiorari petition was
expected in early October 2006. The likelihood of the
Supreme Court granting the petition was admittedly
small.

At this point it appeared that the litigation between
KBC and Pertamina was at long last about to be
concluded. There was [**43] no indication of any
remaining issues to be resolved, except in the unlikely
event that the Supreme Court would review proceedings
which had taken place in the Southern District of New
York and the Second Circuit. However, in an attempt to
head off possible further problems, the Court, in August
2006, asked counsel for Pertamina whether there would
be any further issue which might come up following the
likely denial of certiorari by the Supreme Court. On
August 28, 2006 the attorney for Pertamina wrote the
Court basically assuring the Court that a denial of
certiorari by the Supreme Court would be the end, and
specifically stating that Pertamina did not object to
payment of the judgment.

Counsel for Pertamina has stated to this Court that he
did not know, when he wrote that letter, that Pertamina
planned to file the action in the Cayman Islands. But, of
course, Pertamina knew. It deliberately concealed its plan
from this Court and deliberately failed to have its
attorney disclose that plan in the August 28 letter. No
other conclusion is possible.

A little over two weeks later, on September 15, 2006,
Pertamina commenced the action in the Cayman Islands.
Shortly thereafter, as expected, [**44] the Supreme
Court denied Pertamina's certiorari petition.

It is significant that, on December 31, 2003, Alfred
Rohimone, Pertamina's Finance Director, told the
prominent Indonesian newspaper Komas that the
arbitration decision could no longer be disputed, but that
"what Pertamina is doing now is actually only buying
time." Pertamina's tactics in the Cayman Islands action
are completely consistent with "buying time." Even under
Pertamina's own version, it knew of the so-called new
evidence of fraud by late 2005. But it made no use of that
evidence in a timely action in the United States where

such an action would naturally have been brought if
Pertamina had sought to litigate in a fair and direct
fashion. Indeed, no timely action was brought even in the
Cayman Islands. Instead, Pertamina held back, waiting
until the very last moment before the litigation was to be
terminated. It concealed its strategy from this Court in
response to a direct inquiry, and then filed an action in a
foreign court.

By suing in the Cayman Islands, Pertamina is not
merely seeking a judgment in a foreign court with
consequences in the foreign venue. The main objective of
Pertamina is to have the Cayman [**45] Islands court
reach out to the United States and frustrate the
consummation of the long [*299] and difficult litigation
in the United States. It is true that KBC is a Cayman
Islands limited liability company. But the court actions
which have resulted in the recovery of $ 319 million by
KBC, have occurred in the United States. Pertamina is
seeking to have the Cayman Islands court enter orders
preventing the completion and consummation of this
United States litigation.

Pertamina takes the position that it is not seeking,
through the Cayman Islands action, to interfere in any
way with the jurisdiction or the processes of the
American courts. According to Pertamina, since those
processes have now been completed with final judgments
and full payment to KBC of the judgment debt, no
interference with or harm to the American proceedings
can occur by merely having the Cayman Islands court
prohibit KBC from disposing of the $ 263 million still in
KBC's hands. This is the argument made by counsel for
Pertamina at the September 26, 2006 hearing (Minutes
pp. 20 et seq.). Counsel went on to urge that what is
being pursued in the Cayman Islands is a "new claim
based on new matter," and that Pertamina [**46] is
merely asking the court to do something which is "an
every day event" in courts--that is, to secure possible
future judgments by an injunction or an attachment or a
garnishment (Minutes pp. 24-25).

The problems with these theories are numerous. In
the first place, the Cayman Islands action is not a new
action in the sense of raising new issues unrelated to the
United States proceedings. As pointed out earlier in this
opinion, the entire premise of the Cayman Islands action
is that the Arbitral Award should be nullified, and that all
proceedings to enforce that award should be stopped. Of
course, by the time the Cayman Islands action was
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brought, the proceedings in the United States to enforce
the Arbitral Award had been virtually completed. But
Pertamina's pleadings in that action requested that all
enforcement proceedings be halted by the Cayman
Islands court. What that means, from a practical
standpoint, is that the Cayman Islands court should take
steps to stop whatever it is possible to stop in the way of
enforcement proceedings. Moreover, there can be no
doubt that the overall purpose of the Cayman Islands
action is to cancel out what KBC has achieved in the
United [**47] States courts by way of enforcement of
the Arbitral Award. This is surely made clear by the fact
that the "damages" sought in the Cayman Islands would,
under the clear definition in the pleadings there, amount
to the very same $ 319 million, which has been awarded
to KBC in the United States.

It is now necessary to deal with the argument of
Pertamina that this Court should not be concerned about
any effect on the American judicial process because the
judgments have been entered, KBC has been paid, and
that is the end of the matter as far as the jurisdiction and
interest of the federal courts in the United States are
concerned. This Court disagrees. To explain this
disagreement, certain obvious propositions must be
stated. A federal court in Texas has determined that KBC
is entitled to be paid the amount of the Arbitral Award
plus interest. This means that, as far as the litigation
between KBC and Pertamina regarding the Arbitral
Award is concerned, KBC is entitled to receive the
money, to own the money, and to dispose of that money
as it sees fit. The litigation in the Southern District of
New York determined that certain funds of Pertamina,
located in New York banks, can be used [**48] to pay
the judgment debt to KBC. Again, the premise of the
proceedings in New York has been that, as far as the
issues between KBC and Pertamina about the Arbitral
Award are concerned, KBC is entitled to have the funds
turned over to it, is entitled to own those funds, and is
entitled to dispose of those funds as [*300] it sees fit.
The judgments referred to above are not conditional, or
qualified, or limited in any way as to KBC's rights with
respect to the monies awarded.

On the other hand, it is obvious that when a
judgment creditor receives money awarded by a
judgment, there may be many reasons why that money
might be attached or might be subject to some lien or
some question of title. A judgment creditor might be
subject to other lawsuits or other claims of various kinds,

independent of the lawsuit in which the judgment was
entered.

But, if the judgment debtor is seeking to tie up the
proceeds of the judgment in an action to vacate or
overturn the judgment, as this Court has found that
Pertamina is attempting to do, then there are definite rules
about when, and under what conditions, this can be done.
And courts are surely not hospitable to subterfuge
designed to avoid applicable rules. [**49] For instance,
if a judgment debtor files something called an action for
damages against the judgment creditor, and seeks
damages in the precise amount of the judgment, our
courts would undoubtedly not allow this strategy as a
means for evading the rules relating to proper grounds for
setting aside judgments. The Cayman Islands action
brought by Pertamina is exactly the kind of action just
spoken of.

This Court does not accept the proposition that,
under these circumstances, it has no legitimate interest in
the matter and no power to protect KBC from abusive
litigation, even in a foreign court. This Court believes
that Pertamina's attempt to use the injunctive powers of
the Cayman Islands court would, if successful, truly
interfere with the jurisdiction of the federal courts in the
United States. Such jurisdiction surely embraces the
sanctity and finality of judgments and the rights obtained
under those judgments. For reasons already indicated, it
is no answer to this to say that the only thing sought is a
remedy against KBC's disposition of the funds, rather
than a remedy against some ongoing court process. If
KBC cannot have full ownership rights to the money,
including the right [**50] to pay it to the owners of
KBC, then all of the process leading up to the award of
the money to KBC has been in vain.

This Court has the power, and indeed the duty, to
deal with abusive litigation tactics used by a party before
it. In the present case the salient fact is that, after almost
six years of litigation in district and appellate courts
based on the Arbitral Award, the American courts had
finally resolved all the issues presented to them about
whether the Arbitral Award should be confirmed and
about the method by which KBC should recover the large
amount due. Although procedures were available under
federal law for Pertamina to make its claim of fraud and
to seek to prevent KBC from recovering the $ 319
million, there was no attempt whatever by Pertamina to
make use of such procedures. Instead, Pertamina engaged
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in the six years of litigation in the United States without
any mention of its claim of fraud. Finally, at the very
moment when the litigation was to be legitimately ended,
Pertamina brought the action in the Cayman Islands after
engaging in literal subterfuge in dealing with the Court in
New York. The purpose of this lawsuit is to effectively
wipe out the effect [**51] of the United States judgments
and to do this with as great an amount of delay as
possible.

Conclusion

Under all the circumstances, the Court grants KBC's
motion in the following manner. At the very least, KBC
is entitled to an injunction prohibiting Pertamina from
applying to the Cayman Islands court or any other court
for any order restricting KBC in the use or disposition of
funds [*301] awarded to it pursuant to the judgments.
Beyond this, the Court believes that the record justifies an
injunction entirely prohibiting Pertamina from pursuing
the Cayman Islands action or any similar action in any
court, because KBC is entitled to be protected against
litigation designed to delay the completion of this lengthy
court contest.

In its notice of motion, KBC requests that the Court
grant "such other and further relief as the Court deems
just and proper." The Court deems it just and proper to
accompany the injunction with a declaratory judgment.
The nature of the declaratory judgment follows inevitably
from what has been decided in this opinion. Therefore the

Court will issue a declaratory judgment declaring that the
funds recovered by KBC pursuant to the judgments in
this matter [**52] are the property of KBC, that KBC
has full right to dispose of such funds as KBC sees fit,
and that, in the event that Pertamina should for some
reason obtain an order of the Cayman Islands court or any
other court, based upon matters relating to the Arbitral
Award, purporting to interfere with KBC's rights to
dispose of the funds, KBC has no obligation to comply
with such order.

The parties will settle an Order and Judgment based
on this opinion. When that Order and Judgment is signed
by the Court, the Order of September 27, 2006, will be
deemed vacated, as will the Memorandum of September
27, 2006 restricting KBC's ability to distribute funds.
However, in connection with the settlement of the Order
and Judgment based on this opinion, the Court will
entertain an application for a stay pending appeal if any
party wishes to make such an application.

SO ORDERED

Dated: New York, New York

December 8, 2006

Thomas P. Griesa

U.S.D.J.
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OPINION

DECISION & ORDER

I. INTRODUCTION

Previously, this Court denied Petitioner Michael
Barrett's motion to vacate his conviction pursuant to 28
U.S.C. § 2255. See 6/27/05 Dec. & Ord., dkt. # 22 in
Barrett v. United States, 2005 U.S. Dist. LEXIS 32114,
04-CV-848 (N.D.N.Y.)("Barrett I"). Thereafter, the Court
granted in part and denied in part Petitioner's motion for
reconsideration and, upon reconsideration, denied and
dismissed Petitioner's Section 2255 motion. See 6/27/06
Dec. & Ord., dkt. # 32 in Barrett I. The Court also denied
Petitioner a Certificate of Appealability pursuant to 28
U.S.C. § 2253. Id. On July 24, 2006, Petitioner field a
Notice of Appeal from the Court's June 27, 2006
Decision and Order. See Not. App., dkt. # 34 in Barrett I.

On September 1, 2006, Petitioner filed the instant
"Motion for Relief From Judgment Under a Hazel-Atlas
Action" under the civil action number [*2] assigned to

his unsuccessful Section 2255 motion. See dkt. # 37 in
Barrett I. Petitioner argues that his 1996 conviction was
secured by the fraudulent representation of the
government in regards to the known criminal activity of a
cooperating witness who testified against Petitioner at his
1996 trial. Id. The government opposes the "Hazel-Atlas
Action," arguing that: (1) the motion is a second or
successive Section 2255 motion that may not be brought
because Petitioner has not received authorization from
the Second Circuit Court of Appeals; and (2) the filing of
the Notice of Appeal in the Section 2255 action divests
this Court of jurisdiction to consider the motion. See
Govt. Opp., dkt. # 38 in Barrett I. Petitioner responds
that, although he filed the "Hazel-Atlas Action" under the
Section 2255 civil action number, "it is distinct from a
habeas petition" and, therefore, "the court should issue
petitioner a new civil number under his Hazel-Atlas
motion." Pet. Reply [dkt. # 39].

For the reasons that follow, the Court (1) assigns a
new civil action number to the "Hazel-Atlas" motion; (2)
denies that portion of the motion that attacks the
underlying conviction [*3] as a second or successive
Section 2255 motion that has not been authorized by the
Second Circuit Court of Appeals; and (3) denies that
portion of the motion that attacks the prior Section 2255
decision.

II. BACKGROUND 1

1 Much of this factual background is taken from
this Court's March 12, 1998
Memorandum-Decision and Order issued on
Petitioner's motion for new trial pursuant to Rule
33 of the Federal Rules of Criminal Procedure.
See United States v. Barrett, 997 F. Supp. 312,
313-15 (N.D.N.Y. 1998)(McAvoy, C.J.).

In the fall of 1995 and January of 1996, the
government indicted and charged Archie Joyner and forty
(40) members of his criminal organization (the "Joyner
organization") with various narcotics crimes, gun
possession counts, distribution counts, arson-murder
counts and Continuing Criminal Enterprise ("CCE"). The
indictment alleged that from 1989 through January 1995,
the Joyner organization controlled and sold narcotics
from various [*4] bars in Binghamton, New York.
According to the indictment, Barrett's role (and that of his
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co-defendant, Craig Sweat) was operating one such bar
called Choices. The indictment charged Barrett and
Sweat with engaging in a CCE and conspiracy to
distribute a controlled substance.

Before trial, thirty-one (31) of the indictees pleaded
guilty and agreed to testify against the remaining
defendants. One such indictee was Shatima Turner,
whom the Court released on pre-trial supervision. On
April 2, 1996, the trial commenced. On June 4, 1996, the
trial jury returned a verdict against four of the defendants
but were deadlocked 11-1 in favor of conviction with
respect to defendants Barrett and Sweat.

Between the end of the first trial and commencement
of Barrett and Sweat's second trial, the government
received information regarding cooperating witness
Shatima Turner. According to the government, an
Endicott police investigator, Richard Mikulski, informed
the government that on May 17, 1994, a female New
York State Police Community Narcotics Enforcement
Team ("CNET") police officer purchased cocaine from
an African-American female identifying herself as
"Lexus" in Sam's Bar in Endicott, New [*5] York.
Mikulski further informed the government that during the
ensuing summer, a confidential Endicott police informant
("CI") told the Endicott Police that the CI was acquainted
with Shatima Turner and that she was using the name
"Lexus." Mikulski also stated that Endicott police had
stopped a car that summer with at least two
African-American females inside who had identified
themselves as Shatima Turner and Lexus.

Following that telephone conversation, the
government states that it contacted the Broome County
District Attorney to request assistance in identifying
"Lexus" from the undercover CNET police officer. On or
about November 4, 1996, the CNET officer participated
in a photographic identification. The CNET officer,
however, was unable to identify "Lexus" from the group
of photographs presented, which included a photograph
of Shatima Turner.

On November 15, 1996, the government received
information from a New York State Police Troop C
Narcotics informant, Julie Gofkowski, who had testified
at the first trial concerning the defendants' activities at
Choices. Gofkowski told the government that that
summer, while she was driving her car and stopped at a
stop sign, an African-American [*6] female approached
her on foot and inquired, "What do you need?"

Gofkowski said she believed this individual to have been
Shatima Turner.

On November 15, 1996, the government
memorialized the above events in a letter to the Court
with copies sent to defendants' attorneys. On November
20, 1996, the government filed a Supplemental Trial
Memorandum addressing the permissible scope of
cross-examination of Shatima Turner in light of the above
events.

The second trial against Sweat and Barrett
commenced on November 25, 1996. At the outset of trial,
the government raised the issue whether defendants could
cross-examine Shatima Turner regarding her alleged
distribution of cocaine between the first and second trial.
After hearing oral argument, the Court offered defendants
the opportunity to submit legal authority in response to
the government's Supplemental Trial Memorandum. On
December 5, 1996, the Court ruled that defendants were
foreclosed from cross-examining Shatima Turner
regarding alleged cocaine distributions between the time
of the first and second trial. Thereafter, Shatima Turner,
along with 21 other witnesses, testified at trial. On
December 11, 1996, the jury convicted defendants [*7]
Sweat and Barrett on the CCE and drug conspiracy
charges.

A month later, the government asserts that a DEA
agent contacted the Binghamton Office of the United
States Attorney to coordinate a joint federal-state-local
drug investigation. With the participation of the United
States Attorney's Office, a narcotics investigation
commenced in the Broome County area called "Operation
Golden Road." The investigation culminated in May
1997 with the indictment of 88 defendants, including
Shatima Turner, a/k/a "Lexus." The indictment charged
Turner with conspiracy to distribute cocaine on both June
19, 1996 and on various occasions from January 1997
through April 1997.

On March 20, 1997, this Court sentenced defendants
Sweat and Barrett. Subsequently, defendants filed a
timely notice of appeal. Defendants also filed a Rule 33
motion for a new trial with the Second Circuit in August
1997. During oral argument before the Second Circuit
panel, however, defendants agreed to withdraw their Rule
33 motion before the Second Circuit and refile it with this
Court.

On their Rule 33 motion before this Court,
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Defendants Barrett and Sweat claimed that a new trial
was mandated because the government failed [*8] to
disclose material impeachment evidence concerning its
cooperating witness Shatima Turner, in violation of
Brady v. Maryland, 373 U.S. 83, 83 S.Ct. 1194, 10
L.Ed.2d 215 (1963). In this regard, Defendants asserted
that the government was in possession of more
information regarding Shatima Turner than was supplied
in the government's November 15, 1996 letter to the
Court. To support their position, defendants cited to what
they termed new evidence: the May 1997 indictment
against Turner, which listed "Lexus" as one of Turner's
aliases and charged her with, among other things, the
June 19, 1996 sale of cocaine. Based on the indictment,
defendants contended that the government must have
known more information regarding Shatima Turner's
drug activities and that the government may have
purposefully halted an investigation of Turner to maintain
her credibility.

The government responded by affidavit asserting that
it disclosed all information then known to the
government in its November 15, 1996 letter to the Court.
The government also refuted defendants' unsupported
allegations that Shatima Turner was the target of any
federal investigation either before or during the [*9]
second trial. As explained by the government, Shatima
Turner did not become the subject of a federal
investigation until commencement of Operation Golden
Road. Thus, according to the government, information
regarding Turner's drug activities, as charged in the May
1997 indictment, did not surface until the narcotics
investigation commenced after the second trial.
Furthermore, the government explained that the June 19,
1996 sale of cocaine charged in the indictment was based
on circumstantial evidence and a Pinkerton theory of
liability, and there was no other corroborating evidence
that the "Lexus" involved in the sale of cocaine on that
date was Shatima Turner.

This Court denied the motions, holding:

It is plain that defendants' argument is
based on little more than rank speculation.
See, e.g., United States v. Upton, 856 F.
Supp. 727, 746 (E.D.N.Y. 1994)(stating
that mere speculation is insufficient to
establish Brady violation). The
government unequivocally states that it
disclosed all available information

regarding Shatima Turner in its November
15, 1996 letter to the Court and
defendants. Defendants' unsubstantiated
and baseless accusations that [*10] the
government possessed additional
information not disclosed in the November
15, 1996 letter do not, without more,
provide reason for a new trial.

Moreover, the May 1997 indictment
of Shatima Turner is hardly the smoking
gun that defendants maintain. As
explained by the government, it did not
learn of any further information regarding
Shatima Turner until commencement of
Operation Golden Road after defendants'
second trial. In short, all we have in this
case is unsupported speculation by
defendants that the government failed to
disclose Brady material regarding a
cooperating witness. In light of the
governments' uncontradicted explanation
for its actions, the Court finds that
defendants' argument does not rise to the
level of a Brady violation, and thus, a new
trial is not warranted.

United States v. Barrett, 997 F. Supp. 312, 316 (N.D.N.Y.
1998)(McAvoy, C.J.)(emphasis in original).

On appeal, the same issue was raised by Barrett and
rejected by the Second Circuit Court of Appeals. See
United States v. Joyner, 201 F.3d 61, 82 (2d Cir.
2000)("Joyner I"). 2 The Second Circuit affirmed
Petitioner's CCE conviction but vacated [*11] the drug
conspiracy charge. See id. at 67 (citing Rutledge v.
United States, 517 U.S. 292, 116 S. Ct. 1241, 134 L. Ed.
2d 419 (1996) in which the Supreme Court held that a
drug conspiracy is a lesser included offense of a CCE.).
Additional appellate arguments were considered and
rejected in a separate opinion. See United States v.
Joyner, 313 F.3d 40, 46-48 (2d Cir. 2002)("Joyner II").
Petitioner's petition for a writ of certiorari to the United
States Supreme Court was denied on February 23, 2004.
Barrett v. U.S., 540 U.S. 1201, 124 S. Ct. 1470, 158 L.
Ed. 2d 118 (2004).

2 In this regard, the Second Circuit wrote:

In May 1997, five months after
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Barrett and Sweat's second trial,
Shatima Turner--the government's
key witness at Barrett and Sweat's
retrial--was indicted on federal
drug trafficking charges. Barrett
and Sweat filed a motion for a new
trial on the ground that the
government had suppressed the
evidence of her 1996 drug crime.
The court denied the motion for a
new trial, finding that the
prosecutor did not know of
Turner's drug crime during the
retrial and that he disclosed what
evidence he had prior to trial. On
appeal, Barrett and Sweat again
claim that, at the time of their
retrial, the government must have
known that Turner was the target
of an ongoing investigation and
that its failure to disclose this
information constitutes reversible
error. However, we see no such
error. The prosecutor's affidavit
stated that he did not know of
Turner's 1996 drug crime at the
time of Barrett and Sweat's retrial,
and the court was entitled to credit
that affidavit.

Joyner I, 201 F.3d at 82.

[*12] In July of 2004, Petitioner attempted to file,
and consolidate, Section 2255 motions on his own behalf
and on behalf of his co-defendant, Craig Sweat. See
Barrett I, dkt. # s 1-4; Sweat v. United States,
3:04-CV-849, dkt. # 1 (Petition filed by Barrett on behalf
of himself and Sweat). The motion to consolidate the two
actions was denied by the Court, and Petitioner was
directed to file an amended Section 2255 petition. Barrett
I, dkt. # 9. Petitioner filed an Amended Petition, and, in
doing so, rested primarily on his claim that his trial
counsel was constitutionally ineffective. See id. dkt. # 11
(Rev. Mem. L). Barrett did not assert a Brady violation
stemming from the purported government fraud related to
its disclosure of Shatima Turner's criminal activity before
the second trial although Barrett's co-defendant, Craig
Sweat, did renew this argument in his Section 2255
motion. Further, despite numerous opportunities afforded
by the Court that allowed Barrett to advance new

arguments not contained in his Amended Section 2255
motion, 3 Barrett did not assert this argument until after
the Court denied his motion for reconsideration. Even
then, Barrett first [*13] raised the purported Brady
violation in his reply papers.

3 After Barrett filed his Amended Section 2255
motion, he was allowed to "expand the record"
and make additional claims. In this regard, he
asserted that trial counsel was constitutionally
ineffective because he failed to ferret out that
Shatima Turner testified falsely at trial because
Barrett spurned her romantic overtures. See
Barrett I, dkt. # 12 in Barrett I. He supported this
allegation with an affidavit from Turner in which
she asserted that she lied on the witness stand
related to certain conduct and circumstances
concerning Barrett. As noted in the June 27, 2005
Decision and Order in Barrett I: "Petitioner does
not allege that Turner's perjured testimony
affected the outcome of his trial, see Ortega v.
Duncan, 333 F.3d 102, 108 (2d Cir.
2003)(Generally, in order to challenge a
conviction on the basis of perjured testimony, a
petitioner must also show that "the testimony was
material and ... but for the perjured testimony, the
defendant would most likely not have been
convicted."), but rather uses it to buttress and
illustrate his ineffective assistance of counsel
claim." Id. p. 12, n. 6. In addition, Barrett was
allowed to file numerous "reply" briefs before the
Court ruled on his Section 2255 motion. See dkt.
# s 13, 17, 19, 21 in Barrett I.

[*14] In this regard, on his motion for
reconsideration, Barrett attached a few pages from Craig
Sweat's Memorandum of Law in support of his Section
2255 motion, and a December 17, 2004 affidavit from
Shatima Turner submitted in Sweat's Section 2255 case.
See Mot. for Recon., dkt. # 24 in Barrett I. The attached
portion of Sweat's Memorandum of Law addresses the
asserted Brady violation that purportedly occurred
between the first and second trials. In Turner's affidavit,
she attests (in addition to admitting that she provided
false testimony "at trial concerning Mr. Sweat", see
Turner Aff. P 14) that at a proffer session before one of
Barrett's trials (the date is not clear) she was "warned by
one of the agents that an investigation revealed that [she]
was continuing [her] criminal activity and that [she]
should stay out of trouble." Turner Aff. P 12. Citing these
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pages from Sweat's Memorandum of Law and Turner's
affidavit, Barrett argued: "Had counsel acted as required
by the Sixth Amendment, he would have been able to
uncover what was there all along." Dkt. # 24 in Barrett I.
Thus, by all appearances, Barrett was using Turner's
affidavit to reassert his ineffective [*15] assistance of
counsel argument.

The government opposed Barrett's motion for
reconsideration and asserted that all of the arguments
proffered by Barrett were previously considered and
rejected, and were, nevertheless, without merit. See Govt.
Opp. to Mot., dkt. # 26 in Barrett I. In reply, Barrett again
asserted his previously proffered arguments, and directly
asserted that the government committed a Brady violation
because it failed to turn over information of Turner's
criminal activity between the two trials. See dkt. # 30 in
Barrett I. In support of his position that the Government
was aware of this information, Barrett cited to Turner's
affidavit, and offered the affidavit and selected pages
from the Plea and Cooperation Agreement of Junior
Frederich, one of Turner's co- defendants in the
Operation Golden Road case. See dkt. # 30, Exs. II & III
in Barrett I. Frederich asserted in this affidavit that he has
"first hand knowledge" that "the government did 'in fact'
know that Shatima Turner was involved under the name
'Lexus'." Id., Ex. II at P 3. According to Frederich's
affidavit, his "first hand knowledge" is based on
assurances made by the prosecutor [*16] when Frederich
signed his Plea and Cooperation Agreement on December
1, 1997 that "110 Clinton Street was under surveillance
during the summer of 1996." Id. P 5. 4 Because Barrett
brought up the purported Brady violation for the first
time in his reconsideration motion (and, essentially, in his
reply papers), and because a motion for reconsideration is
not the proper vehicle for rasing a claim for the first time,
the Court did not address the merits of this argument. See
6/27/06 Dec. & Ord. at p. 2, dkt. # 32 in Barrett I.

4 It is unclear why Barrett offered the pages
from Frederich's Plea and Cooperation Agreement
other than to establish that Turner was one of
Frederich's co-conspirators in his admitted
cocaine distribution conspiracy and to establish
the date he entered the agreement. See Id. ex. III,
at p. 2.

As indicated, Petitioner now attempts to revive the
Brady violation argument on his "Hazel-Atlas Action." In
this regard, Petitioner relies upon the same "evidence" he

submitted [*17] in his Section 2255 motion - Turner's
Affidavit, Frederich's Affidavit and Plea Agreement, and
a legal argument made in Craig Sweat's Section 2255
case 5 - to support his theory that the government
obtained his conviction by perpetrating a fraud upon the
Court.

5 On the instant motion, Barrett presents as an
exhibit Craig Sweat's entire Memorandum of Law
in support of Sweat's motion for reconsideration
in his Section 2255 action.

III. DISCUSSION

a. Jurisdiction

The first question is whether the Court is divested of
jurisdiction because Petitioner filed this "Hazel-Atlas
Action" under the civil action number assigned to his
Section 2255 motion after the motion was denied and a
notice of appeal filed. In reply to the government's
argument, Petitioner argues that he is bringing an
independent action under the "fraud on the court"
doctrine articulated in Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 249-50, 64 S.Ct.
997, 1002-03, 88 L.Ed. 1250, 1944 Dec. Comm'r Pat. 675
(1944).

As explained [*18] below, an action brought
pursuant to Hazel-Atlas is, essentially, an action brought
under the "savings clause" of Federal Rule of Civil
Procedure 60(b). See Fed. R. Civ. P. 60(b)("This rule
does not limit the power of a court to entertain an
independent action to relieve a party from a judgment . . .
or to set aside a judgment for fraud upon the court."). In
an abundance of caution arising from Petitioner's pro se
status, the Court has assigned this application its own
civil action number. This decision, however, does not
mean that the Court finds that Petitioner's claim meets the
strict standard for successfully maintaining an
independent action under Fed. R. Civ. P. 60(b) as
discussed below.

"[T]he filing of a notice of appeal normally 'divests
the district court of [jurisdiction] over those aspects of the
case involved in the appeal.'" United States v. Camacho,
302 F.3d 35, 36 (2d Cir. 2002)(per curiam)(quoting
Griggs v. Provident Consumer Disc. Co., 459 U.S. 56,
58, 103 S. Ct. 400, 74 L. Ed. 2d 225 (1982)). After a
notice of appeal is filed, [*19] the Court may entertain
and deny a motion brought pursuant to Fed. R. Civ. P.
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60(b). Toliver v. County of Sullivan, 957 F.2d 47, 49 (2d
Cir. 1992)(per curiam). A Court "may grant a rule 60(b)
motion after an appeal is taken only if the moving party
obtains permission from the circuit court." Id. at 49
(emphasis in original).

For reasons discussed below, the Court must
determine whether Petitioner's application is a second
Section 2255 motion that implicates the gate-keeping
provisions of the Antiterrorism and Effective Death
Penalty Act of 1996 ("AEDPA"), see 28 U.S.C. §§ 2255,
2244(b)(3)(A), 6 and whether it presents cognizable
arguments under Rule 60(b) related to the now-dismissed
Section 2255 motion that the Court could entertain. Thus,
the Court finds sufficient jurisdiction to address the
substance of Petitioner's application.

6 28 U.S.C. § 2244(b)(3)(A) provides:

Before a second or successive
application permitted by this
section is filed in the district court,
the applicant shall move in the
appropriate court of appeals for an
order authorizing the district court
to consider the application.

[*20] b. The "Fraud upon the Court" Doctrine

Federal Rule of Civil Procedure 60(b)(3) allows a
Court to relieve a party from a final judgment based upon
"fraud . . ., misrepresentation, or other misconduct." This
rule generally applies to fraud perpetrated by one party
upon the adverse party. See Gleason v. Jandrucko, 860
F.2d 556, 558 (2d Cir. 1988). Because the instant claim
is premised upon a theory that the government
perpetrated a fraud upon the Court, it does not necessarily
fall within the realm of Rule 60(b)(3). Further, a motion
pursuant to Fed. R. Civ. P. 60(b)(3) must be brought
within one year of the judgment from which it seeks
relief. See Fed. R. Civ. P. 60(b). Any claim that Petitioner
would have under Rule 60(b)(3) has long since been
extinguished.

By contrast, the savings clause of Rule 60(b) allows
for an independent action asserting that a judgment has
been obtained by fraud perpetrated upon the court by a
court officer. See Fed. R. Civ. P. 60(b); Gleason, 860
F.2d at 558; [*21] Miller v. Shelton, 2006 U.S. Dist.
LEXIS 23441, 2006 WL 753187, at *4-*5 (W.D.N.Y.

March 20, 2006). Under the theory that "a decision
produced by fraud on the court is not in essence a
decision at all and never becomes final," Kenner v.
Comm'r of Internal Revenue, 387 F.2d 689, 691 (7th Cir.
1968), "[t]here is no statute of limitations for bringing a
fraud upon the court claim." Williams v. Vaughn, 2005
U.S. Dist. LEXIS 31743, 2005 WL 3348863, at *2, n. 3
(E.D. Pa. Dec. 8, 2005)(citing Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 244, 64 S. Ct. 997,
88 L. Ed. 1250, 1944 Dec. Comm'r Pat. 675 (1944)).

This equitable power to vacate a judgment obtained
by a fraud upon the court was recognized by the Supreme
Court in the Hazel-Atlas decision. See Leber-Krebs, Inc.
v. Capitol Records, 779 F.2d 895, 899 (2d Cir. 1985). 7

While the Supreme Court recognized this doctrine in
Hazel-Atlas, the saving clause of Fed. R. Civ. P. 60(b)
provides coextensive authority. See Williams, 2005 U.S.
Dist. LEXIS 31743, 2005 WL 3348863, at *2, n. 3 ("The
Hazel-Atlas doctrine is based on a savings clause in Fed.
R. Civ. P. 60(b), which specifically [*22] provides for
the continuing existence of this equitable power outside
and independent of that rule.")(citing Charles Alan
Wright et al., FEDERAL PRACTICE AND
PROCEDURE § 2870 (2d ed. 1995)); Cooey v.
Bradshaw, 216 F.R.D. 408, 412 n. 12 (D. Ohio
2003)(The "'savings clause' of Rule 60(b) permits a party
to file a motion for an independent action or a fraud upon
the court. These are separate sources for obtaining relief
under the Rule.")(citing Buell v. Anderson, 48 Fed. Appx.
491, 494-95 (6th Cir. 2002)). Thus, whether a "fraud
upon the court" claim is styled as a "Hazel-Atlas Action"
or a Rule 60(b) savings clause action, the analysis is the
same. See Roccisano v. United States, 2003 U.S. Dist.
LEXIS 10119, 2003 WL 21396668 (S.D.N.Y. June 17,
2003)(construing an unsuccessful Section 2255
petitioner's "Hazel-Atlas Independent Action for Relief
From Order Denying Section 2255 Motion" as a Rule
60(b) motion).

7 As the Second Circuit noted in Leber-Krebs,
Inc.:

In Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S.
238, 249-50, 64 S.Ct. 997,
1002-03, 88 L.Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (1944), the
Supreme Court held that an
appellate court had the power to
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vacate its own judgment upon
discovery that a fraud had been
perpetrated upon it. Hazel-Atlas
deliberately did not define the
metes and bounds of this "fraud on
the court" doctrine, but it did make
clear that it has always been
"characterized by flexibility which
enables it to meet new situations
which demand equitable
intervention, and to accord all the
relief necessary to correct the
particular injustices involved in
these situations." Id. 322 U.S. at
248, 64 S.Ct. at 1002. Courts
obviously retain inherent power to
ascertain whether their judgments
were obtained by fraud. See
Universal Oil Co. v. Root Refining
Co., 328 U.S. 575, 580, 66 S.Ct.
1176, 1179, 90 L.Ed. 1447 (1946);
Alberta Gas Chemicals, Ltd. v.
Celanese Corp., 650 F.2d 9, 12-13
(2d Cir.1981); see also 7 Moore's
Federal Practice PP 60.16[5],
60.33 (1979).

779 F.2d at 899.

[*23] "Although both clause (3) and the saving
provision of Rule 60(b) provide for relief from a
judgment on the basis of fraud, the type of fraud
necessary to sustain an independent action attacking the
finality of a judgment is narrower in scope than that
which is sufficient for relief by timely motion." Gleason,
860 F.2d at 558 (citing Hazel-Atlas, 322 U.S. at 244-46).
In this regard, the type of fraud that involves witness
perjury or fabricated evidence that does not involve
officers of the court and that could and should have been
discovered during litigation and exposed at trial is not
enough. Id. Instead, the petitioner must establish the type
of fraud that "subvert[s] the integrity of the court itself, or
is ... perpetrated by officers of the court." Id. at 560. To
succeed on a "fraud upon the court" claim, a petitioner
"must satisfy a very demanding standard in order to
justify upsetting the finality of the challenged judgment.
In order to prove fraud upon the court, the petitioner must
present clear, unequivocal, and convincing evidence of a
'deliberately planned and carefully executed scheme' by a
court officer." Williams, 2005 U.S. Dist. LEXIS 31743,

2005 WL 3348863, [*24] at *2 (quoting Hazel-Atlas,
322 U.S. at 245 and citing Herring v. United States, 424
F.3d 384, 386-387 (3d Cir. 2005)).

c. Independent Action

An independent action for fraud upon the court may
not be entertained if "'there was an opportunity to have
the ground now relied upon to set aside the judgment
fully litigated in the original action.'" M.W. Zack Metal v.
Intern. Nav. Corp. of Monrovia, 675 F.2d 525, 529 (2d
Cir.), cert. denied, 459 U.S. 1037, 103 S.Ct. 449, 74
L.Ed.2d 604 (1982)(quoting Serzysko v. Chase
Manhattan Bank, 461 F.2d 699, 702 n. 2 (2d Cir.), cert.
denied, 409 U.S. 883, 93 S.Ct. 173, 34 L.Ed.2d 139
(1972)).

[T]he law is . . . clear that a court's
discretion to entertain an independent
action should be exercised only to avoid a
"grave miscarriage of justice" or "manifest
injustice." See, e.g., United States v.
Beggerly, 524 U.S. 38, 47, 118 S.Ct. 1862,
141 L.Ed.2d 32 (1998)("an independent
action should be available only to prevent
a grave miscarriage of justice);
Hazel-Atlas Glass Co. v. Hartford-Empire
Co., 322 U.S. 238, 244-45, 64 S.Ct. 997,
88 L.Ed. 1250, 1944 Dec. Comm'r Pat.
675 (1944) [*25] ("[o]ut of deference to
the deep rooted policy in favor of the
repose of judgments entered during past
terms, courts of equity have been cautious
in exercising their power over such
judgments[;][b]ut where the occasion has
demanded, where enforcement of the
judgment is 'manifestly unconscionable,'
they have wielded the power without
hesitation")(internal quotation omitted).

Miller, 2006 U.S. Dist. LEXIS 23441, 2006 WL 753187,
at *5.

d. AEDPA's Gate-Keeping Provisions

While it is highly doubtful that Petitioner could
maintain a successful independent fraud on the court
action given the opportunity he had to litigate the claim
in both the criminal and federal habeas proceedings, the
threshold question presented by the government's
opposition is whether the action is, in actuality, a second

Page 898



or successive Section 2255 action that requires Circuit
approval. See 28 U.S.C. § 2255; 28 U.S.C. §
2244(b)(3)(A). When presented with a Rule 60(b) motion
after the denial of a Section 2255 motion, courts in the
Second Circuit must first determine whether the
petitioner is attacking the underlying criminal
proceeding, or attacking the [*26] subsequent habeas
proceeding. See Hines v. United States, 2006 U.S. Dist.
LEXIS 813, 2006 WL 13013 (Jan. 3, 2006)(Scullin, C.J.).
8 "Where the Rule 60(b) application challenges
determinations made in the underlying criminal matter
rather than the prior habeas proceeding, the Rule 60(b)
motion is in actuality a § 2255 petition and must meet the
criteria set forth in the Antiterrorism and Effective Death
Penalty Act of 1996 ('AEDPA')." Id. (quotation marks
and citations omitted); see 28 U.S.C. § 2255; 28 U.S.C. §
2244(b)(3)(A); see also Gonzalez v. Sec'y, Dept. of
Corrections, 366 F.3d 1253, 1263 (11th Cir. 2004)(en
banc)(The category most frequently seen are "second or
successive § 2255 motions or § 2254 petitions
cross-dressed as Rule 60(b) motions.").

Ordinarily, "when a petitioner ignores
the 1996 amendment [to § 2255] by filing
a second or successive § 2255 petition
without first obtaining [Court of Appeals']
authorization, 'the district court should
transfer the petition or motion to [the
Second Circuit] in the interest of justice.'"
Corrao v. United States, 152 F.3d 188,
190 (2d Cir. 1998) [*27] (quoting
[]Liriano, 95 F.3d at 123). However,
where a district court concludes that a
Rule 60(b) motion should be construed as
a second or successive § 2255 motion,
transferring the Rule 60(b) motion to the
Second Circuit without notice to the
petitioner "risks adverse consequences that
[the petitioner] might wish to avoid."
Gitten, 311 F.3d at 533.

Hines, 2006 U.S. Dist. LEXIS 813, [WL] at *2.

8 Judge Scullin wrote in Hines:

In Harris v. United States, 367
F.3d 74 (2d Cir. 2004), the Second
Circuit noted that federal district
courts must examine Rule 60(b)
motions filed in the context of §

2255 applications in order to
ascertain whether the claims
asserted therein "'relate[] to the
integrity of the federal habeas
proceeding [or] the integrity of the
... criminal trial."' Id. at 80
(quotation omitted); see also Gitten
v. United States. 311 F.3d 529,
531-32 (2d Cir. 2002)).

Hines, 2006 U.S. Dist. LEXIS 813, 2006 WL
13013, at *2.

[*28] Instead, "a proper means for a district court to
address a Rule 60(b) motion, which in reality is a second
or successive § 2255 motion, is to 'simply deny[], as
beyond the scope of Rule 60(b), ... the portion believed to
present new attacks on the conviction.'" 2006 U.S. Dist.
LEXIS 813, [WL] at *3 (quoting Gitten, 311 F.3d at 534);
see Roccisano, 2003 U.S. Dist. LEXIS 10119, 2003 WL
21396668, at *3 (rejecting that portion of the Hazel-Atlas
claim that attacked the underlying conviction and
sentence as "beyond the scope of the [] application.").

e. Petitioner's Hazel-Atlas claim

In his papers, Petitioner argues that his conviction
was secured by the fraudulent representation of the
government during his prosecution in 1996. See
Hazel-Atlas Motion, dkt. # 1. He makes no mention of a
fraud perpetrated in the habeas proceeding. Thus, the
Court finds that in his Hazel-Atlas motion, Petitioner
attacks the integrity of the underlying criminal
proceeding and attempts to raise a challenge not
previously presented in his previous Section 2255
motion. The Court sees no reason to differentiate
Petitioner's "Hazel-Atlas motion" from a Rule 60(b)
motion brought after a Section 2255 denial. To [*29] do
otherwise would eviscerate Congress's gate-keeping
criteria set forth in the AEDPA. See Calderon v.
Thompson, 523 U.S. 538, 558, 118 S. Ct. 1489, 140 L.
Ed. 2d 728 (1998)("AEDPA's central concern [is] that the
merits of concluded criminal proceedings not be revisited
in the absence of a strong showing of actual innocence.");
Gonzalez, 366 F.3d at 1269-70 ("The central purpose
behind the AEDPA was to ensure greater finality of state
and federal court judgments in criminal cases, and to that
end its provisions greatly restrict the filing of second or
successive petitions. . . . Applying Rule 60(b) full throttle
to final judgments in habeas cases would essentially
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repeal the later-enacted AEDPA provisions restricting
second or successive petitions."). Accordingly, the Court
finds that that portion of the Hazel-Atlas motion
addressed to the underlying conviction and sentence is
beyond the scope of the present proceeding and must be
dismissed without prejudice to presentation before the
Second Circuit Court of Appeals for authorization
pursuant to 28 U.S.C. § 2244(b)(3)(A).

f. Attack on Section 2255 proceeding

Assuming arguendo that Barrett's reference [*30] to
the purported Brady violation in his Section 2255
reconsideration motion, and the government's denial that
it did anything improper in the underlying criminal
prosecution, could be construed as an attack on the prior
habeas proceeding, the Court will address the merits of
the Hazel-Atlas motion. See Roccisano, 2003 U.S. Dist.
LEXIS 10119, 2003 WL 21396668, at *3 ("To the extent
that Roccisano is contesting the validity of his prior
unsuccessful habeas proceedings, this Court will assess
the merits of his claim."). The Court finds that the claim
is without merit.

Even accepting the truth of the allegations in
Turner's and Frederich's affidavits, Petitioner has
presented nothing more than the "rank speculation" he
presented on his Rule 33 motion in his attempt to
establish a fraud perpetrated on the Court. In this regard,
assuming that (1) Turner was told at some proffer session
(presumably before Barrett's second trial) that the
government had information that she might be engaging
in illegal activity, and (2) that in the summer of 1996
government agents were watching 110 State Street
(presumably a location where Turner lived or
frequented), this information does not contradict anything
[*31] the government previously divulged.

As indicated above, at various times during
Petitioner's prosecution the government obtained
information that a woman who fit Turner's description
and who, like Turner, went by the street name Lexus, had
been involved in some transactions indicative of drug
sales. This information, while not establishing that Turner
was in fact involved in drug activity, would have lead a
reasonable government agent to inquire of Turner, an
already-admitted drug dealer, if she was returning to such
activity. Assuming that Turner did not admit her criminal
activity at the time, and given the then-unsubstantiated
allegations that she was engaging in such activity, it
would not have been unreasonable for a government

agent to tell Turner that the government obtained some
information to the contrary and to warn her from
engaging in such activity. Until this information was
corroborated, however, it did not rise to the level of
actual knowledge by the government.

Further, the December 1, 1997 representation by the
government that it was watching 110 State Street in the
summer of 1996 does not establish that the Government
knew, or even believed, in November 1996 that [*32]
Turner was in fact engaging in criminal activity. Nothing
presented to this Court contradicts the government's
representations in the November 15, 1996 letter and the
subsequent affidavit submitted in opposition to the Rule
33 motion. Petitioner's evidence certainly does not rise to
the level necessary to establish an independent claim for
fraud upon the court. He has not presented clear,
unequivocal, and convincing evidence of a deliberately
planned and carefully executed scheme by a court officer
to deceive the Court. Rather, he merely relies upon the
same type of surmise and speculation presented on his
unsuccessful Rule 33 motion. Thus, to the extent that the
Hazel-Atlas action can be read as a Rule 60(b) attack on
the government's representations in the habeas
proceeding, the motion is denied. See Roccisano, 2003
U.S. Dist. LEXIS 10119, 2003 WL 21396668, at *3.

IV. CONCLUSION

For the reasons discussed above, Petitioner's
"Hazel-Atlas" motion is DENIED. That much of the
action challenging the underlying conviction and
sentence is DISMISSED without prejudice to
presentation before the United States Court of Appeals
for the Second Circuit for authorization to file a second
[*33] or successive Section 2255 motion pursuant to 28
U.S.C. § 2244(b)(3)(A). That much of the action seeking
to vacate the judgment in Barrett v. United States, 2005
U.S. Dist. LEXIS 32114, 04-CV-848 (N.D.N.Y.) pursuant
to Fed. R. Civ. P. 60(b) is DISMISSED with prejudice.

The Clerk of the Court is directed to close the file in
this case.

IT IS SO ORDERED

DATED: November 7, 2006

Thomas J. McAvoy

Senior, U.S. District Judge
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Analysis
As of: Feb 04, 2008

JEAN LOUISE SCHIEL v. STOP & SHOP CO., INC.

CIV. NO. 3:96CV1742 (WWE)

UNITED STATES DISTRICT COURT FOR THE DISTRICT OF CONNECTICUT

2006 U.S. Dist. LEXIS 73508

September 6, 2006, Decided
September 7, 2006, Filed

SUBSEQUENT HISTORY: Magistrate's
recommendation at Schiel v. Stop & Shop Cos., 2007 U.S.
Dist. LEXIS 20459 (D. Conn., Mar. 2, 2007)

PRIOR HISTORY: Schiel v. Stop & Shop Cos., 2004
Conn. Super. LEXIS 1873 (Conn. Super. Ct., July 14,
2004)

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff employee moved
to set aside a judgment pursuant to Fed. R. Civ. P.
60(b)(6), alleging fraud upon the court. The employee
contended that the court relied upon a false affidavit,
submitted by defendant, her former employer, in granting
summary judgment for the employer on her sexual
harassment and a hostile work environment claims. The
matter was referred to a magistrate judge for a report and
recommendation.

OVERVIEW: Fraud by an adverse party, including
opposing counsel, properly fell under Fed. R. Civ. P.
60(b)(3) and could not support a motion filed more than a
year after judgment. Even characterizing the allegedly
falsified affidavit as extraordinary, the delay in filing for
more than a year precluded the motion, as the employee

provided no explanation for the 13 month delay. Even if
the employee met the statute of limitations, the alleged
fraud did not meet the narrow circumstances warranting
the use of Fed. R. Civ. P. 60(b)(6). There was no
evidence that the court relied on false information in
deciding the summary judgment motion. The affidavit in
question was never the exclusive source of information in
support of any factual finding. In every instance where
the affidavit was cited, other affidavits were also relied
on to prove the same facts. Further, although the affiant
testified that he did not recall signing the affidavit, the
employee had not shown by clear and convincing
evidence that the affidavit was therefore a fraud. The
affiant's memory regarding many facets of the
preparation of the affidavit was unclear.

OUTCOME: It was recommended that the motion to set
aside the judgment be denied.

