Merit Homes LLC v. Joseph Carl Homes LLC et al
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IN THE UNITED STATESDISTRICT COURT
FOR THE DISTRICT OF ARIZONA
Merit Homes, LLC, No. CV-10-2030-PHX-SMM
Plaintiff,
VS. MEMORANDUM OF DECISION

AND ORDER
Joseph Carl Homes, LLC, et al.,

Defendants.

Plaintiff Merit Homes LLC (*“Merit Homes” or “Merit”) brought this civil actio

Doc. 46

n

complaint against Defendants Joseph Carl Homes and Joseph Carl Mulac (collgctive

“JCH") alleging copyright infringement, unjust enrichment, and tortious interference with

contract. (Doc. 1.) Merit alleges that JCH infringed upon their copyrights in four residentia

tract home designs, unjustly enriching themselves with Merit's intellectual property anc

tortiously interfering with Merit’s contract with its architect, the Felten Group (“Felten”

improperly inducing Felten to breach its contract with Merit.) (Rending before the Cou

, by
It

are the parties’ cross motions for summary judgment. (Docs. 33, 34, 38-45.) The Cqurtw

grant JCH’'s motion for summary judgment on the copyright infringement claim and wjll not

exercise its discretion to retain supplemgntadiction regarding Merit’s unjust enrichme

Nt

and tortious interference with contract claims. Further, the Court will deny Merit's motion

for summary judgment.

BACKGROUND

Merit Homes is an Arizona home builder. In December 2006, Merit Homes$ anc
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Winters Arboleda Ranch Investment were the two members of Arboleda Ranch

, LLC

(“Arboleda Ranch”), a residential home development company planning a residential horn

development at 28th StregichBaseline in Phoenix, ArizondDoc 34 at 1, 34-2 at 6.)
Is undisputed that Arboleda Ranch and/or Merit Homes entered into the following co
in order to finance and develop the residential home development project.

On December 15, 2006, Arboleda Ranch signed a $13,975,000 Constructio
Agreement with National Bank of Arizona (“NBA”) in order to finance the residential h
development project. (Doc. 34 at 1; 34-2 at 9-75.) Prior to NBA disbursing constr
loan monies, Arboleda Ranch was obligatedurnish NBA with pans and specification
for “construction of the Buildings and Residences.” (Doc. 34-2 at 32.)

In the event of loan default, the contract provided that NBA had the right to takg
and complete construction of the residential home developmenat @d.) Upon default
Arboleda Ranch was required to “collaterally” transfer[] and assign[] to NBA all of
right, title and interest in the plans and specifications)) (Id.

Lender may use the Plans and Specifications for any purpose relating to th

improvements, including, but not limited inspections of construction and the

completion of the improvements.
(Id.) “This assignment shall inure to the benefit of the Lender, its successors and as
..” (Id.) The loan documents do not require foreclosure prior to the exercise of this ¢
right.

In conjunction with its signing of the Construction Loan Agreement, on Decemb
2006, Arboleda Ranch, as Trustor, entered into a Construction Deed of Trust with N
the Trustee and Beneficiary. (Doc. 34 at 233-2-44.) As beneficiary, NBA was grant
a security interest in “all present and future licenses, permits, approvals” and “all pres

future plans, specifications, [and] drawings.” (Doc. 34-3 at 3.) Upon default, the Bene
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and “Beneficiary’s successors and assigns” were entitled to use “the plans and specificatic

. In the actual construction of the impements” as “approved” by the approprig

authorities. (Idat 15-16.) NBA perfected a securityarest in the plans and permits for t
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Arboleda Ranch Project. (ldt 45-49.) A UCC Financing Statement was filed covering
“plans and specifications for the improvements” and “permits.”) (ld.

On December 15, 2006, Arboleda Ranch also entered into a Construction and
Managment Agreement with MH Construction, LLC. (Doc. 34 at 3; Doc. 34-3 at 5]
Merit Homes was the only member of MH Construction, LLC. (Doc. 34 at 3; Doc. 34
59-60.) MH Construction, LLC agreed to complete construction of the residential
development project in accordance with “ARL [Arboleda Ranch] approved Constrt
Drawings.” (Doc. 34 at 3; 34-3 at 51.) The manager of MH Construction characteriz
Construction and Project Management Agreement as a license from Merit Homes
Construction to use approved construction drawings. (Doc. 34-4 at 16-17.) Arboleda
further warranted to NBA that “all rights, titend interest of any predecessor with resy
to the Plans and Specifications have been duly assigned and transferred to” Arboled:
(SeeDoc. 34-2 at 32, 62.) Thus, Arboleda Ranch was licensed to use approved sc
designs and construction documents to complete the residential home project.

On February 2, 2007, Merit Homes contracted with the Felten Group for Fel
provide schematic design and construction documents for the residential home deve
project at Arboleda Ranch. (Doc. 1-1 at 2-8.) The contract provided that after deli
the design and construction documents to Merit, Felten would retain “an ownersh
property interest (including the copyright) in such documents, whether or not the Pry¢
completed.” (Doc. 34-2 at 5.)Felten agreed not to “reuse and/or present the dg

documents to any other entity or business without written consent from the client,

y all
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Merit did not fully compensate Felten for the services Felten provided for the Arbjoled:s

Ranch project. (Doc. 34-5 at 2.) Merit concedes that it still owes Felten approxir

$78,000 for preparing construction drawings for Arboleda Ranch.séd.als®oc. 38 at

natel

12-13.) Arboleda Ranch used the Felten Group construction drawings to obtain bpildin

permits from the City of Phoenix for the Arboleda Ranch Project, and to build three

homes. (Doc. 34-4 at 5-6, 18-19.)
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Arboleda Ranch, and Merit Homes as guarantor, defaulted in making its loan paymen

to NBA. (Doc. 1 at 3; 34 at 4; 34-5 at BB#-3 at 2-44.) The Deed of Trust provided t

