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IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISRICT OF CALIFORNIA
SAN FRANCISCO DIVISION

ACTUATE CORPORATION, No. C 14-02274 RS
v Plaindf, ORDER GRANTING MOTION TO
' DISM1SS
FIDELITY NATIONAL INFORMATION

SERVICES, INC., d/b/a FIS GLOBAL, and
DOES 1 through 10,

Defendants.

/
l. INTRODUCTION

In 2007, the predecessor of Aata Corporation (“Actuate’®@ntered into a software
licensing agreement with an affiliate of Fideldational Information Service, Inc. (“FNIS”).
Actuate brought this case agdiRIS after uncovering allegedsdrepancies in the resulting
royalty payments. The complaint sets forth ansléor injunctive relief on the basis of direct and
indirect copyright infringementFNIS moves to dismiss, arguing that a licensee is not liable fo
infringement solely on the basis of unpaid royaltiesthe alternative, FNIS asks the Court to st{
the proceeding pending completion of mandatorytiatoon pursuant to the licensing agreement
Pursuant to Civil Local Rule 7-1(b), the motiorsigtable for dispositiowithout oral argument an

No. C 14-2274RS
ORDERGRANTING MOTION TODISMISS

—

[N




United States District Court

For the Northern District of California

© 00 N o o b~ w N PP

N NN N N DN DN NN R R R R R RPB R R R
0 N o U0~ W N P O © 0 N o 0o W N B O

the hearing set for August 28, 2014, is vacated.tHereasons set forth below, defendant’s motion

to dismiss must be granted.
Il. BACKGROUND!

Actuate develops and licenses custonmnmunication management and enterprise
software. It is the successor-in-interest to Xe@osup, Inc. (“Xenos”), the original licensor and
copyright holder of the software in dispuiehich is known and marketed as d2e Platform
(“Software”). Prior to the acgsition of Xenos by Actuate, tiHermer entered into a licensing
agreement with Treev LLC (“Treev”) to distribugpecific components afie Software as one
component of a bundle of products distited by Treev to end-userBursuant to that agreement,
Treev was obligated to pay Xenos for each cophefSoftware licensed to end-users at a rate
specified in an attachment to the agreementapdovide reports to Aaate on distribution and
royalty payments.

In June 2013, Actuate informed Fidelity Infation Services (“FIS”)which it describes ag

Treev's “successor-in-interest,” of discrepandrethe royalty reports submitted by FIS. There

appears to be some dispute nég¢vant to the instant motion as to the corporate structure linking

Treev, FIS, and named defendant FRII8ctuate requested additional information, which led Fl
to admit to “over-deployment of the Software by multiple end-users.” Complaint, § 16. In ot
words, it appears that FIS has distributed more cafiéstuate’s software than it paid for. On tf
basis, Actuate alleges that FISigrently using and distributingdlSoftware outside the scope 0
its license and thereby willfullynfringing Actuate’s copyrights.
[ll. LEGAL STANDARD
To survive a Rule 12(b)(6) motion to dismiss for failure to state a claim, the complaint

contain “a short and plain statement of the claim shgwhat the pleader is entitled to relief.” Fg

L Al facts are taken as true from the complaint and the licensing agreement referenced there
purposes of this order.

According to FNIS, it is not the successor-in-iatrto Treev. Rather, “Treev is an affiliate of
Fidelity Information Services, LLC, which is owd by Fidelity National Information Services,
LLC, which is owned by FNIS. Fidelity Information Services, LLC signs agreements on behg
itself and its affiliates, including Treev. FNIS is a holding company and does not provide any
services or products and is, therefore, an aperly named defendant.” MTD, p. 2 & n. 3 (recor
citations omitted).
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R. Civ. P. 8(a)(2). “Pleadings mus¢ so construed so as to do justice.” Fed. R. Civ. P. 8(e).
“detailed factual allegations are rreqjuired,” a complaint must hasafficient factual allegations {

“state a claim to relief that is plausible on its facAshcroft v. Igbal556 U.S. 662, 678 (2009)

(citing Bell Atlantic v. Twombly550 U.S. 544, 570 (2007)). A claismfacially plausible “when the

pleaded factual content allows tbeurt to draw the reasonable inference that the defendant is
for the misconduct alleged.fd. This determination is contespecific and reques the court “to
draw on its judicial expegnce and common sensdd. at 679.