CORE TERMS: summary judgment, signature,
deposition, remember, convincing evidence, presenting,
signing, citations omitted, extraordinary circumstances',
independent action, statement of facts, malpractice,
falsified, reopen, movant, patent, opposing counsel, entry
of judgment, reasonable time, statute of limitations,
forged documents, equitable relief, undisputed,
discovery, faultless, finality, untimely, claimant, relieve,
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affiant

LexisNexis(R) Headnotes

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN1] Under Fed. R. Civ. P. 60(b), a court may relieve a
party of final judgment for cases involving mistake, new
evidence, fraud or any other reason justifying relief. All
claims must be made within a reasonable time and, for
reasons under Fed. R. Civ. P. 60(b)(1)-(3) not more than
one year after the judgment. Fed. R. Civ. P. 60(b).

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN2] While there is no time limit for acts considered
under Fed. R. Civ. P. 60(b)(6), this broader provision
may only be used when none of the other sections of Fed.
R. Civ. P. 60(b) apply.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN3] Motions alleging fraud under Fed. R. Civ. P.
60(b)(3) and Fed. R. Civ. P. 60(b)(6) must be proved by
clear and convincing evidence, and have prevented the
moving party from fully and fairly presenting her case.
Fraud upon the court is limited to that species of fraud
which does or attempts to, defile the court itself, or is a
fraud perpetrated by officers of the court so that the
judicial machinery can not perform in the usual manner
its impartial task of adjudging cases that are presented for
adjudication.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN4] See Fed R. Civ. P. 60(b).

Civil Procedure > Judgments > Relief From Judgment
> General Overview
Governments > Courts > Rule Application &
Interpretation
[HN5] Due to the desire for finality of judgments, Fed. R.
Civ. P. 60(b)(6) must be narrowly interpreted. To justify
relief under Fed. R. Civ. P. 60(b)(6), a party must show
extraordinary circumstances suggesting that the party is

faultless in the delay.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN6] Courts retain the power to bring an independent
action to set aside a judgment, at any time, for
circumstances requiring relief that do not fall under Fed.
R. Civ. P. 60(b).

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN7] Fed. R. Civ. P. 60(b) does not limit the power of a
court to entertain an independent action to relieve a party
from a judgment, order, or proceeding, or to grant relief
to a defendant not actually personally notified as
provided in 28 U.S.C.S. § 1655, or to set aside a
judgment for fraud upon the court. Fed. R. Civ. P. 60(b).

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN8] The failure of a lawyer to apprise opposing
counsel of an important piece of evidence did not warrant
relief from judgment under Fed. R. Civ. P. 60(b)(6).

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN9] Perjury by a witness and the withholding of
evidence does not qualify as extraordinary circumstances
warranting relief via Fed. R. Civ. P. 60(b)(6).

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN10] Fraud by an adverse party, including opposing
counsel, properly falls under Fed. R. Civ. P. 60(b)(3) and
may not support a motion filed more than a year after
judgment. Fed. R. Civ. P. 60(b)(3).

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN11] Motions for relief from judgment filed under
Fed. R. Civ. P. 60(b)(3) may include allegations of
witness tampering and nondisclosure of documents
during discovery. Cases involving forged documents,
such as a falsified training schedule, are also included
within this subsection.
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Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN12] Fed. R. Civ. P. 60(b)(3) motions must be brought
within a reasonable time and not more than one year after
the judgment. Fed. R. Civ. P. 60(b). The one year statute
of limitations for Fed. R. Civ. P. 60(b)(3) motions based
on fraud is absolute.

Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN13] Independent actions are reserved for
circumstances that do not fall under the provisions of
Fed. R. Civ. P. 60(b)(1)-(5), could not have been raised at
trial, and prevented the party from fully and fairly
presenting their case. In particular, Fed. R. Civ. P.
60(b)(6) may not be used to circumvent the one-year
limitations period that governs Fed. R. Civ. P. 60(b)(3).

Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN14] Generally, claimants seeking equitable relief
through independent actions must meet three
requirements. Claimants must (1) show that they have no
other available or adequate remedy; (2) demonstrate that
movants' own fault, neglect, or carelessness did not create
the situation for which they seek equitable relief; and (3)
establish a recognized ground-such as fraud, accident, or
mistake-for the equitable relief.

Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
[HN15] A plaintiff cannot avoid the one year statute of
limitations by invoking Fed. R. Civ. P. 60(b)(6) when the
alleged fraudulent act may be considered under another
provision of Fed. R. Civ. P. 60.

Civil Procedure > Judgments > Relief From Judgment
> Extraordinary Circumstances
[HN16] To justify relief under Fed. R. Civ. P. 60(b)(6), a
party must show extraordinary circumstances suggesting
that the party is faultless in the delay. The United States
Court of Appeals for the Second Circuit has defined
"extraordinary circumstances" quite narrowly in an effort
to preserve the finality of judgments. Generally, courts
require that the evidence in support of the motion to
vacate a final judgment be highly convincing, that a party
show good cause for the failure to act sooner, and that no

undue hardship be imposed on other parties. Neither
perjury nor nondisclosure, nor failure to learn of a default
judgment for several years, constitutes extraordinary
circumstances.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN17] Fraud on the court as distinguished from fraud on
an adverse party is limited to fraud which seriously
affects the integrity of the normal process of adjudication.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN18] An aggrieved party seeking relief under the
saving clause of Fed. R. Civ. P. 60(b) still must be able to
show that there was no opportunity to have the ground
now relied upon to set aside the judgment fully litigated
in the original action.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Evidence > Procedural Considerations > Burdens of
Proof > Clear & Convincing Proof
[HN19] When a motion is considered under either Fed.
R. Civ. P. 60(b)(3) or Fed. R. Civ. P. 60(b)(6), the
plaintiff must prove fraud by clear and convincing
evidence.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Evidence > Procedural Considerations > Burdens of
Proof > Clear & Convincing Proof
[HN20] In the context of Fed. R. Civ. P. 60(b), new
evidence contradicting testimony of a witness at trial is
not sufficient for a finding of fraud. Conflicting
testimony and possibly forged documents must
undermine the judgment to meet the burden of proof by
clear and convincing evidence.

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN21] Finally, to succeed on a claim under Fed. R. Civ.
P. 60(b), the evidence presented must also show that the
alleged fraud prevented the claimant from fully and fairly
presenting her case. These same principles apply when a
movant seeks to set aside a judgment on the basis of
fraud on the court.
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Civil Procedure > Judgments > Relief From Judgment
> General Overview
Evidence > Procedural Considerations > Burdens of
Proof > Allocation
[HN22] When an allegedly forged document is the basis
for a motion to reopen, the court must determine if the
falsity could have been discovered at summary judgment.
To succeed, the movant must merely show that the
fraudulent document was not discoverable earlier in the
case. She need not prove that the document would have
produced a different result. If the fraud could have been
disclosed before the judgment, the plaintiff was not
deprived of an opportunity to fairly present her case.
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Alexander Scheirer, Scheirer & Geller, Hamden, CT;
Michelle N. Holmes, Law Office of Michelle N. Holmes,
Waterbury, CT.

For Stop & Shop Co, Inc, Defendant: Daniel B. Klein,
Lisa J. Damon, Seyfarth, Shaw, Boston, MA; Judy
Sandra Loitherstein, Day, Berry & Howard, Hartford,
CT.

JUDGES: HOLLY B. FITZSIMMONS, UNITED
STATES MAGISTRATE JUDGE.

OPINION BY: HOLLY B. FITZSIMMONS

OPINION

RECOMMENDED RULING ON MOTION TO SET
ASIDE THE JUDGMENT

Plaintiff Jean Louise Schiel moves to set aside a
judgment entered on January 1, 1999, pursuant to Fed. R.
Civ. P. 60(b)(6), alleging fraud upon the court. Defendant
objects to this motion, and has also moved for sanctions
against plaintiff's current counsel, pursuant to Fed. R.
Civ. P. 11(c)(1)(A), for her willful violation of Rule
11(b)(3). For the reasons that follow, the motion to set
aside the judgment [Doc. # 51] is DENIED. The motion
for sanctions [Doc. # 55] will be addressed in a separate
ruling.

Procedural History

The record reveals the following. On August 30,
1996, the plaintiff, Ms. Schiel, brought [*2] a complaint
alleging sexual harassment and a hostile work

environment against her former employer, Stop & Shop
Companies, Inc. Defendant filed a motion to dismiss,
which was granted by Judge Thompson on December 11,
1996. 1 [Doc. # 9]. Judgment entered for Stop & Shop on
December 13, 1996. [Doc. # 10].

1 Plaintiff's Motion for Extension of Time to
respond to the Motion to Dismiss by November
25, 1996 was granted nunc pro tunc on November
21, 1996. [Doc. # 8]. Plaintiff did not file a
response by November 25, 1996, and the motion
to dismiss was granted by the Court on December
11, 1996. [Doc. # 9].

Plaintiff filed a motion to reopen judgment on
January 3, 1997 [Doc. # 11], which was denied by
endorsement on January 30, 1997. Plaintiff moved for
reconsideration on February 19, 1997. [Doc. # 16]. A
hearing was held on April 9 to consider the motion to
reopen, and Judge Thompson took the motion under
advisement. [Doc. # 19]. On April 22, 1997, plaintiff
filed her opposition to defendant's motion to [*3]
dismiss. [Doc. # 23]. The case was reopened on July 10,
1997. In conjunction with reopening the case, plaintiff
was ordered to pay defendant a sanction of $ 2,605.04 for
attorney's fees and costs associated with opposing the
motion. [Doc. # 25]. Judge Thompson granted in part and
denied in part defendant's motion to dismiss on
September 3, 1997. [Doc. # 26].

Following a year and a half of discovery, defendant
moved for summary judgment on the remaining claims
on January 15, 1999. [Doc. # 37]. In support of summary
judgment, defendant appended the Affidavit of James
Murrihy, Exhibit 1, along with thirteen other exhibits.
[Exh. # 1]. Plaintiff responded with objections, a
statement of material facts, and a memorandum of law on
March 4, 1999. [Doc. # 43, 44, 45]. Defendant filed a
reply brief, and made a motion to adopt its statement of
facts on March 22, 1999. [Doc. # 46]. The case was
transferred to Judge Eginton on July 14, 1999, [doc. #
47], and he granted summary judgment on July 19, 1999.
[Doc. # 48]. Judge Eginton found plaintiff's statement of
facts inadequate, pursuant to D. Conn. L. Civ. R. 9(c)(2),
and accepted Defendant's Statement of Undisputed and
Material [*4] Facts in Support of defendant's Motion for
Summary Judgment. 2 [Doc. # 48]. Judgment entered for
Stop & Shop on July 20, 1999. [Doc. # 49].

2 Judge Eginton found plaintiff's Local Rule
9(c)(2) statement was "completely inadequate and
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factually unsupported". The Court accepted the
facts as set forth in defendant's "extraordinarily
thorough and fully documented" Local Rule
9(c)(1) filing. [Doc. # 48].

Thereafter, Ms. Schiel filed a grievance with the
Connecticut Statewide Grievance Committee against her
counsel, Alexander Scheirer. In addition, Ms. Schiel
hired Attorney John Williams to initiate a legal
malpractice action against Attorney Scheirer. During
discovery for the malpractice suit, on October 29, 2004,
plaintiff deposed Mr. Murrihy. Pl. Ex. 5, Murrihy Depo.
at 1. This deposition called the validity of Mr. Murrihy's
1999 affidavit into question. 3 On November 10, 2005,
more than six years after entry of judgment, plaintiff filed
a motion for relief from judgment. [Doc. # 51]. 4 In the
motion, [*5] plaintiff claims that defendant's counsel
"fabricated" the affidavit, which constituted fraud upon
the court and "undermines the whole federal system".
[Doc. # 52, p.3]. Defendant denies these allegations and
filed a motion for sanctions against plaintiff's counsel on
February 7, 2006. [Doc. # 53, 55]. Judge Eginton referred
both motions to the magistrate judge on February 2 and
10, 2006. [Doc. # 54, 56].

3 In his deposition in October 2004, Mr.
Murrihy stated that he did not recall if he signed
an affidavit in 1999. See discussion on page 13.
4 Plaintiff retained Attorney Michelle Holmes to
file this motion to set aside the judgment.

Standard of Law

Plaintiff bases her motion for relief from judgment
on Fed. R. Civ. P. 60(b)(6), alleging fraud upon the court.
[HN1] Under Rule 60(b), a court may relieve a party of
final judgment for cases involving mistake, new
evidence, fraud or any other reason justifying relief. 5 All
claims must be made within [*6] a reasonable time and,
for reasons under Rule 60(b)1-3 not more than one year
after the judgment. Fed. R. Civ. P. 60(b). [HN2] While
there is no time limit for acts considered under Rule
60(b)(6), this broader provision may only be used when
none of the other sections of Rule 60(b) apply. Serzysko v
Chase Manhattan Bank, 461 F.2d 699, 702 (2d Cir.
1972). [HN3] Motions alleging fraud under Rule 60(b)(3)
and Rule 60(b)(6) must be proved by clear and
convincing evidence, Nederlandsche
Handel-Maatschappij, N.V. v. Jay Emm, Inc., 301 F.2d
114, 115 (2d Cir. 1962), and have prevented the moving
party from fully and fairly presenting her case. State St.

Bank & Trust Co. v. Inversiones Errazuriz Limitada, 374
F.3d 158, 176 (2d Cir. 2004) (To prevail on a Rule
60(b)(3) motion, a movant must show that the conduct
complained of prevented the moving party from fully and
fairly presenting his case.") (internal quotation marks and
citations omitted)). "[F]raud upon the court is limited to
that species of fraud which does or attempts to, defile the
court itself, or is a fraud perpetrated by officers of the
court so that [*7] the judicial machinery can not perform
in the usual manner its impartial task of adjudging cases
that are presented for adjudication." Serzysko, 461 F.2d at
702 (citations omitted).

5 Rule 60(b) states, in relevant part: [HN4] "On
motion and upon such terms as are just, the court
may relieve a party or a party's legal
representative from a final judgment, order or
proceeding for the following reasons: . . . (3)
fraud (whether heretofore denominated intrinsic
or extrinsic), misrepresentation, or other
misconduct of an adverse party; . . . (6) any other
reason justifying relief from the operation of the
judgment. The motion must be made within a
reasonable time, and for reasons (1), (2), and (3),
not more than one year after the judgment, order,
or processing was entered or taken." Fed R. Civ.
P. 60(b).

[HN5] Due to the desire for finality of judgments,
Rule 60(b)(6) must be narrowly interpreted. 12 James
Wm. Moore et al., Moore's Federal Practice § 60.43 [*8]
[4] [c] (3d ed. 2005) (hereinafter "Moore's Federal
Practice"). "To justify relief under subsection (6), a party
must show 'extraordinary circumstances' suggesting that
the party is faultless in the delay." Pioneer Inv. Servs. Co.
v. Brunswick Assoc. Ltd. Partnership, 507 U.S. 380, 393,
113 S. Ct. 1489, 123 L. Ed. 2d 74 (1993) (citations
omitted). [HN6] The court retains the power to bring an
independent action to set aside a judgment, at any time,
for circumstances requiring relief that do not fall under
Rule 60(b). Weldon v. United States, 70 F.3d 1, 5 (2d.
Cir. 1995). 6

6 [HN7] Rule 60(b) "does not limit the power of
a court to entertain an independent action to
relieve a party from a judgment, order, or
proceeding, or to grant relief to a defendant not
actually personally notified as provided in Title
28, U.S.C., § 1655, or to set aside a judgment for
fraud upon the court." Fed. R. Civ. P. 60(b).
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DISCUSSION

Plaintiff alleges fraud upon [*9] the court,
contending that the Court relied upon false evidence,
submitted by the defendant, in his motion for summary
judgment. Plaintiff argues that (1) an affidavit was
"apparently fabricated by either Attorney Daniel Klein or
someone in his office" and (2) the witness "clearly
testified" that he did not sign the affidavit in question.
[Doc. # 52 at 3]. Because defendant submitted this signed
and sworn affidavit in support of his successful motion
for summary judgment, plaintiff seeks relief from that
summary judgment.

Defendant first argues that plaintiff's motion is
untimely. [Doc. # 53-1 at 3]. In response to plaintiff's
allegations of fraud, defendant next argues that plaintiff
"wholly misrepresents and distorts" the testimony of Mr.
Murrihy regarding his affidavit. [Doc. # 53-1 at 5].
Defendant contends that plaintiff not only "distorts" the
testimony, ignoring six pages of dialogue, but she also
failed to perform pre-filing due diligence to support her
claim by clear and convincing evidence. [Doc. # 53-1 at
3, 8]. Lastly, defendant states that each assertion in the
Murrihy Affidavit is supported by other testimony of
Stop & Shop employees, and thus discrediting the [*10]
affidavit would not affect the court's ruling. [Doc. # 53-1
at 8, 10].

Plaintiff's Support for Relief from Judgment under
Rule 60(b)(6)

Plaintiff cites four cases in support of her motion for
relief from judgment under 60(b)(6). [Doc. # 52 at 2,3].
First, plaintiff correctly states that, "[i]n the case of fraud
upon the court, as alleged herein, 'the type of fraud
necessary to sustain an independent action attacking the
finality of a judgment is narrower in scope than that
which is sufficient for relief by timely motion.'" [Doc. #
52 at 2, quoting Gleason v. Jandrucko, 860 F.2d 556, 558
(2d Cir. 1988) (citing Hazel-Atlas Glass Co. v.
Hartford-Empire Co., 322 U.S. 238, 244-46, 64 S. Ct.
997, 88 L. Ed. 1250, 1944 Dec. Comm'r Pat. 675
(1944))]. In Hazel-Atlas, a party deliberately planned and
carefully executed a set of events, including bribery and
the publication of a scientific article ghost-written by the
firm, in order to receive a patent. Id. at 240. After
Hartford-Empire Co. received the patent, Hartford
brought suit against Hazel-Atlas, claiming infringement
of the patent and requesting an injunction and
compensation. Id. at 241. The judge [*11] relied heavily

on the false evidence in issuing a judgment upholding the
patent and finding infringement by Hazel-Atlas Glass Co.
Id. As the claim of fraud was time-barred under Rule
60(b)(3) and the level of deception affected the greater
legal system, the court granted relief via Rule 60(b) (6).
Id. at 250.

However, Hazel-Atlas is distinguishable from this
case on its facts. Here, plaintiff alleges that one allegedly
false affidavit constitutes fraud upon the court. [Doc. # 52
at 3]. Unlike in Hazel-Atlas, the Murrihy affidavit was
only cited in seven (7) paragraphs out of thirty-nine (39)
paragraphs in defendant's Local Rule 9(b)(1) Statement
of Undisputed Facts and was never the exclusive source
of information in support of any factual finding. [Doc. #
53-2]. Here, in every instance where Murrihy's affidavit
was cited, other affidavits were also relied on to prove the
same facts. The alleged fraud in this case does not meet
the narrow circumstances warranting the use of Rule
60(b) (6).

Plaintiff next cites Kupferman v. Consolidated
Research & Mfg. Corp., 459 F.2d 1072, 1078 (2d Cir.
1972) (fraud must "seriously affect the [*12] integrity of
the normal process of adjudication") [doc. # 52 at 2], and
Gleason v. Jandrucko, 860 F.2d 556, 560 (2d Cir. 1988)
(holding that fraud should "subvert the integrity of the
court itself") [doc. # 52 at 3], to demonstrate the degree
of fraud necessary to justify the use of Rule 60(b) (6). In
both of these cases our Court of Appeals rejected the
claims as not sufficiently egregious to merit a designation
of fraud upon the court under Rule 60(b)(6). In
Kupferman, the Court found that [HN8] the failure of a
lawyer to apprise opposing counsel of an important piece
of evidence did not warrant relief from judgment.
Kupferman, 459 F.2d at 1081. Similarly, Gleason held
that [HN9] perjury by a witness and the withholding of
evidence did not qualify as extraordinary circumstances
warranting relief via Rule 60(b)(6). Gleason, 860 F.2d at
559-60. The Murrihy affidavit, if not executed by the
affiant, is no more egregious than the Kupferman and
Gleason circumstances, particularly in light of the fact
that Mr. Murrihy affirmed the truth of the facts set-out in
the affidavit, as did other affiants. There is no evidence
that the [*13] court relied on false information in
deciding the summary judgment motion.

Finally, plaintiff cites Chambers v. NASCO, Inc., 501
U.S. 32, 111 S. Ct. 2123, 115 L. Ed. 2d 27 (1991), in
support of her claim that the use of 60(b)(6) is justified
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when there is a "wrong against the institutions set up to
protect and safeguard the public." Chambers, 501 U.S. at
44. In a case such as Chambers, involving a series of
intentional behaviors that delayed, deceived, and
thwarted the execution of court orders despite repeated
reprimands from the Court and opposing counsel, relief
due to fraud upon the court is warranted. Id. This case is
distinguishable, however, as the plaintiff only alleges one
document of questionable origin and the court would
have reached the same ruling without the affidavit as
evidence. 7

7 As set forth in greater detail supra page 21, the
Murrihy affidavit is only cited in 7 out of 39
paragraphs of defendant's statement of undisputed
facts, and is never the sole source of support for
facts relied upon in the summary judgment.

[*14] Statute of Limitations

Defendant argues that plaintiff has moved for relief
under the wrong subsection of Fed. R. Civ. P. 60, and
thus this motion is untimely. [Doc. # 53-1 at 3]. The
Court agrees. [HN10] Fraud by an adverse party,
including opposing counsel, properly falls under Rule
60(b)(3) and may not support a motion filed more than a
year after judgment. See Fed. R. Civ. P. 60(b)(3). [HN11]
Motions for relief from judgment filed under Rule
60(b)(3) may include allegations of witness tampering 8

and nondisclosure of documents during discovery 9.
Cases involving forged documents, such as a falsified
training schedule, are also included within this
subsection. Lonsdorf v. Seefeldt, 47 F.3d 893, 898 (7th
Cir. 1995) (granting a motion to reopen via 60(b)(3)
when the court relied on a falsified training schedule as
evidence).

8 Ty Inc. v. Softbelly's, Inc., 353 F.3d 528, 536
(7th Cir. 2003) ("Witness tampering is often
described as a form of fraud.").
9 State St. Bank & Trust Co. v. Inversiones
Errazuriz Limitada, 374 F.3d 158, 175 (2d Cir.
2004) (holding that concealing a letter from
opponent, when it may have existed in opponent's
files, is not sufficient to overturn a default
judgment).

[*15] [HN12] Rule 60(b)(3) motions must be
brought within a reasonable time and not more than one
year after the judgment. Fed. R. Civ. P. 60(b). Our Court
of Appeals has stated that the one year statute of

limitations for Rule 60(b)(3) motions based on fraud is
"absolute". Warren v. Garvin, 219 F.3d 111, 114 (2d Cir.
2000). Plaintiff brought this action more than six (6)
years after summary judgment was entered, and more
than thirteen (13) months after Murrihy's deposition
raised a question about the validity of his signature on the
1999 affidavit. Even characterizing a falsified affidavit as
extraordinary, the delay in filing for more than a year
precludes this motion. Transaero, Inc. v. La Fuerza Area
Boliviana, 24 F.3d 457, 461-2 (2d Cir. 1994). In
Transaero, the Second Circuit held that waiting for more
than one year after learning of the judgment precluded
filing a motion for fraud on the court under Rule 60(b)(6).
Id. Plaintiff became aware of the alleged signature
inconsistency at Murrihy's deposition held in October
2004, yet waited until November of 2005 to file a motion
for relief from judgment. Plaintiff [*16] provided no
explanation for this thirteen (13) month delay. The Court
finds, on this record, that plaintiff's delay was
unreasonable.

Plaintiff also claims that, "[e]ven if a year has past,
relief may also be obtained by the Court at any time by
way of independent action." [Doc. # 52 at 2]. [HN13]
Independent actions are reserved for circumstances that
do not fall under the provisions of Rule 60(b)(1-5),
Warren, 219 F.3d at 114, could not have been raised at
trial, and prevented the party from fully and fairly
presenting their case. Weldon v. United States, 70 F.3d 1,
5 (2d Cir. 1995) "In particular, Rule 60(b)(6) may not be
used to circumvent the 1-year limitations period that
governs Rule 60(b)[(3)]." Warren, 219 F.3d at 114.
(citation omitted). [HN14] "Generally, claimants seeking
equitable relief through independent actions must meet
three requirements. Claimants must (1) show that they
have no other available or adequate remedy; (2)
demonstrate that movants' own fault, neglect, or
carelessness did not create the situation for which they
seek equitable relief; and (3) establish a recognized
ground-such as fraud, accident, or mistake-for [*17] the
equitable relief."" Campaniello Imports Ltd. v. Saporiti
Italia, S.p.A. 117 F.3d 655, 661 (2d Cir. 1997) (citation
omitted). As previously stated, the court finds that
plaintiff's delay in bringing this motion is sufficient
grounds for denying relief under Rule 60(b)(6).

Moreover,[HN15] plaintiff cannot avoid the one
year statute of limitations by invoking Rule 60(b)(6)
when the alleged fraudulent act may be considered under
another provision of Rule 60. Pioneer, 507 U.S. at 393;
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Nemaizer v. Baker, 793 F.2d 58, 63 (2d Cir. 1986)
(holding that 60(b)(1-3) are mutually exclusive with
60(b)(6)). Rule 60(b)(6) is reserved for extraordinary
circumstances that exist outside of provisions (b)(1)
through (b)(5). Nemaizer, 793 F.2d at 61 (stating
60(b)(6) motions are granted only upon a showing of
"exceptional circumstances" and cannot be used to
relitigate the merits); Pioneer, 507 U.S. at 393 [HN16]
("To justify relief under subsection (6), a party must
show 'extraordinary circumstances' suggesting that the
party is faultless in the delay."). Our Court of Appeals
has defined "extraordinary circumstances" quite narrowly
[*18] in an effort to preserve the finality of judgments.
Gleason, 860 F.2d at 559-60. "Generally, courts require
that the evidence in support of the motion to vacate a
final judgment be 'highly convincing,' that a party show
good cause for the failure to act sooner, and that no undue
hardship be imposed on other parties." Kotlicky v. United
States Fidelity & Guar. Co., 817 F.2d 6, 9 (2d Cir. 1987).
The Court of Appeals has held that neither perjury nor
nondisclosure, Gleason, 860 F.2d at 560, nor failure to
learn of a default judgment for several years, Transaero,
24 F.3d at 462, constitutes "extraordinary
circumstances."

Ms. Schiel asserts that the falsified affidavit
prevented her from fully litigating her claim, and plaintiff
should have the opportunity to present the substantive
claims to the court "without the taint of tampered
evidence." [Doc. # 52 at 3]. [HN17] "'[F]raud on the
court' as distinguished from fraud on an adverse party is
limited to fraud which seriously affects the integrity of
the normal process of adjudication." Gleason, 860 F.2d at
559 (citing Kupferman, 459 F.2d at 1078). [*19] Here,
plaintiff does not adequately address why she waited
thirteen (13) months after deposing Mr. Murrihy to bring
this motion. Pioneer, 507 U.S. at 393 ("To justify relief
under subsection (6), a party must show 'extraordinary
circumstances' suggesting that the party is faultless in the
delay."). The facts of this case fit squarely under Rule
60(b)(3). Plaintiff filed objections and a memorandum in
opposition to the motion for Summary Judgment [Doc. #
43, 45], and thus had the opportunity to challenge the
Murrihy affidavit with her own evidence on summary
judgment. Gleason, 860 F.2d at 560 [HN18] ("[A]n
aggrieved party seeking relief under the saving clause of
Rule 60(b) still must be able to show that there was no
'opportunity to have the ground now relied upon to set
aside the judgment fully litigated in the original action.")
(internal quotation marks and citations omitted). She then

had the opportunity to bring a timely motion for relief
from judgment upon discovering an inconsistency
between the Murrihy affidavit and his testimony at the
October 2004 deposition. See, discussion supra at 21.
Finally, and more importantly, the information in [*20]
the Murrihy affidavit was corroborated by other witness
affidavits submitted as evidence at summary judgment,
[Murrihy's handwritten statement, Pl. Ex. 6 & 7], and, to
the extent that he recalled any of the 1994 events, the
information was affirmed as true by Murrihy in his
deposition. Murrihy Depo. at 11-19. Error in trial strategy
is appropriately addressed through a malpractice action,
not in a motion for fraud upon the court.

For these reasons, the court finds that the motion for
relief has been filed outside the statute of limitations
period and must be deemed untimely.

Burden of Proof

Even if plaintiff met the statute of limitations, the
claim fails to meet the burden of proof for Rule 60(b)
motions. [HN19] When a motion is considered under
either Rule 60(b)(3) or 60(b)(6), the plaintiff must prove
fraud by clear and convincing evidence. Nederlandsche
Handel - Maatschappij, 301 F.2d at 115. Our Court of
Appeals in Serzysko v. Chase Manhattan Bank held that
[HN20] new evidence contradicting testimony of a
witness at trial is not sufficient for a finding of fraud.
Serzysko, 461 F.2d at 702. Other circuits also support this
position, holding [*21] that conflicting testimony and
possibly forged documents must undermine the judgment
to meet the burden of proof by clear and convincing
evidence. Tiller v. Baghdady, 294 F.3d 277, 284 (1st Cir.
2002). Even a handwriting expert stating it was probable
that signatures were forged did not meet the high burden
of Rule 60(b)(3). Id.

Though Mr. Murrihy testified that he does not recall
signing the affidavit, plaintiff has not shown by clear and
convincing evidence that the affidavit is therefore a fraud.
The testimony demonstrates that Mr. Murrihy cannot
recall signing the affidavit, and therefore will not state
that he did.

Q: You don't remember?

A: No.

Q: All right.
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A: If I have knowledge, I never
remember signing anything in front of a
Notary Public.

Q: Do you think you signed? You
didn't sign this piece of paper?

A: I didn't sign it. No. To the best of
my knowledge, I never--

Q: You're not sure?

A: I'm just not sure. It's been a long
time. You know, I'm not going to say yes--

Q: That's fair. I'm just trying to figure
out if you're saying you never signed it or
you just don't remember?

A: I don't remember. I don't [*22]
remember ever being in front of a Notary
Public signing.

[Pl. Ex. 5, Murrihy Depo. at 9, 21]

Mr. Murrihy responded to repeated questions
indicating that he was erring on the side of caution in his
responses, and would not declare with certainty that he
either did or did not sign the affidavit. Pl. Ex. 5, Murrihy
Depo. at 16-17, 21, 25, 28, 31-34. Mr. Murrihy's memory
regarding many facets of the preparation of the affidavit
in 1999 was unclear, including who attended the meeting
between Ms. Schiel and her manager and the length of
time he spent with Ms. Schiel in the manager's office. 10

10 Q: Do you know how long this whole
meeting took to--

A: I don't really know because it's been a
long time. I don't want to say--I don't want to give
a time, you know, an hour, two hours, you know.

...

A: I don't even remember who took her out,
which officer took her out. I don't even know.

Pl. Ex. 5, Murrihy Depo. at 16, 18.

In addition, plaintiff failed to perform due diligence
before making this claim [*23] of fraud. Plaintiff's
counsel did not contact the notary public in attendance at

the signing of the affidavit or produce any evidence
regarding defendant's counsel's allegedly improper
involvement. There is no evidence that the factual
assertions in the affidavit are contrary to the witness'
recollection. The claim of "'apparent fabricat(ion)' by
either Attorney Daniel Klein or someone in his office" is
an unsupported assertion. [Doc. # 52 at 3]. Plaintiff states
that the signature on the affidavit does not match that at
the later deposition, 11 but when questioned, Mr. Murrihy
stated that he believed the affidavit signature to be his
handwriting. 12 A second affidavit of Mr. Murrihy, dated
on March 13, 2006, clarifies his position. Mr. Murrihy
stated that he did not recall participating in and signing
the affidavit in 1999, but that the signature on the
document appears to be his own and there is no
misspelling. 13 In relying on Mr. Murrihy's deposition
testimony and the original affidavit alone, plaintiff does
not provide clear and convincing evidence that the
Murrihy affidavit was fabricated by Attorney Klein or
anyone else.

11 Mr. Murrihy signed the affidavit as "James
Murrihy", whereas he signs the Stop & Shop
report "Jimmy Murrihy". Pl. Ex. 1, Murrihy Aff.
at 1, 3; Pl. Ex. 7, Stop & Shop Report, at 2.

[*24]
12 Q: It says Affidavit of James Murrihy, and it's
got your signature at the end. Is that your
signature?

A: Yeah, it looks like it.

...

Q: And is that your signature, though?

A: Well, it's--I usually--that's James and this
is Jimmy. So I'm not sure how--you know.

Pl. Ex. 5, Murrihy Depo. at 7, 8, 28.
13 "I still do not remember signing the affidavit.
I have not stated and I am not stating now that I
did not sign the affidavit. Rather, it has been a
long time since 1999, and I simply do not
remember whether I signed it or not. The
signature on the attached affidavit appears to be
my signature, and I do not see any misspelling,
although I normally go by 'Jim' or 'Jimmy' rather
than 'James.'" Murrihy Aff. 2, [Doc. # 58-3, p.2].

Fully and Fairly Presenting A Case
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[HN21] Finally, to succeed on a claim under Rule 60(b),
the evidence presented must also show that the alleged
fraud prevented the claimant from fully and fairly
presenting her case. State St. Bank & Trust Co., 374 F.3d
158, 176. "These same principles apply when a movant
seeks to set aside a judgment [*25] on the basis of fraud
on the court." Id. (citing Davenport Recycling Associates
v. C.I.R., 220 F.3d 1255, 1262 (11th Cir. 2000) ("'Fraud
on the court must involve an unconscionable plan or
scheme which is designed to improperly influence the
court in its decision,' preventing the opposing party from
fully and fairly presenting his case.'") (quoting Abatti v.
C.I.R., 859 F.2d 115, 118 (9th Cir. 1988)). [HN22] When
an allegedly forged document is the basis for a motion to
reopen, the Court must determine if the falsity could have
been discovered at summary judgment. To succeed, the
movant must merely show that the fraudulent document
was not discoverable earlier in the case. 12 Moore's
Federal Practice § 60.43[1] [d] (3d ed. 2005). She need
not prove that the document would have produced a
different result. Id. If the fraud could have been disclosed
before the judgment, the plaintiff was not deprived of an
opportunity to fairly present her case. 12 Moore's Federal
Practice § 60.43[1] [c] (3d ed. 2005). Here, evidence
regarding the possible forgery of Murrihy's signature was
discovered after [*26] the entry of judgment in October
2004. 14

14 The deposition of Mr. Murrihy occurred in
preparation for a legal malpractice claim against
Ms. Schiel's attorney on October 24, 2004.

Importantly, the Court did not rely solely upon
Murrihy's affidavit in granting summary judgment. Mr.
Murrihy's affidavit was considered along with thirteen
(13) other exhibits at summary judgment. [Doc. # 53-2].
In defendant's thirty-nine (39) paragraph statement of
facts, Mr. Murrihy's affidavit was cited in seven (7)
paragraphs. [Doc. # 53-2]. At no time was Murrihy's
Affidavit cited as the exclusive source of information.
[Doc. # 53-2]. Thus, all statements of fact would remain
supported by other evidence, even if Mr. Murrihy's
affidavit were entirely disregarded. In addition, to the
extent he could remember the events of 1994, Mr.

Murrihy verified in his post-judgment deposition the
accuracy of facts in the 1999 affidavit. Murrihy Depo.
11-19. While it is true that plaintiff did not have the
opportunity to confront Murrihy [*27] at trial, it is also
true that the affidavit was not the sole basis on which the
Court granted summary judgment and Murrihy's factual
assertions have been affirmed by him and other affiants.

It is important to note that Judge Eginton found for
defendant on summary judgment because of plaintiff's
failure to raise a genuine issue for trial. [Doc. # 48].
Plaintiff faces several obstacles in bringing this motion.
First, the delay of six (6) years after the entry of judgment
and thirteen (13) months after the deposition weigh
heavily against reopening. This delay has not been
satisfactorily explained. Second, plaintiff has not
demonstrated by clear and convincing evidence that the
alleged fraud prevented her from fully and fairly
presenting the case on summary judgment. Plaintiff has
not demonstrated that the record on summary judgment
needs reconsideration. Thus, plaintiff's motion for relief
from judgment is DENIED.

CONCLUSION

For the foregoing reasons, plaintiff's Motion for
Relief from Judgment [Doc. # 51] is DENIED.

Any objections to this recommended ruling must be
filed with the Clerk of the Court within ten (10) days of
the receipt of this [*28] order. Failure to object within
ten (10) days may preclude appellate review. See 28
U.S.C. § 636(b) (1); Rules 72, 6(a) and 6(e) of the
Federal Rules of Civil Procedure; Rule 2 of the Local
Rules for United States Magistrates; Small v. Secretary of
H.H.S., 892 F.2d 15 (2d Cir. 1989) (per curiam); F.D.I.C.
v. Hillcrest Assoc., 66 F.3d 566, 569 (2d Cir. 1995).

Dated at Bridgeport, this 6th day of September 2006.

HOLLY B. FITZSIMMONS

UNITED STATES MAGISTRATE JUDGE

LEXSEE 2006 U.S. DIST. LEXIS 65127
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CASE SUMMARY:

PROCEDURAL POSTURE: In response to defendant
competitors' filing of an Abbreviated New Drug
Application, plaintiff patentees filed an infringement
action pursuant to 35 U.S.C.S. § 271(e). Before the court
was the patentees' motion for a preliminary injunction
enjoining the competitors from distributing a generic
drug that infringed a patent for a drug that prevented
platelets in blood from aggregating around obstructions
in arterial passageways.

OVERVIEW: The competitors agreed that their generic
product infringed the patentees' patent, which claimed
clopidogrel bisulfate, and contended that the patent was
invalid and unenforceable. The court held that the
patentees demonstrated a likelihood of success on the
merits because they showed that the questions the
competitors raised as to the validity and enforceability of

the patent were without substantial merit. The court
granted an injunction enjoining further distribution of the
generic product because the continued distribution of the
generic would have caused the patentees to suffer
irreparable harm, the competitors' hardships primarily
arose from their own calculated risk-taking, and the
balance of competing public interests slightly favored the
patentees. The court determined that the patent at issue
was not anticipated by a prior patent, which covered a
genus of chemical compounds within which clopidogrel
bisulfate fell, because the prior patent covered at least
hundreds of thousands of compounds, did not provide
specific guidance as to the beneficial properties of
clopidogrel, and did not indicate bisulfate salt as a
pharmaceutically acceptable form for clopidogrel.

OUTCOME: The court granted the patentees' motion
insofar as it sought to enjoin the competitors from
distributing their generic drug during the pendency of the
action. The patentees' motion was denied insofar as it
requested a recall of the product that the competitors had
already distributed.

CORE TERMS: patent, enantiomer, clopidogrel,
generic, bisulfate, compound, salt, preliminary injunction,
launch, skill, prior art, injunction, racemate, public
interests, chemist, irreparable harm, infringement,
invention, separating, pharmaceutical, dextrorotatory,
invalid, obviousness, settlement, racemic,
pharmaceutically, anticipated, disclose, thienopyridine,
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inequitable

LexisNexis(R) Headnotes

Governments > Agriculture & Food > Federal Food,
Drug & Cosmetic Act
[HN1] Pursuant to 21 U.S.C.S. § 355(j)(2)(A)(I)-(IV), a
generic company has an obligation to certify that either
(I) no patent information is listed for the proposed
generic drug; (II) that the listed patents have expired; (III)
that the listed patents will expire before the generic
company markets its product; or (IV) that the patents
listed are invalid or will not be infringed by the generic
drug.

Patent Law > Infringement Actions > Infringing Acts >
General Overview
Patent Law > Jurisdiction & Review > Subject Matter
Jurisdiction > Declaratory Judgment Actions
[HN2] 35 U.S.C.S. § 271(e)(2)(A) provides that it shall be
an act of infringement to submit an application for a drug
claimed in a patent or the use of which is claimed in such
a patent, if the purpose of such submission is to obtain
approval to engage in the commercial manufacture, use,
or sale of the drug before the expiration of the patent.
Section 271(e)(2)(A) provides a jurisdictional basis for a
declaratory judgment suit against a generic manufacturer.

Governments > Courts > Judicial Precedents
Patent Law > General Overview
[HN3] On substantive questions of patent law, the United
States District Court for the Southern District of New
York is bound by the precedents of the United States
Court of Appeals for the Federal Circuit.

Civil Procedure > Judicial Officers > Judges >
Discretion
Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
Patent Law > Remedies > Equitable Relief >
Injunctions
[HN4] The decision whether to grant or deny a
preliminary injunction in the context of a patent dispute
pursuant to 35 U.S.C.S. § 283 is committed to the
discretion of the court.

Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
[HN5] All findings of fact and conclusions of law at the
preliminary injunction stage are subject to change upon
the ultimate trial on the merits.

Civil Procedure > Remedies > Injunctions > Elements >
General Overview
Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
Evidence > Procedural Considerations > Burdens of
Proof > Allocation
Patent Law > Remedies > Equitable Relief >
Injunctions
[HN6] The moving party carries the burden of
demonstrating the propriety of a preliminary injunction,
in light of the following four factors: (1) a reasonable
likelihood of success on the merits; (2) irreparable harm
if the injunction were not granted; (3) the balance of the
hardships; and (4) the impact of the injunction on the
public interest. Analysis of each of the four factors is
generally appropriate for reasons of judicial economy and
appellate review, but with two exceptions. First, if the
moving party clearly establishes the first factor (by
making a clear showing of both validity and
infringement), it is entitled to a rebuttable presumption of
irreparable harm. Second, if the moving party fails to
establish either of the first two factors, then a trial court
need not make findings concerning the third and fourth
factors before proceeding to deny the preliminary
injunction.

Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
Patent Law > Remedies > Equitable Relief >
Injunctions
[HN7] In order to demonstrate that it has a likelihood of
success, a patentee seeking a preliminary injunction
enjoining infringement of a patent must show that, in
light of the presumptions and burdens that will inhere at
trial on the merits, (1) it will likely prove infringement
and (2) its infringement claim will likely withstand
challenges to the validity and enforceability of the patent.
In this context, the patent is accorded an initial
presumption of validity and enforceability pursuant to 35
U.S.C.S. § 282. If, however, the alleged infringer
produces evidence raising a substantial question
concerning validity, enforceability, or infringement, then
the patentee must produce countervailing evidence
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demonstrating that these defenses lack substantial merit.

Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
Patent Law > Infringement Actions > Burdens of Proof
Patent Law > Infringement Actions > Defenses > Patent
Invalidity > Validity Presumption
Patent Law > Remedies > Equitable Relief >
Injunctions
[HN8] A patent shall be presumed valid, and the burden
of establishing invalidity of a patent or any claim thereof
shall rest on the party asserting such invalidity. 35
U.S.C.S. § 282. To overcome this presumption of validity
at trial, the party challenging a patent must prove facts
supporting a determination of invalidity by clear and
convincing evidence. At the preliminary injunction stage,
however, the trial court does not resolve the validity
question but rather must make an assessment of the
persuasiveness of the challenger's evidence, recognizing
that it is doing so without all evidence that may come out
at trial.

Patent Law > Anticipation & Novelty > Elements
[HN9] Pursuant to 35 U.S.C.S. § 102, an invention may
receive a patent only if it is novel in relation to the prior
art available to the public at the time the patent
application is filed. 35 U.S.C.S. § 102(b). A prior art
reference renders a patented invention anticipated--and
thus invalid--if it discloses every feature of the claimed
invention, either explicitly or inherently. To disclose the
features of the claimed invention, the prior art must
describe every element of the claimed invention, either
expressly or inherently, such that a person of ordinary
skill in the art could practice the invention without undue
experimentation. The disclosure must therefore be an
enabling disclosure, rather than merely vague intimations
of general ideas that may or may not be workable.

Patent Law > Infringement Actions > Burdens of Proof
Patent Law > Infringement Actions > Defenses > Patent
Invalidity > General Overview
[HN10] The burden of showing invalidity is especially
difficult when the infringer attempts to rely on prior art
that was before the patent examiner during prosecution.

Patent Law > Anticipation & Novelty > General
Overview

[HN11] Courts should not indulge the mechanistic
dissection and recombination of the specific illustrative
compounds in every chemical reference containing them,
to create hindsight anticipations with the guidance of an
applicant's disclosures.

Patent Law > Nonobviousness > General Overview
[HN12] 35 U.S.C.S. § 103 provides that a patent may not
be obtained if the differences between the subject matter
sought to be patented and the prior art are such that the
subject matter as a whole would have been obvious to a
person having ordinary skill in the art.

Patent Law > Nonobviousness > Evidence & Procedure
> Fact & Law Issues
[HN13] Obviousness is a question of law which is
predicated upon several factual inquiries.

Patent Law > Nonobviousness > Elements & Tests >
General Overview
[HN14] In determining whether a patent is invalid as
obvious over the prior art, a trier of fact must consider (1)
the scope and content of the prior art; (2) the level of
ordinary skill in the art; (3) the differences between the
claimed subject matter and the prior art; and (4)
secondary considerations of non-obviousness, such as
commercial success, long felt but unsolved need, failure
of others, and acquiescence of others in the industry that
the patent is valid.

Patent Law > Nonobviousness > Elements & Tests >
Prior Art
[HN15] Mere identification in the prior art of each
element is insufficient to defeat the patentability of the
combined subject matter as a whole. Rather, a party
alleging invalidity due to obviousness must articulate the
reasons one of ordinary skill in the art would have been
motivated to select the references and to combine them.
However, "obvious to try" has long been held not to
constitute obviousness, and a general incentive does not
make obvious a particular result. Rather, to establish
obviousness, a claimed specific compound must be
precisely envisioned by the prior art.

Patent Law > Nonobviousness > Elements & Tests >
Secondary Considerations
[HN16] Though commercial success may generally
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support a conclusion that a claimed invention was
non-obvious, the inference fails when others are legally
barred from testing or practicing the invention given the
existence of another patent covering that invention.

Patent Law > Double Patenting > Elements
Patent Law > Nonobviousness > Elements & Tests >
General Overview
[HN17] The judicial doctrine of obviousness-type
double-patenting prevents a patent claim from validly
issuing when it is obvious over, or anticipated by a claim
in an earlier patent. The test for obviousness-type
double-patenting is narrower than the statutory
obviousness inquiry pursuant to 35 U.S.C.S. § 103.
Obviousness compares claimed subject matter to the prior
art; nonstatutory double patenting compares claims in an
earlier patent to claims in a later patent or application.
The same type of analysis is used for an obviousness-type
double patenting inquiry as for a § 103 obviousness
inquiry, except that the scope of a double patenting
inquiry is limited to only the claims of the first patent,
rather than the entirety of its disclosure.

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > Duties
Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > Effect of Inequitable Conduct
[HN18] A patent applicant must prosecute patent
applications with candor, good faith, and honesty. 37
C.F.R. § 1.56. A breach of this duty may constitute
inequitable conduct rendering the patent unenforceable.
Specifically, a patent may be rendered unenforceable for
inequitable conduct if an applicant, with intent to mislead
or deceive the examiner, fails to disclose material
information or submits materially false information to the
U.S. Patent and Trademark Office during prosecution.

Patent Law > Inequitable Conduct > Burdens of Proof
Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > Elements
[HN19] To demonstrate a failure to disclose material
information, the party asserting inequitable conduct must
show (1) prior art that was material; (2) knowledge
chargeable to an applicant of that prior art and of its
materiality; and (3) failure of the applicant to disclose the
art resulting from an intent to mislead the U.S. Patent and
Trademark Office (PTO). The party asserting inequitable
conduct must show a threshold level of materiality and

intent by clear and convincing evidence. The applicant
may rebut proof of inequitable conduct by (a) a showing
that the prior art was not material, (b) if the prior art was
material, a showing that the applicant did not know of
that art; (c) if the applicant did know of the art, a showing
that the applicant did not know of its materiality; or (d) a
showing that the applicant's failure to disclose the art did
not result from an intent to mislead the PTO.