In dismissing a complaint, leave to amendstrae granted unless it is clear that the
complaint’s deficiencies cannot be cured by amendmniamtas v. Dep’t of Corporation$6 F.3d
245, 248 (9th Cir. 1995). When amendment wouléulike, however, dismissal may be ordered
with prejudice. Dumas v. Kipp90 F.3d 386, 393 (9th Cir. 1996).

IV. DISCUSSION

A. Direct Infringement

Defendant first moves to dismiss the diredtingement claim on the basis that the
complaint does not allege facts amounting to cgby infringement but, rather, a breach of the
parties’ contractual arrangemerilthough a case for copyrightfimgement may lie between twdg
parties to a licensing agreement, the Ninth Circustdylained that “the pential for infringement
exists only where the licensseiction (1) exceeds the license’s scope (2) in a manner that
implicates one of the licensorxclusive statutory rights.MDY Indus., LLC v. Blizzard Entm't,

Inc., 629 F.3d 928, 940 (9th Cir. 201d8pinion amended and supersddm denial of reh’g09-

15932, 2011 WL 538748 (9th Cir. Feb. 17, 2011). Inrotmds, “there must be a nexus between

the condition and the licensor'sausive rights of copyright.d., at 941. Without such a nexus,
the proper remedy lies in contramit copyright infringement.Id.

17 U.S.C. 8 106 grants copyright ownerséhelusive right to reproduce, distribute,
perform, and display a copghted work, and to preparerdative works based thereon.
Contractual terms in a license that limit the scoba licensee’s right to exercise any of these
statutory rights “are referred to as ‘conditigrise breach of which constitutes copyright

infringement. All other license terms are refdrte as ‘covenants,’ the breach of which is
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actionable only under contract lawAlaska Stock, LLC v. Pearson Educ., ]85 F. Supp. 2d
1027, 1043 (D. Alaska 2013).

The parties disagree asviether a numeric limitatiom a licensing agreement may
implicate statutory rights. THeinth Circuit has offered the lowing example concerning numer

limitations to illustrate the difference beden statutory and contractual claims:

[Clonsider a license in which the comyii owner grants person the right to
make one and only one copy of a book with thveat that the kmsee may not read
the last ten pages. Obviously, a licensee who made a hundred copies of the book
would be liable for copyright infringemehbecause the copying would violate the
Copyright Act’s prohibition on reproducin and would exceed the scope of the
license. Alternatively, if the licensee made a single copy dbdl&, but read the last
ten pages, the only cause of action would be for breach of contract, because reading
work does not violate any rigptrotected by copyright law.”

MDY Indus 629 F.3d at 940 (quotirfstorage Tech. Corp. v. Custom Hardware Eng’'g &
Consulting, InG.421 F.3d 1307, 1316 (Fed. Cir. 2005).

Relying in part on this illustteéon, courts in this circuit haveecognized claims for copyrigh
infringement where the licensee created orithsted copies in excess of explicit numeric
conditions within the licesing agreement while rejeng such claims wherthe gravamen of the

complaint was a failure to remit sufficient royadtieFor example, a recent District of Hawalii

c

a

=
—+

decision permitted a claim for copyright infringemeuititere the licenses at issue contained numeric

limits permitting the licensee the right to reproéacparticular copyrighted image in up to 40,00
copies of a textbook to be distributed in North AmeriPac. Stock, Inc. v. Pearson Educ., |r827
F. Supp. 2d 991, 998 (D. Haw. 2013). As that theld, “if [the licensor] does establish use
exceeding the limits in a license, that use would\bdence of copyright infringement. The limit;
in the license define the scopkthe license; they are notgply covenants enforceable only
through a breach obatract action.”ld.; see Alaska StocR75 F. Supp. 2d at 1043 (same). In
contrast, a decision from this dist concluded that elaim for infringement would not lie where
the license agreement limited egmirchased license to a singleysut did not set forth a limit of
the number of licenses to be grant&tbula, LLC v. Storage Tech. Carplo. 06-07391, 2008
WL 228036, at *5 (N.D. Cal. Jan. 18, 2008).
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The licensing agreement at issue graneeVidimited rights to use, manufacture, and

distribute the Software. For example, the agre¢peavides that Treev shall have the limited right