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > Cumulative Information
Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > Elements
[HN20] Information is material when there is a
substantial likelihood that a reasonable examiner would
have considered the information important in deciding
whether to allow the application to issue as a patent. An
otherwise material reference need not be disclosed if it is
merely cumulative of or less material than other
references already disclosed.

Patent Law > Inequitable Conduct > Effect, Materiality
& Scienter > Elements
[HN21] With regard to intent to deceive the U.S. Patent
and Trademark Office, the court must infer intent from
the facts and circumstances surrounding an applicant's
overall conduct. However, the court will not infer intent
to deceive without clear and convincing evidence.

Civil Procedure > Judicial Officers > Judges >
Discretion
Patent Law > Inequitable Conduct > General Overview
[HN22] Because the question of whether inequitable
conduct occurred is an equitable one, it is committed to
the discretion of the district court.

Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
Patent Law > Inequitable Conduct > Burdens of Proof
Patent Law > Remedies > Equitable Relief >
Injunctions
[HN23] The patent statute provides injunctive relief to
preserve the legal interests of the parties against future
infringement which may have market effects never fully
compensable in money. Because the principal value of a
patent is its statutory right to exclude, the nature of the
patent grant weighs against holding that monetary
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damages will always suffice to make the patentee whole.
A party that moves for a preliminary injunction and
clearly establishes likelihood of success on the merits
receives the benefit of a presumption on the second
factor, irreparable harm. While the presumption is
rebuttable, it shifts the ultimate burden of production onto
the infringer.

Civil Procedure > Remedies > Injunctions > Elements >
Irreparable Harm
[HN24] Continuing irreversible price erosion is a
legitimate basis for a finding of irreparable harm.

Civil Procedure > Remedies > Injunctions > Elements >
Balance of Hardship
Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
[HN25] The third factor the court must consider on a
motion for a preliminary injunction is whether the
balance of hardships tips in favor of one party or the
other. In evaluating this factor, the district court must
balance the harm that the non-moving party will incur if
the injunction is granted.

Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
Patent Law > Remedies > Equitable Relief >
Injunctions
[HN26] The fourth factor to be considered on a motion
for a preliminary injunction is the impact of the
injunction on the public interest. Typically, in a patent
infringement case, although there exists a public interest
in protecting rights secured by valid patents, the focus of
the district court's analysis should be whether there exists
some critical public interest that would be injured by the
grant of preliminary relief.

Governments > Agriculture & Food > Federal Food,
Drug & Cosmetic Act
Patent Law > Infringement Actions > General Overview
[HN27] While the Hatch-Waxman Act framework does
seek to make low cost generic drugs available to the
public, it does not do so by entirely eliminating the
exclusionary rights conveyed by pharmaceutical patents.
Nor does the statutory framework encourage or excuse
infringement of valid pharmaceutical patents.

Patent Law > Infringement Actions > Defenses >
Estoppel & Laches > Elements
Patent Law > Infringement Actions > Defenses >
Estoppel & Laches > Excuse
[HN28] Laches is cognizable under 35 U.S.C.S. § 282 as
an equitable defense to a claim for patent infringement,
and, when successfully invoked, serves to bar a patentee's
claim for damages prior to suit. The laches defense has
two underlying elements: first, the patentee's delay in
bringing suit must be unreasonable and inexcusable, and
second, the alleged infringer must have suffered material
prejudice attributable to the delay. The length of time
which may be deemed unreasonable depends on the
circumstances, and a court must also consider and weigh
any justification offered by the plaintiff for its delay.
Negotiations between the parties have been recognized as
a legitimate excuse to a delay in bringing suit.

Civil Procedure > Equity > Maxims > Do Equity
Principle
[HN29] He who seeks equity must do equity.

Civil Procedure > Remedies > Injunctions > Mandatory
Injunctions
[HN30] A court has the power to issue a mandatory
injunction to restore the situation to the status quo when a
party, with notice of impending injunction proceedings,
completes or performs the action sought to be enjoined.

Civil Procedure > Remedies > Injunctions >
Preliminary & Temporary Injunctions
[HN31] Fed. R. Civ. P. 65(c) provides that no
preliminary injunction shall issue except upon the giving
of security by the applicant, in such sum as the court
deems proper, for the payment of such costs and damages
as may be incurred or suffered by any party who is found
to have been wrongfully enjoined or restrained. Rule
65(c) gives the district court wide discretion to set the
amount of a bond.

COUNSEL: [**1] For Sanofi-Synthelabo,
Sanofi-Synthelabo Inc., Bristol-Myers Squibb Sanofi
Pharmaceuticals Holding Partnership, Plaintiffs: David
Noah Greenwald, Cravath, Swaine & Moore LLP, New
York, NY; Evan R. Chesler, Richard J. Stark, Cravath
Swaine Moore LLP, New York, NY; Robert L.
Baechtold, William Ericson Solander, John D. Murnane,
Fitzpatrick, Cella, Harper & Scinto, New York, NY;
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OPINION

[*320] SIDNEY H. STEIN, U.S. District Judge.
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[*321]

[**3] I. OVERVIEW

Plavix, the most widely prescribed prescription
blood-thinning agent in the world, prevents platelets in
blood from aggregating around obstructions--such as
metal stents or cholesterol deposits--in arterial
passageways. Forty-eight million Americans take Plavix
daily to prevent potentially fatal blood clots. This action
arose between Sanofi-Aventis, Sanofi-Synthelabo, Inc.
and Bristol-Myers Squibb Sanofi Pharmaceuticals
Holding Partnership (collectively, "Sanofi")--those
entities that invested in the research and development to
patent this drug and bring it to market--on the one hand,
and Apotex, Inc. and Apotex Corporation (collectively,
"Apotex")--which seeks to market the generic equivalent
of Plavix--on the other. Before the Court is a motion by
Sanofi to preliminarily enjoin Apotex from distributing
its generic version of Plavix in the United States after an
at-risk launch of that drug by Apotex approximately three
weeks ago, on August 8, 2006. Sanofi seeks to enjoin
Apotex from any further distribution of the generic drug
pending an ultimate decision on the merits of this action
and has also requested that the Court order a recall of the
product already [**4] distributed.

In this action, the parties have agreed and stipulated
that Apotex's generic product in fact infringes Sanofi's
patent. Apotex does not dispute that but rather claims that
Sanofi's patent is invalid and unenforceable. Because

Sanofi has adequately demonstrated that the questions
Apotex raises as to the validity and enforceability of
Sanofi's '265 patent are without substantial merit based
on the evidence adduced to date, Sanofi has demonstrated
a likelihood of success on the merits at trial. Further,
Sanofi will suffer irreparable harm due to Apotex's
continued distribution of the infringing pharmaceutical,
and Apotex's hardships primarily arise from the
company's own calculated risk-taking. Finally, although
there are competing--and substantial--public interests at
stake on both sides of this litigation, the balance of those
competing public interests slightly favors Sanofi. For
these reasons, and because the Court finds Apotex's
laches and unclean hands defenses to be without merit,
Sanofi's motion is granted insofar as Apotex is enjoined
from further distribution of its generic product. Sanofi's
motion is denied insofar as it requests a recall of the
product [**5] Apotex has already distributed.

[*322] II. BACKGROUND

In the context of the Court's consideration of a
motion for a preliminary injunction, "all findings of fact
and conclusions of law . . . are subject to change upon the
ultimate trial on the merits." Purdue Pharma L.P. v.
Boehringer Ingelheim GmbH, 237 F.3d 1359, 1363 (Fed.
Cir. 2001) (citing Illinois Tool Works, Inc. v. Grip-Pak,
Inc., 906 F.2d 679, 681 (Fed. Cir. 1990)); University of
Texas v. Camenisch, 451 U.S. 390, 395, 101 S. Ct. 1830,
1834, 68 L. Ed. 2d 175 (1981)). The Court finds the
following facts for the purposes of this Opinion.
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A. History of this Action

Plavix, approved for sale in the United States by the
U.S. Food and Drug Administration ("FDA") in
November 1997, is prescribed for the reduction of
thrombotic events, such as heart attacks and strokes, for
patients who have recently suffered such events or who
have arterial disease or acute coronary syndrome. (See
Stipulated Statement of Facts ("Fact Stmt"), attached as
Ex. A to Joint Pretrial Order dated May 27, 2005 at P 12.)
The active ingredient of Plavix is clopidogrel bisulfate.
(Id.) Sanofi [**6] obtained a patent claiming clopidogrel
bisulfate on July 11, 1989, naming Sanofi employees
Alain Badorc and Daniel Frehel as inventors. (Id. at PP
8-9.) That patent, U.S. patent number 4,847,265 ("the
'265 patent"), claims clopidogrel bisulfate by its chemical
name in claim three: "hydrogen sulfate of the
dextro-rotatory isomer of methyl alpha
5(4,5,6,7-tetrahydro(3,2-c)thieno
pyridyl)(2-chlorophenyl)-acetate substantially separated
from the levo-rotatory isomer." (Id. at PP 9-10.) The '265
patent is exclusively licensed to the Bristol-Myers Squibb
Sanofi Pharmaceuticals Holding Partnership and expires
on November 17, 2011. (Id. at P 9.)

Apotex sought approval from the FDA to
manufacture and sell clopidogrel bisulfate tablets before
the expiration of Sanofi's '265 patent by filing an
Abbreviated New Drug Application ("ANDA") with the
FDA in November 2001. (Fact Stmt at PP 14-15.) In the
ANDA, Apotex certified that it believed the '265 patent
to be invalid, pursuant to the requirements of 21 U.S.C. §
355(j)(2)(A)(vii)(IV). (Id. at P 16; see Glaxo Group Ltd.
v. Apotex, Inc., 376 F.3d 1339, 1344 (Fed. Cir. 2004)
[**7] ([HN1] pursuant to 21 U.S.C. §
355(j)(2)(A)(I)-(IV) , a generic company has an obligation
to "certify that either (I) no patent information is listed . .
. for the proposed generic drug; (II) that the listed patents
have expired; (III) that the listed patents will expire
before the generic company markets its product; or (IV)
that the patents listed are invalid or will not be infringed
by the generic drug.").) Apotex was the first to file an
ANDA for clopidogrel bisulfate (Decl. of Dr. Bernard
Sherman, dated Aug. 16, 2006 ("Sherman Decl.") at P
17), thereby securing the right to 180 days of market
exclusivity provided by the Hatch-Waxman Act to the
first ANDA filer to challenge a patent. See 21 U.S.C. §
355(j)(5)(B)(iv); see also Joblove v. Barr Labs., Inc. (In
re Tamoxifen Citrate Antitrust Litig.), 429 F.3d 370, 376
(2d Cir. 2005).

In response to that ANDA filing by Apotex, Sanofi
filed this suit against Apotex on March 21, 2002 pursuant
to 35 U.S.C. § 271(e), on the ground that Apotex's filing
of the ANDA constituted infringement of the '265 patent.
[HN2] Section 271(e)(2)(A) [**8] provides that "it shall
be an act of infringement to submit (A) an application . . .
for a drug claimed in a patent or the use of which is
claimed in such a patent, . . . if the purpose of such
submission is to obtain approval . . . to engage in the
commercial manufacture, use, or sale" of the drug before
the expiration of the [*323] patent. See also Glaxo
Group, 376 F.3d at 1344 ("Section 271(e)(2)(A) provides
a jurisdictional basis for a declaratory judgment suit
against a generic manufacturer."); Glaxo, Inc. v.
Novopharm Ltd., 110 F.3d 1562, 1569 (Fed. Cir. 1997)
("§ 271(e)(2) provided patentees with a defined act of
infringement sufficient to create case or controversy
jurisdiction to enable a court to promptly resolve any
dispute concerning infringement and validity.").

Apotex counterclaimed, asserting that the '265 patent
is invalid for three reasons. First, because it was
anticipated by the prior art--specifically by Sanofi's own
prior patent, the '596 patent--pursuant to 35 U.S.C. §
102(b). Second, because the subject matter claimed in the
patent [**9] would have been obvious to a person of
ordinary skill in the art at the time the invention was
made, pursuant to 35 U.S.C. § 103. Third, because it was
invalid under the judicial doctrine of obviousness-type
double patenting. (See Third Amended Answer and
Amended Counterclaim ("Answer"), filed Jan. 14, 2005.)
Apotex also asserts that the '265 patent is unenforceable
on the basis of Sanofi's alleged inequitable conduct
before the U.S. Patent and Trademark Office ("PTO") in
that Sanofi failed to name Dr. Jean-Pierre Maffrand as an
inventor, made false statements to the PTO regarding the
unexpected pharmacological properties of clopidogrel
bisulfate, failed to disclose relevant prior research that
Sanofi had conducted on a similar chemical compound,
and failed to disclose a journal article Apotex alleges is a
material prior art reference. (See id.)

This action was originally supervised by Judge
Robert W. Sweet and was transferred to this Court in
February of 2004. By a Stipulation and Order endorsed
by this Court on May 7, 2004, the parties agreed that
Apotex's clopidogrel bisulfate product infringes claim 3
of Sanofi's '265 patent [**10] . (See May 7, 2004
Stipulation and Order.) Thus, a major issue in many
patent litigations--whether or not the generic product
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infringes the patent holder's patent--is not in contention
here, but rather is agreed upon. The parties then pursued a
lengthy course of discovery and motions, all leading to
the entry of a final pretrial order in July 2005. The matter
was set down for a March 2006 trial.

B. Events Giving Rise to This Motion

According to provisions of the Hatch-Waxman Act,
21 U.S.C. § 355(j)(5)(B)(iii), Sanofi's filing of a patent
infringement suit against Apotex triggered an automatic
stay barring the FDA from approving Apotex's ANDA
for thirty months. (See Sherman Decl. at P 18.) The stay
expired on May 17, 2005 and the FDA approved
Apotex's ANDA eight months later, on January 20, 2006.
(Sherman Decl. at PP 19, 24.)

Anticipating the expiration of the 30-month stay of
FDA approval of its ANDA, Apotex informed Sanofi in
October 2005 that it expected final approval by the FDA
to be "imminent." (Sherman Decl. at P 21; Letter by
Robert Silver to Robert Baechtold dated Oct. 24, 2005,
attached as Ex. A to Sherman Decl.) In the October 2005
[**11] letter, Apotex informed Sanofi that it intended to
launch its product as soon as possible after FDA approval
and asserted that "it cannot be appropriate for Plaintiffs to
do nothing until launch is imminent and only then bring a
motion for an injunction." (Id.) On January 20, 2006 the
FDA gave final approval to Apotex's ANDA. (Sherman
Decl. at P 24.)

Several days before the FDA announced its final
approval of Apotex's ANDA, Sanofi and Apotex began
discussions in an attempt to resolve this litigation. (See
Decl. [*324] of Robert L. Baechtold dated Aug. 20,
2006 ("Baechtold Decl.") at P 2.) On the same afternoon
that the FDA approved Apotex's ANDA, an email from
Apotex's counsel to Sanofi's counsel memorialized "the
terms of the settlement we reached." (See Jan. 16, 2006
Email, attached as Ex. 1 to Baechtold Decl.) This
"settlement" provided that "during settlement
negotiations Apotex will not launch its generic product
and Sanofi will not launch an authorized generic and will
not move for an injunction." (Id.) An email several days
later from Sanofi's counsel to Apotex's counsel included
the "final version of the agreements between our[] clients
as reflected in our exchange [**12] of emails" and
attached an agreement that also stipulated that Apotex
would not launch its generic and Sanofi would not move
for an injunction during settlement negotiations. (Jan. 20,
2006 email, attached as Ex. 2 to Baechtold Decl.) Thus,

the parties agreed in January of 2006 that neither party
would launch a generic, nor would Sanofi move for a
preliminary injunction while settlement discussions were
ongoing.

Although the trial had initially been set for March
2006, Apotex requested that the trial be delayed because
Apotex's counsel had another trial scheduled to begin in
early March. (Baechtold Decl. at P 5.) The parties then
entered into a second agreement, on February 8, 2006,
providing that Apotex would seek a postponement of the
trial for three months to accommodate its own counsel's
trial schedule, and that Sanofi would consent to the
postponement. (Baechtold Decl. at PP 6-7; Feb. 8, 2006
Agreement, attached as Ex. 3 to Baechtold Decl.) The
parties again agreed that neither party would launch a
generic product and Sanofi would not move for a
temporary restraining order or preliminary injunction
during that period of postponement. (Id.) The parties then
requested an adjournment [**13] of the trial date for
three months. That request was granted and the trial was
rescheduled for June 2006.

Six weeks later--on St. Patrick's Day, March 17,
2006--the parties reached an agreement to resolve the
litigation. (Sherman Decl. at P 32; Baechtold Decl. at P
8; March 17, 2006 Agreement, attached as Ex. 4 to
Baechtold Decl.) The agreement was subject to approval
by the FTC and a consortium of state attorneys general
under an order entered in a previous litigation involving
Bristol-Myers Squibb. (Sherman Decl. at P 32.) The
parties submitted the agreement for the required
regulatory review, but the state attorneys general
informed the parties in early May that they would not
approve the settlement as written. (Sherman Decl. at P
34.)

After the March 17 agreement was rejected, the
parties negotiated a second. (Sherman Decl. at P 35;
Baechtold Decl. at P 9; May 26, 2006 Agreement
("Second Agreement"), attached as Ex. 5 to Baechtold
Decl.) This second agreement, dated May 26, 2006, was
also submitted for regulatory approval; however on July
28, 2006 the state attorneys general informed Sanofi's
counsel that the "states object to and will not approve the
Settlement Agreement." [**14] (Sherman Decl. at P 47;
July 28, 2006 Letter, attached as Ex. E to Sherman Decl.)
Paragraph 13 of the Second Agreement provides that "if
Regulatory Review has not been completed by July 31,
2006 either party has the right to declare that there has
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been regulatory denial." (Second Agreement at P 13.) In a
letter dated July 31, 2006, Apotex declared regulatory
denial. (Baechtold Decl. at P 10.)

The Second Agreement contains a number of terms
that were to enter into force in the event of regulatory
denial. (See Second Agreement at PP 14-15.) Paragraph
14 provides, in relevant part, that in the event of
regulatory denial, the litigation [*325] between the
parties will resume "as further described in paragraph 15"
and that Sanofi agrees that:

if the litigation results in a judgment that
the '265 patent is not invalid or
unenforceable, Sanofi agrees that its actual
damages for any past infringement by
Apotex, up to the date on which Apotex is
enjoined, will be 50% of Apotex's net
sales of clopidogrel products if Sanofi has
not launched an authorized generic . . . .
Sanofi further agrees that it will not seek
increased damages under 35 U.S.C. § 284
[**15] .

Paragraph 15 provides that if the regulatory review
results in regulatory denial, the parties agree that:

(i) Until 5 business days after the date on
which Regulatory Denial is effective (not
counting the day on which it becomes
effective), Apotex will not launch a
generic clopidogrel bisulfate product and
Sanofi will not launch an authorized
generic product, and Sanofi will not seek a
temporary restraining order or a
preliminary injunction.

(ii) After the expiration of the period
defined in sub-paragraph (i), Sanofi agrees
that it will not launch an authorized
generic clopidogrel product before a
launch by Apotex of a generic clopidogrel
product, and Sanofi will not, at any time,
file for a temporary restraining order, and
will not file for a preliminary injunction
until Sanofi gives Apotex 5 business days
notice . . . of its intention to do so, which
notice will not be given before Apotex has
initiated a launch of a generic clopidogrel
product.

Immediately after Apotex declared regulatory denial
on Monday July 31, 2006, Sanofi sought a temporary
restraining order barring Apotex from launching its
generic clopidogrel bisulfate product. The Court denied
that motion [**16] on Friday, August 4, 2006, on the
ground that Sanofi had explicitly agreed not to seek a
temporary restraining order in Paragraph 15 of the
Second Agreement and had not provided any tangible
evidence that Apotex was in material breach of the
agreement. (See Tr. of Aug. 4, 2006 hearing.)

On Tuesday, August 8, 2006, approximately one
week after declaring regulatory denial, Apotex launched
its generic clopidogrel bisulfate product. Sanofi notified
Apotex on that same day that it intended to move for a
preliminary injunction in the time frame set forth in
paragraph 15 of the Second Agreement, which permitted
Sanofi to file for a preliminary injunction five business
days after the launch by Apotex of its generic product.
Sanofi thus moved for a preliminary injunction on
Tuesday, August 15, 2006. Apotex filed responsive
papers including affidavits and reports by several fact and
expert witnesses, and the Court heart testimony during a
hearing conducted on August 18 and 21, 2006.

III. PRELIMINARY INJUNCTION

A. Legal Standard

[HN3] On substantive questions of patent law, this
Court is bound by the precedents of the U.S. Court of
Appeals for the Federal Circuit. See Hybritech, Inc. v.
Abbott Labs., 849 F.2d 1446, 1451 n.12 (Fed. Cir. 1988)
[**17] . [HN4] The decision whether to grant or deny a
preliminary injunction in the context of a patent dispute
pursuant to 35 U.S.C. § 283 is committed to the
discretion of the Court. See Polymer Techs. v. Bridwell,
103 F.3d 970, 973 (Fed. Cir. 1996); Novo Nordisk of
North Am., Inc. v. Genentech, Inc., 77 F.3d 1364, 1367
(Fed. Cir. 1996). In addition, [HN5] all findings of fact
and conclusions of law at the preliminary injunction stage
are subject to change upon [*326] the ultimate trial on
the merits. See Illinois Tool Works, 906 F.2d at 681
(citing Camenisch, 451 U.S. at 395).

As [HN6] the moving party, Sanofi carries the
burden of demonstrating the propriety of a preliminary
injunction, "in light of the following four factors: (1) a
reasonable likelihood of success on the merits; (2)
irreparable harm if the injunction were not granted; (3)
the balance of the hardships and (4) the impact of the
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injunction on the public interest." Polymer Techs., 103
F.3d at 973. "Analysis of each of the four factors is
generally appropriate 'for reasons of judicial economy
and . . . appellate review,'" but with [**18] two
exceptions. Id. (quoting Reebok Int'l Ltd. v. J. Baker, Inc.,
32 F.3d 1552, 1557 (Fed. Cir. 1994)). First, if the
moving party "clearly establishes the first factor (by
making a 'clear showing' of both validity and
infringement), it [is] entitled to a rebuttable presumption"
of irreparable harm. Id. (citing Smith Int'l, Inc. v. Hughes
Tool Co., 718 F.2d 1573, 1581 (Fed. Cir. 1983)). Second,
"if the moving party fails to establish either of the first
two factors," then "a trial court need not make findings
concerning the third and fourth factors" before
proceeding to deny the preliminary injunction. Id.
(quoting Reebok, 32 F.3d at 1556).

B. Likelihood of Success

[HN7] In order to demonstrate that it has a likelihood
of success, Sanofi must show that, "in light of the
presumptions and burdens that will inhere at trial on the
merits, (1) it will likely prove . . . [infringement] and (2)
its infringement claim will likely withstand [Apotex's]
challenges to the validity and enforceability of the . . .
patent." Genentech, Inc. v. Novo Nordisk A/S, 108 F.3d at
1361. 1364; see also Canon Computer Sys., Inc. v.
Nu-Kote Int'l, Inc., 134 F.3d 1085, 1088 (Fed. Cir. 1998)
[**19] (citing Nutrition 21 v. United States, 930 F.2d at
869-70). In this context, the patent is accorded an initial
presumption of validity and enforceability pursuant to 35
U.S.C. § 282. See New England Braiding Co. v. A.W.
Chesterton Co., 970 F.2d 878, 882 (Fed. Cir. 1992)
(citation omitted). If, however, Apotex produces evidence
raising a "'substantial question' concerning validity,
enforceability, or infringement," then Sanofi must
produce countervailing evidence demonstrating that these
defenses "'lack[] substantial merit.'" Genentech, Inc., 108
F.3d at 1364 (citation omitted).

In its opposition to the preliminary injunction
motion, Apotex admits its product infringes Sanofi's
patent, but raises three defenses: First, Apotex argues that
the '265 patent is invalid because it was anticipated by an
earlier Sanofi patent, the '596 patent. Second, Apotex
argues that the '265 patent is invalid for obviousness
because it would have been obvious to a person of
ordinary skill in the art based on that earlier Sanofi patent
and other prior art in the field. Third, Apotex [**20]
asserts that the '265 patent is unenforceable because of

inequitable conduct committed by Sanofi during the
prosecution of the application for the '265 patent at the
PTO. Ultimately, Apotex will bear the burden at trial of
proving each of these defenses by clear and convincing
evidence. See Oney v. Ratliff, 182 F.3d 893, 895 (Fed.
Cir. 1999) (invalidity); Elk Corp. v. GAF Bldg. Materials
Corp., 168 F.3d 28, 30 (Fed. Cir.) (unenforceability),
cert. denied, 145 L. Ed. 2d 150, 120 S. Ct. 178, 528 U.S.
873 (1999). At the preliminary injunction stage, however,
the Court considers primarily whether the defenses
asserted by Apotex raise a substantial question regarding
the validity and enforceability of the '265 Patent.

1. Infringement

As noted above, Apotex admits and stipulates that
the generic clopidogrel bisulfate [*327] product that is
the subject of its ANDA infringes claim 3 of Sanofi's
'265 patent, which claims "[h]ydrogen sulfate of the
dextro-rotatory isomer of methyl alpha-5
(4,5,6,7-tetrahydro (3,2-c) thieno pyridyl)
(2-chlorophenyl)-acetate," also known as clopidogrel
bisulfate. [**21] (See Fact Stmt at PP 18-19; May 7,
2004 Stipulation and Order.)

2. Invalidity

[HN8] "A patent shall be presumed valid," and "[t]he
burden of establishing invalidity of a patent or any claim
thereof shall rest on the party asserting such invalidity."
35 U.S.C. § 282. To overcome this presumption of
validity at trial, "the party challenging a patent must
prove facts supporting a determination of invalidity by
clear and convincing evidence." Schumer v. Lab.
Computer Sys., 308 F.3d 1304, 1315 (Fed. Cir. 2002)
(citing Apotex USA, Inc. v. Merck & Co., 254 F.3d 1031,
1036, (Fed. Cir. 2001), cert. denied, 534 U.S. 1172, 122
S. Ct. 1196, 152 L. Ed. 2d 136 (2002)). At the
preliminary injunction stage, however, "the trial court
does not resolve the validity question but rather must . . .
make an assessment of the persuasiveness of the
challenger's evidence, recognizing that it is doing so
without all evidence that may come out at trial." New
England Braiding Co., 970 F.2d at 883. The Court finds
Apotex's evidence insufficiently persuasive to establish a
likelihood of proving invalidity at trial.

[**22] a. Anticipation

i. Legal Standards
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[HN9] Pursuant to 35 U.S.C. § 102, an invention
may receive a patent only if it is 'novel' in relation to the
'prior art' available to the public at the time the patent
application is filed. See 35 U.S.C. § 102(b). A prior art
reference renders a patented invention "anticipated--and
thus invalid--if it "discloses every feature of the claimed
invention, either explicitly or inherently." Hazani v.
United States ITC, 126 F.3d 1473, 1477 (Fed. Cir. 1997);
see also Schering Corp. v. Geneva Pharms., Inc., 339
F.3d 1373, 1379 (Fed. Cir. 2003) ("[A] prior art
reference which expressly or inherently contains each and
every limitation of the claimed subject matter anticipates
and invalidates.") (citations omitted). To disclose the
features of the claimed invention, the prior art must
"describe every element of the claimed invention, either
expressly or inherently, such that a person of ordinary
skill in the art could practice the invention without undue
experimentation." Advanced Display Sys., Inc. v. Kent
State Univ., 212 F. 3d 1272, 1282 (Fed. Cir. 2000)
[**23] ; see also Mehl/Biophile Int'l Corp. v. Milgraum,
192 F.3d 1362, 1365 (Fed. Cir. 1999). The disclosure
must therefore be "an enabling disclosure," rather than
merely "vague intimations of general ideas that may or
may not be workable." Genentech, Inc., 108 F.3d at 1366
(citing Brenner v. Manson, 383 U.S. 519, 536, 16 L. Ed.
2d 69, 86 S. Ct. 1033, 1966 Dec. Comm'r Pat. 74 (1966)).

Apotex alleges that the '265 patent is anticipated by
an earlier patent Sanofi held that covered a genus of
chemical compounds called thienopyridines, within
which clopidogrel bisulfate falls. This earlier patent, U.S.
Patent No. 4,529,596 ("the '596 patent") issued in July
1985, four years before the '265 patent issued, and
expired in July 2003. (See Fact Stmt at P 28.) Indeed, the
parties have stipulated that clopidogrel bisulfate is "a
compound that is within the genus of claim one of the
'596 patent." (Id. at P 32.) Apotex asserts that this prior
patent fully disclosed and thus anticipates clopidogrel
bisulfate; Sanofi defends the novelty of the '265 patent
[**24] on the ground that the '596 patent was not an
enabling disclosure. In [*328] other words, it did not
"describe every element" of clopidogrel bisulfate "such
that a person of ordinary skill in the art could practice the
invention without undue experimentation." Advanced
Display Sys., 212 F.3d at 1282. To address this issue,
some technical background is necessary.

ii. The '596 and '265 Patents

The '596 patent is entitled "Thieno [3,2-c] Pyridine

Derivatives and Their Therapeutic Application," and
describes a genus of compounds that exhibit
blood-platelet aggregation inhibition and anti-thrombotic
activity. (Fact Stmt at P 27; '596 patent at col. 8, lines
22-24.) The thienopyridines described in the '596 patent
are all racemic compounds. (Testimony of Dr.
Jean-Pierre Maffrand, Transcript of Preliminary
Injunction Hearing dated Aug. 18 & 21, 2006 ("tr."), at
136-137; Affidavit of Dr. Robert Snyder dated Jun. 8,
2004 at 3.) A racemic compound is chiral, meaning that it
has an asymmetric carbon, or "chiral," center. (Id.) A
chiral center is composed of a carbon atom connected to
four other atoms--in [**25] the case of the compounds
described in the '596 patent, the carbon atom is connected
to a nitrogen atom, a hydrogen atom and two other
carbon atoms. (Maffrand, tr. at 136-37.) A racemic
mixture, also known as a racemate, is a mixture of
molecules with asymmetric carbon centers. The racemate
consists of an equal number of each of two enantiomers.
(Expert Report of Dr. Stephen G. Davies dated July 6,
2004, attached as Ex. 1 to Decl. of Stephen G. Davies
dated Aug. 11, 2006, at P 32.) The two enantiomers are
two different spatial configurations of the same molecule.
(Id. at PP 27-29.) The enantiomers are
non-superimposable mirror images of each other, such as
a right and a left hand. (Id. at P 27.) The two enantiomers
generally have identical physical properties--such as
melting at the same temperature and dissolving in
solvents to the same extent--except for one characteristic:
If a chemist directs a plane of polarized light through a
solution of just one of the two enantiomers, the
enantiomer will rotate the light to the right or to the left.
(Id. at P 30, 41.) If an enantiomer rotates light to the
right, it is described as "dextrorotatory," while if the
enantiomer [**26] rotates light to the left it is described
as "levorotatory." (Id. at P 30.) When the name for a
chemical compound with an asymmetric carbon center
does not indicate a particular enantiomer, a chemist will
understand the compound to be a racemate; that is, a
mixture that contains an equal number of dextro- and
levo- rotatory enantiomers. (Id. at P 32.)

The '596 patent discloses a group of compounds
described by a general formula. Because the formula has
two variables (X and Y), each of which can be one of a
number of enumerated substituents, with 37 possibilities
for the X variable and 1710 possible choices for Y, the
general formula covers an extremely large number
compounds. 1 (Davies at PP 60-64; Expert Report of Dr.
Stephen R. Byrn dated July 9, 2004, attached as Ex. 1 to
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Decl. of Stephen R. Byrn dated Aug. 11, 2006, at PP
55-58; Maffrand, tr. at 137.) Each of the described
compounds is racemic (Maffrand, tr. at 137); however the
'596 patent states that "[t]he invention relates both to
each [*329] enantiomer and their mixture." ('596 patent
col. 1, lines 40-41; Maffrand, tr. at 140.)

1 Multiplying these variables by the number of
pharmaceutically acceptable salts yields an even
higher number. Maffrand testified that "if we mix
and match all the claimed substituents . . . and if
we take into account the different salts which can
be made for each of these compounds," the '596
patent covers "millions" of compounds, each of
which would have a chiral center and be racemic.
(Maffrand, tr. at 137.) Sanofi's expert Dr. Stephen
Davies, basing his calculations on 50
pharmaceutically acceptable salts, estimates the
number to be "almost 9.5 million different
compounds." (Davies at PP 63-64.)

[**27] A chemist charged with finding a suitable
form for a drug compound transforms it into a solid form
by adding an acid or base to form a crystalline salt. (Byrn
at PP 15, 28.) The '596 patent sets forth that the
thienopyridine compounds within the genus claimed by
the patent can be made into addition salts with
pharmaceutically acceptable mineral or organic acids or a
mineral base. (Byrn at P 57; '596 patent, col. 1, lines
42-51.)

The '596 patent gives 21 examples of particular
compounds included within the genus compound "to
exemplify and to illustrate the different substituents
which were claimed in the general formula." (Maffrand,
tr. at 138; see Snyder at 14.) These different compounds
are described in the patent as different salts
forms--particularly, hydrobromide, hydrochloride and
bisulfate salts. (Maffrand, tr. at 139-140.) The first of the
21 examples in the '596 patent is a thienopyridine
racemate entitled "methyl alpha-5(4,5,6,7-tetrahydro
(3,2-c) thienopyridyl)(2-chlorophenyl) acetate." ('596
patent col. 3, lines 37-41; Snyder at 3.) Sanofi referred to
this compound internally as "PCR 4099." (Maffrand,
[**28] tr. at 138.) PCR 4099 was described in the '596
patent as a hydrochloride salt. (Maffrand, tr. at 139.)

The later patent, that is, the '265 patent which is at
issue here, claims the "[h]ydrogen sulfate of the
dextro-rotatory enantiomer of methyl
alpha-5(4,5,6,7-tetrahydro (3,2-c)

thienopyridyl(2-chlorophenyl) acetate." (Fact Stmt at PP
18, 19.) In other words, the '265 patent claims the
dextrorotatory enantiomer of the racemate PCR 4099,
which has been given the generic name "clopidogrel,"
(Snyder at 18), prepared as a bisulfate salt.

iii. Apotex's Case for Anticipation

Apotex asserts that the later '265 patent is anticipated
by the earlier '596 patent because, it urges, the earlier
'596 patent both describes clopidogrel bisulfate and
enables a person of ordinary skill in the art to produce it.
In Apotex's view, the '596 patent describes clopidogrel
bisulfate by claiming the class of thienopyridines to
which clopidogrel belongs, by stating that the patent
covers the thienopyridines described in "both
enantiomeric forms or their mixture," and by specifying
that the patent covers the thienopyridines [**29] and
"their addition salts with pharmaceutically acceptable
mineral or organic acids." ('596 patent col. 13, lines
8-19.)

The description section of the '596 patent makes this
description even more explicit, Apotex asserts, because it
states that the patent describes not only the general
racemic compounds specified in the patent, but also their
"addition salts with pharmaceutically acceptable mineral
or organic acids." It also states that "the invention relates
both to each enantiomer and their mixture." ('596 patent
at col. 1, lines 40-44.) Moreover, Apotex points out, the
'596 patent expressly lists PCR 4099 as Example 1 in the
patent. Because a person of ordinary skill in the art would
know that one enantiomer of a racemic mixture would
likely be more pharmaceutically active than the other,
Apotex alleges, the '596 patent's indication of PCR 4099
and its two enantiomers is sufficient to lead a person of
ordinary skill in the art to "the active enantiomer" of PCR
4099. Finally, Apotex alleges, the patent defines a class
of only three preferred salts--bisulfate, hydrochloride and
hydrobromide--because only these three [**30] salts are
used in the examples for the class of ester compounds of
which PCR 4099 is a member. Therefore, Apotex claims,
a person of ordinary skill in the art would gain an
understanding [*330] of clopidogrel bisulfate merely by
reading the '596 patent.

Not only would the '596 patent give a person of
ordinary skill in the art an understanding of clopidogrel
bisulfate, Apotex claims, but by reading the patent that
person would be able to "practice the invention without
undue experimentation," Advanced Display Sys., 212
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F.3d at 1282, or, here, apply the teachings of the '596
patent and his or her background knowledge to produce
clopidogrel bisulfate as disclosed in claim three of the
'265 patent. Apotex alleges that the '265 patent indicates
"the classic method" for separating a racemate into its
enantiomers--a method that originated with Louis Pasteur
in the 19th century and "is taught in every common
text-book of Organic Chemistry"--and a person skilled in
the art would know this method and be able to separate
the enantiomers of PCR 4099 with only routine
experimentation. Finally, salt formation is "an everyday
[**31] matter" for one of ordinary skill in the art, Apotex
claims. In sum, Apotex asserts that ordinary skill in
organic chemistry together with the teachings of the '596
patent would enable a chemist to produce clopidogrel
bisulfate. Hence, Apotex concludes, the '265 patent is
invalid because it is anticipated by Sanofi's own '596
patent.

iv. Discussion

Although Apotex has succeeded in raising a
"substantial question" as to whether the '265 patent was
anticipated by the '596 patent, Sanofi has adequately
demonstrated that that question "lacks substantial merit."
Genentech, Inc., 108 F.3d at 1364.

As a preliminary matter, [HN10] the burden of
showing invalidity is "especially difficult" when "the
infringer attempts to rely on prior art that was before the
patent examiner during prosecution," as was the case
here. See Glaxo Group, 376 F.3d at 1348 (citing Al-Site
Corp v. VSI Int'l Inc., 174 F.3d 1308, 1323 (Fed. Cir.
1999)); see also American Hoist & Derrick Co. v. Sowa
& Sons, Inc., 725 F.2d 1350, 1359 (Fed. Cir. 1984)
(when a challenger attacks a patent [**32] on the basis
of prior art that was considered by the PTO examiner, the
challenger "has the added burden of overcoming the
deference that is due to a qualified government agency
presumed to have properly done its job," especially since
the patent examiners "are assumed to have some
expertise in interpreting the references and to be familiar
from their work with the level of skill in the art").

As noted above, Apotex asserts that the '265 patent
is invalid because it is anticipated by the '596 patent; that
is, the earlier patent describes the later one and also
enables a person of ordinary skill in the art to produce it.
We now turn to each of those concepts.

Does the '596 Patent Describe Clopidogrel

Bisulfate?

As for the first prong of the test for whether the '596
patent anticipated the '265 patent, the Court finds for the
purposes of this Opinion that the '596 patent did not
describe clopidogrel bisulfate. First, the sheer number of
compounds in the class covered by the '596 patent
indicates that the patent did not point a scientist towards
the bisulfate salt of the dextrorotatory [**33] enantiomer
of PCR 4099. Apotex's expert Dr. Robert McClelland
agreed on cross-examination that to find the number of
compounds covered by the general formula in the '596
patent, one would multiply the variables for X by the
variables for Y and then multiply that by 50 different
pharmaceutically acceptable [*331] salts. 2 (See tr. at
492.) Sanofi's experts testified that this calculation yields
millions of compounds (Davies, at P 63-64 ("9.5
million"); Maffrand, tr. at 137 ("millions")); Dr.
McClelland admitted that the number of compounds
totals "at least hundreds of thousands." (Tr. at 494.)

2 Dr. McClelland agreed that this would be "one
way of doing it," and explained "I would multiply
and obtain the number of compounds and then
multiply to obtain the total number including
salts." (Tr. at 492.)

In Minnesota Mining & Mfg. Co. v. Johnson &
Johnson Orthopaedics, Inc., 976 F.2d 1559, 1572 (Fed.
Cir. 1992), the Federal Circuit found that a prior patent
that "state[d] in a very general [**34] way that fiberglass
can be used as a substrate," did not disclose the "range of
mesh sizes and thickness parameters that encompassed
the range of measurements claimed" in a later patent,
even though the specific claims of the later patent were
"subsumed in" the prior patent's "generalized disclosure."
Id. at 1572. The Federal Circuit found that the claims in
the earlier patent were "so broad as to be meaningless to
one skilled in the art," without more specific guidance.
Id. Similarly, here, because the pool of options is so
large, the '596 patent does not "sufficiently describe" a
specific salt form of a specific enantiomer of a particular
racemate out of all those "millions," or at least "hundreds
of thousands" of options "to have placed the public in
possession of it." Id.

Apotex claims that the '596 patent gave specific
guidance leading a chemist to clopidogrel bisulfate by
listing PCR 4099 as the first of only 21 examples, and by
pairing the examples in the ester group, of which PCR
4099 is a member, with only three pharmaceutically
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acceptable salts, including bisulfate. However, nothing in
the patent directed a chemist to separate [**35] the
enantiomers of PCR 4099 or to prepare one of the
enantiomers of PCR 4099 as a bisulfate salt, rather than
as a hydrochloride salt as the racemate PCR 4099 was
described in Example 1.

First, none of the examples in the '596 patent shows
individual enantiomers separated from their opposite
enantiomers, as Aptoex's expert agreed. (Testimony of
Dr. Robert McClelland, tr. at 495.) Apotex's expert Dr.
McClelland agreed that the term "each enantiomer and
their mixtures," from the '596 patent at column 1, lines
40-41, appears only in the general description portion of
the '596 patent, and is not referenced again in the context
of any specific example. (Tr. at 496-497.) At first, Dr.
McClelland testified that "the patent teaches that the
compounds can exist as enantiomers," claiming that a
scientist would be led to the dextrorotatory enantiomer of
PCR 4099 by reading the "each enantiomer and their
mixtures statement" into the first example. That is, the
scientist would understand that PCR 4099 could also
exist as one or the other of its enantiomers. (Tr. at 499.)
However, Dr. McClelland then admitted that this
reasoning would lead a scientist as equally [**36] to the
levorotatory enantiomer as to the dextrorotatory, and that,
moreover, the scientist could read the "each enantiomer
and their mixtures" statement equally into any of the
"hundreds of thousands" of compounds disclosed in the
'596 patent. (Tr. at 499-500; McClelland, tr. at 494.)

Indeed, Sanofi's experts testified that nothing in the
prior literature could have predicted that a single
enantiomer of the racemate PCR 4099 would have more
acceptable pharmaceutical properties than the racemate
itself. Thus, a scientist would not have been motivated to
split the enantiomers of 4099 without guidance that the
'596 patent did not provide. Sanofi's [*332] experts
allege that the split of activity and toxicity--with a single
enantiomer having nearly all of the activity and none of
the toxicity--could not have been expected. (See Davies
at PP 206-211; Expert Report of Shayne Gad dated July
8, 2004, attached as Ex. 1 to Decl. of Shayne Gad dated
Aug. 9, 2006, at PP 118-119; Expert Report of Stephen
R. Hanson dated July 8, 2004, attached as Ex. 1 to Decl.
of Stephen R. Hanson dated Aug. 8, 2006, at P 58.)
Apotex's own expert, Dr. McClelland, estified that
although [**37] there are examples where the inactive
enantiomer contributes toxicity and the active enantiomer
does not, these examples are not predictable, and this

split is "less predictable" than the simple split between
activity and inactivity. (See tr. at 505-06.) While Dr.
Maffrand testified on cross-examination that the literature
in the late 1970s suggested that different enantiomers
could have different biological properties from their
racemate or from each other, he also testified that nothing
in the literature could have predicted when they would
have different properties. (Tr. at 170-72.) Dr. Maffrand
testified that in "numerous" cases, including the drug
Prozac, there is "no obvious difference" between the two
enantiomers. (Tr. at 171.) He also testified that Sanofi
performed experiments on hundreds of compounds while
testing for an acceptable anti-platelet aggregation drug,
and only attempted to split the enantiomers in three
instances, (see tr. at 145), a fact which suggests that
selecting only one enantiomer of a racemic compound
was not a matter of routine. (See also Davies at P 204
("Sanofi's own thienopyridine program . . . showed that
until they invented clopidogrel, [**38] their research
effort was focused almost solely on modifying the
thienopyridines to come up with a better compound. Only
twice did they obtain the isolated enantiomers of a
thienopyridine prior to making clopidogrel.")

Moreover, the Sanofi experts testified that the
properties of enantiomers are unpredictable in the body,
rendering a separation of enantiomers ineffective in many
cases because even if the enantiomers are separated, they
could convert back into the racemic mixture, via a
process known as racemization. Dr. Maffrand testified
that because PCR 4099 has a C-O-Y group attached to
the chiral center, PCR 4099 is susceptible to
racemization, which, he explained, "means if you succeed
in separating the two enantiomers they could convert
back to the racemate by racemization." (Tr. at 147-148;
see also Davies at P 84 (stating that "a chemist would
immediately realize that . . . the PCR 4099 molecule
would be susceptible to racemization . . . putting the
chemist back to square one").) Dr. Maffrand testified on
cross-examination that because there are "a number of
process[es] which play a role" in the metabolization of a
drug once it is in a human body, the enantiomers often
[**39] "revert back," or racemize in the body. (Tr. at
171-172.) Ibuprofin, Thalidomide and Pesugryl are all
examples of drugs that racemize in the body. Indeed, Dr.
Maffrand stated, this is "because [scientists] are not able
with two separated enantiomer[s] to avoid the
racemization in the body." (Id.) Apotex's expert Dr.
McClelland agreed, on cross-examination, that "there are
examples where if you give one enantiomer, the body
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converts it back to racemic." (Tr. at 505.) In sum, in Dr.
Maffrand's words, "it's very difficult to predict if two
enantiomers could have or not have the same activity in
the body." (Tr. at 171-72.)

Finally, the evidence reflects that Apotex spent many
years and "tens of millions" of dollars developing PCR
4099 before discontinuing work on the racemate to focus
on the single dextrorotatory enantiomer, or clopidogrel. If
even those who [*333] secured the '596 patent did not
attempt to separate the enantiomers of PCR 4099 until
very late in the testing and development of the racemate,
it seems evident the '596 patent did not give specific
guidance leading a chemist to do so. Sanofi researchers
decided to try separating the enantiomers of [**40] PCR
4099 after performing "at least 50 different tests," and
spending "tens of millions" on PCR 4099 research over
the course of five years. (Maffrand, tr. at 143-144.) Dr.
Maffrand testified that when Sanofi decided to
discontinue development of PCR 4099, Sanofi had
already completed "phase one clinical studies"--which
meant that the company had proceeded to testing PCR
4099 in humans--and that the decision to focus on
clopidogrel instead of the PCR 4099 racemate set Sanofi
back four years in bringing a new antiplatelet aggregation
drug to the market, something it knew was needed by the
marketplace. (Tr. at 154-155; see also April 1987 Letter
from Pierre Simone, Pl. Ex. 87.)

The evidence suggests that not only would a scientist
not have been led by the '596 patent to the dextrorotatory
enantiomer of PCR 4099, but the scientist would also not
have been led to prepare that enantiomer as a bisulfate
salt. Example 1 of the '596 patent described PCR 4099 as
a hydrochloride salt, not a bisulfate salt. (See
McClelland, tr. at 497; '596 patent, Example 1.)
According to Sanofi's expert Dr. Byrn, this example
would suggest to a chemist that the [**41] hydrochloride
would also be an acceptable salt form for clopidogrel, and
thus would actually dissuade one of ordinary skill to try
the bisulfate. (Byrn at P 83.) Further, at the time the '265
patent issued, bisulfate had not been previously approved
by the FDA for marketing in the United States as a
pharmaceutical. (See Maffrand, tr. at 233.) A chemist
could choose from between 50 different approved
pharmaceutical salts in deciding how to formulate a solid
dosage form of the drug. (See McClelland, tr. at 500;
Byrn at P 82.)

Even if a chemist were to try only the three salts used

for the ester group compound examples in the '596
patent, the chemist could not be certain of finding a
pharmaceutically acceptable salt form for clopidogrel
among those three. Sanofi's expert Dr. Byrn explains that
"every salt formation with a new compound is . . . an
unpredictable exercise because of the way that salt
molecules pack in the solid state. One cannot say that just
because the bisulfate salt was used with the racemic
compounds of the '596 patent, that it would be expected
to work with the single enantiomer clopidogrel." (Byrn at
P 85; see also [**42] Affidavit of Alain Badorc dated
June 11, 2003 ("Badorc"), attached as Ex. 1 to Decl. of
Alain Badorc dated Aug. 11, 2006, at P 26.) Rather, a
chemist would have to test various salts to find one with
all of the desired properties, that is, a salt that is highly
crystalline, stable, does not absorb water, and that has
good solubility for use in clinical testing. (Byrn at P 76.)
To this end, even given the teaching of the '596 patent,
Sanofi chemist Dr. Alain Badorc tried to formulate
clopidogrel as twenty different salts before finding that
the enantiomer would crystallize well and possess
acceptable pharmaceutical properties as a bisulfate salt.
(See Badorc at PP 27-30) Thus, disclosing bisulfate in the
'596 patent was insufficient to disclose a single
enantiomer of a disclosed compound as a bisulfate salt.
See also Pfizer Inc. v. Ranbaxy Labs Ltd., 405 F. Supp.
2d 495, 517 (D. Del. 2005) ("[T]he selection of salts is a
difficult task. Given the unique properties each salt
imparts to the parent compound, salt selection is not a
routine process and the success of a given salt is not
easily predicted.")

[*334] Does the '596 Patent [**43] Enable a
Person of Ordinary Skill in the Art to Produce
Clopidogrel Bisulfate?

As for the second prong of the anticipation
test--whether the '596 patent enables a person of ordinary
skill in the art to produce clopidogrel bisulfate--the Court
finds for the purposes of this Opinion that the '596 patent
did not enable clopidogrel bisulfate such that "a person of
ordinary skill in the art could practice the invention
without undue experimentation." Advanced Display Sys.,
212 F. 3d at 1282. The parties agree that a person of
ordinary skill in the art has a bachelor's degree in
chemistry with a specialization in organic chemistry and
would have several years experience in the field
"involved in the synthesis, study and properties of drugs,
drug candidates, and biologically active compounds."
(McClelland, tr. at 447-48; see also Snyder at 10; Davies
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at P 18.) This person "would have both knowledge and
experience in the preparation and separation of
stereoisomers." (McClelland, tr. at 484-85; see also
Davies at P 18.)

First, the '596 patent did not disclose to a skilled
person how the enantiomers of PCR 4099 could be
separated. [**44] Because the properties of
dextrorotatory and levorotatory enantiomers in a racemic
compound will, "in general," have identical physical
properties, a chemist must devise some method for
changing the enantiomers so they have "at least some
different physical property, which hopefully can be
exploited to separate the compounds." (Davies at P 43.)
Sanofi's experts assert that a chemist cannot be certain
before experimentation which method of separation will
be effective for a given compound. (Id.) As Apotex
points out, Dr. Badorc employed a "classic" method to
elicit the dextrorotatory enantiomer--by forming
diastereomeric salts with an optically active acid
followed by crystallization. However, the evidence shows
that there are many such "classic" methods for separating
enantiomers. 3 (Maffrand, tr. at 174-76; Davies at P 44
(listing 13 "methods for obtaining individual enantiomers
that one of ordinary skill would have considered when
faced with the challenge of obtaining enantiomers").) Dr.
Maffrand testified that there was no "way to know
whether any of those methods would be successful in
separating any particular racemate before you tried to use
it." (Tr. at 249.) He also testified [**45] that "you can
even test all the methods, all the approaches, and finally
fail. You have no guarantee of success." 4 (Tr. at 249-50.)

3 On this point, while Apotex makes much of
the fact that the method Badorc employed to
successfully separate the enantiomers was the
classic method," the only document Apotex
proffered identified it as a classic method.
(Maffrand, tr. at 175-76, 248; DX 425.)
4 Such is the scientific interest in the subject that
Sanofi expert Dr. Stephen Davies estimates that
there are "tens of thousands of publications in the
scientific literature . . . concerning the application
of these methods to obtain enantiomers of specific
compounds." (Davies at P 45.)

In fact, Dr. Badorc tried various methods before
succeeding in separating the enantiomers (Maffrand, tr. at
128, 132; Badorc at PP 4-24.); if the '596 patent disclosed
clopidogrel in such a way that a person of skill in the art

could obtain clopidogrel from PCR 4099, or "practice the
invention without undue experimentation, [**46] "
Advanced Display Sys., 212 F. 3d at 1282, Dr. Badorc
should have been led to a successful method of separating
the enantiomers of PCR 4099 without the five to six
months of experimentation he undertook. (See Badorc at
PP 4-24; Maffrand, tr. at 148.) Apotex's expert Dr.
McClelland opined that Dr. Badorc's early experiments
[*335] were "inventive" and that he believed that "a
skilled person with the vast knowledge of diastereomer
salt separations" Dr. Badorc had "would have chosen at
the beginning" the successful method Dr. Badorc
ultimately chose. However, not only could Dr.
McClelland not explain why, if that were true, Dr. Badorc
in fact undertook extensive experiments before choosing
the method that was ultimately successful, but the Court
does not credit Dr. McClelland on this point, since he
testified that he had performed only one enantiomeric
separation in his entire professional career. (McClelland,
tr. at 484-485.)

Finally, there is evidence, which is credited, that a
person of ordinary skill in the art must often experiment
in attempting to formulate a salt by altering a number of
variables to accomplish salt crystallization, even once a
particular salt form [**47] is selected. (Byrn at PP
28-29; McClelland, tr. at 509-510.)

v. Conclusion

The Federal Circuit has cautioned that [HN11] courts
should not indulge "the mechanistic dissection and
recombination of the specific illustrative compounds in
every chemical reference containing them, to create
hindsight anticipations with the guidance of an applicant's
disclosures." In re Ruschig, 343 F.2d 965, 974, 52
C.C.P.A. 1238, 1965 Dec. Comm'r Pat. 482 (C.C.P.A.
1965); see also Eli Lilly & Co. v. Zenith Goldline
Pharms., Inc., 364 F. Supp. 2d 820, 900 (D. Ind. 2005).
Apotex's case for anticipation appears to rest on just such
hindsight. Dr. McClelland admitted as much in the
following testimony:

Q. If somebody skilled in the art was
doing the kind of analysis you did but
didn't know that the answer was
clopidogrel but just took all the examples
of the '596 patent and dismembered them
and put them back together the way you
did, you wind up with over 300
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compounds, isn't that right?

A. I'm getting 160.

Q I think you're shortchanging me
Doctor, but I'll take 160. Now, would you
agree with me, Doctor, that if somebody
had asked you, in 1988, showed [**48]
you the compound clopidogrel and a list of
50 salts . . . and asked you which one of
those is going to be useful as a drug
substance, you could not have predicted
that?

A. That's correct.

(Tr. at 503.)

Because of the number of compounds disclosed by
the '596 patent, the lack of specific guidance by the '596
patent as to either the beneficial properties of clopidogrel
or the method of separating the enantiomers of PCR
4099, and the failure of the '596 patent to indicate the
bisulfate salt as a pharmaceutically acceptable form for
clopidogrel, the Court finds that Sanofi has adequately
established for the purposes of a preliminary injunction
that Apotex's contention that the '265 patent is invalid
because it was anticipated by the '596 patent "lacks
substantial merit." See Genentech, Inc., 108 F.3d at 1364.

b. Obviousness

[HN12] Section 103 of 35 U.S.C. provides that a
patent may not be obtained "if the differences between
the subject matter sought to be patented and the prior art
are such that the subject matter as a whole would have
been obvious to a person having [**49] ordinary skill in
the art." 35 U.S.C. § 103. [HN13] "Obviousness is a
question of law which is predicated upon several factual
inquiries." Pfizer Inc. v. Ranbaxy Labs., 405 F. Supp. 2d
at 516 (citing Richardson-Vicks [*336] v. UpJohn Co.,
122 F.3d 1476, 1479 (Fed. Cir. 1997)).

Specifically, [HN14] in determining whether a patent
is invalid as obvious over the prior art, a trier of fact must
consider (1) the scope and content of the prior art; (2) the
level of ordinary skill in the art; (3) the differences
between the claimed subject matter and the prior art; and
(4) secondary considerations of non-obviousness, such as
commercial success, long felt but unsolved need, failure
of others, and acquiescence of others in the industry that

the patent is valid. See Graham v. John Deere Co., 383
U.S. 1, 17-18, 86 S. Ct. 684, 15 L. Ed. 2d 545 (1966). The
Court must also consider whether one skilled in the art
would have been motivated to modify the '596 patent to
obtain clopidogrel bisulfate. See Abbott Labs. v. Andrx
Pharms., Inc., 452 F.3d 1331, 1336 (Fed. Cir. 2006)

To this end, [HN15] "mere identification [**50] in
the prior art of each element is insufficient to defeat the
patentability of the combined subject matter as a whole.
Rather, a party alleging invalidity due to obviousness
must articulate the reasons one of ordinary skill in the art
would have been motivated to select the references and to
combine them." Id. at 1336 (citing In re Kahn, 441 F.3d
977, 986 (Fed. Cir. 2006)); see also Pfizer Inc. v.
Ranbaxy Labs, 405 F. Supp. 2d at 517. However,
"'[o]bvious to try' has long been held not to constitute
obviousness," and a "general incentive does not make
obvious a particular result." In re Dueul, 51 F.3d 1552,
1559 (Fed. Cir. 1995). Rather, to establish obviousness,
"a claimed specific compound" must be "precisely
envisioned" by the prior art. Id. at 1559.

According to Apotex, clopidogrel bisulfate was
rendered obvious by the '596 patent because, after
gaining familiarity with that patent, a person of ordinary
skill in the art would view as obvious the active
enantiomer of PCR 4099 in the form of each of the three
salts used for ester compounds in the examples of the
'596 patent [**51] --namely, hydrochloride, bisulfate
and hydrobromide. A person of ordinary skill would
know that PCR 4099 held the most promise among the
compounds disclosed by the '596 patent, would know
that separating the enantiomers of PCR 4099 would elicit
one active and one inactive enantiomer, and would view
as obvious the preparation of that active enantiomer of
PCR 4099 as each of the disclosed salt forms. Moreover,
the '596 patent expressed the purpose behind the
exercise--the search for a platelet aggregation inhibitor
with a better activity/toxicity ratio than other drugs
currently on the market. Thus, according to Apotex, the
'596 patent also provided the motivation for a person of
ordinary skill to synthesize clopidogrel bisulfate.

Sanofi does not contradict Apotex's assertion that
after becoming familiar with the '596 patent a person of
ordinary skill would be motivated to find a better
antiplatelet aggregation compound, and would understand
that PCR 4099 was the compound with the most promise
among the extensive number of compounds in the genus
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thienopyridines. However, Sanofi alleges that there was
nothing obvious about arriving at [**52] clopidogrel
bisulfate by separating the enantiomers of PCR 4099 and
preparing the dextrorotatory as a bisulfate salt.

The Court agrees, finding that at this stage Apotex
has not succeeded in raising a substantial question as to
the validity of the '265 patent on the basis of
obviousness.

First, the Court finds that it would not have been
obvious to a person skilled in the art that a more
pharmaceutically acceptable compound could be obtained
by separating the enantiomers of PCR 4099. [*337] As
previously set forth, the prior art could not predict
whether a single enantiomer of the racemate PCR 4099
would have more acceptable pharmaceutical properties
than the racemate itself, whether one enantiomer would
have all of the activity and none of the toxicity of the
racemate as a whole, or whether a single enantiomer
would have both all of the activity and all of the toxicity.
(See supra at III.B.2.a.iv.) Moreover, the prior art could
not have made obvious whether or not a separated
enantiomer of PCR 4099 would racemize in the body,
serving to neutralize whatever gains might have been
achieved by separating the enantiomers in vitro. (See id.)
Evidence of Sanofi's research [**53] course prior to
securing the '265 patent illustrates the fact that separating
the enantiomers of PCR 4099 was not obvious at the
time. Apotex spent four years and millions of dollars
developing and extensively testing the racemate PCR
4099 before deciding to try separating the enantiomers of
that racemic compound. (See id.) Although theoretically
possible, it nonetheless severely strains credulity to
imagine that Sanofi would have invested such extensive
resources into developing the racemate if it were obvious
at the time to a person of ordinary skill in the art that the
proper course to obtain a superior antiplatelet aggregation
drug would be to elicit the dextrorotatory enantiomer
instead.

Second, the Court finds that it would not have been
obvious to a person skilled in the art that the
dextrorotatory enantiomer could be developed into an
acceptable tablet form by synthesizing it as a bisulfate
salt, instead of other available salts. The evidence shows
that salt formation is an unpredictable exercise, and that a
chemist would not know, before testing various acids and
bases, which one would cause a specific compound to
crystallize and have pharmaceutically acceptable [**54]

properties. (See id.) Again, evidence of Sanofi's own
research course demonstrates that the prior art did not
render salt selection obvious, as Dr. Badorc tested 20
different salts before finding that the bisulfate had the
desired pharmaceutical properties. (See id.) On
cross-examination Dr. McClelland admitted that although
he believed the '596 patent would lead a person skilled in
the art "to try the hydrochloride, hydrobromide . . . the
oxalate and the bisulfate salts in a preliminary screen,"
making salts "is unpredictable" and a chemist would have
to engage in experimentation to determine which salt
would in fact be suitable. (Tr. at 508-510.)

In sum, the Court finds that it would not have been
obvious prior to extensive experimentation that
clopidogrel bisulfate would have the pharmaceutically
superior properties it did in fact have. The '596 patent did
not enable a person of ordinary skill in the art to
"precisely envision[]" clopidogrel bisulfate. In re Dueul,
51 F.3d at 1559.

As for the "secondary considerations of
non-obviousness," Graham, 383 U.S. at 17-18, the Court
finds that such considerations do [**55] not weigh either
for or against the obviousness of clopidogrel bisulfate
based on the prior art. Because Sanofi held the '596
patent, which covered the genus of compounds of which
clopidogrel was a member, no other entity could have
brought a similar drug to market throughout the duration
of that patent. Thus, the "failure of others," "long felt but
unresolved need," and "commercial success" of
clopidogrel, see Graham, 383 U.S. at 17-18, could have
been derived from Sanofi's '596 patent as much as from
the non-obviousness of clopidogrel bisulfate. See Merck
& Co. v. Teva Pharms. USA, Inc., 395 F.3d 1364, 1377
(Fed. Cir. 2005) ([HN16] though commercial success
may generally support a conclusion that a claimed
invention was non-obvious, the inference [*338] fails
when others are legally barred from testing or practicing
the invention given the existence of another patent
covering that invention).

The irrelevance of the secondary considerations does
not alter the Court's finding that Sanofi has succeeded in
proving, for the purposes of a preliminary injunction, that
the questions Apotex has raised as to the validity of the
'265 patent [**56] on the ground of obviousness "lack[]
substantial merit." Genentech, Inc., 108 F.3d at 1364.

c. Double-Patenting
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[HN17] The judicial doctrine of obviousness-type
double-patenting prevents a patent claim from validly
issuing when it "is obvious over, or anticipated by" a
claim in an earlier patent. Eli Lilly & Co. v. Barr Labs.,
Inc., 251 F.3d 955, 968 (Fed. Cir. 2001). The test for
obviousness-type double-patenting is narrower than the
statutory obviousness inquiry pursuant to 35 U.S.C. §
103. See Geneva Pharms., Inc. v. GlaxoSmithKline PLC,
349 F.3d 1373, 1378 (Fed. Cir. 2003) ("Obviousness
compares claimed subject matter to the prior art;
nonstatutory double patenting compares claims in an
earlier patent to claims in a later patent or application.");
Affymetrix, Inc. v. PE Corp., 01 Civ. 0634, 2002 U.S.
Dist. LEXIS 24649, at *5 n.3 (S.D.N.Y. Dec 24, 2002)
("The same type of analysis is used for an
obviousness-type double patenting inquiry as for a § 103
obviousness inquiry, except that the scope of a double
patenting inquiry is limited to only the claims of the
[**57] first patent, rather than the entirety of its
disclosure.").

The judicially created double-patenting inquiry is
subsumed by the broader statutory inquiry pursuant to 35
U.S.C. § 103 because Sanofi's entire '596 patent was
prior art at the time the '265 patent issued. If Apotex fails
to prove at trial that the '265 patent was obvious in light
of the '596 patent as a whole, it has also necessarily failed
to prove that the '265 patent was obvious in light of the
specific claims of the '596 patent. Because the questions
Apotex has raised as to the validity of the '265 patent on
the ground of section 103 obviousness lack substantial
merit, the Court will not engage in a redundant
double-patenting inquiry.

3. Unenforceability

a. General Principles

[HN18] A patent applicant must prosecute patent
applications with candor, good faith, and honesty. See 37
C.F.R. § 1.56; see also Elk Corp., 168 F.3d at 30 (citing
Molins PLC v. Textron, Inc., 48 F.3d 1172 (Fed. Cir.
1995)) [**58] . A breach of this duty may constitute
inequitable conduct rendering the patent unenforceable.
Specifically, "[a] patent may be rendered unenforceable
for inequitable conduct if an applicant, with intent to
mislead or deceive the examiner, fails to disclose material
information or submits materially false information to the
PTO during prosecution." Jumpsport, Inc. v. Jumpking,
Inc., 191 Fed. Appx. 926, 2006 U.S. App. LEXIS 18448,
at *18 (Fed. Cir. July 21, 2006) (citing Digital Control,

Inc. v. Charles Mach. Works, 437 F.3d 1309, 1313 (Fed.
Cir. 2006)).

[HN19] To demonstrate a failure to disclose material
information, the party asserting inequitable conduct must
show "(1) prior art that was material; (2) knowledge
chargeable to an applicant of that prior art and of its
materiality; and (3) failure of the applicant to disclose the
art resulting from an intent to mislead the PTO." Elk
Corp., 168 F.3d at 30 (citations omitted). Apotex must
show "a threshold level of materiality and intent by clear
and convincing evidence." Jumpsport, 2006 U.S. App.
LEXIS 18448, at *19.

[*339] Sanofi may rebut proof of inequitable
conduct by "a showing that (a) the [**59] prior art was
not material, (b) if the prior art was material, a showing
that the applicant did not know of that art; (c) if the
applicant did know of the art, a showing that the
applicant did not know of its materiality; or (d) a showing
that the applicant's failure to disclose the art did not result
from an intent to mislead the PTO." Elk Corp., 168 F.3d
at 30.

[HN20] "Information is 'material' when there is a
substantial likelihood that a reasonable examiner would
have considered the information important in deciding
whether to allow the application to issue as a patent." Elk
Corp., 168 F.3d at 31 (citing Molins, 48 F.3d at 1179).
"[A]n otherwise material reference need not be disclosed
if it is merely cumulative of or less material than other
references already disclosed." Elk Corp., 168 F.3d at 31
(citing Halliburton Co. v. Schlumberger Tech. Corp., 925
F.2d 1435, 1440 (Fed. Cir. 1991); Baxter Int'l, Inc. v.
McGaw, Inc., 149 F.3d 1321, 1328 (Fed. Cir. 1998)).
[HN21] With regard to intent to deceive the PTO, the
Court must infer intent "from the facts and circumstances
surrounding [Sanofi's] [**60] overall conduct." Elk
Corp., 168 F.3d at 32 (citing Paragon Podiatry Lab., Inc.
v. KLM Lab., Inc., 984 F.2d 1182, 1190 (Fed. Cir.
1993)). However, the Court will not infer intent to
deceive without clear and convincing evidence. See
Baxter Int'l Inc., 149 F.3d at 1329 ("[T]here must be
clear and convincing evidence that the applicant made a
deliberate decision to withhold a known material
reference."); Old Town Canoe Co. v. Confluence
Holdings Corp., 448 F.3d 1309, 1322 (Fed. Cir. 2006)
(affirming district court's finding of no intent to deceive
when party did "little more than urge this court to draw
an inference of intent to deceive, arguing that the
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applicant or his attorney knew, or should have known that
withheld information would be material").

[HN22] Because the question of whether inequitable
conduct occurred is an equitable one, it is committed to
the discretion of the district court. See Elk Corp, 168
F.3d at 30-31 (citing Kingsdown Med. Consultants, Ltd.
v. Hollister, Inc., 863 F.2d 867, 876 (Fed. Cir. 1988) (en
banc)).

b. Analysis

To defeat Sanofi's motion for [**61] a preliminary
injunction, Apotex must show a "substantial question" as
to inequitable conduct. Genentech, Inc., 108 F.3d at
1364. Apotex alleges that Sanofi made several materially
false statements and omitted material facts in an
intentional effort to deceive the PTO examiner. It first
claims that Sanofi falsely represented to the PTO that the
therapeutic activity of the dextrorotatory enantiomer was
"unexpected." Second, Apotex asserts, Sanofi falsely
informed the PTO examiner that the relative levels of
tolerance between the dextrorotatory and levorotatory
enantiomers were surprising. Finally, Sanofi allegedly
concealed that Dr. Maffrand was a true inventor of
clopidogrel. Because Sanofi failed to name Dr. Maffrand
as an inventor in the '265 patent, it was able to conceal
both his knowledge that there was nothing unexpected
about the properties of clopidogrel as well as a journal
article on this topic that Maffrand knew about and that
should have been submitted as relevant prior art. Taking
each of these allegations in turn, the Court concludes that
Apotex has not raised a "substantial question" as to
inequitable conduct by Sanofi in prosecuting the [**62]
'265 patent.

i. "Unexpected" Therapeutic Activity

Apotex gives two reasons for its assertion that Sanofi
knew that characterizing the therapeutic activity of
clopidogrel as [*340] "unexpected" was false. First, they
point to a 1987 memorandum from Sanofi's French patent
attorney Jacqueline LaForest to another Sanofi attorney
that was exchanged as the two prepared an application for
the French priority patent on clopidogrel bisulfate. Ms.
LaForest replied to a draft of the French patent
application with the handwritten remark, "[t]he
pharmacology study does not lead to surprising activity;
we will not pass the examiner's hurdles without other
results." (See Maffrand, tr. 93-94; DTX 304, translation
at DTX 305.) Apotex alleges that this remark can only be

taken as a reply to the draft phrase, "[i]n an unexpected
manner only the dextro-rotatory enantiomer exhibits
platelet aggregation inhibiting activity, the levorotatory
enantiomer being inactive." However, this remark was
made in January 1987, before the results of March 1987
toxicology studies were known. (See Maffrand, tr. at
152.) These toxicology studies revealed what was
"unexpected" about clopidogrel, [**63] and that was the
remarkable split between activity and toxicity between
the two enantiomers of the racemate. (Davies at PP 209,
227-229.) Sanofi alleges that the '265 patent issued upon
Sanofi's representation that this split was unexpected.
Moreover, there is no evidence that Ms. LaForest, who
was an attorney, had sufficient scientific expertise to
judge the evidence upon which she based her comment.
The Court finds that in light of this evidence, the
statement by Ms. LaForest is not probative of Sanofi's
intent to deceive the U.S. patent examiners and is
certainly not "clear and convincing" evidence of an intent
to deceive. See Baxter Int'l Inc., 149 F.3d at 1329

Apotex also claims that Sanofi's characterization of
the therapeutic properties of clopidogrel as "unexpected"
was false in light of Sanofi's prior work on thienopyridine
compounds. Specifically, Apotex claims that Sanofi knew
that pharmaceutical activity is commonly concentrated in
a single enantiomer because of its earlier work separating
the enantiomers of PCR 1033, which was also a racemic
compound. However, Sanofi defends its characterization
on the ground that there is simply no way [**64] to
predict where the activity and the toxicity of a racemate
will reside when the enantiomers are separated, and that it
is more usual for a single enantiomer to have both the
activity and toxicity. (See Maffrand, tr. at 170-72; Davies
at PP 206-11; Hanson at P 58.) Moreover, Sanofi's
experience with PCR 1033 had very little bearing on its
expectations as to the characteristics of enantiomers of
PCR 4099, because, as Sanofi's expert Dr. Davies
explained, "the functional difference between PCR 1033
and PCR 4099 is so significant that no reasonable
medical chemist could expect that they would behave in
the same manner in the body." (Davies at PP 225-28.)
The Court finds that Sanofi's experience with PCR 1033
did not render materially false its characterization of the
therapeutic properties of clopidogrel as "unexpected."

ii. Tolerance

Apotex's second allegation of inequitable conduct
before the PTO concerns Sanofi's statement that the
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relative levels of tolerance between the dextrorotatory
and levorotatory enantiomers was surprising. Apotex
argues that Sanofi had not yet conducted any tolerance
testing at the time of the patent application, and thus had
no data to support any [**65] assertions regarding how
well clopidogrel was tolerated.

However, at the time of its '265 patent application,
Sanofi had evidence from pharmacological and toxicity
studies that was relevant to how well clopidogrel was
tolerated. Dr. Maffrand testified that "formal toxicity
studies and data are included [*341] in the general broad
sense attributed to tolerance." (Tr. at 254-55.) Moreover,
Dr. Maffrand testified that "Tolerance . . . refers to side
effects which can be observed during the
pharmacological studies, for example during platelet
aggregation assay[s]. . . . and, of course, they could be
observed during toxicological studies." (Id.) Given the
relationship between the two concepts of toxicity and
tolerance, the Court is unable to conclude that Sanofi
reported the superior tolerance of clopidogrel with an
intent to deceive the PTO examiner.

iii. Dr. Maffrand's Knowledge

Apotex's third inequitable conduct allegation is that
Sanofi concealed that Dr. Maffrand was a true inventor of
clopidogrel bisulfate, and that concealing his status
facilitated Sanofi's concealment of his knowledge that
there was nothing unexpected about the properties of
clopidogrel, based [**66] on his prior work with PCR
1033. In addition, Apotex alleges, withholding Dr.
Maffrand's name enabled Sanofi to conceal a relevant
prior art journal article by Robert W. Colman and
William R. Figures entitled "Characteristics of an ADP
Receptor Mediating Platelet Activation" that Maffrand
knew about. This article was "highly material," Apotex
claims, because it provided a basis for understanding the
likely activity of various molecules--by describing
characteristics of protein receptors relevant to platelet
aggregation--which a reasonable PTO examiner would
have found important.

The Court finds that Dr. Maffrand credibly testified
that he did not include himself on the patent application
because he did not consider himself to be the inventor of
clopidogrel bisulfate. Dr. Maffrand testified that although
it was he who directed Dr. Badorc to try to separate the
enantiomers of PCR 4099, he did not participate on a
technical level in the invention and he did not give any
advice on how to attempt to separate the enantiomers of

the racemate. (Tr. at 152.) It was Dr. Badorc and Dr.
Frehel who in fact conducted the various experiments and
ultimately succeeded in separating the enantiomers,
[**67] and it was Dr. Badorc and Dr. Frehel themselves
who put their names on the patent application and
prepared the draft application. (Id.) The Court finds that
there is no evidence that Dr. Maffrand was not named as
an inventor because Sanofi had an intent to deceive the
patent office.

This is especially the case because one of Sanofi's
experts testified that Sanofi's experience with separating
the enantiomers of PCR 1033 did not render Sanofi's
results with PCR 4099 expected. (See supra at
III.B.3.b.i.) Thus, the Court is unpersuaded by Apotex's
rank conjecture that Sanofi concealed the inventorship of
Dr. Maffrand in order to conceal results of prior
experiments it did not believe to be relevant.

As to the prior art journal article by Coleman and
Figures, neither party has adduced evidence that would
enable the Court to determine whether a PTO examiner
may have found this prior art reference relevant.
Therefore, the Court finds that Apotex has not met its
burden of raising a "substantial question" as to whether
Sanofi intended to mislead the PTO office in failing to
disclose this reference.

c. Conclusion

Apotex has failed to raise a "substantial question" as
to the enforceability [**68] of the '265 patent for the
purposes of this motion. See Genentech, Inc., 108 F.3d at
1364.

[*342] C. Irreparable Harm

[HN23] "The patent statute provides injunctive relief
to preserve the legal interests of the parties against future
infringement which may have market effects never fully
compensable in money." Reebok, 32 F.3d at 1556 (citing
Hybritech, 849 F.2d at 1457). "Because the principal
value of a patent is its statutory right to exclude, the
nature of the patent grant weighs against holding that
monetary damages will always suffice to make the
patentee whole." Hybritech, 849 F.2d at 1456-57; see
also H.H. Robertson, Co. v. United Steel Deck, Inc., 820
F.2d 384 (Fed. Cir. 1987), overruled on other grounds by
Markman v. Westview Inst., Inc., 52 F.3d 967 (Fed. Cir.
1995) (en banc), aff'd, 517 U.S. 370, 116 S. Ct. 1384, 134
L. Ed. 2d 577 (1997). The Federal Circuit has
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consistently held that a party that moves for a preliminary
injunction and clearly establishes likelihood of success on
the merits "receives the benefit of a presumption on the
second" [**69] factor, irreparable harm. Reebok, 32
F.3d at 1556; Pfizer Inc. v. Teva Pharms. USA, Inc., 429
F.3d 1364, 1381 (Fed. Cir. 2005) ("We have consistently
held that a district court should presume that a patent
owner will be irreparably harmed when, as here, a patent
owner establishes a strong showing of likely infringement
of a valid and enforceable patent."). While the
presumption is rebuttable, it shifts the ultimate burden of
production onto the infringer. See id. (citing Rosemount,
Inc. v. United States Int'l Trade Comm'n, 910 F.2d 819,
822 (Fed. Cir. 1990); Roper Corp. v. Litton Sys., Inc.,
757 F.2d 1266, 1272 (Fed. Cir. 1985)).

Having found that Sanofi has clearly established a
likelihood of success on the merits, the Court also finds
that Sanofi receives the benefit of a presumption of
irreparable harm. Not only does Sanofi receive the
benefit of that presumption, but it has also offered
independent evidence of irreparable harm, namely,
evidence that this Court credits that it will suffer
irreversible price erosion, loss of good will, and will be
forced to lay off personnel and discontinue research
devoted [**70] to developing other medical uses for
Plavix.

As to irreversible price erosion, Sanofi has submitted
evidence, which the Court credits, that it has been forced
to offer rebates and discounts to persuade third-party
payors--such as pharmacy benefit managers and health
maintenance organizations, who pay in part for 85% of
all purchases of prescription drugs in the U.S.--to
maintain Plavix on a favorable drug formulary pricing
tier. (Decl. of Hugh O'Neill dated Aug. 13, 2006 at PP 7,
19.) This pricing tier affects the amount an insured
consumer must pay when he or she purchases a
prescription drug. (O'Neill at PP 8-11.) The introduction
of a generic product will ordinarily lead third-party
payors to place Plavix in a less favorable tier, causing
patients to pay a higher copay for the drug. (Id.) Sanofi
has shown, on the evidence adduced so far, that this
change will have several irreversible effects on Sanofi.
First, if Sanofi decides to provide discounts or rebates to
persuade third-party payors to maintain Plavix on a
favorable pricing tier, it will face pressure from those
third-party payors to continue the discount or rebate
scheme, even if Apotex were ordered to discontinue
distributing [**71] generic clopidogrel. (O'Neill at PP

16-21.) If Sanofi decides to keep Plavix at its current
price, there is the possibility that it will suffer losses due
to unfavorable tier placement, and will have difficulty
persuading third-party payors to restore the original tier
placement in the event the generic clopidogrel product
can no longer be distributed, due to the presence in the
marketplace of existing supplies of the generic. (Id.) (Id.
[*343] at P 21; Testimony of Dr. Jerry A. Hausman, tr. at
304; Decl. of Jerry A. Hausman dated Aug. 14, 2006 at
PP 22-23 (describing this as "overhang" inventory).)
Moreover, demand for Plavix may decrease if Plavix is
placed in a less favorable pricing tier. There are
substitutes for Plavix available, and patients may request,
or doctors prescribe, these substitutes. In addition, Dr.
Hausman testified that many patients stop taking Plavix
after a short period of time, often before their prescription
for the drug has expired, in part because a patient cannot
"see" the results of Plavix as, for example, one can "see"
the results of a cholesterol lowering drug by taking blood
tests that indicate whether cholesterol levels have in fact
been lowered by [**72] the drug. (Tr. at 304-05.) For
this reason, if the amount of the copay a consumer must
pay rises, the consumer may stop taking the drug even
earlier. (Id.)

In addition to irreversible price erosion, Sanofi has
shown for the purposes of this motion that it will be
irreparably harmed by loss of consumer good will by
customers who will have grown accustomed to lower
prices for clopidogrel bisulfate with a generic product on
the market, by layoffs of employees involved in
marketing Plavix, and by the potential suspension of
clinical trials for new applications for Plavix--trials that
Sanofi will have reduced economic incentive to conduct
if there is a threat of the continuing presence of a generic
on the market while Sanofi's patent is valid and
enforceable. (Decl. of Jerome Durso dated Aug. 13 2006
at PP 14-15, 17-18, 21.)

Apotex has not produced evidence sufficient to rebut
the presumption of irreparable harm to Sanofi, or to
adequately explain away the other forms of irreparable
harm for which Sanofi has adduced credible evidence.
Apotex's attempt to rebut the presumption of irreparable
harm centers on two arguments: First, Apotex claims that
Sanofi bargained away its claim for [**73] irreparable
harm in the Second Agreement (i.e., the May 26, 2006
settlement agreement between the parties), by agreeing to
limit its claim for damages to a fixed amount, namely
50% of Apotex's net sales of generic clopidogrel. (See
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Second Agreement at P 14(ii).) Second, Apotex claims
that Sanofi's harm is purely economic.

As to Sanofi's first argument, paragraph 14(ii) of the
Second Agreement is simply a negotiated liquidated
damages clause "[i]f the litigation results in a judgment
that the '265 patent is not invalid or unenforceable."
(Second Agreement at P 14(ii).) It limits the amount of
monetary damages payable by Apotex from the time of
Apotex's launch of a generic up to the time an injunction
is entered to "50% of Apotex's net sales of clopidogrel
products." It says nothing about whether the harm to
Sanofi in the absence of an injunction would be
irreparable. Indeed, this interpretation is buttressed by the
fact that the statutory reference in paragraph 14(ii) to 35
U.S.C. § 284 refers to the statutory provision regulating
monetary, not equitable, damages. In fact, the Second
Agreement specifically anticipates and regulates a motion
[**74] by Sanofi for a preliminary injunction. Paragraph
15(i) provides that "Sanofi will not seek a temporary
restraining order or a preliminary injunction" until 5
business days after "Regulatory Denial." Paragraph 15(ii)
sets forth that "Sanofi . . . will not file for a preliminary
injunction until Sanofi gives Apotex 5 business days
notice . . . of its intention to do so, which notice will not
be given before Apotex has initiated a launch of a generic
clopidogrel product." If the parties were agreeing that
there would be no irreparable harm to Sanofi in the event
of a launch, a preliminary injunction would not be able to
issue, and this clause would be meaningless. In [*344]
sum, Sanofi did not agree in the Second Agreement that
its harm in the face of a launch of a generic by Apotex
would not be irreparable.

Finally, Apotex's contention that the harm to Sanofi
is merely economic fails to address Sanofi's claims of
[HN24] continuing irreversible price erosion, which, as
the Federal Circuit recognizes, is a legitimate basis for a
finding of irreparable harm, see Purdue Pharma, 237
F.3d at 1368 ("Given the testimony of the likelihood of
price erosion and loss of market position [**75] . . ., we
see no deficiency in the district court's finding of
irreparable harm."), as the Court has credited.

Because Sanofi has demonstrated a likelihood of
success on the merits, and thereby secured the statutory
presumption of irreparable harm, and has, moreover,
proffered further persuasive evidence of irreparable harm,
the Court concludes for the purposes of this motion that
Sanofi will indeed suffer such harm in the absence of a

preliminary injunction.

D. Balance of Hardships

[HN25] The third factor the Court must consider on a
motion for a preliminary injunction is whether the
balance of hardships tips in favor of one party or the
other. See Hybritech, 849 F.2d at 1457. In evaluating this
factor, "the district court must balance the harm that the
non-moving party will incur if the injunction is granted."
Id. at 1457.

It cannot be gainsaid that Apotex faces significant
harm if the injunction is granted. First, Apotex's launch of
its generic product triggered the beginning the 180-day
period of market exclusivity afforded to it by the
Hatch-Waxman Act, see 21 U.S.C. § 355(j)(5)(B)(iv); see
also In re Tamoxifen, 429 F.3d at 376 [**76] . The
180-day period will continue to run throughout the course
of litigation, regardless of whether or not this injunction
issues. As a consequence, if the injunction does issue,
Apotex will lose any profit it would have made on the
tablets it could have sold in that time. (Testimony of Dr.
Frank A. Bernatowicz, tr. at 405-06.) Apotex will also
lose a certain amount of the market share it would have
captured during its period of exclusivity under the
Hatch-Waxman Act. Apotex's economic expert Dr. Frank
Bernatowicz testified that he believes Apotex will capture
55% of the market for generic clopidogrel after the
180-day period of market exclusivity expires if the
company sells tablets throughout that period, but will
capture only 10-15% of the market if it enters at the same
time as the anticipated 9 or 10 other competitors who he
believes may also enter the market after the expiration of
the 180-day period. (Tr. at 406-07.)

In addition to losing profits and market share from
the 180-day period of market exclusivity, Apotex will
lose the value of its investment in its supply of
clopidogrel bisulfate for the United States market, at least
insofar as that supply is subject to an expiring [**77]
shelf-life. (Sherman at P 56.) Finally, if an injunction is
granted, Apotex will suffer loss of customer goodwill
from the sudden withdrawal of its product from the
market. (Id.)

All of the harms Apotex cites are harms that would
not have accrued if Apotex had waited until the
conclusion of this litigation to launch its product, rather
than conducting--as it is entitled under the
Hatch-Waxman Act--an at-risk launch in advance of a
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determination on the merits of its defenses in this
litigation that the '265 patent is invalid and
unenforceable. It was Apotex's considered choice to
trigger the 180-day period of exclusivity and risk losing
this period, rather than waiting until the conclusion of the
action and launching [*345] after its right to do so was
secure. Moreover, Apotex would not have lost the value
of its investment in a supply of clopidogrel bisulfate with
an expiring shelf-life if Apotex did not amass this supply
in anticipation of an at-risk launch, and Apotex would not
lose customer goodwill from the withdrawal of a product
it had not introduced. If Apotex had not already launched
its product, it would currently be suffering harm from a
delay in entering the market, [**78] and thus a reduction
in its total profit for generic clopidogrel, but this harm
would have been much less significant than the
post-launch harms Apotex now cites.

In short, Apotex's harms were almost entirely
preventable, and were incurred by the company's own
calculated risk. Sanofi, on the other hand, suffers
irreparable harm from the infringement of a patent that
the Court has found to likely be valid and enforceable
based on the state of this record. In balancing the
hardships the non-moving party will incur if the
injunction is granted against the hardships the moving
party will incur if the injunction is not granted, the Court
finds that the balance favors issuance of a preliminary
injunction.

E. Public Interest

[HN26] The fourth factor to be considered on a
motion for a preliminary injunction is "the impact of the
injunction on the public interest." Hybritech, 849 F.2d at
1458. "Typically, in a patent infringement case, although
there exists a public interest in protecting rights secured
by valid patents, the focus of the district court's analysis
should be whether there exists some critical public
interest that would be injured by the grant of preliminary
[**79] relief." Id. (citations omitted). There are
significant public interests on both sides in this litigation,
but this Court finds that they balance in the context of
this action in favor of Sanofi.

Apotex asserts that the public interest
"unquestionabl[y]" lies in reducing the barriers to generic
competition in the pharmaceutical industry, since the
public will then have access to valuable drugs at reduced
prices. This is most certainly a logical position for a
manufacturer of generic drugs to take and, indeed, the

Court finds that there is a substantial public interest in the
public having access to lower priced generic drugs.
Indeed, the Hatch-Waxman Act clearly expresses
Congress's judgment that generic competition is to be
encouraged. In addition, in Apotex's view, the refusal of
the state attorneys general to approve the proposed
settlement between Sanofi and Apotex suggests that the
regulators determined that the public interest was best
served by preventing the agreement's barrier to possible
competition.

The public interest in lower-priced drugs is certainly
significant. As of the time of the preliminary injunction
hearing, the generic clopidogrel product was $ 1.10
cheaper [**80] per pill than the price of Plavix before
the generic launch, and Apotex expects the price of the
generic to fall more after the 180-day period of
exclusivity expires. (Bernatowicz, tr. at 417-18.)
Testimony at the hearing indicated that there are 48
million daily users of Plavix in the United States (id. at
417) and, at the time of the hearing, the testimony was
that 78.4% of all clopidogrel bisulfate prescriptions were
being filled by the generic product. (Hausman, tr. at 309.)
In sum, in the past few weeks a large number of
Americans have seen a significant savings in the cost of
an important pharmaceutical.

Nevertheless, the public interest in lower-priced
drugs is balanced by a significant public interest in
encouraging the massive investment in research and
development that is required before a new drug can be
developed and brought to market. The [*346] Federal
Circuit recently considered these competing interests in
Pfizer Inc. v. Teva Pharms, 429 F.3d at 1364. In that
case, just as here, a company wishing to issue a generic
version of a patented drug contended that the public
interest favored denying a preliminary injunction on the
theory that the Hatch-Waxman [**81] Act framework
"makes low cost generic drugs available to the public
through increased competition." Id. at 1382. The district
court rejected this argument, finding that a preliminary
injunction that enforces a valid patent against an infringer
"does no more than further public policy inherent in the
patent laws designed to encourage useful inventions by
rewarding the inventor with a limited period of market
exclusivity." Id. at 1382. The Federal Circuit affirmed,
finding [HN27] that "[w]hile the statutory framework . . .
does seek to make low cost generic drugs available to the
public, it does not do so by entirely eliminating the
exclusionary rights conveyed by pharmaceutical patents.
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Nor does the statutory framework encourage or excuse
infringement of valid pharmaceutical patents." Pfizer Inc.
v. Teva Pharms, 429 F.3d at 1382 (citing Payless
Shoesource, Inc. v. Reebok Int'l Ltd., 998 F.2d 985, 991
(Fed. Cir. 1993) ("Selling a lower priced product does
not justify infringing a patent.")).

Sanofi invested "hundreds of millions of dollars" to
develop Plavix and secure FDA approval for the drug.
(Durso at P 8.) Although [**82] Sanofi has already more
than recouped that investment after 11 years of Plavix
being on the market (see Hausman, tr. at 319), Plavix is,
as Sanofi's economist Dr. Hausman described, a
necessary "blockbuster drug"--a drug whose profits
enable Sanofi to expend the research and development
costs for drugs that in fact never make it to market, or
that make it to market but never recoup the costs
associated with their getting there. (Hausman, tr. at 317.)
Dr. Hausman testified that the average cost to bring a
drug to market is $ 800 million, and that for every drug
that does make it to market many others do not. (Id. at
316-17.) Finally, protecting the patent for Plavix secures
the public interest in innovation by providing commercial
incentive for Sanofi to begin and continue clinical trials
researching new uses for the drug. (Durso at PP 14-15.)

As set forth above, both the public interest in lower
cost drugs on one hand and the public interest in
encouraging investment in drug development and
protecting the exclusionary rights conveyed in valid
pharmaceutical patents on the other, are present here.
Because Congress has fashioned the patent laws in such a
way as to balance the [**83] public's interest in market
competition with the public's interest in continuing
innovation, and in the context of this action, where
Apotex concedes that its product infringes Sanofi's
patent, the Court finds the public interest lies slightly in
favor of Sanofi.

IV. DEFENSES

A. Laches

Apotex claims that the Court should not award
Sanofi's preliminary equitable relief because such relief is
barred by the equitable doctrine of laches. Specifically,
Apotex claims Sanofi is barred from receiving a
preliminary injunction because it waited too long to bring
this motion. The Court disagrees.

[HN28] "Laches is cognizable under 35 U.S.C. § 282

as an equitable defense to a claim for patent
infringement," and, when successfully invoked, serves to
bar a patentee's claim for damages prior to suit. A.C.
Aukerman Co. v. R.L. Chaides Constr. Co., 960 F.2d
1020, 1028 (Fed. Cir. 1992) (en banc). The laches
defense "has two underlying elements: first, the patentee's
delay in bringing suit must be 'unreasonable [*347] and
unexcusable,' and second, the alleged infringer must have
suffered 'material prejudice attributable to the delay.'"
Intirtool, Ltd. v. Texar Corp., 369 F.3d 1289, 1297 (Fed.
Cir. 2004) [**84] (citing A.C. Aukerman., 960 F.2d at
1028). The length of time which may be deemed
unreasonable "depends on the circumstances," and a
"court must also consider and weigh any justification
offered by the plaintiff for its delay. " A.C. Aukerman,
960 F.2d at 1032-33. Negotiations between the parties
have been recognized as a legitimate excuse to a delay in
bringing suit. See id. at 1033.

Apotex asserts that Sanofi caused Apotex material
prejudice by refusing to move for a preliminary
injunction earlier in the course of this litigation, thereby
avoiding having to post a bond or "fulfill any of the other
requirements for equitable relief." Apotex asserts that
Sanofi should have moved for a preliminary injunction
when the 30 month stay barring FDA approval of
Apotex's ANDA expired in May of 2005; when Sanofi
received Apotex's October 2005 letter requesting that it
move for a preliminary injunction or assure Apotex that it
would not do so at a later time; or at another time prior to
Apotex's launch of a generic clopidogrel product on
August 8, 2006. Because Sanofi did not so move, Apotex
claims, it was put to the burden of "invest[ing] [**85] an
enormous amount in amassing the appropriate inventory
of clopidogrel," contracting for supplies of raw material
and production capacity, and scaling back work on other
projects to prepare for a clopidogrel launch. Further,
Apotex asserts that it will suffer prejudice by a
post-launch injunction because it will effectively lose its
180-day period of exclusivity (assuming a final judgment
is not rendered in this action during the next five
months), which was triggered at launch, will lose the
"follow-up" clopidogrel market, will suffer injury to
customer relationships and will lose revenues from the
sale of other products bundled with clopidogrel.

Any delay by Sanofi in bringing this motion for a
preliminary injunction was not "unreasonable and
unexcusable." Intirtool, Ltd., 369 F.3d at 1297. Sanofi
had no substantial reason to move to enjoin Apotex from
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launching a generic clopidogrel product prior to January
20, 2006, as the FDA had not yet approved Apotex's
ANDA, and thus Apotex could not launch a generic
before that date. Even before the FDA approved Apotex's
ANDA, the parties initiated settlement negotiations,
exchanging an interim agreement on January 20 and
[**86] 23, 2006 that included the provision that during
settlement negotiations "Apotex will not launch its
generic product and Sanofi will not launch an authorized
generic and will not move for an injunction." (Exs. 1 & 2
to Baechtold Decl.) Then, in a second agreement on,
February 8, 2006, Sanofi agreed to jointly request with
Apotex that the Court postpone the trial of this action
from March to June 2006 based on Apotex's counsel's
scheduling conflict, and, indeed, Apotex is not arguing
that the period of time from February 8 onward is part of
its laches argument. (See tr. at 115.)

The parties continued to negotiate throughout the
spring, reducing their agreements to written form in the
successive March 17, 2006 and May 26, 2006
agreements. Both of these agreements contained
provisions that Apotex would not launch its generic
product and Sanofi would not move for a temporary
restraining order or a preliminary injunction during the
regulatory review period. (See Mar. 17, 2006 Agreement
at P 19; Second Agreement at P 15.) Sanofi then moved
for a preliminary injunction on August 15, 2006, five
business days after Sanofi's launch on August 8, 2006, on
the earliest date it was permitted [**87] to so move
pursuant [*348] to the Second Agreement. Because
active negotiations between the parties is a legitimate
excuse to a delay in bringing suit sufficient to bar a
laches defense, A.C. Aukerman, 960 F.2d at 1033, the
Court finds that Sanofi did not unreasonably or
inexcusably delay its motion for a preliminary injunction.

Finally, the Second Agreement expressly barred
Sanofi from seeking a temporary restraining order or a
preliminary injunction until 5 business days after
Apotex's launch, (Second Agreement at P 15(i)), and
anticipated that Sanofi would move for a preliminary
injunction if Apotex did launch, setting forth that Sanofi
"will not file for a preliminary injunction until Sanofi
gives Apotex 5 business days notice . . . of its intention to
do so, which notice will not be given before Apotex has
initiated a launch of a generic clopidogrel product."
(Second Agreement at P 15(ii).) Apotex cannot now
claim that Sanofi caused Apotex material prejudice by
waiting until after Apotex's launch to bring a motion for

preliminary injunction.