“to use and operate the Licensed $@afte . . . [as] necessary for purposes of the reasonable exercis

and enjoyment of the limited rights granted nefe Agreement, { 2.1.1. The limited derivative
works license is more specific, providing Treewwithe right “to createlerivative works based on

the Licensed Software only by bundling the Licensed Software with [Treev] Product(s) for th

purpose of creating Composite Product(s); no rightaodify the Licensed Software are granted

herein.” Id., 1 2.1.2. The distribution license inclgdaoth form and geographic limitations,

permitting Treev to “market, distribute and displayich composite products “only in Object Code

form” and only within ar(undefined) territory.ld., 1 2.1.4.

11%

The complaint does not assert any facts sugggestat Treev (or FIS or FNIS) exceeded any

of these licensing conditions. Apart from a baltegation that defend&has “violate[d] the

exclusive rights of Actuate as thepyright holder . . as set forth in 17 U.S.C. § 106,” none of the

factual allegations concerning detant’s own use, reproduction, distribution of the Software
implicate contractual conditions withnexus to statutory rights. example, Actuate alleges thg
defendant “admitted to over-deployment of the Software by multiple end-users,” and otherwi
suggests defendant has not paid sufficient roydthieiss use and distribution of the Software. T

Agreement does not, however, establish any migrfimits on defendant’s right to install and

—

ne

distribute the Software, but merely requires defenttapay for the licenses it requires according to

a payment schedule attached to the Agreement.

Actuate avers that it does ng#t know the full extent alefendant’s breach of the
Agreement because defendant “has sought to obscure the precise scope and magnitude of
deployment” of the Software. Complaint, § 18.e&xrediting that an averment of obfuscation
could give rise to a reasonable inference thirdiant has exceeded the scope of the license tdg
greater extent than has yet beeresded, the gravamen of Actuateisect infringement claim is fo
unpaid use and distribution of the Software, wtaod not cognizable aspyright infringement.
On that basis, defendant’s motion to dismigsdhect infringement aeim must be granted.

B. Contributory and Vicarious Infringement
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Defendant next moves to dismiss therldor indirect infringement, including both
contributory and vicarious infringement. To state a claim dotrdbutory infringement, Actuate
must allege facts sufficient thew that defendant “(1) has knowlge of another’s infringement a
(2) either (a) materiallgontributes to o(b) induces that infringement.Perfect 10, Inc. v. Visa
Intern. Service Ass,M94 F.3d 788, 795 (9th Cir. 200Tyvdarts, LLC v. AT&T Mobility, LLC
710 F.3d 1068, 1072 (9th Cir. 2013). “[M]ere knowledgenfringing potential or of actual
infringing uses would not be enough hersubject a distributaio liability.” Metro-Goldwyn-
Mayer Studios Inc. v. Grokster, Lt&®45 U.S. 913, 937 (2005). Inste#ctuate must allege that
defendant took “affirmative stepto foster infringementld. To state a claim for vicarious
infringement, Actuate must allegieat defendant had “(1) theght and ability to supervise the
infringing conduct and (2) a direct financiaterest in the infringing activity.Perfect 10494 F.3d
at 802 (footnote omitted);uvdarts 710 F.3d at 1071.

Allegations that defendant was aware of anp#ed “overdeployment” of the Software by
end-users in violation of end-@slicensing are not sufficietd state a claim for indirect
infringement because such allegations sounamract not copyright for the reasons set forth
above. Nor are conclusory allegats reciting the elementd a claim for contributory infringeme
(seecomplaint, § 27) or vicarious liabilitysée id, I 28) sufficient to “state a claim to relief that ig
plausible on its face.lgbal, 556 U.S. at 678.