In sum, the defense of laches is inapplicable in the
circumstances of this action.

B. Unclean Hands

The Court similarly [**88] rejects Apotex's
"unclean hands" defense. Apotex alleges that Sanofi has
approached the Court with "unclean hands" based on
allegedly false statements Sanofi made to regulators
when Sanofi presented the Second Agreement for
regulatory approval. Invoking the hoary and valid
equitable principle that [HN29] "he who seeks equity
must do equity," Koster v. Lumbermens Mut. Cas. Co.,
330 U.S. 518, 522, 67 S. Ct. 828, 91 L. Ed. 1067 (1947),
Apotex requests that the Court deny Sanofi's motion for a
preliminary injunction. However, the legal authority
Apotex cites is inapposite. In the cases relied upon by
Apotex, equitable relief was denied when parties had
committed perjury before the PTO, or litigation
misconduct or fraud on the court, rather than alleged
wrongdoing during the course of settlement negotiations.
See e.g., Precision Instrument Mfg. Co. v. Auto Maint.
Mach. Co., 324 U.S. 806, 65 S. Ct. 993, 89 L. Ed. 1381,
1945 Dec. Comm'r Pat. 582 (1945) (patent obtained by
perjury); Hazel-Atlas Glass Co. v. Hartford-Empire Co.,
322 U.S. 238, 64 S. Ct. 997, 88 L. Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (1944) (same); Keystone Driller Co v.
Gen Excavator Co., 290 U.S. 240, 54 S. Ct. 146, 78 L.
Ed. 293, 1934 Dec. Comm'r Pat. 639 (1933) [**89]
(fraud on the court); Aptix Corp. v. Quickturn Design
Sys., Inc., 269 F.3d 1369, 1374 (Fed. Cir. 2001)
(litigation misconduct). The conduct of the parties during
settlement negotiations does not affect the validity of the
patent or the veracity of submissions to this Court, and
therefore has no relevance to the question of whether a
preliminary injunction should issue. The Court will not
consider a dispute regarding the conduct of settlement
negotiations in the context of this motion for preliminary
relief.

V. REMEDY

A. Injunction

Sanofi's motion seeks an order both enjoining
Apotex from infringing the '265 patent and recalling all
of the generic product manufactured and distributed since
the August 8, 2006 launch by Apotex. Because all four of
the requisite factors weigh in favor of a preliminary
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injunction, Sanofi's motion is granted to the extent that
Apotex is enjoined from engaging in any activity that
infringes U.S. Patent No. 4,847,265, pending a final
decision on the merits of this action. The trial of this
action shall commence on January 22, 2007.

The motion is denied to the extent it seeks a recall of
the generic [**90] product already manufactured and
distributed. Although [*349] "it is well settled that
[HN30] a court has the power to issue a mandatory
injunction to restore the situation to the status quo when a
party, with notice of impending injunction proceedings,
completes or performs the action sought to be enjoined,"
F. Alderete General Contractors, Inc. v. United States,
715 F.2d 1476, 1480 (Fed. Cir. 1983), this is not a case
where the unusual remedy of a mandatory injunction
ordering a product recall is appropriate. Here, Sanofi
specifically foresaw the possibility that Apotex would
declare that there had been Regulatory Denial as defined
in the agreement (see Second Agreement at P 13), and
that Apotex would then be able to launch its generic.
Sanofi also agreed that it would "not seek a temporary
restraining order or preliminary injunction" for 5 business
days after Regulatory Denial became effective (Second
Agreement at P 15(i)) and indeed, even after that 5 day
period expired, Sanofi would not file for a preliminary
injunction until it had given Apotex 5 business days
notice "of its intention to do so," and that notice "will not
be given before Apotex has initiated a launch of [**91] a
generic clopidogrel product." (Second Agreement at P
15(ii).) In that same agreement, Sanofi also agreed not to
launch its own generic clopidogrel product before a
launch by Apotex of a generic clopidogrel product. (See
Second Agreement at p 15(ii).) These provisions all
foresaw the possibility that Apotex would launch a
generic product and prohibited Sanofi from seeking
injunctive relief for a specific period of time after the
launch occurred. Thus, Sanofi participated in a knowing
business decision, in exchange for which it received
valuable consideration (see, e.g., Second Agreement at
pp3, 49), to face a market situation whereby Apotex had
launched its generic product into the marketplace and
Sanofi agreed not to seek an injunction for a limited
period of time during which Apotex concededly was
permitted to sell its generic. Under these circumstances, a
mandatory injunction ordering recall would be
inequitable and the Court will not intervene to reverse the
effects of Sanofi's own agreement. See Abbott Labs., 452

F.3d at 1349; Hughes Tool Co., 718 F.2d at 1578.

B. Bond

[HN31] Rule 65(c) of the Federal Rules of Civil
Procedure [**92] provides that no "preliminary
injunction shall issue except upon the giving of security
by the applicant, in such sum as the court deems proper,
for the payment of such costs and damages as may be
incurred or suffered by any party who is found to have
been wrongfully enjoined or restrained." Although this
Court has found no authority from the Federal Circuit
governing the parameters for the amount of the bond--and
the parties have supplied none--the Second Circuit has
clarified that "Rule 65(c) gives the district court wide
discretion to set the amount of a bond." Corning Inc. v.
PicVue Elecs., Ltd., 365 F.3d 156, 158 (2d Cir. 2004)
(quoting Doctor's Assocs., Inc. v. Distajo, 107 F.3d 126,
136 (2d Cir. 1997)); see also Ferguson v. Tabah, 288
F.2d 665, 675 (2d Cir. 1961) ("the matter of a bond is for
the discretion of the trial court").

Considering the information provided by the parties
during the preliminary injunction hearing and in the
affidavits of Dr. Bernard Sherman dated August 16,
2006, Sandra L. Cartie dated August 22, 2006, and Dr.
Frank Bernatowicz dated August 24, 2006, and the
estimates [**93] by the parties of Apotex's potential lost
profits, lost market share and associated costs of relaunch
in the event Apotex is found "to have been wrongfully
enjoined or restrained," Fed. R. Civ. P. 65(c), the Court
sets the amount of the bond at $ 400 million.

[*350] VI. CONCLUSION

Because the four relevant factors set forth by the
Federal Circuit weigh in favor of the grant of a
preliminary injunction and Apotex's equitable defenses to
an injunction are without merit, Sanofi's motion is
granted to the extent that Apotex shall be enjoined from
infringing Sanofi's '265 patent during the pendency of
this action. Sanofi shall post a bond pursuant to Fed. R.
Civ. P. 65(c) in the amount of $ 400 million.

Dated: New York, New York

August 31, 2006

Sidney H. Stein, U.S.D.J.
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OPINION

DECISION & ORDER

Currently pending before this Court is plaintiff's
motion for relief from final judgment under Rule 60(b) of
the Federal Rules of Civil Procedure or, in the

alternative, for the Court to entertain an independent
action to relieve plaintiff from such judgment. (Docket #
102). The parties have consented to jurisdiction by a
magistrate judge to conduct all proceedings in the case in
accordance with 28 U.S.C. § 636(c). (Docket # 35).

On June 18, 1999, plaintiff filed an amended
complaint naming as defendants the Postal Service and
Louis Shelton, in his official capacity. (Docket # 7).
Plaintiff's amended complaint (filed pro se and liberally
construed) alleged direct denials and interference with the
exercise of his rights under the Family [*2] and Medical
Leave Act ("FMLA"), as proscribed by 29 U.S.C. §
2615(a)(1), and discriminatory discharge (retaliation), as
proscribed by § 2615(a)(2). The amended complaint
sought reinstatement and $ 4,300,000.00 in damages.
(Docket # 7).

Following a non-jury trial, the Court entered a
decision and order on March 28, 2002, that set forth its
findings of fact and conclusions of law. (Docket # 87).
Based on the Court's finding that the defendants did not
violate the plaintiff's rights under the FMLA, specifically
29 U.S.C. § 2615(a)(1) (interference with one's rights
under FMLA) and 29 U.S.C. § 2615(a)(2) (retaliation for
exercising one's rights under the FMLA), judgment was
entered on March 28, 2002 in favor of defendants and
against plaintiff. 1 (Docket # 88). On April 8, 2002,
plaintiff filed a motion, pursuant to Fed. R. Civ. P. 52(b)
and 59(a), requesting the Court to add to or amend its
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findings, and to amend the judgment (Docket # 89),
which was denied by decision and order dated July 12,
2002. 2 (Docket # 96). Plaintiff filed [*3] a timely notice
of appeal, and the appeal was dismissed on March 5,
2003. (Docket # 101). Over two years later, on March 22,
2005, plaintiff filed the instant motion.

1 Specifically, the Court found that the disputed
absences and resultant suspension and termination
notice were unrelated to plaintiff's health
condition, even if his condition were considered
serious enough to warrant medical leave under the
FMLA. (Docket # 87 at 30-31).
2 This decision, as well as the decision granting
judgment in favor of the defendants, was issued
by former Magistrate Judge William G. Bauer,
whose departure from the bench preceded the
pending motion.

In his pending motion, plaintiff maintains that the
Court should relieve him from the final judgment -- either
under Rule 60(b) or through an independent action --
because the defendants and their attorney submitted
fraudulent and forged evidence during the trial. (Docket #
102 at P1). His argument is based principally on the
admission into evidence of a Form WH-380 -
Certification [*4] of Health Care Provider (Family and
Medical Leave Act of 1993) -- signed by plaintiff's
physician, Marshall Goldstein, M.D., pertaining to
plaintiff's request for FMLA leave. (Docket # 102 at
PP1-29). That exhibit was offered into evidence by
plaintiff's counsel (Tr. 231, 358), 3 and the Court cited it
in its decision awarding judgment to defendants.
Specifically, the Court noted that the responses to
questions 7a-7c stated that plaintiff was able to perform
the essential functions of his job and needed to be absent
from work "only for office visits." (Docket # 87 at 11).

3 "Tr." refers to the transcript of the bench trial
held on August 14-16 and 30, 2001. (Docket ##
80-82).

Plaintiff now contends that these responses were
forged. (Docket # 102 at PP6-29). In support of his
contention, he has submitted a copy of that exhibit that
contains a notation on it that was absent from the one
admitted at trial. The new notation, which appears at the
bottom of the form, states:

All the responses (written) re [*5]
questions 7a+b+c are NOT identified as

written by myself or anyone in my office.
I believe they were added by an
unidentified individual after I signed this
form.

This notation, which is not an original, is signed
"Marshall Goldstein, M.D., July 15, 2003." (Docket #
102, Ex. LL). Plaintiff has not submitted an affidavit of
Marshall Goldstein, M.D., to affirm that the handwritten
notation is in fact his or to offer any additional
information pertaining to plaintiff's medical condition at
the time he signed the form. 4

4 In his own affidavit, plaintiff alleges, "In
Doctor Marshall Goldstein['s] words, 'This [form]
has been tampered with, it is an Absolute Forgery
and I will testify to this!'" (Docket # 102 at P9).
Plaintiff has not, however, indicated the purported
source of the words that he attributes to Dr.
Goldstein.

I. Rule 60(b)(3)

As the Second Circuit has repeatedly recognized,
"properly applied, [Rule 60] preserves a balance between
serving the ends of justice and ensuring [*6] that
litigation reaches an end within a finite period of time."
Paddington Partners v. Bouchard, 34 F.3d 1132, 1144
(2d Cir. 1994) (quoting House v. Sec'y of Health and
Human Servs., 688 F.2d 7, 9 (2d Cir. 1982)) (citing
Nemaizer v. Baker, 793 F.2d 58, 61 (2d Cir. 1986); In re
Frigitemp Corp., 781 F.2d 324, 326-27 (2d Cir. 1986)).
Rule 60(b)(3) affords the court discretion to relieve a
party from a final judgment on the grounds of fraud
committed by an adverse party. Fed. R. Civ. P. 60(b)(3).
See Nat'l Petrochemical Co. of Iran v. M/T Stolt Sheaf,
930 F.2d 240, 244 (2d Cir. 1991) ("[a] motion to vacate a
judgment under Fed. R. Civ. P. 60(b) is addressed to the
sound discretion of the trial court").

I find that plaintiff has failed to demonstrate his
entitlement to relief on this basis. First, he has failed to
demonstrate that the responses to questions 7a, 7b and 7c
on the Form, even if they were completed by someone
other than Dr. Goldstein, were forgeries properly
chargeable to defendants. There is simply no factual [*7]
basis to conclude that the responses were recorded by any
official or employee of the Postal Service or, even if they
were, that they inaccurately reflected Dr. Goldstein's
medical opinion. Significantly, the notation upon which
plaintiff now relies simply states that the "written"
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responses were not made by Dr. Goldstein or anyone in
his office; it does not state that the responses were not
provided orally by his office or that the substance of them
was false. In the absence of an affidavit of Dr. Goldstein
or other competent evidence on these issues, this Court is
unable to find that the document should be considered an
intentional forgery. Nor is the court able to conclude that
the responses constitute a fraud "committed by an
adverse party." See Fed. R. Civ. P. 60(b)(3).

Moreover, it is hard to grasp how this document --
which was introduced at trial by the plaintiff -- resulted in
a judgment that was unfairly obtained. See, e.g., Lonsdorf
v. Seefeldt, 47 F.3d 893, 897, 898 (7th Cir. 1995) ("Rule
60(b)(3) protects the fairness of the proceedings, not
necessarily the correctness of the verdict"; to warrant
relief under [*8] 60(b)(3), movant must show that fraud
by the adverse party prevented movant from "fully and
fairly presenting its case at trial"); Schultz v. Butcher, 24
F.3d 626, 631 (4th Cir. 1994) ("Rule 60(b)(3) focuses not
on erroneous judgments as such, but on judgments which
were unfairly procured"); Johnson v. Offshore Express,
Inc., 845 F.2d 1347, 1358 (5th Cir.) ("Rule [60(b)(3)] is
aimed at judgments which were unfairly obtained"), cert.
denied, 488 U.S. 968, 109 S. Ct. 497, 102 L. Ed. 2d 533
(1988). In his thorough decision, Judge Bauer made clear
that plaintiff's medical condition -- whether or not it
constituted a serious health condition necessitating
medical leave -- had nothing whatsoever to do with the
absences that were disputed during the trial and that led
to plaintiff's notice of termination. Specifically, Judge
Bauer found:

there is simply no evidence that
plaintiff's challenged absences on January
11-12, and February 9-10, 1998 were in
any way related to his depression or
bi-polar disorder, and thus protected under
the FMLA and covered by his initial
request for FMLA leave.

(Docket # 87 at 30). He therefore concluded that "the
AWOL absences [*9] and resultant 14-day suspension
were not a denial of or interference with plaintiff's FMLA
rights." (Id. at 31). Indeed, Judge Bauer reaffirmed his
holding in his subsequent decision denying plaintiff's
Rule 59 motion. (See Docket # 96 at 5) ("this Court
[found] that the defendant did not interfere with the
exercise of plaintiff's rights under the FMLA (29 U.S.C. §
2615(a)(1)) with respect to either the January or February

1998 absences that formed the basis of the plaintiff's
suspension and Notice of Removal because there was no
evidence that these challenged absences were in any way
related to his depression or bi-polar disorder, and were
thus protected by the FMLA and covered by his initial
request to FMLA leave").

Finally, plaintiff's motion under Rule 60(b)(3) fails
for another, independent reason: it is untimely. The rule
provides that such motions must be made within a
reasonable time, but in no event more than one year after
the judgment was entered. Plaintiff has plainly failed to
comply with the one-year limit, waiting instead until
nearly three years after the judgment was entered to move
for relief from the judgment. See King v. First Am.
Investigations, Inc., 287 F.3d 91, 94 [*10] (2d Cir.)
(appeal of judgment does not toll the one-year period of
filing motion under Rule 60(b)(3)), cert. denied, 537 U.S.
960, 123 S. Ct. 393, 154 L. Ed. 2d 314 (2002). His delay
is unexplained and curious considering that the notation
upon which he relies bears the date July 15, 2003,
suggesting that he learned as early as twenty months
before he filed the instant motion that Dr. Goldstein did
not write the challenged responses. Because the one-year
limit is absolute and may not be extended by the court,
Warren v. Garvin, 219 F.3d 111, 114 (2d Cir.), cert.
denied, 531 U.S. 968, 121 S. Ct. 404, 148 L. Ed. 2d 312
(2000), plaintiff's motion under Rule 60(b)(3) must also
be denied because it is untimely. 5

5 At various points in his moving papers,
plaintiff refers to "newly-discovered evidence."
Even if his motion were construed as a motion
under Rule 60(b)(2) for relief based upon "newly
discovered evidence which by due diligence could
not have been discovered in time to move for a
new trial under Rule 59(b)," it is likewise
untimely. Motions under Rule 60(b)(2), like
motions under Rule 60(b)(3), are subject to the
one-year limit. Fed. R. Civ. P. 60(b). In addition,
such a motion would fail because plaintiff has not
adequately demonstrated why such evidence
could not have been discovered earlier through
the exercise of due diligence. See Schwartz v.
Capital Liquidators, Inc., 984 F.2d 53, 54 (2d
Cir. 1993).

[*11] II. Rules 60(b)(4) and 60(b)(6)

Plaintiff's attempt to avoid the time-bar by styling his
motion as one seeking relief under subsections(b)(4) and
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(b)(6) must also be rejected. Rule 60(b)(4) requires a
court to grant relief from a judgment shown to be void.
Fed. R. Civ. P. 60(b)(4). A judgment is void only where it
is beyond the court's jurisdiction or constitutes a
usurpation of power that violates due process. See, e.g.,
Kalb v. Feuerstein, 308 U.S. 433, 438, 60 S. Ct. 343, 84
L. Ed. 370 (1940); United States v. Forma, 42 F.3d 759,
762 (2d Cir. 1994); Covington Indus., Inc. v. Resintex, A.
G., 629 F.2d 730, 732 (2d Cir. 1980); United States v.
Boch Oldsmobile, Inc., 909 F.2d 657, 661 (1st Cir.
1990). Plaintiff has made no such showing here; nor can
this Court find any support in the record for his
contention that the judgment is void.

Rule 60(b)(6), sometimes referred to as the
"catch-all" provision, allows a court to grant relief from
judgment for "any other reason justifying relief." Fed. R.
Civ. P. 60(b)(6). Plaintiff's reliance on this provision
[*12] is equally unavailing. A court's discretion to grant
relief under this subsection is limited to those
circumstances that are not encompassed in subsections
(b)(1) through (5). Liljeberg v. Health Servs. Acquisition
Corp., 486 U.S. 847, 863, 108 S. Ct. 2194, 100 L. Ed. 2d
855 (1988) ("Rule 60(b)(6) . . . grants federal courts
broad authority to relieve a party from a final judgment
"upon such terms as are just," provided that the motion . .
. is not premised on one of the grounds for relief
enumerated in clauses (b)(1) through (b)(5)"). Where, as
here, the basis for relief is that the defendants engaged in
fraud by producing in discovery forged and fraudulent
documents, that motion is properly made under Rule
60(b)(3). As previously noted, plaintiff's motion
under(b)(3) is untimely, and the one-year limit may not
be avoided by involving the court's powers under(b)(6).
See Pioneer Inv. Servs. Co. v. Brunswick Assoc. Ltd.
Partnership, 507 U.S. 380, 393, 113 S. Ct. 1489, 123 L.
Ed. 2d 74 (1993) ("These provisions are mutually
exclusive, and thus a party who failed to take timely
action [within one year] may not seek relief more than
one year after the judgment by resorting to subsection
(6)").

III. Independent [*13] Action

Plaintiff has moved in the alternative for an
"independent action" to relieve him from judgment. Rule
60(b) expressly provides, "this rule does not limit the
power of a court to entertain an independent action to
relieve a party from a judgment . . . or to set aside a
judgment for fraud upon the court." Fed. R. Civ. P. 60(b).

As the Second Circuit has affirmed, "the type of fraud
necessary to sustain an independent action attacking the
finality of a judgment is narrower in scope than that
which is sufficient to relief by timely motion." Gleason v.
Jandrucko, 860 F.2d 556, 558 (2d Cir. 1988) (citations
omitted). The narrower type, the court explained, is that
which "subvert[s] the integrity of the court itself, or is . . .
perpetrated by officers of the court." Id. at 560 (quoting 7
J. Moore, Federal Practice, P60.33 at 360). Such fraud
generally does not include witness perjury or fabricated
evidence that does not involve officers of the court and
that could and should have been discovered during
litigation and exposed at trial. Id.

Judged under this authority, plaintiff's request for
[*14] an independent action must be denied. He has
come forward with no facts to show how he discovered
the alleged forged responses or, more importantly, why
he could not have discovered them earlier. Indeed, other
than Dr. Goldstein, plaintiff seems to have been in the
best position to uncover the alleged forgery -- involving,
as it does, opinions by his treating physician about his
medical condition. In the absence of contrary
information, it is reasonable to assume that a patient
would be familiar with his physician's opinions about the
severity of or limitations imposed by his condition.

Moreover, the law is also clear that a court's
discretion to entertain an independent action should be
exercised only to avoid a "grave miscarriage of justice"
or "manifest injustice." See, e.g., United States v.
Beggerly, 524 U.S. 38, 47, 118 S. Ct. 1862, 141 L. Ed. 2d
32 (1998) ("an independent action should be available
only to prevent a grave miscarriage of justice);
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 244-45, 64 S. Ct. 997, 88 L. Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (1944) ("out of deference to the deep
rooted policy in favor of the repose of judgments entered
during past terms, courts of equity have been cautious in
exercising [*15] their power over such judgments[;] but
where the occasion has demanded, where enforcement of
the judgment is 'manifestly unconscionable,' they have
wielded the power without hesitation") (internal
quotation omitted). As previously noted, the form
containing the alleged forged responses had no bearing
on Judge Bauer's determination that defendants did not
violate plaintiff's rights under the FMLA. Under these
circumstances, the judgment from which plaintiff seeks
relief can hardly be considered manifestly unjust.
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IV. Remaining Contentions

This Court has considered and reviewed plaintiff's
other arguments in support of his motion for relief from
judgment and finds them to be without merit. Certain of
his arguments relate to evidence that he believes the court
overlooked or improperly evaluated (Issues Nos. 2, 3, 4
and 6), or to evidentiary rulings that he believes were
erroneous (Issue No. 7), which are not the bases upon
which judgments may be disturbed. Other arguments
concern evidence that he contends was fraudulent,
although he has not connected the defendants or their
counsel to the fabrication of such evidence. (Issue No. 2).
The remainder of his contentions challenge [*16] the
integrity of evidence or testimony offered at trial, but do
not establish his inability to have made such challenges at
the time of trial. Indeed, much of the proof that plaintiff
proffers to demonstrate the alleged fraud consists of
documents and postal regulations that existed at the time

of trial and with which plaintiff was presumably familiar.
(Issues Nos. 2, 3, 4 and 5).

V. Conclusion

For the foregoing reasons, plaintiff's motion for relief
from final judgment pursuant to Federal Rules of Civil
Procedure 60(b) or, in the alternative, for the Court to
entertain an independent action to relieve such judgment
(Docket # 102) is DENIED.

IT IS SO ORDERED.

MARIAN W. PAYSON

United States Magistrate Judge

Dated: Rochester, New York

March 20, 2006.
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PROCEDURAL POSTURE: Defendants, movie
producers, filed a motion to dismiss plaintiffs'
misappropriation claims on the grounds that the plaintiffs
fabricated evidence and perpetrated a fraud on the court.

OVERVIEW: Plaintiffs alleged that in 1995, they
created a new movie/theatrical treatment to add a baseball
storyline to an original treatment previously sent to the
defendants and then in June of that year, submitted both
the original and new treatments to the defendants. The
district court found the plaintiffs perpetuated a fraud on
the court by including references to the new treatment in
their revised timeline and plot outlines. Specifically, the
court ineluctably concluded that the plaintiffs fabricated
evidence and manipulated the judicial process in light of
the new treatment's references to a technological device
that was unknown at the time they claimed to have
drafted it. The court held that this egregious conduct was
prolonged and calculated to advance their claims and
because this tainted evidence was at the heart of their
dispute. Therefore the court found that the plaintiffs had
forfeited their right to litigate their case and no sanction
short of dismissal would suffice to deter future
misconduct. Likewise, the court concluded that an award
of attorneys' fees and costs was appropriate given the fact
that the plaintiffs engaged in a pattern of intentional bad
faith conduct.

OUTCOME: Defendants' motion to dismiss was
granted.

CORE TERMS: baseball, timeline, storyline,
deposition, outline, attorneys' fees, misconduct, handheld,
revised, judicial process, novel, plot, administration of
justice, citation omitted, fabricated, quotation, submission
agreement, capability, organizer, publisher, wireless,
unknown, appropriate sanction, perpetrated, confronted,
safeguard, egregious, forfeited, orderly, deter
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protect and safeguard the public, institutions in which
fraud cannot complacently be tolerated consistently with
the good order of society.

Civil Procedure > Dismissals > General Overview
[HN2] Fraud on the court must be established by clear
and convincing evidence.

Civil Procedure > Sanctions > Baseless Filings >
General Overview
Civil Procedure > Sanctions > Misconduct & Unethical
Behavior > General Overview
[HN3] Whether dismissal is appropriate as a sanction is
within the discretion of the district court. The United
States Court of Appeals for the Second Circuit, however,
has long recognized that dismissal is a harsh remedy, not
to be utilized without a careful weighing of its
appropriateness and repeatedly noted that one of the
factors that should inform a trial court's decision is the
suitability of lesser sanctions. Because dismissal sounds
the death knell of the lawsuit, district courts must reserve
such strong medicine for instances where the defaulting
party's conduct is correspondingly egregious. In
determining the appropriate sanction for fraud on the
court, courts have considered: (1) whether the misconduct
was the product of intentional bad faith; (2) whether and
to what extent the misconduct prejudiced the other party;
(3) whether there is a pattern of misbehavior, rather than
an isolated instance; (4) whether and when the
misconduct was corrected; and (5) whether further
misconduct is likely to continue in the future. When a
party lies to the court and his adversary intentionally,
repeatedly, and about issues that are central to the
truth-finding process, it can fairly be said that he has
forfeited his right to have his claim decided on the merits.

Civil Procedure > Sanctions > Baseless Filings >
General Overview
[HN4] It is within the court's discretion to fashion an
appropriate sanction for conduct which abuses the
judicial process.

Civil Procedure > Remedies > Costs & Attorney Fees >
Attorney Expenses & Fees > General Overview
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Civil Procedure > Sanctions > Misconduct & Unethical
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[HN5] An award of attorneys' fees and costs is
appropriate where a party has engaged in a pattern of
intentional bad faith conduct and failed to correct her
fraudulent submissions, even when confronted with
evidence undermining the validity of those submissions.
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OPINION

MEMORANDUM AND ORDER

WILLIAM H. PAULEY III, District Judge:

Defendants move to dismiss this action on the
grounds that Plaintiffs fabricated evidence and
perpetrated a fraud on this Court. The motion implicates
the inherent authority of a court to safeguard the integrity
of the judicial process and effect the orderly
administration of justice. For the reasons set forth below,
Plaintiffs' misconduct requires that the policy favoring
adjudication on the merits yield to the need to preserve
the integrity of the courts.

BACKGROUND

Plaintiffs Judith Shangold and Ronnie Niederman are
the authors of a series of treatments written for a
children's animated theatrical feature titled Starmond the
Wizard and Starmond (collectively, "Starmond"). 1 In
1989, they wrote the first treatment of the series ("T1").
(Complaint, dated Nov. 25, 2003 ("Compl. [*2] ") P24;
Affidavit of Joanna R. Swomley, dated June 1, 2005
("Swomley Aff.") Ex. 2: T1; Swomley Aff. Ex. 27:
Starmond Timeline; Swomley Aff. Ex. 35: Revised
Starmond Timeline.) T1 was submitted to Disney and on
May 25, 1994, rejected as "an unexciting, confusing and
mostly listless fairy tale . . . that does little to merit
further consideration." 2 (Swomley Aff. Ex. 3: Coverage,

dated May 25, 1994.)

1 A "treatment" is a brief story outline with basic
information such as the storyline, themes and
characters. (Compl. P24.)
2 For ease of reference the Disney Defendants
and their affiliates are herein referred to as
"Disney."

In April or May of 1995, Plaintiffs allege they
revised T1 to add a baseball storyline in five pages of
handwritten notes ("T1a"). (Deposition of Judith G.
Shangold, dated Nov. 29, 2004 ("Shangold Dep.") at
22-24; Compl. P29; Swomley Aff. Ex. 35.) Plaintiffs
maintain that they submitted T1a along with T1 to Disney
on June 16, 1995. (Compl. PP31-35; Shangold Dep. at
22-24, 63, [*3] 72, 242-43; Deposition of Ronnie
Niederman, dated Nov. 30, 2004 ("Niederman Dep.") at
41, 134; Swomley Aff. Ex. 5: Letter from Shangold to
David E. Vogel, dated June 16, 1995.)

T1a is replete with the term "Palm Pilot," referring to
a handheld computer that functions as a personal
organizer with wireless capability. (Swomley Aff. Ex. 29:
T1a.) However, handheld devices with that name did not
exist at the time Plaintiffs claim they created T1a. Prior to
November 1995, the handheld organizer to which
Plaintiffs refer was known internally at Palm Computing,
Inc. ("Palm") as the "Taxi." (Deposition of Robert
Haitani, dated Jan. 18, 2005 ("Haitani Dep.") at 16;
Declaration of Robert Haitani, dated June 28, 2005
("Haitani Decl.") P6; Andrea Butter & David Pogue,
Piloting Palm: The Inside Story of Palm, Handspring,
and the Birth of the Billion-Dollar Handheld Industry
(2002) ("Piloting Palm") 128.) It was not until November
1995 - approximately five months after Plaintiffs
allegedly submitted T1a to Disney - that Palm learned
from a trademark registration search that it could not use
the name "Taxi" and renamed the product the "Pilot."
(Haitani Dep. at 16; Haitani Decl. P6; Piloting [*4]
Palm 128.) Indeed, the Pilot was not unveiled to the
public until January 1996 and did not become available
for shipment to customers until April 9, 1996. (Haitani
Dep. at 16-18; Haitani Decl. PP7-8; Piloting Palm
135-38, 150.) Further, Palm only coined the term
"PalmPilot" in March 1997 with its second generation of
the device and the wireless capability Plaintiffs reference
in T1a was not available until May 1999. (Swomley Aff.
Ex. 37: palmOne, Inc. Historical Timeline.)

Moreover, Shangold did not mention T1a, baseball
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or a "Palm Pilot" in her June 16 cover letter to Disney,
nor did Plaintiffs in the requisite Disney submission
agreement that they completed. (Swomley Aff. Ex. 5.) On
June 29, 1995, Disney returned "Starmond the Wizard"
(T1) to Plaintiffs' then attorneys. (Swomley Aff. Ex. 9:
Letter from Allison Brecker to Elizabeth Corradino, Esq.,
dated June 29, 1995.) The records of Plaintiffs' former
counsel contained only Disney's letter and T1, not T1a or
any story about baseball. (Swomley Aff. P11.)

In 1997, Plaintiffs revised T1, but did not include a
baseball theme ("T2"). (Compl. P35; Swomley Aff. Ex.
13: T2.) Four years later, Plaintiffs' agent, the Claudia
Menza [*5] Literary Agency ("CMLA"), submitted T2 to
Disney. (Compl. P43; Swomley Aff. Ex. 11: Letter from
CMLA to Disney, dated Apr. 24, 2001.) Once again,
Disney rejected T2, concluding that it "ultimately falls
short in terms of its story." (Swomley Aff. Ex. 12:
Coverage, dated May 14, 2001.)

In July 2001, Plaintiffs created another Starmond
treatment ("T3") that purportedly incorporated T1a's
baseball storyline. (Compl. P47; Swomley Aff. Ex. 35.)
CMLA sent T3 to Disney on August 6, 2001. (Compl.
P48; Swomley Aff. Ex. 27; Swomley Aff. Ex. 35.) On
September 15, 2001, Disney rejected T3, commenting
that it was "a submission of remarkable
incomprehensibility." (Swomley Aff. Ex. 14: Disney
Coverage, dated Sept. 15, 2001.)

In 2002, Disney's Miramax Books subsidiary
published Summerland, a novel by Pulitzer Prize-winning
author Michael Chabon ("Chabon"). Chabon began
writing what would eventually evolve into Summerland
in 1989 and first developed a baseball theme for the novel
in 1999. (Deposition of Michael Chabon, dated Jan. 4,
2005 ("Chabon Dep.") at 76-77.) On January 10, 2001,
Miramax Books acquired the rights to Summerland from
Chabon. (Swomley Aff. Ex. 20: Letter from Devereux
[*6] Chatillon to Martin Garbus, Esq., dated Mar. 6,
2003.)

In the autumn of 2002, Chabon appeared on NBC's
Today show to publicize his novel. By happenstance,
both Shangold and Niederman watched Chabon's Today
show interview and concluded that his novel Summerland
mirrored their Starmond storyline. (Compl. PP54-57;
Shangold Dep. at 185-86.) Plaintiffs contacted Menza to
convey their concerns and then annotated a copy of
Summerland to identify perceived similarities with
Starmond. (Shangold Dep. at 186.) Plaintiffs and Menza

also created a timeline of Starmond's development and
their dealings with Disney that referred to T1, T2 and T3,
but not T1a. (Swomley Aff. Ex. 27; Deposition of
Claudia Menza, dated Dec. 7, 2004 ("Menza Dep.") at
167.)

In January 2003, Plaintiffs and Menza, through their
attorneys, contacted Miramax Books asserting that
Chabon used T3 in creating Summerland. (Swomley Aff.
Ex. 28: Letter from Chatillon to Garbus, dated Jan. 30,
2003; Swomley Aff. Ex. 22: Facsimile from Menza to
Garbus, dated Jan. 28, 2003.) Miramax Books rejected
their claim, explaining that Plaintiffs' own timeline
indicated that T2 and T3 were delivered to Disney after
Miramax [*7] Books acquired the rights to Summerland.
(Swomley Aff. Ex. 28; see also Swomley Aff. Ex. 27.)

That revelation placed particular importance on
when Plaintiffs first conceived a baseball theme for
Starmond. Menza informed Plaintiffs' attorneys that
Plaintiffs first developed the baseball storyline in 1995
with T1a. (Menza Dep. 171-73, 248.) Menza and
Plaintiffs then revised their timeline to reflect the
purported creation of T1a in 1995 and forwarded the new
timeline to Disney. (Menza Dep. at 169, 171-72, 251-52;
Swomley Aff. Ex. 35; Swomley Aff. Exs. 31-32: Letters
from Garbus to Chatillon.) Plaintiffs also drafted several
plot outlines comparing the Starmond treatments to
Summerland, some of which referred to T1a while others
did not. (Swomley Aff. Exs. 24-26, 33-34: Plot Outlines.)
Certain of those outlines were furnished to Disney.
(Swomley Aff. Ex. 20.) By letter dated March 6, 2003,
Miramax Books reiterated its position of
noninfringement:

As I told you, Summerland came to
Miramax Books in a fairly unique way,
Michael Chabon's agent, Mary Evans sent
around a detailed outline and sample
chapters . . . to several publishers as the
basis of a book auction [*8] in January
2001. No publisher, including us, gave
Michael any material, ideas, or anything
else concerning the Summerland book
proposal - it all came from Chabon and
was a project that Chabon had been
working on for several years. While
Miramax was not originally among the
publishers included in the auction,
Miramax Books' President, Jonathan
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Burnham, persuaded Mary that we should
be. We bought the book rights the same
night we received the proposal. That was
January 10, 2001.

The only treatment that you showed
me that has any mention of baseball is
your clients' "third" treatment, which was
sent to Disney in September of 2001,
many months after the book was
purchased based on the detailed material
from Chabon that we had received.

(Swomley Aff. Ex. 20.)

DISCUSSION

The linchpin of Plaintiffs' misappropriation theory is
the baseball theme. Because Plaintiffs contend that T1a
was the earliest introduction of a baseball storyline, the
time of its delivery to Disney is critical to their claims.
There is no evidence, apart from Plaintiffs' deposition
testimony and their revised timeline, that they sent T1a to
Disney in 1995. To the contrary, there is voluminous,
independent [*9] and irrefutable evidence that Plaintiffs
did not create T1a at that time.

Nevertheless, confronted with overwhelming
evidence that T1a was fabricated for this litigation,
Shangold and Niederman persist with only self-serving
ipse dixits that they created T1a in 1995. Indeed,
Plaintiffs go so far as to assert that PalmPilot wireless
capability was commonplace in the spring of 1995.
(Niederman Dep. at 98.) Defendants submit
uncontroverted evidence that it was not. (Swomley Aff.
Ex. 37.) Defendants have demonstrated clearly and
convincingly that Plaintiffs engaged in a fraud by
fabricating T1a, a timeline and plot outlines and then
bolstering that false evidence with perjurious testimony.

[HN1] This Court has the inherent power to do
whatever is reasonably necessary to deter abuse of the
judicial process and assure a level playing field for all
litigants. See Chambers v. NASCO, Inc., 501 U.S. 32, 44,
111 S. Ct. 2123, 115 L. Ed. 2d 27 (1991) (A court has
authority to "manage [its] own affairs so as to achieve the
orderly and expeditious disposition of cases." (internal
quotation and citation omitted)); Aoude v. Mobil Oil
Corp., 892 F.2d 1115, 1117-18 (1st Cir. 1989); [*10]
Martina Theatre Corp. v. Schine Chain Theatres, Inc.,
278 F.2d 798, 801 (2d Cir. 1960). Indeed, "tampering

with the administration of justice . . . involves far more
than an injury to a single litigant. It is a wrong against the
institutions set up to protect and safeguard the public,
institutions in which fraud cannot complacently be
tolerated consistently with the good order of society."
Hazel-Atlas Glass Co. v. Hartford-Empire Co., 322 U.S.
238, 246, 64 S. Ct. 997, 88 L. Ed. 1250, 1944 Dec.
Comm'r Pat. 675 (1944); see also Hadges v. Yonkers
Racing Corp., 48 F.3d 1320, 1325 (2d Cir. 1995) ("The
concept of 'fraud on the court' embraces only that species
of fraud which does or attempts to, defile the court itself,
or is a fraud perpetrated by officers of the court so that
the judicial machinery cannot perform in the usual
manner its impartial task of adjudging cases." (internal
quotation and citation omitted)); Gleason v. Jandrucko,
860 F.2d 556, 559 (2d Cir. 1988) ("Fraud on the court . . .
threatens the very integrity of the judiciary and the proper
administration of justice.").

[HN2] Fraud on the court must be established by
clear and convincing evidence. [*11] See Aoude, 892
F.2d at 1118; Scholastic, Inc. v. Stouffer, 221 F. Supp. 2d
425, 439 (S. D.N.Y. 2002); McMunn v. Mem'l
Sloan-Kettering Cancer Center, 191 F. Supp. 2d 440, 445
(S. D.N.Y. 2002). [HN3] Whether dismissal is appropriate
as a sanction is within the discretion of the district court.
See Dodson v. Runyon, 86 F.3d 37, 39 (2d Cir. 1996).
The Second Circuit, however, has "long recognized that
dismissal is a harsh remedy, not to be utilized without a
careful weighing of its appropriateness . . . [and]
repeatedly noted that one of the factors that should
inform a trial court's decision is the suitability of lesser
sanctions." Dodson, 86 F.3d at 39; Cerruti 1881 S.A. v.
Cerruti, Inc., 169 F.R.D. 573, 583 (S. D.N.Y. 1996).
"Because dismissal sounds the death knell of the lawsuit,
district courts must reserve such strong medicine for
instances where the defaulting party's conduct is
correspondingly egregious." Aoude, 892 F.2d at 1118
(internal quotation and citation omitted). In determining
the appropriate sanction for fraud on the court, courts in
this district have considered: [*12] "(1) whether the
misconduct was the product of intentional bad faith; (2)
whether and to what extent the misconduct prejudiced the
other party; (3) whether there is a pattern of misbehavior,
rather than an isolated instance; (4) whether and when the
misconduct was corrected; and (5) whether further
misconduct is likely to continue in the future." McMunn,
191 F. Supp. 2d at 446; see also Stouffer, 221 F. Supp. 2d
at 444. "When a party lies to the court and his adversary
intentionally, repeatedly, and about issues that are central
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to the truth-finding process, it can fairly be said that he
has forfeited his right to have his claim decided on the
merits." McMunn, 191 F. Supp. 2d at 445.

In their Complaint, Plaintiffs allege that in 1995,
they created T1a to add a baseball storyline to T1 and
then in June of that year, submitted both T1 and T1a to
Disney. (Compl. PP29-33.) Both Shangold and
Niederman reiterated that claim during their depositions.
(See Shangold Dep. at 22-24, 63, 72, 242-43; Niederman
Dep. at 41, 134.) Plaintiffs perpetuated their fraud on this
Court by including references to T1a in their revised
timeline and plot [*13] outlines. (See Swomley Aff. Exs.
33-35.) Plaintiffs' machinations might have gone
undetected were it not for their casual references to a
technological device that was unknown at the time they
claimed to have drafted T1a. The six separate references
to a "Palm Pilot" in T1a, supposedly submitted to Disney
with T1 in June 1995, reveal that those crucial notes were
manufactured long after Plaintiffs claim to have written
them. (See Swomley Aff. Ex. 29.)

The independent evidence establishes that not only
was the Pilot unknown to the public in June 1995, it was
unknown within Palm, which referred to the product
internally as the Taxi. (See Haitani Dep. at 16; Haitani
Decl. P6; Piloting Palm 128.) This handheld personal
organizer was not introduced to the public until Palm
participated in a tradeshow in January 1996. (See Haitani
Dep. at 16-18; Haitani Decl. P7; Piloting Palm 135-38.)
Moreover, the first shipment of Pilots was not ready until
April 9, 1996, nearly one year after Plaintiffs allegedly
sent T1a to Disney. (See Piloting Palm 150.)

Plaintiffs offer nothing to refute this evidence.
Instead, they obfuscate with a non sequitur that Palm sold
an [*14] earlier version of the handheld device known as
a "Zoomer" in 1993. That argument ignores the fact that
T1a does not mention a Zoomer, but refers six times to a
"Palm Pilot." Plaintiffs also point to certain presales of
Pilots discussed in Piloting Palm. Here again, Plaintiffs'
argument is unavailing because presales of Pilots did not
occur until the end of 1995 and early 1996. (See Piloting
Palm 132; Haitani Decl. P7.)

That the term "Palm Pilot" did not exist in the
English lexicon in June 1995 is compelling evidence that
T1a did not exist at that time. This is particularly
poignant in view of Plaintiffs' testimony that they
expected their audience to know what a "Palm Pilot" was.
(Niederman Dep. at 99.) But that is not the only evidence.

Shangold's June 16 letter and the executed submission
agreement make no reference to T1a. Further, Plaintiffs'
explanation that they did not have time to type T1a is not
credible. The notion that Plaintiffs would not
memorialize their baseball storyline in a typewritten
treatment, the submission agreement or in Shangold's
transmission letter cannot be explained. (Transcript of
Oral Argument on July 15, 2005 at 24-26.)

This leads the Court [*15] ineluctably to conclude
that Plaintiffs fabricated evidence and manipulated the
judicial process. Their egregious conduct was prolonged
and calculated to advance their claims. Even now, in the
face of indisputable evidence, Plaintiffs do not relent.
Because Shangold and Niederman have tainted evidence
at the heart of their dispute with Defendants and then
sought to conceal it, they have forfeited their right to
litigate this case and no sanction short of dismissal will
suffice to deter future misconduct. McMunn, 191 F. Supp.
2d at 445; see also Stouffer, 221 F. Supp. 2d at 440.

Defendants also seek an award of attorneys' fees.
[HN4] It is within this Court's discretion "to fashion an
appropriate sanction for conduct which abuses the
judicial process." Chambers, 501 U.S. at 44-45; see also
Dodson, 86 F.3d at 39. For more than two years,
Plaintiffs have imposed substantial burdens on
Defendants including attorneys' fees, costs and the
attendant inconvenience and distraction of defending this
litigation. Accordingly, this Court concludes that an
award of attorneys' fees and costs is appropriate in an
amount to be determined [*16] upon further submissions
from the parties. See Stouffer, 221 F. Supp. 2d at 444
[HN5] (award of attorneys' fees and costs "appropriate
given the fact that [defendant] has engaged in a pattern of
intentional bad faith conduct and failed to correct her
fraudulent submissions, even when confronted with
evidence undermining the validity of those
submissions"); Cerruti, 169 F.R.D. at 584 (attorney fees'
and costs appropriate because "defendants' conduct led
plaintiffs' counsel on an arduous chase"); see also
McMunn, 191 F. Supp. 2d at 462.

CONCLUSION

For the foregoing reasons, Defendants' motion to
dismiss this action with prejudice is granted. Further, this
Court awards attorneys' fees and costs to Defendants in
an amount to be determined after further submissions.

Dated: January 12, 2006
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New York, New York

SO ORDERED:

WILLIAM H. PAULEY III

U.S.D.J.
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OPINION

ORDER GRANTING PRELIMINARY INJUNCTION

SIDNEY H. STEIN, U.S. District Judge

For the reasons set forth in an Opinion dated August
31, 2006, plaintiffs' motion for a preliminary injunction is
hereby granted insofar as defendants Apotex, Inc. and
Apotex, Corp. and their agents, servants, employees and
other representatives, and all persons acting in concert
with them, are enjoined from engaging in any activity
that infringes U.S. Patent No. 4,847,265 during the
pendency of this action, and the motion is hereby denied
to the extent it seeks a recall of defendants' generic
clopidogrel bisulfate product; and it is hereby further

Ordered that plaintiffs shall post a bond pursuant to
Fed. R. Civ. P. 65(c) in the amount of $ 400 million on or
before the close of business on September 5, 2006.

Dated: New York, New York

August 31, 2005

SO ORDERED:

Sidney H. Stein, U.S.D.J.

SIDNEY H. STEIN, U.S. District Judge.
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I. OVERVIEW

Plavix, the most widely prescribed prescription
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blood-thinning agent in the world, prevents platelets in
blood from aggregating around obstructions--such [*5]
as metal stents or cholesterol deposits--in arterial
passageways. Forty-eight million Americans take Plavix
daily to prevent potentially fatal blood clots. This action
arose between Sanofi-Aventis, Sanofi-Synthelabo, Inc.
and Bristol-Myers Squibb Sanofi Pharmaceuticals
Holding Partnership (collectively, "Sanofi")--those
entities that invested in the research and development to
patent this drug and bring it to market--on the one hand,
and Apotex, Inc. and Apotex Corporation (collectively,
"Apotex")--which seeks to market the generic equivalent
of Plavix--on the other. Before the Court is a motion by
Sanofi to preliminarily enjoin Apotex from distributing
its generic version of Plavix in the United States after an
at-risk launch of that drug by Apotex approximately three
weeks ago, on August 8, 2006. Sanofi seeks to enjoin
Apotex from any further distribution of the generic drug
pending an ultimate decision on the merits of this action
and has also requested that the Court order a recall of the
product already distributed.

In this action, the parties have agreed and stipulated
that Apotex's generic product in fact infringes Sanofi's
patent. Apotex does not dispute that but rather claims
[*6] that Sanofi's patent is invalid and unenforceable.
Because Sanofi has adequately demonstrated that the
questions Apotex raises as to the validity and
enforceability of Sanofi's '265 patent are without
substantial merit based on the evidence adduced to date,
Sanofi has demonstrated a likelihood of success on the
merits at trial. Further, Sanofi will suffer irreparable harm
due to Apotex's continued distribution of the infringing
pharmaceutical, and Apotex's hardships primarily arise
from the company's own calculated risk-taking. Finally,
although there are competing--and substantial--public
interests at stake on both sides of this litigation, the
balance of those competing public interests slightly
favors Sanofi. For these reasons, and because the Court
finds Apotex's laches and unclean hands defenses to be
without merit, Sanofi's motion is granted insofar as
Apotex is enjoined from further distribution of its generic
product. Sanofi's motion is denied insofar as it requests a
recall of the product Apotex has already distributed.

II. BACKGROUND

In the context of the Court's consideration of a
motion for a preliminary injunction, "all findings of fact
and conclusions of law [*7] . . . are subject to change

upon the ultimate trial on the merits." Purdue Pharma
L.P. v. Boehringer Ingelheim GmbH, 237 F.3d 1359,
1363 (Fed. Cir. 2001) (citing Illinois Tool Works, Inc. v.
Grip-Pak, Inc., 906 F.2d 679, 681 (Fed. Cir. 1990));
University of Texas v. Camenisch, 451 U.S. 390, 395, 101
S. Ct. 1830, 1834, 68 L. Ed. 2d 175 (1981)). The Court
finds the following facts for the purposes of this Opinion.

A. History of this Action

Plavix, approved for sale in the United States by the
U.S. Food and Drug Administration ("FDA") in
November 1997, is prescribed for the reduction of
thrombotic events, such as heart attacks and strokes, for
patients who have recently suffered such events or who
have arterial disease or acute coronary syndrome. (See
Stipulated Statement of Facts ("Fact Stmt"), attached as
Ex. A to Joint Pretrial Order dated May 27, 2005 at P12.)
The active ingredient of Plavix is clopidogrel bisulfate.
(Id.) Sanofi obtained a patent claiming clopidogrel
bisulfate on July 11, 1989, naming Sanofi employees
Alain Badorc and Daniel Frehel as inventors. (Id. at
PP8-9.) That patent, U.S. patent number [*8] 4,847,265
("the '265 patent"), claims clopidogrel bisulfate by its
chemical name in claim three: "hydrogen sulfate of the
dextro-rotatory isomer of methyl alpha
5(4,5,6,7-tetrahydro(3,2-c)thieno
pyridyl)(2-chlorophenyl)-acetate substantially separated
from the levo-rotatory isomer." (Id. at PP9-10.) The '265
patent is exclusively licensed to the Bristol-Myers Squibb
Sanofi Pharmaceuticals Holding Partnership and expires
on November 17, 2011. (Id. at P9.)

Apotex sought approval from the FDA to
manufacture and sell clopidogrel bisulfate tablets before
the expiration of Sanofi's '265 patent by filing an
Abbreviated New Drug Application ("ANDA") with the
FDA in November 2001. (Fact Stmt at PP14-15.) In the
ANDA, Apotex certified that it believed the '265 patent
to be invalid, pursuant to the requirements of 21 U.S.C. §
355(j)(2)(A)(vii)(IV). (Id. at P16; see Glaxo Group Ltd. v.
Apotex, Inc., 376 F.3d 1339, 1344 (Fed. Cir. 2004)
(pursuant to 21 U.S.C. § 355(j)(2)(A)(I)-(IV), a generic
company has an obligation to "certify that either (I) no
patent information is listed . . . for the proposed generic
drug; (II) that the [*9] listed patents have expired; (III)
that the listed patents will expire before the generic
company markets its product; or (IV) that the patents
listed are invalid or will not be infringed by the generic
drug.").) Apotex was the first to file an ANDA for
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clopidogrel bisulfate (Decl. of Dr. Bernard Sherman,
dated Aug. 16, 2006 ("Sherman Decl.") at P17), thereby
securing the right to 180 days of market exclusivity
provided by the Hatch-Waxman Act to the first ANDA
filer to challenge a patent. See 21 U.S.C. § 355(j)(5)
(B)(iv); see also Joblove v. Barr Labs., Inc. (In re
Tamoxifen Citrate Antitrust Litig.), 429 F.3d 370, 376
(2d Cir. 2005).

In response to that ANDA filing by Apotex, Sanofi
filed this suit against Apotex on March 21, 2002 pursuant
to 35 U.S.C. § 271(e), on the ground that Apotex's filing
of the ANDA constituted infringement of the '265 patent.
Section 271(e)(2)(A) provides that "it shall be an act of
infringement to submit (A) an application . . . for a drug
claimed in a patent or the use of which is claimed in such
a patent, . . . if the purpose of such submission is to
obtain approval. . . to engage in the commercial
manufacture, [*10] use, or sale" of the drug before the
expiration of the patent. See also Glaxo Group, 376 F.3d
at 1344 ("Section 271(e)(2)(A) provides a jurisdictional
basis for a declaratory judgment suit against a generic
manufacturer."); Glaxo, Inc. v. Novopharm Ltd., 110 F.3d
1562, 1569 (Fed. Cir. 1997) (" § 271(e)(2) provided
patentees with a defined act of infringement sufficient to
create case or controversy jurisdiction to enable a court to
promptly resolve any dispute concerning infringement
and validity.").

Apotex counterclaimed, asserting that the '265 patent
is invalid for three reasons. First, because it was
anticipated by the prior art--specifically by Sanofi's own
prior patent, the '596 patent--pursuant to 35 U.S.C. §
102(b). Second, because the subject matter claimed in the
patent would have been obvious to a person of ordinary
skill in the art at the time the invention was made,
pursuant to 35 U.S.C. § 103. Third, because it was invalid
under the judicial doctrine of obviousness-type double
patenting. (See Third Amended Answer and Amended
Counterclaim ("Answer"), filed Jan. 14, 2005.) Apotex
also [*11] asserts that the '265 patent is unenforceable on
the basis of Sanofi's alleged inequitable conduct before
the U.S. Patent and Trademark Office ("PTO") in that
Sanofi failed to name Dr. Jean-Pierre Maffrand as an
inventor, made false statements to the PTO regarding the
unexpected pharmacological properties of clopidogrel
bisulfate, failed to disclose relevant prior research that
Sanofi had conducted on a similar chemical compound,
and failed to disclose a journal article Apotex alleges is a
material prior art reference. (See id.)

This action was originally supervised by Judge
Robert W. Sweet and was transferred to this Court in
February of 2004. By a Stipulation and Order endorsed
by this Court on May 7, 2004, the parties agreed that
Apotex's clopidogrel bisulfate product infringes claim 3
of Sanofi's '265 patent. (See May 7, 2004 Stipulation and
Order.) Thus, a major issue in many patent
litigations--whether or not the generic product infringes
the patent holder's patent--is not in contention here, but
rather is agreed upon. The parties then pursued a lengthy
course of discovery and motions, all leading to the entry
of a final pretrial order in July 2005. The matter was set
[*12] down for a March 2006 trial.

B. Events Giving Rise to This Motion

According to provisions of the Hatch-Waxman Act,
21 U.S.C. § 355(j)(5)(B)(iii), Sanofi's filing of a patent
infringement suit against Apotex triggered an automatic
stay barring the FDA from approving Apotex's ANDA
for thirty months. (See Sherman Decl. at P18.) The stay
expired on May 17, 2005 and the FDA approved
Apotex's ANDA eight months later, on January 20, 2006.
(Sherman Decl. at PP19, 24.)

Anticipating the expiration of the 30-month stay of
FDA approval of its ANDA, Apotex informed Sanofi in
October 2005 that it expected final approval by the FDA
to be "imminent." (Sherman Decl. at P21; Letter by
Robert Silver to Robert Baechtold dated Oct. 24, 2005,
attached as Ex. A to Sherman Decl.) In the October 2005
letter, Apotex informed Sanofi that it intended to launch
its product as soon as possible after FDA approval and
asserted that "it cannot be appropriate for Plaintiffs to do
nothing until launch is imminent and only then bring a
motion for an injunction." (Id.) On January 20, 2006 the
FDA gave final approval to Apotex's ANDA. (Sherman
Decl. at P24.)

Several days before [*13] the FDA announced its
final approval of Apotex's ANDA, Sanofi and Apotex
began discussions in an attempt to resolve this litigation.
(See Decl. of Robert L. Baechtold dated Aug. 20, 2006
("Baechtold Decl.") at P2.) On the same afternoon that
the FDA approved Apotex's ANDA, an email from
Apotex's counsel to Sanofi's counsel memorialized "the
terms of the settlement we reached." (See Jan. 16, 2006
Email, attached as Ex. 1 to Baechtold Decl.) This
"settlement" provided that "during settlement
negotiations Apotex will not launch its generic product
and Sanofi will not launch an authorized generic and will
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not move for an injunction." (Id.) An email several days
later from Sanofi's counsel to Apotex's counsel included
the "final version of the agreements between our[] clients
as reflected in our exchange of emails" and attached an
agreement that also stipulated that Apotex would not
launch its generic and Sanofi would not move for an
injunction during settlement negotiations. (Jan. 20, 2006
email, attached as Ex. 2 to Baechtold Decl.) Thus, the
parties agreed in January of 2006 that neither party would
launch a generic, nor would Sanofi move for a
preliminary injunction while [*14] settlement
discussions were ongoing.

Although the trial had initially been set for March
2006, Apotex requested that the trial be delayed because
Apotex's counsel had another trial scheduled to begin in
early March. (Baechtold Decl. at P5.) The parties then
entered into a second agreement, on February 8, 2006,
providing that Apotex would seek a postponement of the
trial for three months to accommodate its own counsel's
trial schedule, and that Sanofi would consent to the
postponement. (Baechtold Decl. at PP6-7; Feb. 8, 2006
Agreement, attached as Ex. 3 to Baechtold Decl.) The
parties again agreed that neither party would launch a
generic product and Sanofi would not move for a
temporary restraining order or preliminary injunction
during that period of postponement. (Id.) The parties then
requested an adjournment of the trial date for three
months. That request was granted and the trial was
rescheduled for June 2006.

Six weeks later--on St. Patrick's Day, March 17,
2006--the parties reached an agreement to resolve the
litigation. (Sherman Decl. at P32; Baechtold Decl. at P8;
March 17, 2006 Agreement, attached as Ex. 4 to
Baechtold Decl.) The agreement was subject to approval
by [*15] the FTC and a consortium of state attorneys
general under an order entered in a previous litigation
involving Bristol-Myers Squibb. (Sherman Decl. at P32.)
The parties submitted the agreement for the required
regulatory review, but the state attorneys general
informed the parties in early May that they would not
approve the settlement as written. (Sherman Decl. at
P34.)

After the March 17 agreement was rejected, the
parties negotiated a second. (Sherman Decl. at P35;
Baechtold Decl. at P9; May 26, 2006 Agreement
("Second Agreement"), attached as Ex. 5 to Baechtold
Decl.) This second agreement, dated May 26, 2006, was

also submitted for regulatory approval; however on July
28, 2006 the state attorneys general informed Sanofi's
counsel that the "states object to and will not approve the
Settlement Agreement." (Sherman Decl. at P47; July 28,
2006 Letter, attached as Ex. E to Sherman Decl.)
Paragraph 13 of the Second Agreement provides that "if
Regulatory Review has not been completed by July 31,
2006 either party has the right to declare that there has
been regulatory denial." (Second Agreement at P13.) In a
letter dated July 31, 2006, Apotex declared regulatory
denial. (Baechtold Decl. [*16] at P10.)

The Second Agreement contains a number of terms
that were to enter into force in the event of regulatory
denial. (See Second Agreement at PP14-15.) Paragraph
14 provides, in relevant part, that in the event of
regulatory denial, the litigation between the parties will
resume "as further described in paragraph 15" and that
Sanofi agrees that:

if the litigation results in a judgment that
the '265 patent is not invalid or
unenforceable, Sanofi agrees that its actual
damages for any past infringement by
Apotex, up to the date on which Apotex is
enjoined, will be 50% of Apotex's net
sales of clopidogrel products if Sanofi has
not launched an authorized generic . . . .
Sanofi further agrees that it will not seek
increased damages under 35 U.S.C. § 284.

Paragraph 15 provides that if the regulatory review
results in regulatory denial, the parties agree that:

(i) Until 5 business days after the date on
which Regulatory Denial is effective (not
counting the day on which it becomes
effective), Apotex will not launch a
generic clopidogrel bisulfate product and
Sanofi will not launch an authorized
generic product, and Sanofi will not [*17]
seek a temporary restraining order or a
preliminary injunction.

(ii) After the expiration of the period
defined in sub-paragraph (i), Sanofi agrees
that it will not launch an authorized
generic clopidogrel product before a
launch by Apotex of a generic clopidogrel
product, and Sanofi will not, at any time,
file for a temporary restraining order, and
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will not file for a preliminary injunction
until Sanofi gives Apotex 5 business days
notice . . . of its intention to do so, which
notice will not be given before Apotex has
initiated a launch of a generic clopidogrel
product.

Immediately after Apotex declared regulatory denial
on Monday July 31, 2006, Sanofi sought a temporary
restraining order barring Apotex from launching its
generic clopidogrel bisulfate product. The Court denied
that motion on Friday, August 4, 2006, on the ground that
Sanofi had explicitly agreed not to seek a temporary
restraining order in Paragraph 15 of the Second
Agreement and had not provided any tangible evidence
that Apotex was in material breach of the agreement. (See
Tr. of Aug. 4, 2006 hearing.)

On Tuesday, August 8, 2006, approximately one
week after declaring regulatory denial, Apotex launched
[*18] its generic clopidogrel bisulfate product. Sanofi
notified Apotex on that same day that it intended to move
for a preliminary injunction in the time frame set forth in
paragraph 15 of the Second Agreement, which permitted
Sanofi to file for a preliminary injunction five business
days after the launch by Apotex of its generic product.
Sanofi thus moved for a preliminary injunction on
Tuesday, August 15, 2006. Apotex filed responsive
papers including affidavits and reports by several fact and
expert witnesses, and the Court heart testimony during a
hearing conducted on August 18 and 21, 2006.

III. PRELIMINARY INJUNCTION

A. Legal Standard

On substantive questions of patent law, this Court is
bound by the precedents of the U.S. Court of Appeals for
the Federal Circuit. See Hybritech, Inc. v. Abbott Labs.,
849 F.2d 1446, 1451 n.12 (Fed. Cir. 1988). The decision
whether to grant or deny a preliminary injunction in the
context of a patent dispute pursuant to 35 U.S.C. § 283 is
committed to the discretion of the Court. See Polymer
Techs. v. Bridwell, 103 F.3d 970, 973 (Fed. Cir. 1996);
Novo Nordisk of North Am., Inc. v. Genentech, Inc., 77
F.3d 1364, 1367 (Fed. Cir. 1996). [*19] In addition, all
findings of fact and conclusions of law at the preliminary
injunction stage are subject to change upon the ultimate
trial on the merits. See Illinois Tool Works, 906 F.2d at
681 (citing Camenisch, 451 U.S. at 395).

As the moving party, Sanofi carries the burden of
demonstrating the propriety of a preliminary injunction,
"in light of the following four factors: (1) a reasonable
likelihood of success on the merits; (2) irreparable harm
if the injunction were not granted; (3) the balance of the
hardships and (4) the impact of the injunction on the
public interest." Polymer Techs., 103 F.3d at 973.
"Analysis of each of the four factors is generally
appropriate 'for reasons of judicial economy and . . .
appellate review,'" but with two exceptions. Id. (quoting
Reebok Int'l Ltd. v. J. Baker, Inc., 32 F.3d 1552, 1557
(Fed. Cir. 1994)). First, if the moving party "clearly
establishes the first factor (by making a 'clear showing' of
both validity and infringement), it [is] entitled to a
rebuttable presumption" of irreparable harm. Id. (citing
Smith Int'l, Inc. v. Hughes Tool Co., 718 F.2d 1573, 1581
(Fed. Cir. 1983)). [*20] Second, "if the moving party
fails to establish either of the first two factors," then "a
trial court need not make findings concerning the third
and fourth factors" before proceeding to deny the
preliminary injunction. Id. (quoting Reebok, 32 F.3d at
1556).

B. Likelihood of Success

In order to demonstrate that it has a likelihood of
success, Sanofi must show that, "in light of the
presumptions and burdens that will in here at trial on the
merits, (1) it will likely prove . . . [infringement] and (2)
its infringement claim will likely withstand [Apotex's]
challenges to the validity and enforceability of the . . .
patent." Genentech, Inc. v. Novo Nordisk A/S, 108 F.3d
1361, 1364; see also Canon Computer Sys., Inc. v.
Nu-KoteInt'l, Inc., 134 F.3d 1085, 1088 (Fed. Cir. 1998)
(citing Nutrition 21 v. United States, 930 F.2d 867,
869-70). In this context, the patent is accorded an initial
presumption of validity and enforceability pursuant to 35
U.S.C. § 282. See New England Braiding Co. v. A.W.
Chesterton Co., 970 F.2d 878, 882 (Fed. Cir. 1992)
(citation omitted). If, however, Apotex produces evidence
[*21] raising a "'substantial question' concerning
validity, enforceability, or infringement," then Sanofi
must produce countervailing evidence demonstrating that
these defenses "'lack[] substantial merit.'" Genentech,
Inc., 108 F.3d at 1364 (citation omitted).

In its opposition to the preliminary injunction
motion, Apotex admits its product infringes Sanofi's
patent, but raises three defenses: First, Apotex argues that
the '265 patent is invalid because it was anticipated by an
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earlier Sanofi patent, the '596 patent. Second, Apotex
argues that the '265 patent is invalid for obviousness
because it would have been obvious to a person of
ordinary skill in the art based on that earlier Sanofi patent
and other prior art in the field. Third, Apotex asserts that
the '265 patent is unenforceable because of inequitable
conduct committed by Sanofi during the prosecution of
the application for the '265 patent at the PTO. Ultimately,
Apotex will bear the burden at trial of proving each of
these defenses by clear and convincing evidence. See
Oney v. Ratliff, 182 F.3d 893, 895 (Fed. Cir. 1999)
(invalidity); Elk Corp. v. GAF Bldg. Materials Corp., 168
F.3d 28, 30 [*22] (Fed. Cir.) (unenforceability), cert.
denied, 528 U.S. 873, 120 S. Ct. 178, 145 L. Ed. 2d 150
(1999). At the preliminary injunction stage, however, the
Court considers primarily whether the defenses asserted
by Apotex raise a substantial question regarding the
validity and enforceability of the '265 Patent.

1. Infringement

As noted above, Apotex admits and stipulates that
the generic clopidogrel bisulfate product that is the
subject of its ANDA infringes claim 3 of Sanofi's '265
patent, which claims "[h]ydrogen sulfate of the
dextro-rotatory isomer of methyl alpha-5
(4,5,6,7-tetrahydro (3,2-c) thieno pyridyl)
(2-chlorophenyl)-acetate," also known as clopidogrel
bisulfate. (See Fact Stmt at PP18-19; May 7, 2004
Stipulation and Order.)

2. Invalidity

"A patent shall be presumed valid," and "[t]he
burden of establishing invalidity of a patent or any claim
thereof shall rest on the party asserting such invalidity."
35 U.S.C. § 282. To overcome this presumption of
validity at trial, "the party challenging a patent must
prove facts supporting a determination of invalidity by
clear and convincing evidence." Schumer v. Lab.
Computer Sys., 308 F.3d 1304, 1315 (Fed. Cir. 2002)
[*23] (citing Apotex USA, Inc. v. Merck & Co., 254 F.3d
1031, 1036, (Fed. Cir. 2001), cert. denied, 534 U.S. 1172,
122 S. Ct. 1196, 152 L. Ed. 2d 136 (2002)). At the
preliminary injunction stage, however, "the trial court
does not resolve the validity question but rather must . . .
make an assessment of the persuasiveness of the
challenger's evidence, recognizing that it is doing so
without all evidence that may come out at trial." New
England Braiding Co., 970 F.2d at 883. The Court finds
Apotex's evidence insufficiently persuasive to establish a

likelihood of proving invalidity at trial.

a. Anticipation

i. Legal Standards

Pursuant to 35 U.S.C. § 102, an invention may
receive a patent only if it is 'novel' in relation to the 'prior
art' available to the public at the time the patent
application is filed. See 35 U.S.C. § 102(b). A prior art
reference renders a patented invention "anticipated--and
thus invalid--if it "discloses every feature of the claimed
invention, either explicitly or inherently." Hazani v.
United States ITC, 126 F.3d 1473, 1477 (Fed. Cir. 1997);
[*24] see also Schering Corp. v. Geneva Pharms., Inc.,
339 F.3d 1373, 1379 (Fed. Cir. 2003) ("[A] prior art
reference which expressly or inherently contains each and
every limitation of the claimed subject matter anticipates
and invalidates.") (citations omitted). To disclose the
features of the claimed invention, the prior art must
"describe every element of the claimed invention, either
expressly or inherently, such that a person of ordinary
skill in the art could practice the invention without undue
experimentation." Advanced Display Sys., Inc. v. Kent
State Univ., 212 F.3d 1272, 1282 (Fed. Cir. 2000); see
also Mehl/Biophile Int'l Corp. v. Milgraum, 192 F.3d
1362, 1365 (Fed. Cir. 1999). The disclosure must
therefore be "an enabling disclosure," rather than merely
"vague intimations of general ideas that may or may not
be workable." Genentech, Inc., 108 F.3d at 1366 (citing
Brenner v. Manson, 383 U.S. 519, 536, 16 L. Ed. 2d 69,
86 S. Ct. 1033, 1966 Dec. Comm'r Pat. 74 (1966)).

Apotex alleges that the '265 patent is anticipated by
an earlier patent Sanofi held that covered a genus of
chemical compounds called thienopyridines, [*25]
within which clopidogrel bisulfate falls. This earlier
patent, U.S. Patent No. 4,529,596 ("the '596 patent")
issued in July 1985, four years before the '265 patent
issued, and expired in July 2003. (See Fact Stmt at P28.)
Indeed, the parties have stipulated that clopidogrel
bisulfate is "a compound that is within the genus of claim
one of the '596 patent." (Id. at P32.) Apotex asserts that
this prior patent fully disclosed and thus anticipates
clopidogrel bisulfate; Sanofi defends the novelty of the
'265 patent on the ground that the '596 patent was not an
enabling disclosure. In other words, it did not "describe
every element" of clopidogrel bisulfate "such that a
person of ordinary skill in the art could practice the
invention without undue experimentation." Advanced
Display Sys., 212 F.3d at 1282. To address this issue,
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some technical background is necessary.

ii. The '596 and '265 Patents

The '596 patent is entitled "Thieno [3,2-c] Pyridine
Derivatives and Their Therapeutic Application," and
describes a genus of compounds that exhibit
blood-platelet aggregation inhibition and anti-thrombotic
activity. (Fact Stmt at P27; '596 patent at col. 8, lines
[*26] 22-24.) The thienopyridines described in the '596
patent are all racemic compounds. (Testimony of Dr.
Jean-Pierre Maffrand, Transcript of Preliminary
Injunction Hearing dated Aug. 18 & 21, 2006 ("tr."), at
136-137; Affidavit of Dr. Robert Snyder dated Jun. 8,
2004 at 3.) A racemic compound is chiral, meaning that it
has an asymmetric carbon, or "chiral," center. (Id.) A
chiral center is composed of a carbon atom connected to
four other atoms-in the case of the compounds described
in the '596 patent, the carbon atom is connected to a
nitrogen atom, a hydrogen atom and two other carbon
atoms. (Maffrand, tr. at 136-37.) A racemic mixture, also
known as a racemate, is a mixture of molecules with
asymmetric carbon centers. The racemate consists of an
equal number of each of two enantiomers. (Expert Report
of Dr. Stephen G. Davies dated July 6, 2004, attached as
Ex. 1 to Decl. of Stephen G. Davies dated Aug. 11, 2006,
at P32.) The two enantiomers are two different spatial
configurations of the same molecule. (Id. at PP27-29.)
The enantiomers are non-superimposable mirror images
of each other, such as a right and a left hand. (Id. at P27.)
The two enantiomers generally have identical [*27]
physical properties-such as melting at the same
temperature and dissolving in solvents to the same
extent-except for one characteristic: If a chemist directs a
plane of polarized light through a solution of just one of
the two enantiomers, the enantiomer will rotate the light
to the right or to the left. (Id. at P30, 41.) If an enantiomer
rotates light to the right, it is described as
"dextrorotatory," while if the enantiomer rotates light to
the left it is described as "levorotatory." (Id. at P30.)
When the name for a chemical compound with an
asymmetric carbon center does not indicate a particular
enantiomer, a chemist will understand the compound to
be a racemate; that is, a mixture that contains an equal
number of dextro- and levo-rotatory enantiomers. (Id. at
P32.)

The '596 patent discloses a group of compounds
described by a general formula. Because the formula has
two variables (X and Y), each of which can be one of a

number of enumerated substituents, with 37 possibilities
for the X variable and 1710 possible choices for Y, the
general formula covers an extremely large number
compounds. 1 (Davies at PP60-64; Expert Report of Dr.
Stephen R. Byrn dated July 9, 2004, attached [*28] as
Ex. 1 to Decl. of Stephen R. Byrn dated Aug. 11, 2006, at
PP55-58; Maffrand, tr. at 137.) Each of the described
compounds is racemic (Maffrand, tr. at 137); however the
'596 patent states that "[t]he invention relates both to
each enantiomer and their mixture." ('596 patent col. 1,
lines 40-41; Maffrand, tr. at 140.)

1 Multiplying these variables by the number of
pharmaceutically acceptable salts yields an even
higher number. Maffrand testified that "if we mix
and match all the claimed substituents . . . and if
we take into account the different salts which can
be made for each of these compounds," the '596
patent covers "millions" of compounds, each of
which would have a chiral center and be racemic.
(Maffrand, tr. at 137.) Sanofi's expert Dr. Stephen
Davies, basing his calculations on 50
pharmaceutically acceptable salts, estimates the
number to be "almost 9.5 million different
compounds." (Davies at PP63-64.)

A chemist charged with finding a suitable form for a
drug compound transforms it into a solid [*29] form by
adding an acid or base to form a crystalline salt. (Byrn at
PP15, 28.) The '596 patent sets forth that the
thienopyridine compounds within the genus claimed by
the patent can be made into addition salts with
pharmaceutically acceptable mineral or organic acids or a
mineral base. (Byrn at P57; '596 patent, col. 1, lines
42-51.)

The '596 patent gives 21 examples of particular
compounds included within the genus compound "to
exemplify and to illustrate the different substituents
which were claimed in the general formula." (Maffrand,
tr. at 138; see Snyder at 14.) These different compounds
are described in the patent as different salts
forms-particularly, hydrobromide, hydrochloride and
bisulfate salts. (Maffrand, tr. at 139-140.) The first of the
21 examples in the '596 patent is a thienopyridine
racemate entitled "methyl alpha-5(4,5,6,7-tetrahydro
(3,2-c) thienopyridyl)(2-chlorophenyl) acetate." ('596
patent col. 3, lines 37-41; Snyder at 3.) Sanofi referred to
this compound internally as "PCR 4099." (Maffrand, tr.
at 138.) PCR 4099 was described in the '596 patent as a
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hydrochloride salt. (Maffrand, tr. at 139.)

The later patent, that is, the '265 patent which is at
issue [*30] here, claims the "[h]ydrogen sulfate of the
dextro-rotatory enantiomer of methyl alpha-5(4,5,6,7-
tetrahydro (3,2-c) thienopyridyl (2-chlorophenyl)
acetate." (Fact Stmt at PP18, 19.) In other words, the '265
patent claims the dextrorotatory enantiomer of the
racemate PCR 4099, which has been given the generic
name "clopidogrel," (Snyder at 18), prepared as a
bisulfate salt.

iii. Apotex's Case for Anticipation

Apotex asserts that the later '265 patent is anticipated
by the earlier '596 patent because, it urges, the earlier
'596 patent both describes clopidogrel bisulfate and
enables a person of ordinary skill in the art to produce it.
In Apotex's view, the '596 patent describes clopidogrel
bisulfate by claiming the class of thienopyridines to
which clopidogrel belongs, by stating that the patent
covers the thienopyridines described in "both
enantiomeric forms or their mixture," and by specifying
that the patent covers the thienopyridines and "their
addition salts with pharmaceutically acceptable mineral
or organic acids." ('596 patent col. 13, lines 8-19.)

The description section of the '596 patent makes this
description even more explicit, Apotex asserts, because it
states [*31] that the patent describes not only the general
racemic compounds specified in the patent, but also their
"addition salts with pharmaceutically acceptable mineral
or organic acids." It also states that "the invention relates
both to each enantiomer and their mixture." ('596 patent
at col. 1, lines 40-44.) Moreover, Apotex points out, the
'596 patent expressly lists PCR 4099 as Example 1 in the
patent. Because a person of ordinary skill in the art would
know that one enantiomer of a racemic mixture would
likely be more pharmaceutically active than the other,
Apotex alleges, the '596 patent's indication of PCR 4099
and its two enantiomers is sufficient to lead a person of
ordinary skill in the art to "the active enantiomer" of PCR
4099. Finally, Apotex alleges, the patent defines a class
of only three preferred salts--bisulfate, hydrochloride and
hydrobromide--because only these three salts are used in
the examples for the class of ester compounds of which
PCR 4099 is a member. Therefore, Apotex claims, a
person of ordinary skill in the art would gain an
understanding of clopidogrel bisulfate merely by reading
the '596 patent.

Not only would the '596 patent give a person of
ordinary [*32] skill in the art an understanding of
clopidogrel bisulfate, Apotex claims, but by reading the
patent that person would be able to "practice the
invention without undue experimentation," Advanced
Display Sys., 212 F.3d at 1282, or, here, apply the
teachings of the '596 patent and his or her background
knowledge to produce clopidogrel bisulfate as disclosed
in claim three of the '265 patent. Apotex alleges that the
'265 patent indicates "the classic method" for separating a
racemate into its enantiomers-a method that originated
with Louis Pasteur in the 19th century and "is taught in
every common text-book of Organic Chemistry"--and a
person skilled in the art would know this method and be
able to separate the enantiomers of PCR 4099 with only
routine experimentation. Finally, salt formation is "an
everyday matter" for one of ordinary skill in the art,
Apotex claims. In sum, Apotex asserts that ordinary skill
in organic chemistry together with the teachings of the
'596 patent would enable a chemist to produce
clopidogrel bisulfate. Hence, Apotex concludes, the '265
patent is invalid because it is anticipated by Sanofi's own
'596 patent.

iv. Discussion

Although [*33] Apotex has succeeded in raising a
"substantial question" as to whether the '265 patent was
anticipated by the '596 patent, Sanofi has adequately
demonstrated that that question "lacks substantial merit."
Genentech, Inc., 108 F.3d at 1364.

As a preliminary matter, the burden of showing
invalidity is "especially difficult" when "the infringer
attempts to rely on prior art that was before the patent
examiner during prosecution," as was the case here. See
Glaxo Group, 376 F.3d at 1348 (citing Al-Site Corp v.
VSI Int'l Inc., 174 F.3d 1308, 1323 (Fed. Cir. 1999)); see
also American Hoist & Derrick Co. v. Sowa & Sons, Inc.,
725 F.2d 1350, 1359 (Fed. Cir. 1984) (when a challenger
attacks a patent on the basis of prior art that was
considered by the PTO examiner, the challenger "has the
added burden of overcoming the deference that is due to a
qualified government agency presumed to have properly
done its job," especially since the patent examiners "are
assumed to have some expertise in interpreting the
references and to be familiar from their work with the
level of skill in the art").

As noted above, Apotex asserts that [*34] the '265
patent is invalid because it is anticipated by the '596
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patent; that is, the earlier patent describes the later one
and also enables a person of ordinary skill in the art to
produce it. We now turn to each of those concepts.

Does the '596 Patent Describe Clopidogrel
Bisulfate?

As for the first prong of the test for whether the '596
patent anticipated the '265 patent, the Court finds for the
purposes of this Opinion that the '596 patent did not
describe clopidogrel bisulfate. First, the sheer number of
compounds in the class covered by the '596 patent
indicates that the patent did not point a scientist towards
the bisulfate salt of the dextrorotatory enantiomer of PCR
4099. Apotex's expert Dr. Robert McClelland agreed on
cross-examination that to find the number of compounds
covered by the general formula in the '596 patent, one
would multiply the variables for X by the variables for Y
and then multiply that by 50 different pharmaceutically
acceptable salts. 2 (See tr. at 492.) Sanofi's experts
testified that this calculation yields millions of
compounds (Davies, at P63-64 ("9.5 million"); Maffrand,
tr. at 137 ("millions")); Dr. McClelland admitted that the
number [*35] of compounds totals "at least hundreds of
thousands." (Tr. at 494.)

2 Dr. McClelland agreed that this would be "one
way of doing it," and explained "I would multiply
and obtain the number of compounds and then
multiply to obtain the total number including
salts." (Tr. at 492.)

In Minnesota Mining & Mfg. Co. v. Johnson &
Johnson Orthopaedics, Inc., 976 F.2d 1559, 1572 (Fed.
Cir. 1992), the Federal Circuit found that a prior patent
that "state[d] in a very general way that fiberglass can be
used as a substrate," did not disclose the "range of mesh
sizes and thickness parameters that encompassed the
range of measurements claimed" in a later patent, even
though the specific claims of the later patent were
"subsumed in" the prior patent's "generalized disclosure."
Id. at 1572. The Federal Circuit found that the claims in
the earlier patent were "so broad as to be meaningless to
one skilled in the art," without more specific guidance.
Id. Similarly, here, because the pool of [*36] options is
so large, the '596 patent does not "sufficiently describe" a
specific salt form of a specific enantiomer of a particular
racemate out of all those "millions," or at least "hundreds
of thousands" of options "to have placed the public in
possession of it." Id.

Apotex claims that the '596 patent gave specific
guidance leading a chemist to clopidogrel bisulfate by
listing PCR 4099 as the first of only 21 examples, and by
pairing the examples in the ester group, of which PCR
4099 is a member, with only three pharmaceutically
acceptable salts, including bisulfate. However, nothing in
the patent directed a chemist to separate the enantiomers
of PCR 4099 or to prepare one of the enantiomers of PCR
4099 as a bisulfate salt, rather than as a hydrochloride salt
as the racemate PCR 4099 was described in Example 1.

First, none of the examples in the '596 patent shows
individual enantiomers separated from their opposite
enantiomers, as Aptoex's expert agreed. (Testimony of
Dr. Robert McClelland, tr. at 495.) Apotex's expert Dr.
McClelland agreed that the term "each enantiomer and
their mixtures," from the '596 patent at column 1, lines
40-41, appears only in the general description [*37]
portion of the '596 patent, and is not referenced again in
the context of any specific example. (Tr. at 496-497.) At
first, Dr. McClelland testified that "the patent teaches that
the compounds can exist as enantiomers," claiming that a
scientist would be led to the dextrorotatory enantiomer of
PCR 4099 by reading the "each enantiomer and their
mixtures statement" into the first example. That is, the
scientist would understand that PCR 4099 could also
exist as one or the other of its enantiomers. (Tr. at 499.)
However, Dr. McClelland then admitted that this
reasoning would lead a scientist as equally to the
levorotatory enantiomer as to the dextrorotatory, and that,
moreover, the scientist could read the "each enantiomer
and their mixtures" statement equally into any of the
"hundreds of thousands" of compounds disclosed in the
'596 patent. (Tr. at 499-500; McClelland, tr. at 494.)

Indeed, Sanofi's experts testified that nothing in the
prior literature could have predicted that a single
enantiomer of the racemate PCR 4099 would have more
acceptable pharmaceutical properties than the racemate
itself. Thus, a scientist would not have been motivated to
split the enantiomers of 4099 without [*38] guidance
that the '596 patent did not provide. Sanofi's experts
allege that the split of activity and toxicity-with a single
enantiomer having nearly all of the activity and none of
the toxicity-could not have been expected. (See Davies at
PP206-211; Expert Report of Shayne Gad dated July 8,
2004, attached as Ex. 1 to Decl. of Shayne Gad dated
Aug. 9, 2006, at PP118-119; Expert Report of Stephen R.
Hanson dated July 8, 2004, attached as Ex. 1 to Decl. of
Stephen R. Hanson dated Aug. 8, 2006, at P58.) Apotex's
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own expert, Dr. McClelland, testified that although there
are examples where the inactive enantiomer contributes
toxicity and the active enantiomer does not, these
examples are not predictable, and this split is "less
predictable" than the simple split between activity and
inactivity. (See tr. at 505-06.) While Dr. Maffrand
testified on cross-examination that the literature in the
late 1970s suggested that different enantiomers could
have different biological properties from their racemate
or from each other, he also testified that nothing in the
literature could have predicted when they would have
different properties. (Tr. at 170-72.) Dr. Maffrand
testified that [*39] in "numerous" cases, including the
drug Prozac, there is "no obvious difference" between the
two enantiomers. (Tr. at 171.) He also testified that
Sanofi performed experiments on hundreds of
compounds while testing for an acceptable anti-platelet
aggregation drug, and only attempted to split the
enantiomers in three instances, (see tr. at 145), a fact
which suggests that selecting only one enantiomer of a
racemic compound was not a matter of routine. (See also
Davies at P204 ("Sanofi's own thienopyridine program . .
. showed that until they invented clopidogrel, their
research effort was focused almost solely on modifying
the thienopyridines to come up with a better compound.
Only twice did they obtain the isolated enantiomers of a
thienopyridine prior to making clopidogrel.")

Moreover, the Sanofi experts testified that the
properties of enantiomers are unpredictable in the body,
rendering a separation of enantiomers ineffective in many
cases because even if the enantiomers are separated, they
could convert back into the racemic mixture, via a
process known as racemization. Dr. Maffrand testified
that because PCR 4099 has a C-O-Y group attached to
the chiral center, PCR 4099 [*40] is susceptible to
racemization, which, he explained, "means if you succeed
in separating the two enantiomers they could convert
back to the racemate by racemization." (Tr. at 147-148;
see also Davies at P84 (stating that "a chemist would
immediately realize that . . . the PCR 4099 molecule
would be susceptible to racemization . . . putting the
chemist back to square one").) Dr. Maffrand testified on
cross-examination that because there are "a number of
process[es] which play a role" in the metabolization of a
drug once it is in a human body, the enantiomers often
"revert back," or racemize in the body. (Tr. at 171-172.)
Ibuprofin, Thalidomide and Pesugryl are all examples of
drugs that racemize in the body. Indeed, Dr. Maffrand
stated, this is "because [scientists] are not able with two

separated enantiomer[s] to avoid the racemization in the
body." (Id.) Apotex's expert Dr. McClelland agreed, on
cross-examination, that "there are examples where if you
give one enantiomer, the body converts it back to
racemic." (Tr. at 505.) In sum, in Dr. Maffrand's words,
"it's very difficult to predict if two enantiomers could
have or not have the same activity in the body." (Tr. at
[*41] 171-72.)

Finally, the evidence reflects that Apotex spent many
years and "tens of millions" of dollars developing PCR
4099 before discontinuing work on the racemate to focus
on the single dextrorotatory enantiomer, or clopidogrel. If
even those who secured the '596 patent did not attempt to
separate the enantiomers of PCR 4099 until very late in
the testing and development of the racemate, it seems
evident the '596 patent did not give specific guidance
leading a chemist to do so. Sanofi researchers decided to
try separating the enantiomers of PCR 4099 after
performing "at least 50 different tests," and spending
"tens of millions" on PCR 4099 research over the course
of five years. (Maffrand, tr. at 143-144.) Dr. Maffrand
testified that when Sanofi decided to discontinue
development of PCR 4099, Sanofi had already completed
"phase one clinical studies"--which meant that the
company had proceeded to testing PCR 4099 in
humans--and that the decision to focus on clopidogrel
instead of the PCR 4099 racemate set Sanofi back four
years in bringing a new antiplatelet aggregation drug to
the market, something it knew was needed by the
marketplace. (Tr. at 154-155; see also April 1987 Letter
[*42] from Pierre Simone, Pl. Ex. 87.)

The evidence suggests that not only would a scientist
not have been led by the '596 patent to the dextrorotatory
enantiomer of PCR 4099, but the scientist would also not
have been led to prepare that enantiomer as a bisulfate
salt. Example 1 of the '596 patent described PCR 4099 as
a hydrochloride salt, not a bisulfate salt. (See
McClelland, tr. at 497; '596 patent, Example 1.)
According to Sanofi's expert Dr. Byrn, this example
would suggest to a chemist that the hydrochloride would
also be an acceptable salt form for clopidogrel, and thus
would actually dissuade one of ordinary skill to try the
bisulfate. (Byrn at P83.) Further, at the time the '265
patent issued, bisulfate had not been previously approved
by the FDA for marketing in the United States as a
pharmaceutical. (See Maffrand, tr. at 233.) A chemist
could choose from between 50 different approved
pharmaceutical salts in deciding how to formulate a solid
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dosage form of the drug. (See McClelland, tr. at 500;
Byrn at P82.)

Even if a chemist were to try only the three salts used
for the ester group compound examples in the '596
patent, the chemist could not be certain of finding [*43]
a pharmaceutically acceptable salt form for clopidogrel
among those three. Sanofi's expert Dr. Byrn explains that
"every salt formation with a new compound is . . . an
unpredictable exercise because of the way that salt
molecules pack in the solid state. One cannot say that just
because the bisulfate salt was used with the racemic
compounds of the '596 patent, that it would be expected
to work with the single enantiomer clopidogrel." (Byrn at
P85; see also Affidavit of Alain Badorc dated June 11,
2003 ("Badorc"), attached as Ex. 1 to Decl. of Alain
Badorc dated Aug. 11, 2006, at P26.) Rather, a chemist
would have to test various salts to find one with all of the
desired properties, that is, a salt that is highly crystalline,
stable, does not absorb water, and that has good solubility
for use in clinical testing. (Byrn at P76.) To this end, even
given the teaching of the '596 patent, Sanofi chemist Dr.
Alain Badorc tried to formulate clopidogrel as twenty
different salts before finding that the enantiomer would
crystallize well and possess acceptable pharmaceutical
properties as a bisulfate salt. (See Badorc at PP27-30)
Thus, disclosing bisulfate in the '596 patent was
insufficient [*44] to disclose a single enantiomer of a
disclosed compound as a bisulfate salt. See also Pfizer
Inc. v. Ranbaxy Labs Ltd., 405 F. Supp. 2d 495, 517 (D.
Del. 2005) ("[T]he selection of salts is a difficult task.
Given the unique properties each salt imparts to the
parent compound, salt selection is not a routine process
and the success of a given salt is not easily predicted.")

Does the '596 Patent Enable a Person of Ordinary
Skill in the Art to Produce Clopidogrel Bisulfate?

As for the second prong of the anticipation
test--whether the '596 patent enables a person of ordinary
skill in the art to produce clopidogrel bisulfate--the Court
finds for the purposes of this Opinion that the '596 patent
did not enable clopidogrel bisulfate such that "a person of
ordinary skill in the art could practice the invention
without undue experimentation." Advanced Display Sys.,
212 F.3d at 1282. The parties agree that a person of
ordinary skill in the art has a bachelor's degree in
chemistry with a specialization in organic chemistry and
would have several years experience in the field
"involved in the synthesis, study and properties of drugs,

drug candidates, [*45] and biologically active
compounds." (McClelland, tr. at 447-48; see also Snyder
at 10; Davies at P18.) This person "would have both
knowledge and experience in the preparation and
separation of stereoisomers." (McClelland, tr. at 484-85;
see also Davies at P18.)

First, the '596 patent did not disclose to a skilled
person how the enantiomers of PCR 4099 could be
separated. Because the properties of dextrorotatory and
levorotatory enantiomers in a racemic compound will, "in
general," have identical physical properties, a chemist
must devise some method for changing the enantiomers
so they have "at least some different physical property,
which hopefully can be exploited to separate the
compounds." (Daviesat P43.) Sanofi's experts assert that
a chemist cannot be certain before experimentation which
method of separation will be effective for a given
compound. (Id.) As Apotex points out, Dr. Badorc
employed a "classic" method to elicit the dextrorotatory
enantiomer-by forming diastereomeric salts with an
optically active acid followed by crystallization.
However, the evidence shows that there are many such
"classic" methods for separating enantiomers. 3

(Maffrand, tr. at 174-76; [*46] Davies at P44 (listing 13
"methods for obtaining individual enantiomers that one of
ordinary skill would have considered when faced with the
challenge of obtaining enantiomers").) Dr. Maffrand
testified that there was no "way to know whether any of
those methods would be successful in separating any
particular racemate before you tried to use it." (Tr. at
249.) He also testified that "you can even test all the
methods, all the approaches, and finally fail. You have no
guarantee of success." 4 (Tr. at 249-50.)

3 On this point, while Apotex makes much of
the fact that the method Badorc employed to
successfully separate the enantiomers was the
classic method," the only document Apotex
proffered identified it as a classic method.
(Maffrand, tr. at 175-76, 248; DX 425.)
4 Such is the scientific interest in the subject that
Sanofi expert Dr. Stephen Davies estimates that
there are "tens of thousands of publications in the
scientific literature . . . concerning the application
of these methods to obtain enantiomers of specific
compounds." (Davies at P45.)

[*47] In fact, Dr. Badorc tried various methods
before succeeding in separating the enantiomers
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(Maffrand, tr. at 128, 132; Badorc at PP4-24.); if the '596
patent disclosed clopidogrel in such a way that a person
of skill in the art could obtain clopidogrel from PCR
4099, or "practice the invention without undue
experimentation," Advanced Display Sys., 212 F.3d at
1282, Dr. Badorc should have been led to a successful
method of separating the enantiomers of PCR 4099
without the five to six months of experimentation he
undertook. (See Badorc at PP4-24; Maffrand, tr. at 148.)
Apotex's expert Dr. McClelland opined that Dr. Badorc's
early experiments were "inventive" and that he believed
that "a skilled person with the vast knowledge of
diastereomer salt separations" Dr. Badorc had "would
have chosen at the beginning" the successful method Dr.
Badorc ultimately chose. However, not only could Dr.
McClelland not explain why, if that were true, Dr. Badorc
in fact undertook extensive experiments before choosing
the method that was ultimately successful, but the Court
does not credit Dr. McClelland on this point, since he
testified that he had performed only one enantiomeric
[*48] separation in his entire professional career.
(McClelland, tr. at 484-485.)

Finally, there is evidence, which is credited, that a
person of ordinary skill in the art must often experiment
in attempting to formulate a salt by altering a number of
variables to accomplish salt crystallization, even once a
particular salt form is selected. (Byrn at PP28-29;
McClelland, tr. at 509-510.)

v. Conclusion

The Federal Circuit has cautioned that courts should
not indulge "the mechanistic dissection and
recombination of the specific illustrative compounds in
every chemical reference containing them, to create
hindsight anticipations with the guidance of an applicant's
disclosures." In re Ruschig, 52 C.C.P.A. 1238, 343 F.2d
965, 974, 1965 Dec. Comm'r Pat. 482 (C.C.P.A.1965);
see also Eli Lilly & Co. v. Zenith Goldline Pharms., Inc.,
364 F. Supp. 2d 820, 900 (D. Ind. 2005). Apotex's case
for anticipation appears to rest on just such hindsight. Dr.
McClelland admitted as much in the following testimony:

Q. If somebody skilled in the art was
doing the kind of analysis you did but
didn't know that the answer was
clopidogrel but just took all the examples
of the '596 patent and [*49] dismembered
them and put them back together the way

you did, you wind up with over 300
compounds, isn't that right?

A. I'm getting 160.

Q I think you're shortchanging me
Doctor, but I'll take 160. Now, would you
agree with me, Doctor, that if somebody
had asked you, in 1988, showed you the
compound clopidogrel and a list of 50
salts . . . and asked you which one of those
is going to be useful as a drug substance,
you could not have predicted that?

A. That's correct.

(Tr. at 503.)

Because of the number of compounds disclosed by
the '596 patent, the lack of specific guidance by the '596
patent as to either the beneficial properties of clopidogrel
or the method of separating the enantiomers of PCR
4099, and the failure of the '596 patent to indicate the
bisulfate salt as a pharmaceutically acceptable form for
clopidogrel, the Court finds that Sanofi has adequately
established for the purposes of a preliminary injunction
that Apotex's contention that the '265 patent is invalid
because it was anticipated by the '596 patent "lacks
substantial merit." See Genentech, Inc., 108 F.3d at 1364.

b. Obviousness

Section 103 of 35 U.S.C. provides that [*50] a patent
may not be obtained "if the differences between the
subject matter sought to be patented and the prior art are
such that the subject matter as a whole would have been
obvious to a person having ordinary skill in the art." 35
U.S.C. § 103. "Obviousness is a question of law which is
predicated upon several factual inquiries." Pfizer Inc. v.
Ranbaxy Labs., 405 F. Supp. 2d at 516 (citing
Richardson-Vicks v. UpJohn Co., 122 F.3d 1476, 1479
(Fed. Cir. 1997)).