Actuate does assert one factual allegation that would suggegh&able claim of indirect
infringement if substantiated. The complaint avbiat “[defendant’s] admesions to date indicate
that it distributed the Software in excess of the saufithe [Agreement] . . . by failing to restrict (
of the Software to specified hardware configunat@nd server environments.” Complaint, § 19.
The Agreement does not, howeverpaar to set forth any conditionsncerning hardware or serv,
requirements.Cf. Netbula 2008 WL 228036 at *5—6 (holding thau allegation that the licensee
used the licensed software on unpermitted operatatfppins gives rise to an infringement claim
but finding the plaintiff's evidence insufficient pyove such a claim). As currently pled, the
complaint is not sufficient to state a claim for indirect infringement.

C. Injunctive Relief
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Defendant next moves to dismiss Actuate’s petelent claim for injunctive relief. Actuate
appears to concede, correctly, tmptinctive relief isa form of remedy not a claim for reliekee,
e.g., Mangindin v. Washington Mut. Bali87 F. Supp. 2d 700, 709 (N.D. Cal. 200®)sal v. First
Fed. Bank of California671 F. Supp. 2d 1111, 1136 (N.D. Cal. 2009). On that basis, Actuate’
claim for injunctive relief must be dismissed.

D. Motion to Stay

In the alternative to dismissal, defendant nsoteecompel arbitration and to stay the casq
pending completion of that process. As an ihimatter, it appears from the briefing that Actuate
has already made a demand for arbitration, se€kingpecific performare under the contract to

provide required reports; (2) an accounting foretenue derived from the Software licensing s

=4

that Actuate can determine what royalties are dnd;(3) the payment ofl dost license fees and
damages due. Jackson Decl., Exh. 7.

To the extent defendant might seek an oodenpelling Actuate to &k injunctive relief
through arbitration, it is not entitled to suchader. The arbitration prision in the Agreement
clearly exempts from arbitrationigaifor injunctive relief for copyght infringement. Agreement,
1 11.2.5. An arbitration provision thexpressly excludes a particutdaim is sufficient to exempt
that cause of action from arbitration, as “a paggnot be required to submit to arbitration any
dispute which he has nagreed so to submit. AT&T Techs., Inc. v. Comm. WorkersAwherica,
475 U.S. 643, 648 (1986). To the extent Actuate lis tlbamend its complaint to set forth a viahle
claim for injunctive relief prediated on copyright infringement.glarbitration agreement would njot
apply.

Nor is it necessary, at this juncture, taysthese proceedings pending completion of the

arbitration process. Defendant’s nawtito stay is set forth in the alternative to its motion to dismiss.

Because the complaint is otheravisubject to dismissal for theasons set forth above, there is np
basis to determine whether a hypothetical non-atilgrclaim for injunctive relief should be

permitted to proceed while the parties engage in arbitration concerning other matters.

E. Attorney Fees
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Finally, defendant moves to dismiss Actiatrequest for attorney fees, arguing the
Agreement permits suit only for injunctive relief aodenforce an arbitration decision and not fg
damages or any other type olieg including attorney feesAgreement, § 11.2.5. 17 U.S.C. 8§ 5(
however, provides that “[ijn any civaction under this title, the cdun its discretion may allow th
recovery of full costs by or against any party lamay also award a reasonable attorney’s fee t¢
prevailing party as a part of the costs.” Theiparhave not adequatebyiefed the question of
whether the arbitration clausetbie agreement has displaced $teutory provision for attorney
fees. Defendant’s motion to dismiss the reqtasattorney fees is drefore denied, though the
complaint is subject to dismissal in its entiretyflture to state a plausible claim for relief. Thig
Order is without prejudice to defendant renewingritgion to dismiss any request for attorney fq
in the event plaintiff elects tile an amended complaint.

V. CONCLUSION

For the reasons set forth above, defendantomado dismiss is gnted, with leave to

amend. Any amendment must be filed within 39sdaf this order or the case will be dismissed

without further notice.

IT 1S SO ORDERED.

Dated: August 21, 2014

RICHARD SEEBORG
UNITED STATES DISTRICT JUDGE
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