Specifically, in determining whether a patent is
invalid as obvious over the prior art, a trier of fact must
consider (1) the scope and content of the prior art; (2) the
level of ordinary skill in the art; (3) the differences
between the claimed subject matter and the prior art; and
(4) secondary considerations of non-obviousness, such as
commercial success, long felt but unsolved need, failure
of others, and acquiescence of others in the industry that
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the patent is valid. See Graham v. John Deere Co., 383
U.S. 1, 17-18, 86 S. Ct. 684, 15 L. Ed. 2d 545 (1966). The
Court must also consider whether one skilled in the art
would have been motivated to modify [*51] the '596
patent to obtain clopidogrel bisulfate. See Abbott Labs. v.
Andrx Pharms., Inc., 452 F.3d 1331, 1336 (Fed. Cir.
2006)

To this end, "mere identification in the prior art of
each element is insufficient to defeat the patentability of
the combined subject matter as a whole. Rather, a party
alleging invalidity due to obviousness must articulate the
reasons one of ordinary skill in the art would have been
motivated to select the references and to combine them."
Id. at 1336 (citing In re Kahn, 441 F.3d 977, 986 (Fed.
Cir. 2006)); see also Pfizer Inc. v. Ranbaxy Labs, 405 F.
Supp. 2d at 517. However, "'[o]bvious to try' has long
been held not to constitute obviousness," and a "general
incentive does not make obvious a particular result." In re
Deuel, 51 F.3d 1552, 1559 (Fed. Cir. 1995). Rather, to
establish obviousness, "a claimed specific compound"
must be "precisely envisioned" by the prior art. Id. at
1559.

According to Apotex, clopidogrel bisulfate was
rendered obvious by the '596 patent because, after
gaining familiarity with that patent, a person of ordinary
skill in the [*52] art would view as obvious the active
enantiomer of PCR 4099 in the form of each of the three
salts used for ester compounds in the examples of the
'596 patent-namely, hydrochloride, bisulfate and
hydrobromide. A person of ordinary skill would know
that PCR 4099 held the most promise among the
compounds disclosed by the '596 patent, would know
that separating the enantiomers of PCR 4099 would elicit
one active and one inactive enantiomer, and would view
as obvious the preparation of that active enantiomer of
PCR 4099 as each of the disclosed salt forms. Moreover,
the '596 patent expressed the purpose behind the
exercise--the search for a platelet aggregation inhibitor
with a better activity/toxicity ratio than other drugs
currently on the market. Thus, according to Apotex, the
'596 patent also provided the motivation for a person of
ordinary skill to synthesize clopidogrel bisulfate.

Sanofi does not contradict Apotex's assertion that
after becoming familiar with the '596 patent a person of
ordinary skill would be motivated to find a better
antiplatelet aggregation compound, and would understand
that PCR 4099 was the compound with the most promise

among the extensive number of compounds [*53] in the
genus thienopyridines. However, Sanofi alleges that there
was nothing obvious about arriving at clopidogrel
bisulfate by separating the enantiomers of PCR 4099 and
preparing the dextrorotatory as a bisulfate salt.

The Court agrees, finding that at this stage Apotex
has not succeeded in raising a substantial question as to
the validity of the '265 patent on the basis of
obviousness.

First, the Court finds that it would not have been
obvious to a person skilled in the art that a more
pharmaceutically acceptable compound could be obtained
by separating the enantiomers of PCR 4099. As
previously set forth, the prior art could not predict
whether a single enantiomer of the racemate PCR 4099
would have more acceptable pharmaceutical properties
than the racemate itself, whether one enantiomer would
have all of the activity and none of the toxicity of the
racemate as a whole, or whether a single enantiomer
would have both all of the activity and all of the toxicity.
(See supra at III.B.2.a.iv.) Moreover, the prior art could
not have made obvious whether or not a separated
enantiomer of PCR 4099 would racemize in the body,
serving to neutralize whatever gains might have been
achieved [*54] by separating the enantiomers in vitro.
(See id.) Evidence of Sanofi's research course prior to
securing the '265 patent illustrates the fact that separating
the enantiomers of PCR 4099 was not obvious at the
time. Apotex spent four years and millions of dollars
developing and extensively testing the racemate PCR
4099 before deciding to try separating the enantiomers of
that racemic compound.

(See id.) Although theoretically possible, it
nonetheless severely strains credulity to imagine that
Sanofi would have invested such extensive resources into
developing the racemate if it were obvious at the time to
a person of ordinary skill in the art that the proper course
to obtain a superior antiplatelet aggregation drug would
be to elicit the dextrorotatory enantiomer instead.

Second, the Court finds that it would not have been
obvious to a person skilled in the art that the
dextrorotatory enantiomer could be developed into an
acceptable tablet form by synthesizing it as a bisulfate
salt, instead of other available salts. The evidence shows
that salt formation is an unpredictable exercise, and that a
chemist would not know, before testing various acids and
bases, which one would [*55] cause a specific compound
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to crystallize and have pharmaceutically acceptable
properties. (See id.) Again, evidence of Sanofi's own
research course demonstrates that the prior art did not
render salt selection obvious, as Dr. Badorc tested 20
different salts before finding that the bisulfate had the
desired pharmaceutical properties. (See id.) On
cross-examination Dr. McClelland admitted that although
he believed the '596 patent would lead a person skilled in
the art "to try the hydrochloride, hydrobromide . . . the
oxalate and the bisulfate salts in a preliminary screen,"
making salts "is unpredictable" and a chemist would have
to engage in experimentation to determine which salt
would in fact be suitable. (Tr. at 508-510.)

In sum, the Court finds that it would not have been
obvious prior to extensive experimentation that
clopidogrel bisulfate would have the pharmaceutically
superior properties it did in fact have. The '596 patent did
not enable a person of ordinary skill in the art to
"precisely envision[]" clopidogrel bisulfate. In re Deuel,
51 F.3d at 1559.

As for the "secondary considerations of
non-obviousness," Graham, 383 U.S. at 17-18, [*56] the
Court finds that such considerations do not weigh either
for or against the obviousness of clopidogrel bisulfate
based on the priorart. Because Sanofi held the '596
patent, which covered the genus of compounds of which
clopidogrel was a member, no other entity could have
brought a similar drug to market throughout the duration
of that patent. Thus, the "failure of others," "long felt but
unresolved need," and "commercial success" of
clopidogrel, see Graham, 383 U.S. at 17-18, could have
been derived from Sanofi's '596 patent as much as from
the non-obviousness of clopidogrel bisulfate. See Merck
& Co. v. Teva Pharms. USA, Inc., 395 F.3d 1364, 1377
(Fed. Cir. 2005) (though commercial success may
generally support a conclusion that a claimed invention
was non-obvious, the inference fails when others are
legally barred from testing or practicing the invention
given the existence of another patent covering that
invention).

The irrelevance of the secondary considerations does
not alter the Court's finding that Sanofi has succeeded in
proving, for the purposes of a preliminary injunction, that
the questions Apotex has raised as to the validity of the
[*57] '265 patent on the ground of obviousness "lack[]
substantial merit." Genentech, Inc., 108 F.3d at 1364.

c. Double-Patenting

The judicial doctrine of obviousness-type
double-patenting prevents a patent claim from validly
issuing when it "is obvious over, or anticipated by" a
claim in an earlier patent. Eli Lilly & Co. v. Barr Labs.,
Inc., 251 F.3d 955, 968 (Fed. Cir. 2001). The test for
obviousness-type double-patenting is narrower than the
statutory obviousness inquiry pursuant to 35 U.S.C. §
103. See Geneva Pharms., Inc. v. GlaxoSmithKline PLC,
349 F.3d 1373, 1378 (Fed. Cir. 2003) ("Obviousness
compares claimed subject matter to the prior art;
nonstatutory double patenting compares claims in an
earlier patent to claims in a later patent or application.");
Affymetrix, Inc. v. PE Corp. (NY),, 01 Civ. 0634, 2002
U.S. Dist. LEXIS 24649, at *5 n.3 (S.D.N.Y. Dec 24,
2002) ("The same type of analysis is used for an
obviousness-type double patenting inquiry as for a § 103
obviousness inquiry, except that the scope of a double
patenting inquiry is limited to only the claims of the first
patent, rather [*58] than the entirety of its disclosure.").

The judicially created double-patenting inquiry is
subsumed by the broader statutory inquiry pursuant to 35
U.S.C. § 103 because Sanofi's entire '596 patent was
prior art at the time the '265 patent issued. If Apotex fails
to prove at trial that the '265 patent was obvious in light
of the '596 patent as a whole, it has also necessarily failed
to prove that the '265 patent was obvious in light of the
specific claims of the '596 patent. Because the questions
Apotex has raised as to the validity of the '265 patent on
the ground of section 103 obviousness lack substantial
merit, the Court will not engage in a redundant
double-patenting inquiry.

3. Unenforceability

a. General Principles

A patent applicant must prosecute patent applications
with candor, good faith, and honesty. See 37 C.F.R. §
1.56; see also Elk Corp., 168 F.3d at 30 (citing Molins
PLC v. Textron, Inc., 48 F.3d 1172 (Fed. Cir. 1995)). A
breach of this duty may constitute inequitable conduct
rendering the patent unenforceable. Specifically, "[a]
patent may be rendered unenforceable for [*59]
inequitable conduct if an applicant, with intent to mislead
or deceive the examiner, fails to disclose material
information or submits materially false information to the
PTO during prosecution." Jumpsport, Inc. v. Jumpking,
Inc., 191 Fed. Appx. 926, 2006 U.S. App. LEXIS 18448,
at *18 (Fed. Cir. July 21, 2006) (citing Digital Control,
Inc. v. Charles Mach. Works, 437 F.3d 1309, 1313 (Fed.
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Cir. 2006)).

To demonstrate a failure to disclose material
information, the party asserting inequitable conduct must
show "(1) prior art that was material; (2) knowledge
chargeable to an applicant of that prior art and of its
materiality; and (3) failure of the applicant to disclose the
art resulting from an intent to mislead the PTO." Elk
Corp., 168 F.3d at 30 (citations omitted). Apotex must
show "a threshold level of materiality and intent by clear
and convincing evidence." Jumpsport, 2006 U.S. App.
LEXIS 18448, at *19.

Sanofi may rebut proof of inequitable conduct by "a
showing that (a) the prior art was not material, (b) if the
prior art was material, a showing that the applicant did
not know of that art; (c) if the applicant did know of the
[*60] art, a showing that the applicant did not know of
its materiality; or (d) a showing that the applicant's failure
to disclose the art did not result from an intent to mislead
the PTO." Elk Corp., 168 F.3d at 30.

"Information is 'material' when there is a substantial
likelihood that a reasonable examiner would have
considered the information important in deciding whether
to allow the application to issue as a patent." Elk Corp.,
168 F.3d at 31 (citing Molins, 48 F.3d at 1179). "[A]n
otherwise material reference need not be disclosed if it is
merely cumulative of or less material than other
references already disclosed." Elk Corp., 168 F.3d at 31
(citing Halliburton Co. v. Schlumberger Tech. Corp., 925
F.2d 1435, 1440 (Fed. Cir. 1991); Baxter Int'l v. McGaw,
Inc., 149 F.3d 1321, 1328 (Fed. Cir. 1998)). With regard
to intent to deceive the PTO, the Court must infer intent
"from the facts and circumstances surrounding [Sanofi's]
overall conduct." Elk Corp., 168 F.3d at 32 (citing
Paragon Podiatry Lab., Inc. v. KLM Lab., Inc., 984 F.2d
1182, 1190 (Fed. Cir. 1993)). [*61] However, the Court
will not infer intent to deceive without clear and
convincing evidence. See Baxter Int'l Inc., 149 F.3d at
1329 ("[T]here must be clear and convincing evidence
that the applicant made a deliberate decision to withhold
a known material reference."); Old Town Canoe Co. v.
Confluence Holdings Corp., 448 F.3d 1309, 1322 (Fed.
Cir. 2006) (affirming district court's finding of no intent
to deceive when party did "little more than urge this court
to draw an inference of intent to deceive, arguing that the
applicant or his attorney knew, or should have known that
withheld information would be material").

Because the question of whether inequitable conduct

occurred is an equitable one, it is committed to the
discretion of the district court. See Elk Corp, 168 F.3d at
30-31 (citing Kingsdown Med. Consultants, Ltd. v.
Hollister, Inc., 863 F.2d 867, 876 (Fed. Cir. 1988) (en
banc)).

b. Analysis

To defeat Sanofi's motion for a preliminary
injunction, Apotex must show a "substantial question" as
to inequitable conduct. Genentech, Inc., 108 F.3d at
1364. Apotex alleges that Sanofi made [*62] several
materially false statements and omitted material facts in
an intentional effort to deceive the PTO examiner. It first
claims that Sanofi falsely represented to the PTO that the
therapeutic activity of the dextrorotatory enantiomer was
"unexpected." Second, Apotex asserts, Sanofi falsely
informed the PTO examiner that the relative levels of
tolerance between the dextrorotatory and levorotatory
enantiomers were surprising. Finally, Sanofi allegedly
concealed that Dr. Maffrand was a true inventor of
clopidogrel. Because Sanofi failed to name Dr. Maffrand
as an inventor in the '265 patent, it was able to conceal
both his knowledge that there was nothing unexpected
about the properties of clopidogrel as well as a journal
article on this topic that Maffrand knew about and that
should have been submitted as relevant prior art.

Taking each of these allegations in turn, the Court
concludes that Apotex has not raised a "substantial
question" as to inequitable conduct by Sanofi in
prosecuting the '265 patent.

i. "Unexpected" Therapeutic Activity

Apotex gives two reasons for its assertion that Sanofi
knew that characterizing the therapeutic activity of
clopidogrel as "unexpected" [*63] was false. First, they
point to a 1987 memorandum from Sanofi's French patent
attorney Jacqueline LaForest to another Sanofi attorney
that was exchanged as the two prepared an application for
the French priority patent on clopidogrel bisulfate. Ms.
LaForest replied to a draft of the French patent
application with the handwritten remark, "[t]he
pharmacology study does not lead to surprising activity;
we will not pass the examiner's hurdles without other
results." (See Maffrand, tr. 93-94; DTX 304, translation
at DTX 305.) Apotex alleges that this remark can only be
taken as a reply to the draft phrase, "[i]n an unexpected
manner only the dextro-rotatory enantiomer exhibits
platelet aggregation inhibiting activity, the levorotatory
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enantiomer being inactive." However, this remark was
made in January 1987, before the results of March 1987
toxicology studies were known. (See Maffrand, tr. at
152.) These toxicology studies revealed what was
"unexpected" about clopidogrel, and that was the
remarkable split between activity and toxicity between
the two enantiomers of the racemate. (Davies at PP209,
227-229.) Sanofi alleges that the '265 patent issued upon
Sanofi's representation [*64] that this split was
unexpected. Moreover, there is no evidence that Ms.
LaForest, who was an attorney, had sufficient scientific
expertise to judge the evidence upon which she based her
comment. The Court finds that in light of this evidence,
the statement by Ms. LaForest is not probative of Sanofi's
intent to deceive the U.S. patent examiners and is
certainly not "clear and convincing" evidence of an intent
to deceive. See Baxter Int'l Inc., 149 F.3d at 1329

Apotex also claims that Sanofi's characterization of
the therapeutic properties of clopidogrel as "unexpected"
was false in light of Sanofi's prior work on thienopyridine
compounds. Specifically, Apotex claims that Sanofi knew
that pharmaceutical activity is commonly concentrated in
a single enantiomer because of its earlier work separating
the enantiomers of PCR 1033, which was also a racemic
compound. However, Sanofi defends its characterization
on the ground that there is simply no way to predict
where the activity and the toxicity of a racemate will
reside when the enantiomers are separated, and that it is
more usual for a single enantiomer to have both the
activity and toxicity. (See Maffrand, [*65] tr. at 170-72;
Davies at PP206-11; Hanson at P58.) Moreover, Sanofi's
experience with PCR 1033 had very little bearing on its
expectations as to the characteristics of enantiomers of
PCR 4099, because, as Sanofi's expert Dr. Davies
explained, "the functional difference between PCR 1033
and PCR 4099 is so significant that no reasonable
medical chemist could expect that they would behave in
the same manner in the body." (Davies at PP225-28.) The
Court finds that Sanofi's experience with PCR 1033 did
not render materially false its characterization of the
therapeutic properties of clopidogrel as "unexpected."

ii. Tolerance

Apotex's second allegation of inequitable conduct
before the PTO concerns Sanofi's statement that the
relative levels of tolerance between the dextrorotatory
and levorotatory enantiomers was surprising. Apotex
argues that Sanofi had not yet conducted any tolerance

testing at the time of the patent application, and thus had
no data to support any assertions regarding how well
clopidogrel was tolerated.

However, at the time of its '265 patent application,
Sanofi had evidence from pharmacological and toxicity
studies that was relevant to how well clopidogrel was
[*66] tolerated. Dr. Maffrand testified that "formal
toxicity studies and data are included in the general broad
sense attributed to tolerance." (Tr. at 254-55.) Moreover,
Dr. Maffrand testified that "Tolerance . . . refers to side
effects which can be observed during the
pharmacological studies, for example during platelet
aggregation assay[s] . . . . and, of course, they could be
observed during toxicological studies." (Id.) Given the
relationship between the two concepts of toxicity and
tolerance, the Court is unable to conclude that Sanofi
reported the superior tolerance of clopidogrel with an
intent to deceive the PTO examiner.

iii. Dr. Maffrand's Knowledge

Apotex's third inequitable conduct allegation is that
Sanofi concealed that Dr. Maffrand was a true inventor of
clopidogrel bisulfate, and that concealing his status
facilitated Sanofi's concealment of his knowledge that
there was nothing unexpected about the properties of
clopidogrel, based on his prior work with PCR 1033. In
addition, Apotex alleges, withholding Dr. Maffrand's
name enabled Sanofi to conceal a relevant prior art
journal article by Robert W. Colman and William R.
Figures entitled "Characteristics of an [*67] ADP
Receptor Mediating Platelet Activation" that Maffrand
knew about. This article was "highly material," Apotex
claims, because it provided a basis for understanding the
likely activity of various molecules--by describing
characteristics of protein receptors relevant to platelet
aggregation--which a reasonable PTO examiner would
have found important.

The Court finds that Dr. Maffrand credibly testified
that he did not include himself on the patent application
because he did not consider himself to be the inventor of
clopidogrel bisulfate. Dr. Maffrand testified that although
it was he who directed Dr. Badorc to try to separate the
enantiomers of PCR 4099, he did not participate on a
technical level in the invention and he did not give any
advice on how to attempt to separate the enantiomers of
the racemate. (Tr. at 152.) It was Dr. Badorc and Dr.
Frehel who in fact conducted the various experiments and
ultimately succeeded in separating the enantiomers, and it
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was Dr. Badorc and Dr. Frehel themselves who put their
names on the patent application and prepared the draft
application. (Id.) The Court finds that there is no
evidence that Dr. Maffrand was not named as an inventor
because [*68] Sanofi had an intent to deceive the patent
office.

This is especially the case because one of Sanofi's
experts testified that Sanofi's experience with separating
the enantiomers of PCR 1033 did not render Sanofi's
results with PCR 4099 expected. (See supra at
III.B.3.b.i.) Thus, the Court is unpersuaded by Apotex's
rank conjecture that Sanofi concealed the inventorship of
Dr. Maffrand in order to conceal results of prior
experiments it did not believe to be relevant.

As to the prior art journal article by Coleman and
Figures, neither party has adduced evidence that would
enable the Court to determine whether a PTO examiner
may have found this prior art reference relevant.
Therefore, the Court finds that Apotex has not met its
burden of raising a "substantial question" as to whether
Sanofi intended to mislead the PTO office in failing to
disclose this reference.

c. Conclusion

Apotex has failed to raise a "substantial question" as
to the enforceability of the '265 patent for the purposes of
this motion. See Genentech, Inc., 108 F.3d at 1364.

C. Irreparable Harm

"The patent statute provides injunctive relief to
preserve the legal interests of the parties [*69] against
future infringement which may have market effects never
fully compensable in money." Reebok, 32 F.3d at 1556
(citing Hybritech, 849 F.2d at 1457). "Because the
principal value of a patent is its statutory right to exclude,
the nature of the patent grant weighs against holding that
monetary damages will always suffice to make the
patentee whole." Hybritech, 849 F.2d at 1456-57; see
also H.H. Robertson, Co. v. United Steel Deck, Inc., 820
F.2d 384 (Fed. Cir. 1987), overruled on other grounds by
Markman v. Westview Inst., Inc., 52 F.3d 967 (Fed. Cir.
1995) (en banc), aff'd, 517 U.S. 370, 116 S. Ct. 1384, 134
L. Ed. 2d 577 (1997). The Federal Circuit has
consistently held that a party that moves for a preliminary
injunction and clearly establishes likelihood of success on
the merits "receives the benefit of a presumption on the
second" factor, irreparable harm. Reebok, 32 F.3d at

1556; PfizerInc. v. Teva Pharms. USA, Inc., 429 F.3d
1364, 1381 (Fed. Cir. 2005) ("We have consistently held
that a district court should presume that a patent owner
will be irreparably harmed [*70] when, as here, a patent
owner establishes a strong showing of likely infringement
of a valid and enforceable patent."). While the
presumption is rebuttable, it shifts the ultimate burden of
production onto the infringer. See id. (citing Rosemount,
Inc. v. United States Int'l Trade Comm'n, 910 F.2d 819,
822 (Fed. Cir. 1990); Roper Corp. v. Litton Sys., Inc.,
757 F.2d 1266, 1272 (Fed. Cir. 1985)).

Having found that Sanofi has clearly established a
likelihood of success on the merits, the Court also finds
that Sanofi receives the benefit of a presumption of
irreparable harm. Not only does Sanofi receive the
benefit of that presumption, but it has also offered
independent evidence of irreparable harm, namely,
evidence that this Court credits that it will suffer
irreversible price erosion, loss of good will, and will be
forced to lay off personnel and discontinue research
devoted to developing other medical uses for Plavix.

As to irreversible price erosion, Sanofi has submitted
evidence, which the Court credits, that it has been forced
to offer rebates and discounts to persuade third-party
payors-such as pharmacy benefit managers and health
maintenance [*71] organizations, who pay in part for
85% of all purchases of prescription drugs in the U.S.--to
maintain Plavix on a favorable drug formulary pricing
tier. (Decl. of Hugh O'Neill dated Aug. 13, 2006 at PP7,
19.) This pricing tier affects the amount an insured
consumer must pay when he or she purchases a
prescription drug. (O'Neill at PP8-11.) The introduction
of a generic product will ordinarily lead third-party
payors to place Plavix in a less favorable tier, causing
patients to pay a higher copay for the drug. (Id.) Sanofi
has shown, on the evidence adduced so far, that this
change will have several irreversible effects on Sanofi.
First, if Sanofi decides to provide discounts or rebates to
persuade third-party payors to maintain Plavix on a
favorable pricing tier, it will face pressure from those
third-party payors to continue the discount or rebate
scheme, even if Apotex were ordered to discontinue
distributing genericclopidogrel. (O'Neill at PP16-21.) If
Sanofi decides to keep Plavix at its current price, there is
the possibility that it will suffer losses due to unfavorable
tier placement, and will have difficulty persuading
third-party payors to restore the original tier placement
[*72] in the event the generic clopidogrel product can no
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longer be distributed, due to the presence in the
marketplace of existing supplies of the generic. (Id.) (Id.
at P21; Testimony of Dr. Jerry A. Hausman, tr. at 304;
Decl. of Jerry A. Hausman dated Aug. 14, 2006 at
PP22-23 (describing this as "overhang" inventory).)
Moreover, demand for Plavix may decrease if Plavix is
placed in a less favorable pricing tier. There are
substitutes for Plavix available, and patients may request,
or doctors prescribe, these substitutes. In addition, Dr.
Hausman testified that many patients stop taking Plavix
after a short period of time, often before their prescription
for the drug has expired, in part because a patient cannot
"see" the results of Plavix as, for example, one can "see"
the results of a cholesterol lowering drug by taking blood
tests that indicate whether cholesterol levels have in fact
been lowered by the drug. (Tr. at 304-05.) For this
reason, if the amount of the copay a consumer must pay
rises, the consumer may stop taking the drug even earlier.
(Id.)

In addition to irreversible price erosion, Sanofi has
shown for the purposes of this motion that it will be
irreparably [*73] harmed by loss of consumer good will
by customers who will have grown accustomed to lower
prices for clopidogrel bisulfate with a generic product on
the market, by layoffs of employees involved in
marketing Plavix, and by the potential suspension of
clinical trials for new applications for Plavix-trials that
Sanofi will have reduced economic incentive to conduct
if there is a threat of the continuing presence of a generic
on the market while Sanofi's patent is valid and
enforceable. (Decl. of Jerome Durso dated Aug. 13 2006
at PP14-15, 17-18, 21.)

Apotex has not produced evidence sufficient to rebut
the presumption of irreparable harm to Sanofi, or to
adequately explain away the other forms of irreparable
harm for which Sanofi has adduced credible evidence.
Apotex's attempt to rebut the presumption of irreparable
harm centers on two arguments: First, Apotex claims that
Sanofi bargained away its claim for irreparable harm in
the Second Agreement (i.e., the May 26, 2006 settlement
agreement between the parties), by agreeing to limit its
claim for damages to a fixed amount, namely 50% of
Apotex's net sales of generic clopidogrel. See Second
Agreement at P 14(ii).) Second, Apotex [*74] claims that
Sanofi's harm is purely economic.

As to Sanofi's first argument, paragraph 14(ii) of the
Second Agreement is simply a negotiated liquidated

damages clause "[i]f the litigation results in a judgment
that the '265 patent is not invalid or unenforceable."
(Second Agreement at P 14(ii).) It limits the amount of
monetary damages payable by Apotex from the time of
Apotex's launch of a generic up to the time an injunction
is entered to "50% of Apotex's net sales of clopidogrel
products." It says nothing about whether the harm to
Sanofi in the absence of an injunction would be
irreparable. Indeed, this interpretation is buttressed by the
fact that the statutory reference in paragraph 14(ii) to 35
U.S.C. § 284 refers to the statutory provision regulating
monetary, not equitable, damages. In fact, the Second
Agreement specifically anticipates and regulates a motion
by Sanofi for a preliminary injunction. Paragraph 15(i)
provides that "Sanofi will not seek a temporary
restraining order or a preliminary injunction" until 5
business days after "Regulatory Denial." Paragraph 15(ii)
sets forth that "Sanofi . . . will not file for a preliminary
injunction until [*75] Sanofi gives Apotex 5 business
days notice . . . of its intention to do so, which notice will
not be given before Apotex has initiated a launch of a
generic clopidogrel product." If the parties were agreeing
that there would be no irreparable harm to Sanofi in the
event of a launch, a preliminary injunction would not be
able to issue, and this clause would be meaningless.

In sum, Sanofi did not agree in the Second
Agreement that its harm in the face of a launch of a
generic by Apotex would not be irreparable.

Finally, Apotex's contention that the harm to Sanofi
is merely economic fails to address Sanofi's claims of
continuing irreversible price erosion, which, as the
Federal Circuit recognizes, is a legitimate basis for a
finding of irreparable harm, see Purdue Pharma, 237
F.3d at 1368 ("Given the testimony of the likelihood of
price erosion and loss of market position. . ., we see no
deficiency in the district court's finding of irreparable
harm."), as the Court has credited.

Because Sanofi has demonstrated a likelihood of
success on the merits, and thereby secured the statutory
presumption of irreparable harm, and has, moreover,
proffered further persuasive evidence [*76] of
irreparable harm, the Court concludes for the purposes of
this motion that Sanofi will indeed suffer such harm in
the absence of a preliminary injunction.

D. Balance of Hardships

The third factor the Court must consider on a motion
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for a preliminary injunction is whether the balance of
hardships tips in favor of one party or the other. See
Hybritech, 849 F.2d at 1457. In evaluating this factor,
"the district court must balance the harm that the
non-moving party will incur if the injunction is granted."
Id. at 1457.

It cannot be gainsaid that Apotex faces significant
harm if the injunction is granted. First, Apotex's launch of
its generic product triggered the beginning the 180-day
period of market exclusivity afforded to it by the
Hatch-Waxman Act, see 21 U.S.C. § 355(j)(5)(B)(iv); see
also In re Tamoxifen, 429 F.3d at 376. The 180-day
period will continue to run throughout the course of
litigation, regardless of whether or not this injunction
issues. As a consequence, if the injunction does issue,
Apotex will lose any profit it would have made on the
tablets it could have sold in that time. (Testimony [*77]
of Dr. Frank A. Bernatowicz, tr. at 405-06.) Apotex will
also lose a certain amount of the market share it would
have captured during its period of exclusivity under the
Hatch-Waxman Act. Apotex's economic expert Dr. Frank
Bernatowicz testified that he believes Apotex will capture
55% of the market for generic clopidogrel after the
180-day period of market exclusivity expires if the
company sells tablets throughout that period, but will
capture only 10-15% of the market if it enters at the same
time as the anticipated 9 or 10 other competitors who he
believes may also enter the market after the expiration of
the 180-day period. (Tr. at 406-07.)

In addition to losing profits and market share from
the 180-day period of market exclusivity, Apotex will
lose the value of its investment in its supply of
clopidogrel bisulfate for the United States market, at least
insofar as that supply is subject to an expiring shelf-life.
(Sherman at P56.) Finally, if an injunction is granted,
Apotex will suffer loss of customer goodwill from the
sudden withdrawal of its product from the market. (Id.)

All of the harms Apotex cites are harms that would
not have accrued if Apotex had waited until the [*78]
conclusion of this litigation to launch its product, rather
than conducting--as it is entitled under the
Hatch-Waxman Act--an at-risk launch in advance of a
determination on the merits of its defenses in this
litigation that the '265 patent is invalid and
unenforceable. It was Apotex's considered choice to
trigger the 180-day period of exclusivity and risk losing
this period, rather than waiting until the conclusion of the

action and launching after its right to do so was secure.
Moreover, Apotex would not have lost the value of its
investment in a supply of clopidogrel bisulfate with an
expiring shelf-life if Apotex did not amass this supply in
anticipation of an at-risk launch, and Apotex would not
lose customer goodwill from the withdrawal of a product
it had not introduced. If Apotex had not already launched
its product, it would currently be suffering harm from a
delay in entering the market, and thus a reduction in its
total profit for generic clopidogrel, but this harm would
have been much less significant than the post-launch
harms Apotex now cites.

In short, Apotex's harms were almost entirely
preventable, and were incurred by the company's own
calculated risk. Sanofi, on [*79] the other hand, suffers
irreparable harm from the infringement of a patent that
the Court has found to likely be valid and enforceable
based on the state of this record. In balancing the
hardships the non-moving party will incur if the
injunction is granted against the hardships the moving
party will incur if the injunction is not granted, the Court
finds that the balance favors issuance of a preliminary
injunction.

E. Public Interest

The fourth factor to be considered on a motion for a
preliminary injunction is "the impact of the injunction on
the public interest." Hybritech, 849 F.2d at 1458.
"Typically, in a patent infringement case, although there
exists a public interest in protecting rights secured by
valid patents, the focus of the districtcourt's analysis
should be whether there exists some critical public
interest that would be injured by the grant of preliminary
relief." Id. (citations omitted). There are significant
public interests on both sides in this litigation, but this
Court finds that they balance in the context of this action
in favor of Sanofi.

Apotex asserts that the public interest
"unquestionabl[y]" lies in reducing the barriers [*80] to
generic competition in the pharmaceutical industry, since
the public will then have access to valuable drugs at
reduced prices. This is most certainly a logical position
for a manufacturer of generic drugs to take and, indeed,
the Court finds that there is a substantial public interest in
the public having access to lower priced generic drugs.
Indeed, the Hatch-Waxman Act clearly expresses
Congress's judgment that generic competition is to be
encouraged. In addition, in Apotex's view, the refusal of

Page 968



the state attorneys general to approve the proposed
settlement between Sanofi and Apotex suggests that the
regulators determined that the public interest was best
served by preventing the agreement's barrier to possible
competition.

The public interest in lower-priced drugs is certainly
significant. As of the time of the preliminary injunction
hearing, the generic clopidogrel product was $ 1.10
cheaper per pill than the price of Plavix before the
generic launch, and Apotex expects the price of the
generic to fall more after the 180-day period of
exclusivity expires. (Bernatowicz, tr. at 417-18.)
Testimony at the hearing indicated that there are 48
million daily users of Plavix in the [*81] United States
(id. at 417) and, at the time of the hearing, the testimony
was that 78.4% of all clopidogrel bisulfate prescriptions
were being filled by the generic product. (Hausman, tr. at
309.) In sum, in the past few weeks a large number of
Americans have seen a significant savings in the cost of
an important pharmaceutical.

Nevertheless, the public interest in lower-priced
drugs is balanced by a significant public interest in
encouraging the massive investment in research and
development that is required before a new drug can be
developed and brought to market. The Federal Circuit
recently considered these competing interests in Pfizer
Inc. v. Teva Pharms, 429 F.3d at 1364. In that case, just
as here, a company wishing to issue a generic version of a
patented drug contended that the public interest favored
denying a preliminary injunction on the theory that the
Hatch-Waxman Act framework "makes low cost generic
drugs available to the public through increased
competition." Id. at 1382. The district court rejected this
argument, finding that a preliminary injunction that
enforces a valid patent against an infringer "does no more
than further [*82] public policy inherent in the patent
laws designed to encourage useful inventions by
rewarding the inventor with a limited period of market
exclusivity." Id. at 1382. The Federal Circuit affirmed,
finding that "[w]hile the statutory framework . . . does
seek to make low cost generic drugs available to the
public, it does not do so by entirely eliminating the
exclusionary rights conveyed by pharmaceutical patents.
Nor does the statutory framework encourage or excuse
infringement of valid pharmaceutical patents." Pfizer Inc.
v. Teva Pharms, 429 F.3d at 1382 (citing Payless
Shoesource, Inc. v. Reebok Int'l Ltd., 998 F.2d 985, 991
(Fed. Cir. 1993) ("Selling a lower priced product does

not justify infringing a patent.")).

Sanofi invested "hundreds of millions of dollars" to
develop Plavix and secure FDA approval for the drug.
(Durso at P8.) Although Sanofi has already more than
recouped that investment after 11 years of Plavix being
on the market (see Hausman, tr. at 319), Plavix is, as
Sanofi's economist Dr. Hausman described, a necessary
"blockbuster drug"--a drug whose profits enable Sanofi to
expend the research and development [*83] costs for
drugs that in fact never make it to market, or that make it
to market but never recoup the costs associated with their
getting there. (Hausman, tr. at 317.) Dr. Hausman
testified that the average cost to bring a drug to market is
$ 800 million, and that for every drug that does make it to
market many others do not. (Id. at 316-17.) Finally,
protecting the patent for Plavix secures the public interest
in innovation by providing commercial incentive for
Sanofi to begin and continue clinical trials researching
new uses for the drug. (Durso at PP14-15.)

As set forth above, both the public interest in lower
cost drugs on one hand and the public interest in
encouraging investment in drug development and
protecting the exclusionary rights conveyed in valid
pharmaceutical patents on the other, are present here.
Because Congress has fashioned the patent laws in such a
way as to balance the public's interest in market
competition with the public's interest in continuing
innovation, and in the context of this action, where
Apotex concedes that its product infringes Sanofi's
patent, the Court finds the public interest lies slightly in
favor of Sanofi.

IV. DEFENSES

[*84] A. Laches

Apotex claims that the Court should not award
Sanofi's preliminary equitable relief because such relief is
barred by the equitable doctrine of laches. Specifically,
Apotex claims Sanofi is barred from receiving a
preliminary injunction because it waited too long to bring
this motion. The Court disagrees.

"Laches is cognizable under 35 U.S.C. § 282 as an
equitable defense to a claim for patent infringement,"
and, when successfully invoked, serves to bar a patentee's
claim for damages prior to suit. A.C. Aukerman Co. v.
R.L. Chaides Constr. Co., 960 F.2d 1020, 1028 (Fed. Cir.
1992) (en banc). The laches defense "has two underlying
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elements: first, the patentee's delay in bringing suit must
be 'unreasonable and unexcusable,' and second, the
alleged infringer must have suffered 'material prejudice
attributable to the delay.'" Intirtool, Ltd. v. Texar Corp.,
369 F.3d 1289, 1297 (Fed. Cir. 2004) (citing A.C.
Aukerman., 960 F.2d at 1028). The length of time which
may be deemed unreasonable "depends on the
circumstances," and a "court must also consider and
weigh any justification offered by the plaintiff [*85] for
its delay." A.C. Aukerman, 960 F.2d at 1032-33.
Negotiations between the parties have been recognized as
a legitimate excuse to a delay in bringing suit. See id. at
1033.

Apotex asserts that Sanofi caused Apotex material
prejudice by refusing to move for a preliminary
injunction earlier in the course of this litigation, thereby
avoiding having to post a bond or "fulfill any of the other
requirements for equitable relief." Apotex asserts that
Sanofi should have moved for a preliminary injunction
when the 30 month stay barring FDA approval of
Apotex's ANDA expired in May of 2005; when Sanofi
received Apotex's October 2005 letter requesting that it
move for a preliminary injunction or assure Apotex that it
would not do so at a later time; or at another time prior to
Apotex's launch of a generic clopidogrel product on
August 8, 2006. Because Sanofi did not so move, Apotex
claims, it was put to the burden of "invest[ing] an
enormous amount in amassing the appropriate inventory
of clopidogrel," contracting for supplies of raw material
and production capacity, and scaling back work on other
projects to prepare for a clopidogrel launch. Further,
Apotex [*86] asserts that it will suffer prejudice by a
post-launch injunction because it will effectively lose its
180-day period of exclusivity (assuming a final judgment
is not rendered in this action during the next five
months), which was triggered at launch, will lose the
"follow-up" clopidogrel market, will suffer injury to
customer relationships and will lose revenues from the
sale of other products bundled with clopidogrel.

Any delay by Sanofi in bringing this motion for a
preliminary injunction was not "unreasonable and
unexcusable." Intirtool, Ltd., 369 F.3d at 1297. Sanofi
had no substantial reason to move to enjoin Apotex from
launching a generic clopidogrel product prior to January
20, 2006, as the FDA had not yet approved Apotex's
ANDA, and thus Apotex could not launch a generic
before that date. Even before the FDA approved Apotex's
ANDA, the parties initiated settlement negotiations,

exchanging an interim agreement on January 20 and 23,
2006 that included the provision that during settlement
negotiations "Apotex will not launch its generic product
and Sanofi will not launch an authorized generic and will
not move for an injunction." (Exs. 1 & 2 to Baechtold
Decl. [*87] ) Then, in a second agreement on, February
8, 2006, Sanofi agreed to jointly request with Apotex that
the Court postpone the trial of this action from March to
June 2006 based on Apotex's counsel's scheduling
conflict, and, indeed, Apotex is not arguing that the
period of time from February 8 onward is part of its
laches argument. (See tr. at 115.)

The parties continued to negotiate throughout the
spring, reducing their agreements to written form in the
successive March 17, 2006 and May 26, 2006
agreements. Both of these agreements contained
provisions that Apotex would not launch its generic
product and Sanofi would not move for a temporary
restraining order or a preliminary injunction during the
regulatory review period. (See Mar. 17, 2006 Agreement
at P19; Second Agreement at P15.) Sanofi then moved
for a preliminary injunction on August 15, 2006, five
business days after Sanofi's launch on August 8, 2006, on
the earliest date it was permitted to so move pursuant to
the Second Agreement. Because active negotiations
between the parties is a legitimate excuse to a delay in
bringing suit sufficient to bar a laches defense, A.C.
Aukerman, 960 F.2d at 1033, [*88] the Court finds that
Sanofi did not unreasonably or inexcusably delay its
motion for a preliminary injunction.

Finally, the Second Agreement expressly barred
Sanofi from seeking a temporary restraining order or a
preliminary injunction until 5 business days after
Apotex's launch, (Second Agreement at P 15(i)), and
anticipated that Sanofi would move for a preliminary
injunction if Apotex did launch, setting forth that Sanofi
"will not file for a preliminary injunction until Sanofi
gives Apotex 5 business days notice . . . of its intention to
do so, which notice will not be given before Apotex has
initiated a launch of a generic clopidogrel product."
(Second Agreement at P 15(ii).) Apotex cannot now
claim that Sanofi caused Apotex material prejudice by
waiting until after Apotex's launch to bring a motion for
preliminary injunction.

In sum, the defense of laches is inapplicable in the
circumstances of this action.

B. Unclean Hands
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The Court similarly rejects Apotex's "unclean hands"
defense. Apotex alleges that Sanofi has approached the
Court with "unclean hands" based on allegedly false
statements Sanofi made to regulators when Sanofi
presented the Second Agreement [*89] for regulatory
approval. Invoking the hoary and valid equitable
principle that "he who seeks equity must do equity,"
Koster v. Lumbermens Mut. Cas. Co., 330 U.S. 518, 522,
67 S. Ct. 828, 91 L. Ed. 1067 (1947), Apotex requests
that the Court deny Sanofi's motion for a preliminary
injunction. However, the legal authority Apotex cites is
inapposite. In the cases relied upon by Apotex, equitable
relief was denied when parties had committed perjury
before the PTO, or litigation misconduct or fraud on the
court, rather than alleged wrongdoing during the course
of settlement negotiations. See e.g., Precision Instrument
Mfg. Co. v. Auto Maint. Mach. Co., 324 U.S. 806, 65 S.
Ct. 993, 89 L. Ed. 1381, 1945 Dec. Comm'r Pat. 582
(1945) (patent obtained by perjury); Hazel-Atlas Glass
Co. v. Hartford-Empire Co., 322 U.S. 238, 64 S. Ct. 997,
88 L. Ed. 1250, 1944 Dec. Comm'r Pat. 675 (1944)
(same); Keystone Driller Co v. Gen Excavator Co., 290
U.S. 240, 54 S. Ct. 146, 78 L. Ed. 293, 1934 Dec. Comm'r
Pat. 639 (1933) (fraud on the court); Aptix Corp. v.
Quickturn Design Sys., Inc., 269 F.3d 1369, 1374 (Fed.
Cir. 2001) (litigation misconduct). The conduct of the
parties during settlement negotiations does not affect the
validity of the patent or the veracity [*90] of submissions
to this Court, and therefore has no relevance to the
question of whether a preliminary injunction should
issue. The Court will not consider a dispute regarding the
conduct of settlement negotiations in the context of this
motion for preliminary relief.

V. REMEDY

A. Injunction

Sanofi's motion seeks an order both enjoining
Apotex from infringing the '265 patent and recalling all
of the generic product manufactured and distributed since
the August 8, 2006 launch by Apotex. Because all four of
the requisite factors weigh in favor of a preliminary
injunction, Sanofi's motion is granted to the extent that
Apotex is enjoined from engaging in any activity that
infringes U.S. Patent No. 4,847,265, pending a final
decision on the merits of this action. The trial of this
action shall commence on January 22, 2007.

The motion is denied to the extent it seeks a recall of
the generic product already manufactured and distributed.

Although " it is well settled that a court has the power to
issue a mandatory injunction to restore the situation to the
status quo when a party, with notice of impending
injunction proceedings, completes or performs the action
sought to [*91] be enjoined," F. Alderete General
Contractors, Inc. v. United States, 715 F.2d 1476, 1480
(Fed. Cir. 1983), this is not a case where the unusual
remedy of a mandatory injunction ordering a product
recall is appropriate. Here, Sanofi specifically foresaw
the possibility that Apotex would declare that there had
been Regulatory Denial as defined in the agreement (see
Second Agreement at P13), and that Apotex would then
be able to launch its generic. Sanofi also agreed that it
would "not seek a temporary restraining order or
preliminary injunction" for 5 business days after
Regulatory Denial became effective (Second Agreement
at P 15(i)) and indeed, even after that 5 day period
expired, Sanofi would not file for a preliminary
injunction until it had given Apotex 5 business days
notice "of its intention to do so," and that notice "will not
be given before Apotex has initiated a launch of a generic
clopidogrel product." (Second Agreement at P 15(ii).) In
that same agreement, Sanofi also agreed not to launch its
own generic clopidogrel product before a launch by
Apotex of a generic clopidogrel product. (See Second
Agreement at p 15(ii).) These provisions all foresaw
[*92] the possibility that Apotex would launch a generic
product and prohibited Sanofi from seeking injunctive
relief for a specific period of time after the launch
occurred. Thus, Sanofi participated in a knowing business
decision, in exchange for which it received valuable
consideration (see, e.g., Second Agreement at pp3, 49), to
face a market situation whereby Apotex had launched its
generic productin to the marketplace and Sanofi agreed
not to seek an injunction for a limited period of time
during which Apotex concededly was permitted to sell its
generic. Under these circumstances, a mandatory
injunction ordering recall would be inequitable and the
Court will not intervene to reverse the effects of Sanofi's
own agreement. See Abbott Labs., 452 F.3d at 1349;
Hughes Tool Co., 718 F.2d at 1578.

B. Bond

Rule 65(c) of the Federal Rules of Civil Procedure
provides that no "preliminary injunction shall issue
except upon the giving of security by the applicant, in
such sum as the court deems proper, for the payment of
such costs and damages as may be incurred or suffered by
any party who is found to have been [*93] wrongfully
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enjoined or restrained." Although this Court has found no
authority from the Federal Circuit governing the
parameters for the amount of the bond--and the parties
have supplied none--the Second Circuit has clarified that
"Rule 65(c) gives the district court wide discretion to set
the amount of a bond." Corning Inc. v. PicVue Elecs.,
Ltd., 365 F.3d 156, 158 (2d Cir. 2004) (quoting Doctor's
Assocs., Inc. v. Distajo, 107 F.3d 126, 136 (2d Cir.
1997)); see also Ferguson v. Tabah, 288 F.2d 665, 675
(2d Cir. 1961) ("the matter of a bond is for the discretion
of the trial court").

Considering the information provided by the parties
during the preliminary injunction hearing and in the
affidavits of Dr. Bernard Sherman dated August 16,
2006, Sandra L. Cartie dated August 22, 2006, and Dr.
Frank Bernatowicz dated August 24, 2006, and the
estimates by the parties of Apotex's potential lost profits,
lost market share and associated costs of relaunch in the
event Apotex is found "to have been wrongfully enjoined

or restrained," Fed. R. Civ. P. 65(c), the Court sets the
amount of the bond at $ 400 [*94] million.

VI. CONCLUSION

Because the four relevant factors set forth by the
Federal Circuit weigh in favor of the grant of a
preliminary injunction and Apotex's equitable defenses to
an injunction are without merit, Sanofi's motion is
granted to the extent that Apotex shall be enjoined from
infringing Sanofi's '265 patent during the pendency of
this action. Sanofi shall post a bond pursuant to Fed. R.
Civ. P. 65(c) in the amount of $ 400 million.

Dated: New York, NewYork

August 31, 2005

Sidney H. Stein, U.S.D.J.
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UNITED STATES DISTRICT COURT FOR THE SOUTHERN DISTRICT OF
NEW YORK
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DISPOSITION: [*1] Default judgment entered by
Judge Schwartz was vacated. Judgment was entered in
favor of defendant and against plaintiff.

CASE SUMMARY:

PROCEDURAL POSTURE: Plaintiff, defendant's
subsidiary, and defendant's parent companies were
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involved in a disagreement as to the disbursement of
escrow funds. Plaintiff filed suit against defendant, was
granted permission to pursue alternative service, and was
granted a default judgment and an order to release the
escrow funds. Thirteen months after the default judgment
was entered, defendant moved to vacate, relying upon
Fed. R. Civ. P. 55(c) and 60(b).

OVERVIEW: Defendant argued, inter alia, that the
default judgment should have been vacated because any
inattention on its part was inadvertent, plaintiff achieved
the default by fraud and misrepresentation, the court did
not have personal jurisdiction over defendant, and the
case presented extraordinary circumstances. Plaintiff
committed a fraud upon the court. Plaintiff withheld
critical information from the court that was immediately
relevant to the decisions plaintiff was asking it to make.
Further, through counsel, plaintiff conducted itself in a
manner that seemed to have been designed to mislead the
court rather than to inform. As a result, the court's order
granting plaintiff's motion for a default judgment was,
unbeknownst to the court, improvidently made.
Additionally, as alternative service should not have been
allowed it followed that personal jurisdiction was not
properly established and, on this basis, the judgment was
void. Plaintiff attempted to serve parties who had not
been part of its disputes over the escrow funds in several
years but did not notify parties who had been active
participants in these disputes only a few months prior.

OUTCOME: The default judgment was vacated.
Defendant was directed to file and serve its responsive
pleadings. Plaintiff was ordered to post security and was
required to defend its claims on the merits.

CORE TERMS: default judgment, default, notice,
escrow account, indemnification, escrow fund, receivers,
purchase agreement, escrow agent, disbursement, escrow,
vacate, subsidiary, calculated, locate, clerk, service of
process, good cause, beneficiaries, equitable, vacated,
notify, law firm, letter dated, contacting, entity, time
limitation, entry of default, independent action, telephone

LexisNexis(R) Headnotes

Civil Procedure > Pretrial Judgments > Default >
Default Judgments
Civil Procedure > Judgments > Relief From Judgment

> General Overview
Governments > Courts > Clerks of Court
[HN1] A party to litigation who, having been lawfully
served with a pleading seeking a judgment for affirmative
relief against him, fails to appear in the action or
otherwise defend is vulnerable to being defaulted. The
taking of a default is governed by Fed. R. Civ. P. 55; Fed.
R. Civ. P. 55(a) provides that the clerk of a district court
"shall enter the party's default" when it is made to appear
that the party has failed to plead or otherwise defend as
provided by these rules. Having entered the default, the
clerk may enter a judgment when the claim is for a sum
certain, if furnished with an affidavit of the amount due,
and provided that defendant has been defaulted for failure
to appear. Fed. R. Civ. P. 55(b)(1). In any other case,
application must be made to the court for a default
judgment; and a defendant who has appeared is entitled
to three days' written notice prior to the hearing on such
application. Fed. R. Civ. P. 55(b)(2).

Civil Procedure > Pretrial Judgments > Default >
Default Judgments
Civil Procedure > Pretrial Judgments > Default > Relief
From Default
Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN2] A defaulted party may apply to be relieved of its
default. The governing rules are Fed. R. Civ. P. 55(c) and
60(b). Where the clerk has entered the default under Fed.
R. Civ. P. 55(a), Fed. R. Civ. P. 55(c) provides that the
court may set aside the entry "for good cause shown." If a
judgment by default has been entered, the court may set it
aside in accordance with Fed. R. Civ. P. 60(b). These
provisions for relief are important because the law does
not favor resolution of disputes by default, preferring
instead that they be decided on the merits. In Enron, the
United States Court of Appeals for the Second Circuit
stated generally: Default procedures provide a useful
remedy when a litigant is confronted by an obstructionist
adversary. Under such circumstances those procedural
rules play a constructive role in maintaining the orderly
and efficient administration of justice. Yet, because
defaults are generally disfavored and are reserved for rare
occasions, when doubt exists as to whether a default
should be granted or vacated, the doubt should be
resolved in favor of the defaulting party. In other words,
"good cause" and the criteria of the Rule 60(b) set aside
should be construed generously.
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Civil Procedure > Pretrial Judgments > Default >
Default Judgments
Civil Procedure > Pretrial Judgments > Default > Relief
From Default
Civil Procedure > Judgments > General Overview
[HN3] Fed. R. Civ. P. 55(c) does not define the term
"good cause"; nor does Fed. R. Civ. P. 60(b) describe the
strength of the showing a movant must make to bring
itself within one of the rule's several grounds for
obtaining relief from a judgment. But Second Circuit case
law furnishes additional guidance. The United States
Court of Appeals for the Second Circuit has established
three criteria that must be assessed in order to decide
whether to relieve a party from default or from a default
judgment. These widely accepted factors are: (1) whether
the default was willful; (2) whether setting aside the
default would prejudice the adversary; and (3) whether a
meritorious defense is presented. Other relevant equitable
factors may also be considered, for instance, whether the
failure to follow a rule of procedure was a mistake and
whether the entry of default would bring about a harsh or
unfair result. Although the factors examined in deciding
whether to set aside a default or a default judgment are
the same, courts apply the factors more rigorously in the
case of a default judgment, because the concepts of
finality and litigation repose are more deeply implicated
in the latter action.

Civil Procedure > Pretrial Judgments > General
Overview
Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN4] A party moving under Fed. R. Civ. P. 60(b) cannot
seek relief under Rule 60(b)(6) to avoid the strict time
limitation when relief could be sought under other
subsections of Rule 60(b).

Constitutional Law > Bill of Rights > Fundamental
Rights > Procedural Due Process > Scope of Protection
[HN5] An elementary and fundamental requirement of
due process in any proceeding which is to be accorded
finality is notice reasonably calculated, under all the
circumstances, to apprise interested parties of the
pendency of the action and afford them an opportunity to
present their objections.

Civil Procedure > Pretrial Judgments > Default >
Default Judgments

Civil Procedure > Pretrial Judgments > Default > Relief
From Default
Civil Procedure > Judgments > Relief From Judgment
> Void Judgments
[HN6] Fed. R. Civ. P. 60(b) provides in part that the
court may relieve a party from a judgment on the grounds
of mistake, inadvertence, surprise, or excusable neglect,
Rule 60(b)(1); fraud or other misconduct of an adverse
party, Rule 60(b)(3); the judgment is void, Rule 60(b)(4);
or for any other reason justifying relief from the
operation of the judgment, Rule 60(b)(6).

Civil Procedure > Judgments > Relief From Judgment
> General Overview
[HN7] Fed. R. Civ. P. 60(b) provides that a motion for
relief from a judgment shall be made within a reasonable
time, and for reasons (1), (2), and (3) not more than one
year after the judgment was entered or taken.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
Civil Procedure > Judgments > Relief From Judgment
> Independent Actions
Governments > Legislation > Statutes of Limitations >
Time Limitations
[HN8] Fed. R. Civ. P. 60(b) does not limit the power of a
court to entertain an independent action to relieve a party
from a judgment, or to set aside a judgment for fraud
upon the court. The United States Court of Appeals for
the Second Circuit has characterized this provision as the
saving clause of Rule 60(b), pursuant to which relief may
also be obtained at any time by way of an independent
action to set aside a judgment for fraud upon the court.
The Second Circuit does not require that a party seeking
relief from a judgment file a separate "independent
action" to avail itself of Rule 60(b)'s saving clause; a
claim of "fraud upon the court" is routinely evaluated
within the procedural context of a Rule 60(b) motion.

Governments > Courts > Court Personnel
Governments > Fiduciary Responsibilities
Legal Ethics > Client Relations > Perjury
[HN9] Fraud upon the court as distinguished from fraud
on an adverse party is limited to fraud which seriously
affects the integrity of the normal process of adjudication.
It involves far more than an injury to a single litigant or a
case of a judgment obtained simply with the aid of a
witness who, on the basis of after-discovered evidence, is
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believed possibly to have been guilty of perjury. Fraud
upon the court in the context of Fed. R. Civ. P. 60(b)
addresses that species of fraud which does or attempts to,
defile the court itself, or is a fraud perpetrated by officers
of the court so that the judicial machinery cannot perform
in the usual manner its impartial task of adjudging cases
presented for adjudication. An attorney is an officer of
the court and owes the court fiduciary duties and loyalty.
When an attorney misrepresents or omits material facts to
the court, or acts on a client's perjury or distortion of
evidence, his conduct may constitute a fraud on the court.

Civil Procedure > Judgments > Relief From Judgment
> Fraud
[HN10] The fraud on the court provision of Fed. R. Civ.
P. 60 sounds in the equitable power of the courts. As
such, it is characterized by flexibility which enables it to
meet new situations which demand equitable
intervention, and to accord all the relief necessary to
correct the particular injustices involved in these
situations. All courts are endowed with the inherent
power to ascertain whether their judgments were obtained
by fraud.

COUNSEL: For RCI HV, Inc., as successor-in-interest
to H-V Roll Center, Inc., Plaintiff: Eugene R. Licker,
Kirkpatrick & Lockhart LLP(NYC), New York, NY.

JUDGES: CHARLES S. HAIGHT, JR., SENIOR
UNITED STATES DISTRICT JUDGE.

OPINION BY: CHARLES S. HAIGHT, JR.

OPINION

Memorandum Opinion and Order

HAIGHT, Senior District Judge:

The above captioned case was originally assigned to
the calendar of the late Judge Schwartz. Defendant
moved by Order to Show Cause to vacate the default
judgment entered against it by Judge Schwartz on
December 11, 2002 for failure to file an answer. The
motion came before me as the Judge sitting in Part I on
January 12, 2004.

I issued an Order to Show Cause on defendant's
motion on January 12, 2004 and scheduled its return for

January 22, 2004. At the request of the parties, that date
was moved to February 11, 2004. This extension
provided time for the parties to file and serve responsive
and reply briefs on the motion. On February 11, 2004, I
heard oral argument by counsel for the parties. At [*2]
the end of the hearing, I reserved decision. Having
considered those arguments and the written submissions
filed by the parties, and for the reasons that follow, I now
vacate the default judgment.

I. BACKGROUND

A. The Parties

At the times pertinent to this litigation, Roll Center,
Inc., an Indiana corporation, engaged in the preparation
and manufacture of speciality sheet metal. Roll Center
was a wholly owned subsidiary of TransTec Group, Inc.,
a Michigan corporation, which was in turn a wholly
owned subsidiary of TransTec PLC, a United Kingdom
corporation (the "TransTec Companies"). In April 2002,
Roll Center was administratively dissolved by the Indiana
authorities for failure to pay corporate taxes and fees.
While Roll Center is now known as "TransTec (RC)
Inc.," I will refer to that company as "Roll Center" in this
Opinion.

The plaintiff in this action is RCI HV, Inc ("RCI"),
as successor-in-interest to H-V Roll Center, Inc.
(sometimes collectively "HV"), which in 1998 purchased
certain assets from Roll Center. The circumstances of that
transaction and its aftermath are set forth in Part I. B.,
infra. For purposes of identifying the parties to the case,
[*3] it is sufficient to say that an escrow account was
established pursuant to the purchase agreement, funded
by Roll Center as seller of the equipment in question,
which was intended to secure any claims for
indemnification in favor of HV as buyer in accordance
with the provisions of the purchase agreement. The
United States Trust Company of New York ("US Trust")
was named as the escrow agent.

HV brought this action to obtain the funds held in
escrow. Its original complaint named Roll Center and
The Bank of America as defendants, the latter under the
mistaken impression that The Bank of America had
succeeded US Trust as escrow agent. In point of fact, The
Bank of New York had succeeded US Trust in that
capacity. Accordingly, plaintiff filed an amended
complaint which eliminated The Bank of America as the
second party defendant and named The Bank of New
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York in its place. The amended complaint repeats HV's
allegations against Roll Center.

B. The Transactions in Suit

John Somers is named as representative of Roll
Center and TransTec Group in a 1998 Asset Purchase
Agreement for the sale of assets owned by Roll Center to
plaintiff's predecessor in interest. James Jorgensen of [*4]
the law firm of Hoeppner, Wagner & Evans was counsel
for the TransTec Companies in connection with that sale.

During much of the time pertinent to this motion,
TransTec PLC was in receivership in the United
Kingdom pursuant to a mortgage debenture not related to
this case. The receivers, all partners of the accounting
firm of Arthur Andersen, were John Talbot, Murdoch
McKillog, and David Duggins. The United States
representatives of these receivers were James Shinehouse
and Wanda Underkoffler. Susan Moore of the law firm of
Denton Wilde Sapte, whose offices are in London,
England, was counsel for the receivers. James Plemmons
of Dickinson Wright PLLC was counsel for TransTec
PLC.

H-V Roll Center ("H-V"), plaintiff's predecessor in
interest, was the corporate purchaser of assets belonging
to Roll Center, Inc. H-V was a subsidiary of Precision
Industrial Corporation. Genesis Worldwide I, Inc.
("Genesis I') subsequently purchased H-V. Genesis I filed
for bankruptcy, after which time Genesis Worldwide II,
Inc. ("Genesis II") purchased H-V. RCI HV, plaintiff in
this case, is a subsidiary of Genesis II and is the named
successor-in-interest for indemnification claims derived
from the 1998 [*5] Asset Purchase Agreement.

During periods of time critical to this litigation, Karl
Frydryk was an officer of H-V; Walter Stasik was
President and CEO of Genesis II; Bruce Marino was Vice
President and General Counsel of Genesis II; and Elliot
Davis of the law firm of Kirkpatrick and Lockhart LLP
was counsel for RCI HV.

According to the submissions of the parties and
documents contained in the court file, the facts
surrounding this dispute are as follows. On or about July
24, 1998 plaintiff "H-V Roll Center, Inc., a Pennsylvania
corporation," entered into an Asset Purchase Agreement
(the "Agreement") with "TransTec PLC, a public limited
company incorporated under the laws of England,"
"TransTec Group, Inc., a Michigan corporation and

wholly-owned subsidiary of TransTec," and "Roll Center,
Inc., an Indiana corporation and wholly-owned subsidiary
of" TransTec Group. Agreement at 1. This Agreement
was for the purchase of property and assets owned by
Roll Center.

As part of the Agreement, "the Companies,"
referring to TransTec PLC, TransTec Group, and Roll
Center, "jointly and severally [agreed to] indemnify,
defend and hold harmless" the purchasing parties for a
number of different [*6] potential commercial and
environmental liabilities. Agreement at 30. In support of
this indemnification, the Agreement provided that $
250,000, or approximately one-third, of the purchase
price for Roll Center's assets would be paid to an escrow
fund, later to be disbursed depending upon the resolution
of any potential claims for indemnification. According to
the Escrow Agreement, which was entered into by Roll
Center and H-V only, funds from the Escrow Account
could only be disbursed pursuant to an agreement signed
by both Roll Center and H-V or by a court order. United
States Trust Company of New York ("US Trust") was the
escrow agent.

On January 20, 2000 Karl Frydryk, writing on behalf
of H-V Roll Center, provided written notice to all three
TransTec Companies and to James L. Jorgensen, counsel
to the TransTec Companies in connection with the Assent
Purchase Agreement, of two potential litigation claims
for which H-V would seek indemnification. One related
to the sale of a "Sarclad Machine" (the "NEO" claim).
The other was for liability derived from alleged
environmental harms (the "Great Lakes" claim).

On July 26, 2000 the British law firm of Denton
Wilde Sapte, counsel for TransTec [*7] PLC's receivers,
wrote to Frydryk and representatives of all three
TransTec Companies. In this letter Denton Wilde Sapte
referred to the claims set forth in the January 20, 2000
letter, but took the positions that the NEO claim had been
resolved and that the Great Lakes claim would not be
pressed. Accordingly, counsel requested that H-V and
Roll Center take appropriate steps to arrange for the
release of the escrow funds and keep TransTec Group
and TransTec PLC apprised of these efforts.

On July 27, 2000 Frydryk wrote to Susan Moore at
Denton Wilde Sapte. In this letter Frydryk notified Moore
that Genesis, through H-V, had outstanding claims for
indemnification and, therefore, could not agree to release
the escrow funds.
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On August 25, 2000 Bruce Martino, Vice President
and General Counsel of Genesis World Wide, then sole
owner of H-V, wrote to all three TransTec Companies
(i.e. Roll Center in Ann Arbor Michigan, TransTec
Group in Ann Arbor Michigan, and TransTec PLC in
Birmingham England), James L. Jorgensen (who
represented the TransTec Companies in connection with
the sale of Roll Center's assets), and Susan Moore at
Denton Wilde Sapte, providing further details relating to
the [*8] NEO claim and demanding payment from the
escrow account for alleged damages arising from this
claim.

On September 19, 2000, Martino addressed a second
letter to the same parties, again seeking payment from the
escrow account for damages relating to the NEO claim.

On February 25, 2002 Annette Kos, a representative
of the Bank of New York, wrote a letter addressed to
Wanda Underkoffler and to Bruce Martino notifying
them that the Bank of New York had replaced US Trust
as escrow agent, and that the escrow account and the
funds therein had been transferred to the control and
possession of The Bank of New York. Kos had
previously been advised by Elliot Davis, representing
plaintiff, in a letter dated February 19, 2002 and copied to
James Shinehouse, that there were still claims
outstanding on the escrow funds. Kos's February 25 letter
provided the parties with account numbers and reaffirmed
the requirement that a party agreement must precede any
disbursement of funds from the account.

On March 1, 2002 Walter Stasik, President and CEO
of Genesis, wrote to James Shinehouse, who Stasik
accurately addressed as the representative in the United
States of TransTec PLC. In this letter, Stasik [*9]
reminded Shinehouse of the outstanding indemnity
claims, which Stasik asserted amounted to $ 278,620,
including interest. Stasik advised Shinehouse that if the
enclosed "Joint Instructions to the Escrow Agent" was
not signed and executed, Genesis would take legal action
to recover the escrow funds. The text of Stasik's letter
made it clear that he understood that Roll Center's name
was now TransTec (RC) Inc.

On March 5, 2002 Dickinson Wright PLLC, counsel
in the United States for TransTec PLC, wrote to US Trust
(the former escrow agent) and requested that the escrow
funds be turned over to the receivers of TransTec, then in
receivership in the United Kingdom.

Dickinson Wright's letter dated March 5, 2002,
signed by James Plemmons, a member of the firm,
clearly came to the attention of plaintiff. By letter dated
April 12, 2002, Eliot Davis of Kirkpatrick & Lockhart
LLP, counsel for HV, responded to Plemmons. Davis
reasserted HV's indemnity claims, as described in Stasik's
letter dated March 1, 2002, and went on to say:

I am also enclosing a joint instruction to
the escrow agent for execution on behalf
of TransTec. Kindly have the escrow
instructions executed on behalf of
TransTec [*10] and return them to me. I
will make arrangements on behalf of RCI
1 and delivery of the instructions to the
escrow agent. As stated in the [March 1,
2002] letter, RCI will commence legal
action to cause disbursement of the fund if
we do not receive a prompt response.

The "TransTec" Davis referred to in this letter was Roll
Center. That is apparent because the proposed escrow
instructions Stasik forwarded with his March 1, 2002
letter, forwarded again by Davis with the April 22, 2002
letter, contained lines for signature by "TransTec (RC)
Inc., formerly known as Roll Center, Inc.," and "RCI HV,
Inc., successor-in-interest to H-V Roll Center, Inc."

1 The corporate entity referred to as "RCI" in
this letter are the corporate entities collectively
referred to as "HV" in this Opinion.

C. The Filing of Suit

On June 7, 2002, plaintiff filed its original complaint
in this action, seeking a court order directing the payment
of the escrow funds to it. The amended complaint,
identifying The Bank of [*11] New York instead of The
Bank of America as successor escrow agent from US
Trust, was filed on June 13, 2002. The only defendant
plaintiff charged with wrongdoing in both pleadings was
"TransTec (RC) Inc., f/k/a Roll Center, Inc."

In August 2002 plaintiff filed a motion for an order
permitting the alternative service of process upon Roll
Center by serving the Secretary of State of Indiana, the
state of Roll Center's incorporation. That motion was
supported by an affidavit sworn to on August 23, 2002 by
James E. Hannon, Jr., an associate with the firm of
Kirkpatrick & Lockhart. Hannon stated, inter alia, that all
the firm's efforts "to locate [Roll Center] or any
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appropriate representative upon whom to effect service of
process" had failed. August 23, 2002 affidavit at P8. On
August 27, 2002, Judge Schwartz signed an order
permitting plaintiff to effect service upon Roll Center by
serving the Secretary of State of Indiana. Plaintiff did so
on September 4, 2002.

D. The Entry of a Default Judgment

Roll Center did not answer the complaint. On
October 31, 2002, plaintiff moved for a default judgment
against Roll Center. In support of this Motion, Hannon
submitted an affidavit [*12] dated October 30, 2002 (the
"October 30, 2002 Affidavit"). There, Hannon recounted
plaintiff's efforts to provide notice to defendant, including
service made upon the Indiana Secretary of State. In
addition, Hannon reported that he "made a diligent
search, including telephone and internet searches, to
locate an address for TransTec or any of its officers,
directors or agents upon whom to serve the Amended
Complaint. All of these efforts have failed." October 30,
2002 Affidavit at 3. Counsel's reference to "TransTec"
reflects the fact that Roll Center had changed it's name to
"TransTec (RC) Inc."

Judge Schwartz signed an Order, entered on 17,
2002, granting the motion for default judgment and
ordering the custodian of the Escrow Account to release
its contents to plaintiff. Plaintiff subsequently used this
Order to secure disbursement to itself of all funds in the
Escrow Account. When Roll Center learned what had
occurred, thirteen months after the default judgment was
entered, it filed the present motion to vacate the default
judgment, relying upon Rules 55(c)and 60(b), Fed. R.
Civ. P.

II. DISCUSSION

A. General Principles

[*13] [HN1] A party to litigation who, having been
lawfully served with a pleading seeking a judgment for
affirmative relief against him, fails to appear in the action
or otherwise defend is vulnerable to being defaulted. The
taking of a default is governed by Rule 55, Fed. R. Civ. P.
Rule55(a) provides that the clerk of a district court "shall
enter the party's default" when it is made to appear that
the party "has failed to plead or otherwise defend as
provided by these rules . . ." Having entered the default,
the clerk may enter a judgment when the claim is for a
sum certain, if furnished with an affidavit of the amount

due, and provided that defendant has been defaulted for
failure to appear. Rule 55(b)(1). In any other case,
application must be made to the court for a default
judgment; and a defendant who has appeared is entitled
to three days' written notice prior to the hearing on such
application. Rule 55(b)(2).

[HN2] A defaulted party may apply to be relieved of
its default. The governing Rules are 55(c) and 60(b).
Where the clerk has entered the default under Rule 55(a),
Rule 55(c) provides that the court may set aside the entry
"for good cause shown. [*14] " If a judgment by default
has been entered, the court may set it aside "in
accordance with Rule 60(b)." Id. See, e.g., Enron Oil
Corp. v. Diakuhara, 10 F.3d 90, 95 (2d Cir. 1993) ("A
party may move pursuant to Rule 55(c) to set aside the
entry of default for 'good cause' or to set aside the
judgment in accordance with Rule 60(b).").

These provisions for relief are important because the
law does not favor resolution of disputes by default,
preferring instead that they be decided on the merits. In
Enron, 10 F.3d at 96, the Second Circuit stated generally:

Default procedures, of course, provide a
useful remedy when a litigant is
confronted by an obstructionist adversary.
Under such circumstances those
procedural rules play a constructive role in
maintaining the orderly and efficient
administration of justice. Yet, because
defaults are generally disfavored and are
reserved for rare occasions, when doubt
exists as to whether a default should be
granted or vacated, the doubt should be
resolved in favor of the defaulting party.
In other words, "good cause" and the
criteria of the Rule 60(b) set aside should
be construed generously.

(citations [*15] omitted).

[HN3] Rule 55(c) does not define the term "good
cause"; nor does Rule 60(b) describe the strength of the
showing a movant must make to bring itself within one of
the Rule's several grounds for obtaining relief from a
judgment. But Second Circuit case law furnishes
additional guidance. Again, it is useful to quote Enron,
10 F.3d at 96, at some length:
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We have established three criteria that
must be assessed in order to decide
whether to relieve a party from default or
from a default judgment. These widely
accepted factors are: (1) whether the
default was willful; (2) whether setting
aside the default would prejudice the
adversary; and (3) whether a meritorious
defense is presented. Other relevant
equitable factors may also be considered,
for instance, whether the failure to follow
a rule of procedure was a mistake and
whether the entry of default would bring
about a harsh or unfair result. Although
the factors examined in deciding whether
to set aside a default or a default judgment
are the same, courts apply the factors more
rigorously in the case of a default
judgment, because the concepts of finality
and litigation repose are more deeply
implicated in [*16] the latter action.

(citations omitted).

B. Application of these Principles to this Case

The principal foundation for defendant's motion is
the claim that plaintiff misled the Court by representing
that it could not locate plaintiff and affect service of
process in the normal manner. Relying on this
representation, defendant argues, Judge Schwartz
approved alternative service in the form of service upon
the Indiana Secretary of State. Defendant claims that this
alternative form of service was not reasonably calculated
to provide notice to defendant that suit had been filed and
that, because no notice was given, defendant was denied
the opportunity to respond. Defendant argues that the
default judgment should be vacated because any
inattention on its part was inadvertent, plaintiff achieved
the default by fraud and misrepresentation, the Court did
not have personal jurisdiction over defendant, the case
presents extraordinary circumstances, and because the
default will cause defendant to suffer extreme hardship.

Plaintiff's response comes in two waves. First,
plaintiff points out that defendant's motions under Rules
60(b)(1)and 60(b)(3) are time-barred, the motion [*17]
having been filed thirteen months after the entry of
default judgment. Though the time limitation of twelve
months set forth in Rule 60(b) does not explicitly cover

claims under 60(b)(6), plaintiff correctly cites Grabois v.
Dura Erect Corp., 981 F. Supp 295, 298 (S.D.N.Y., 1997)
for the proposition that [HN4] a party moving under Rule
60(b) cannot seek relief under 60(b)(6) to avoid the strict
time limitation when relief could be sought under other
subsections of Rule 60(b). Since, in this circumstance,
"mistake," "inadvertence," and "misrepresentation" lie at
the heart of defendant's motion and no other grounds for
relief have been brought forward, plaintiff correctly
argues that Rule 60(b)(6) cannot provide defendant with
either independent relief or a way to circumvent the
one-year time limit imposed by Rule 60(b).

Second, plaintiff asserts that it abided by the strict
notice requirements of Rule 4 and followed the guidance
of the Court in pursuing alternative service. Having done
what was required to affect personal service, plaintiff
asserts that the judgment cannot be voided under Rule
60(b)(4) simply because defendant did not receive this
notice. Plaintiff argues [*18] that its position in this
regard is made stronger by the fact that notice was
ineffective due exclusively to defendant's own inattention
to its affairs. Plaintiff further asserts that, since TransTec
Group and TransTec PLC were not named defendants
and were not named as parties to the escrow agreement,
plaintiff was not obliged to serve either of these parties.

In reply, defendant again contends that plaintiff's
conduct in this case, including its choice to name only
Roll Center as a defendant, has been calculated to achieve
a default and to prevent consideration of the
indemnification claims on the merits. Defendant, relying
on the text of the Asset Purchase Agreement, argues that
plaintiff had an obligation to serve or otherwise notify
TransTec Group and TransTec PLC that it was pursuing
the escrow funds through a civil action. Given this,
defendant argues that plaintiff's efforts to affect service
on Roll Center were neither in good faith nor calculated
to provide effective notice. Defendant also points out that
the one-year time limitation set forth in Rule 60(b) does
not affect motions under Rules 60(b)(4)and 60(b)(6).

It is clear from the record that the present suit was
precipitated [*19] by the fact that Genesis II and the
TransTec Companies could not reach an agreement as to
the proper disbursement of funds held in the Escrow
Account. The correspondence between the parties
presented to this Court, but not to Judge Schwartz, also
supports plaintiff's representation that this failure to reach
an agreement was at least a partial function of the fact
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that the parties had not engaged in any substantive
discussion of plaintiff's indemnification claims. Absent
substantive discussion and accommodation between the
parties, it was certainly proper for plaintiff to pursue a
resolution of its claims through litigation. This is, after
all, what the courts are for.

The Asset Purchase Agreement between the parties
gave plaintiff the right to seek indemnification from all
three of the TransTec Companies "jointly and severally."
Agreement at 30. It also made provisions for contacting
the parties, including contact information for each of the
Companies, their agents, and their counsel. Agreement at
31, 38-39. As was its right, plaintiff elected to pursue its
litigation claims only against defendant Roll Center. 2 In
this circumstance, plaintiff was not technically required
to serve [*20] a copy of its complaint on either TransTec
Group or TransTec PLC, particularly given the fact that
plaintiff and Roll Center were the only parties to the
Escrow Agreement.

2 Section 9.3 of the Agreement titled "Notice to
Indemnifying Party" appears to explicitly
contemplate the possibility that only one of the
Companies could serve as the "indemnifying
party" for plaintiff. Agreement at 31.

Nonetheless, I think it clear that plaintiff acted
inequitably when, after tailoring its complaint to state a
cause of action against Roll Center alone, it deliberately
refrained from giving either TransTec Group or TransTec
PLC notice of the suit, or inquiring of those clearly
interested entities how service upon Roll Center, their
moribund subsidiary, could be effected.

The Supreme Court articulated the pertinent
principle in described the In Mullane v. Central Hanover
Bank & Trust Co., 339 U.S. 306, 314, 94 L. Ed. 865, 70
S. Ct. 652 (1950):

[HN5] An elementary and fundamental
requirement of due process in any
proceeding [*21] which is to be accorded
finality is notice reasonably calculated,
under all the circumstances, to apprise
interested parties of the pendency of the
action and afford them an opportunity to
present their objections.

Mullane considered the constitutionality of a New York
Banking Law provision which allowed a trustee,

petitioning for a binding judicial settlement of accounts,
to give notice to all beneficiaries by publication in a local
newspaper. The Supreme Court held that the statutory
notice by publication was sufficient as to any trust
beneficiaries whose interests or addresses were unknown
to the trustee, but such notice failed to pass due process
muster in respect of known beneficiaries whose
whereabouts were also known to the trustee. As to those
known beneficiaries, the Court said:

In some situations the law requires
greater precautions in its proceedings than
the business world accepts for its
purposes. In few, if any, will it be satisfied
with less. Certainly, it is instructive, in
determining the reasonableness of the
impersonal broadcast notification here
used, to ask whether it would satisfy a
prudent man of business, counting his
pennies but finding it in [*22] his interest
to convey information to many persons
whose names and addresses are in his
files. We are not satisfied that it would.

339 U.S. at 319-320. The case at bar presents the
converse situation: plaintiff clearly concluded that it
would not to be in its interest to give the parent TransTec
companies notice of its action against Roll Center, such
notice being the inevitable consequence of plaintiff's
asking those companies how Roll Center could be served.
That plaintiff's conduct was inequitable is demonstrated
by the facts established by the record on the present
motion.

Based on the record before it, the Court makes the
following findings of fact: 1) during the months prior to
the filing of this lawsuit TransTec PLC, its receivers,
TransTec Group, and Roll Center, as the parties with
contractual and actual interests in the escrow funds,
exhibited and pursued their interests in those funds by
contacting and corresponding with principles and
representatives of RCI HV and Genesis II, principally
through TransTec PLC, its receivers, and their
representatives; 2) plaintiff and its parents knew about
this correspondence and knew who had apparent
authority [*23] to pursue these interests on behalf of the
TransTec Companies; 3) plaintiff did not share these facts
with Judge Schwartz either when it requested permission
to pursue alternative service or when it moved for a
default judgment; and 4) plaintiff and its representatives
did not provide notice of this lawsuit to TransTec PLC,
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its receivers, or their representatives.

Based on these findings of fact, which are
well-supported on the record before this Court, plaintiff
cannot claim that it took all appropriate steps to notify the
appropriate parties that there was a suit pending. Plaintiff
sued and attempted to serve Roll Center, Inc. At the time
of this attempted service the date of sale for Roll Center's
assets was nearly four years past. Roll Center was, as was
noted in the August 23, 2002 Affidavit of James Hannon,
no longer a functioning corporate entity.

Plaintiff also attempted to serve John Somers in
Michigan. While Somers was identified as contact for
Roll Center and for TransTec Group in the original Asset
Purchase Agreement, he was never, at least according to
the record before this Court, an active or passive
participant in the ongoing debate between Genesis II and
TransTec [*24] PLC's receivers over the merits of the
indemnification claims and proper disbursement of the
escrow funds. The same is true for Alfred Beeken, who
once served as a contact for Roll Center. In short,
plaintiff attempted to serve parties who had not been part
of its disputes over the escrow funds in several years but
did not notify parties who had been active participants in
these disputes only a few months prior.

In the Amended Complaint, plaintiff asserts that
"RCI has not responded to any of HV's requests to
indemnify HV and provide joint instructions to the Bank
for disbursement of the Escrow Account." This
representation to the Court was true to the letter.
However, the problem is that the correspondence
described supra was not between plaintiff and Roll
Center, but rather, predominantly, between
representatives from Genesis and representatives of
TransTec PLC. Plaintiff's submissions to Judge Schwartz
clearly implied that nobody from the seller's side was
taking an interest in the Escrow Account and the funds it
held. In the circumstances of the case, that was not a fair
inference. Nonetheless, plaintiff and counsel led Judge
Schwartz to draw it and did nothing later to correct [*25]
it.

In his Affidavit in Support of [the] Amended Motion
to Permit Alternative Service of Process, James E.
Hannon, Jr. of Kirkpatrick and Lockhart (the same firm
that wrote to TransTec PLC's attorney James Plemmons
in relation to the indemnification claims on April 12,
2002), averred that he is "familiar with the facts and
proceedings in this action," August 23, 2002 Affidavit at

1, and further stated that plaintiff attempted to "obtain a
waiver of service from RCI in accordance with Fed. R.
Civ. P. 4(d)." Id. at 2. In the course of these efforts
plaintiff learned that Roll Center had been
"administratively dissolved as a corporation . . . and that
RCI's last registered agent was Mr. Alfred D. Beeken,
with a listed address of a post office box in Gary,
Indiana." Id. Hannon represented to the Court that he
attempted to mail papers both to Mr. Beeken and to John
Somers, who is listed as a contact for Roll Center in the
Asset Purchase Agreement. When these efforts failed,
Hannon averred that he "conducted telephone and
internet searches in an attempt to locate RCI or any
appropriate representative upon whom to effect service
of process. [*26] All of these efforts have failed."
August 23, 2002 Affidavit at 1, 2 (emphasis added).

Hannon essentially repeated these sworn
representations in his Affidavit dated October 30, 2002,
filed in support of plaintiffs Motion for Entry of Default
Judgment (the "October 30, 2002 Affidavit"). There,
Hannon recounted plaintiff's efforts to notify defendant,
including service upon the Indiana Secretary of State. In
addition, Hannon reported that he "made a diligent
search, including telephone and internet searches, to
locate an address for TransTec or any of its officers,
directors or agents upon whom to serve the Amended
Complaint. All of these efforts have failed." October 30,
2002 Affidavit at 3 (emphasis added).

While this and similar representations to the Court
may have been factually accurate in a narrow sense, 3

they effectively misled the Court into believing that no
"appropriate representative" could be found. This was, of
course, not the case. To the contrary, TransTec PLC had,
through its agents and attorneys, been pursuing its
interests in the escrow account. Hannon knew, or should
have known, about these efforts given the fact that his
firm had, as recently as April 12, 2002, corresponded
[*27] with James Plemmons, attorney for TransTec PLC,
regarding the indemnification claims. TransTec's
negotiation strategy may have been, as plaintiff
characterizes it, marked mostly by "intransigence."
Plaintiff's Response at 16. That certainly gave plaintiff
and Genesis II good reason to suspend negotiations and
pursue a lawsuit. The alleged intransigence of the
TransTec Companies does not, however, justify plaintiff's
failure to reveal these efforts, no matter how frustrating,
to Judge Schwartz.
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3 Counsel's representation of "diligence" in his
October 30, 2002 Affidavit may be an exception.
Given the circumstances of which counsel
professed to be aware, it stretches credulity to
believe his claim that a diligent search for an
appropriate object of service had been undertaken
when the most obvious course, contacting the
parent companies, had not been pursued.

The reason why is obvious. Plaintiff was asking
Judge Schwartz to approve alternative service and, later,
to sign a default judgment. The basis of these requests
[*28] was that defendant could not be found and, due to
this fact, had not answered the complaint. In making
these requests plaintiff and counsel led Judge Schwartz to
believe that no "appropriate representative" of defendant
could be found to receive service. If Judge Schwartz had
been fully informed about all "facts and proceedings," of
which counsel and plaintiff were aware, relevant to the
dispute over the escrow funds and the motions before
him, then in all likelihood he would have (1) directed
plaintiff to ask the representatives of TransTec Group and
TransTec PLC, with whom plaintiff's representatives had
been acrimoniously corresponding, where and to whom
to send service upon Roll Center (thereby revealing to
those interests the commencement of the action), and (2)
withheld entering a default judgment against Roll Center
in the interim. There is no reason to doubt that such a
communication would have produced quick results from
one or more of the TransTec Companies or TransTec
PLC's receivers.

Plaintiff withheld critical information from Judge
Schwartz that was immediately relevant to the decisions
it was asking him to make. Further, through counsel,
plaintiff conducted itself in [*29] a manner that seems to
have been designed to mislead the Court rather than to
inform. As a result, Judge Schwartz's order granting the
plaintiff's motion for a default judgment was,
unbeknownst to the Judge, improvidently made.

In its motion to vacate the default judgment against
it, defendant Roll Center invoked Rules 55(c)and
60(b)(1), (3), (4)and (6). Fed. R. Civ. P. As noted in Part
II. A., supra, Rule 55(c) does not apply since its sole
function is to set aside an entry of default made by the
clerk of the court pursuant to Rule 55(a). If, as in the case
at bar, a judgment by default has been entered, the
movant for relief is relegated to the several grounds
specified in Rule 60(b).

Rule 60(b) [HN6] provides in pertinent part that the
Court may relieve a party from a judgment on the
grounds of "mistake, inadvertence, surprise, or excusable
neglect," Rule 60(b)(1); "fraud . . . or other misconduct of
an adverse party," Rule 60(b)(3); "the judgment is void,"
Rule 60(b)(4); or for "any other reason justifying relief
from the operation of the judgment," Rule 60(b)(6). The
gravamen of Roll Center's motion is that plaintiff
obtained the default judgment against it by fraud. But a
motion [*30] under Rule 60(b)(3) will not lie, because
Rule 60(b) also [HN7] provides that a motion for relief
from a judgment "shall be made within a reasonable time,
and for reasons (1), (2), and (3) not more than one year
after the judgment . . . was entered or taken." Judge
Schwartz's order was entered on December 12, 2002.
Roll Center did not make its motion until January 12,
2004, more than a year later.

But that is not an end of the matter. After setting
forth the times within which motions must be made under
its several subsections, Rule 60(b) goes on to provide:
[HN8] "This rule does not limit the power of a court to
entertain an independent action to relieve a party from a
judgment . . ., or to set aside a judgment for fraud upon
the court." The Second Circuit has characterized this
provision as "the saving clause of Rule 60(b)," pursuant
to which "relief may also be obtained at any time by way
of an independent action to set aside a judgment for
'fraud upon the court.'" Gleason v. Jandrucko, 860 F.2d
556, 558-59 (2d Cir. 1988). See also King v. First
American Investigations, Inc., 287 F.3d 91, 95 (2d Cir.
2002) ("King's motion to vacate [a judgment] for fraud
[*31] upon the court is not subject to the one year
limitation period," citing Rule 60(b)); Hadges v. Yonkers
Racing Corp., 48 F.3d 1320, 1325 (2d Cir. 1995) (same).
As the cited cases illustrate, the Second Circuit does not
require that a party seeking relief from a judgment file a
separate "independent action" to avail itself of Rule
60(b)'s saving clause; a claim of "fraud upon the court" is
routinely evaluated within the procedural context of a
Rule 60(b) motion.

Accordingly, the question becomes whether Roll
Center, on its Rule 60(b) motion, has demonstrated that,
in obtaining a default judgment against Roll Center,
plaintiff committed a "fraud upon the court" in the person
of Judge Schwartz. For the reasons that follow, I
conclude that this question must be answered in the
affirmative, and the judgment vacated.
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[HN9] "'Fraud upon the court' as distinguished from
fraud on an adverse party is limited to fraud which
seriously affects the integrity of the normal process of
adjudication" Gleason v. Jandrucko, 860 F.2d 556, 559
(2d Cir. 1988). It involves "'far more than an injury to a
single litigant'" or "'a case of a judgment obtained
[simply] with [*32] the aid of a witness who, on the
basis of after-discovered evidence, is believed possibly to
have been guilty of perjury.'" Id. (quoting Hazel-Atlas
Glass Co. v. Hartford-Empire Co.) (alteration in
original). "Fraud upon the court" in the context of Rule
60(b) addresses "that species of fraud which does or
attempts to, defile the court itself, or is a fraud
perpetrated by officers of the court so that the judicial
machinery cannot perform in the usual manner its
impartial task of adjudging cases presented for
adjudication." Kupferman v. Consolidated Research &
Mfg. Corp., 459 F.2d 1072, 1078 (2d Cir. 1972) (quoting
7 Moore's Federal Practice P 60.33, at 515 (1971 ed.)).
See also Transaero, Inc. v. La Fuerza Area Boliviana, 24
F.3d 457, 460 (2d Cir., 1994). "An attorney is an officer
of the court and owes the court fiduciary duties and
loyalty. When an attorney misrepresents or omits
material facts to the court, or acts on a client's perjury or
distortion of evidence, his conduct may constitute a fraud
on the court." Trehan v. Von Tarkanyi, 63 B.R. 1001,
1006 (S.D.N.Y., 1986) (emphasis added).

[HN10] The "fraud on the court" provision [*33] of
Rule 60 sounds in the equitable power of the courts. As
such, it is "characterized by flexibility which enables it to
meet new situations which demand equitable
intervention, and to accord all the relief necessary to
correct the particular injustices involved in these
situations." Hazel-Atlas Glass Co. v. Hartford-Empire
Co., 322 U.S. 238, 248, 88 L. Ed. 1250, 64 S. Ct. 997
(1944). This Court, like all courts, is endowed with the
"inherent power to ascertain whether their judgments
were obtained by fraud." Leber-Krebs, Inc. v. Capitol
Records, 779 F.2d 895, 899 (2d Cir., 1985). In the
Court's opinion, the conduct of plaintiff and its counsel in
this case clearly rises to the level of "fraud on the court."

In cases where a party brings a dispositive motion on
an ex parte basis, here seeking the extraordinary relief of
default judgment, the normal benefits of the adversary
system are absent and a judge must rely on the
representations of parties and their counsel, serving as
officers of the court. Here, Judge Schwartz relied upon
representations made by plaintiff and counsel that they

were taking every reasonable step within the horizon of
their knowledge to find someone to accept service on
behalf of Roll Center. [*34] In fact, plaintiff and counsel
had not taken the most obvious step, which would have
been to contact Roll Center's parent companies and their
agents to ask them whom to serve and where. Had this
possibility been presented to Judge Schwartz, there can
be no doubt that he would have required that such steps
be taken before considering either the motion for
alternative service or the subsequent motion for default.

Plaintiff and counsel for plaintiff omitted from
sharing with Judge Schwartz information that was
relevant and necessary to a proper evaluation of their
motion for alternative service and their subsequent
motion for default. The denial to defendant of a fair
opportunity to answer and pursue plaintiff's claims on the
merits is an injustice that is "'sufficiently gross to demand
a departure' from rigid adherence to the doctrine of res
judicata." United States v. Beggerly, 524 U.S. 38, 46, 141
L. Ed. 2d 32, 118 S. Ct. 1862 (1998) (quoting Hazel-Atlas
322 U.S. at 244). Defendant's motion is, therefore,
granted.

Defendant is also entitled to relief under Rule
60(b)(4). Plaintiff's claim to have satisfied the notice
requirements set forth in Rule 4 of the Federal Rules of
Civil Procedure [*35] turns on the validity of their
granted motion for alternative service. That motion was
granted on the basis of imperfect information and false
impressions that were enabled by plaintiff and, given that
the motion was made ex parte, were the sole
responsibility of plaintiff to correct. The request for
alternative service should not have been granted. It is
clear that had plaintiff not withheld relevant information
from Judge Schwartz it would not have been granted.
Since alternative service should not have been allowed it
follows that personal jurisdiction was not properly
established and, on this basis, the judgement is void.

There is, on the basis of the foregoing analysis, more
than sufficient grounds to vacate the default judgment
entered against defendant. With respect to the additional
requirements imposed by the law of this Circuit, it is
clear that defendant did not willfully default. To the
contrary, it was never notified of the claims pending
against it. These claims turn on the merit or demerit of
plaintiff's two indemnification claims. Defendant asserts
that these claims are not covered by the indemnification
agreement, that the claims themselves are without merit,
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[*36] and that plaintiff's asserted damages are excessive.
All of these defenses appear to be sufficiently colorable
to sustain defendant's request that plaintiff's claims be
considered on the merits.

Finally, plaintiff will not be unfairly prejudiced if
defendant's motion to vacate the default is granted.
Plaintiff will, by order of this Court, be required to post
security and it will be required to defend its claims on the
merits. Plaintiff may find this to be an unwelcome
burden, but it is not unfairly prejudicial in the sense
contemplated by Rule 60(b). Moreover, any additional
hardship imposed on plaintiff by virtue of the passage of
time since it filed suit and received a default judgment are
solely the result of plaintiff's conduct and are rightly
plaintiff's to bear.

CONCLUSION

The parties had, and, it would seem, still have, a
disagreement as to the proper disbursement of the funds
formerly held in Escrow Account. The parties could not
resolve these disagreements. In this circumstance,
plaintiff acted within its rights in bringing an action in
court seeking a court order releasing and disbursing the
funds. Plaintiff should have, however, provided
defendant with sufficient [*37] notice and opportunity to
be heard. This task could have been accomplished with
little effort by contacting those parties, defendant's parent
corporations and their representatives, who were actively
interested in defending against this suit. Plaintiff should
have notified TransTec PLC and its receivers in order to
find a proper target for service of its claim. The Court is
confident that, had plaintiff brought the existence of these
parties to the attention of Judge Schwartz, he would have
ordered them to do so before allowing alternative service
on the Indiana Secretary of State and before approving a
default judgment. Those parties and Roll Center are now
fully aware of the suit against their interests. Consistent
with the doctrinal preferences prevalent in this Circuit,
they deserve an opportunity to resolve this contest on the
merits. Accordingly the Court makes the following
Order:

1. The default judgment entered by Judge Schwartz
in the above captioned matter on December 11, 2002 is

vacated.

2. Defendant is directed to file and serve its
responsive pleadings on or before June 25, 2004.

3. In the exercise of its discretion, the Court directs
plaintiff to post security in a [*38] form acceptable to the
Clerk, the principal amount of which shall be comprised
of (1) the amount of funds previously disbursed to
plaintiff from the Escrow Account referred to in this
Opinion, and (2) the amount of interest that would have
accrued on those funds had they remained in the Escrow
Account from the date of that disbursement to the date
plaintiff posts the security called for by this Order.
Failing the posting of such security, the Court will enter
judgment in favor of defendant and against plaintiff in an
amount calculated in a comparable manner. 4

4 As noted in text, and made plain in cases such
as Enron, 10 F.3d 90, defendant's motion under
Rule 60(b) for relief from the default judgment
depends for its resolution upon principles of
equity. Assuming arguendo (no view on the
question is intimated by this Opinion) that
defendant will at the end of the case be held
entitled to a return of the funds that were
deposited in the Escrow Account, it is equitable,
given plaintiff's conduct in obtaining the default
judgment, to require plaintiff to secure defendant's
recovery of such a judgment. When a party
succeeds in a claim for the return of an escrow
deposit, interest is calculated at the rate provided
for in the escrow agreement, and not at the New
York statutory rate of 9% per annum specified in
N.Y. CPLR § 5001(a). See Reckson Operating
Partnership, L.P. v. New York State Urban
Development Corp., 300 A.D.2d 291, 751
N.Y.S.2d 279 (A.D. 2d. 2002).

[*39] The foregoing is SO ORDERED.

Dated: May 28, 2004

CHARLES S. HAIGHT, JR.

SENIOR UNITED STATES DISTRICT JUDGE
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