“each of the entities, if any, comprising Trussbiall be jointly and severally liable for the

hat

obligation(s) arising under this Deed of TrugiDoc. 34-3 at 34.) On August 21, 2008, the
Trustee gave notice of a Trustee’s sale. (Bdat 4; 34-5 at 26-29.) On October 22, 2008,

NBA filed a foreclosure action against Arboleda Ranch in state court. (Doc. 34-5 at 14, 31

The state court appointed a Receiver to take possession of the real property and “al

pres

and future licenses, permits, approvals and agreements thereon; all present and futyre plz

specifications, drawings . . . relating to the Real Property” and other categories of p

foper

(collectively the Collateral). (Doc. 34 at 4; 34-5 at 31-38.) Arboleda Ranch was ordgred t

turn over all “licenses, permits or governmental approvals relating to the Real Property

Collateral” and “all documents pertaining to pasésent or future construction. ...” (Dqc.

34-5 at 36-37.)

On November 21, 2008, the Receiver took possession of the building plans and permi

(Doc. 34-4 at 7.) The Receiver conducted a Trustee Sale regarding the real propérty a

collateral:

On or about November 21, 2008, NBA conducted a Trustee Sale with regar

to the Real Property and Collateral, as those terms are defined in the Receivership

order, located in Maricopa County Arizona. NBA was the hi?hest bidder at theg
Trustee Sale and acquired the Real Property and Collateral
amount of $3,936,000.00 (the “Sale Price”).

Accordingly, or about November 21, 2008 NBA completed a valid
foreclosure sale of the Real Property and Collateral. . . .

(Doc. 34-5 at 45.) Because NBA was the successful bidder at the Trustee’s S
Receiver was ordered to relinquish control & teal property and collateral to NBA. (I
at 37.) The contract documents provided B had the right to “use the plans”
complete construction of the residential development, or to authorize a successor-in-
to do so. (Doc. 34-3 at 15, 34-2 at 20, 61-62.)

It is undisputed that on January 6, 2009, NBA entered into a Purchase an

Agreement for the real property and certain personal property, including “subdi
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improvement plans [and] house plans” for $2,225,000. (Doc. 34-6 at 2-14.) The

Buye

Brimet II, LLC, entered into an Addendum designating it as Arboleda Ranch 31, LLG. (Id.

at 14.)

After NBA had sold the residential home plans to Arboleda Ranch 31, LLC, on

February 26, 2009, the parties to the state court foreclosure action, including Merit an

1 NB/

entered into a Settlement and Mutual Release Agreement. (Doc. 34-5 at 14-24.) Under

terms of the settlement agreement, the parties mutually released and settled all clgims t

could have been brought under the termghaf loan documents, and that “all pri

agreements and understandings ofRhaeties are superseded.” (&d.16, 17.) Under th

or

117

settlement agreement, Merit Homes was required to provide a financial statemgnt th

“accurately disclosed, among other things, all of Obligors’ assets and liabilitiest {5l)

Merit did not reference any plans, specifications, or copyright ownership regardipg th

Arboleda Ranch Project in the financial statement it submitted to NBA. (Id.

It is undisputed that on June 2, 2009, Arboleda Ranch 31, LLC and JCH enter

od in

a Lease and Option to Purchase Agreement for the residential home project which prlovide

“Seller shall transfer all of its rights, if any, to the building plans to the Buyer during the tern

of this Agreement.” (Doc. 34-6 at 40.) As part of the purchase agreement, Arboleda Ran

31 provided the building plans to JCH. (@d.50-51.) On July 2, 2009, the Felten Group

additionally contracted with JCH authorizing JCH to use the residential developmen
for a total fee of $76,000._(lat 60-62.)

On March 26, 2010, Merit filed and obtained copyright registration of the resid
floor plans. (Se€omplaint Ex. D (Doc. 2-1). Merit Homes claimed joint authorship (\
the Felten Group) of the schematic design documents (elevations and residenti

plans): (Id.) Merit then filed this Complaint, in part alleging that JCH infringed t

t plar

bntial
vith
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'As a general rule, the author of a copyrighhe party who actually creates the wark,

that is, the person who translates an idea into a fixed, tangible expression ent
copyright protection. S&@ommunity for Creative Non-Violence v. Re#90 U.S. 730, 73]
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copyright in the residential home plans.
STANDARD OF REVIEW
A court must grant summary judgment if the pleadings and supporting docul
viewed in the light most favorable to the nonmoving party, “show that there is no gg¢
issue as to any material fact and that the moving party is entitled to judgment as a n
law.” Fed. R. Civ. P. 56(c); sdeelotex Corp. v. Catretd77 U.S. 317, 322-23 (1986
Jesinger v. Nevada Fed. Credit Uni@d F.3d 1127, 1130 (9th Cir. 1994). Substantive

determines which facts are material. 3@elerson v. Liberty Lobby477 U.S. 242, 244
(1986);_see alsdesinger24 F.3d at 1130. “Only disputes over facts that might affec

outcome of the suit under the governing law will properly preclude the entry of sun
judgment.” _Anderson477 U.S. at 248. The dispute must also be genuine, that i
evidence must be “such that a reasonable jury could return a verdict for the noni
party.” 1d, seeJesinger24 F.3d at 1130.

A principal purpose of summary judgment is “to isolate and dispose of fac
unsupported claims.”__Celote®77 U.S. at 323-24. Summary judgment is approp
against a party who “fails to make a shiogvsufficient to establis the existence of a

element essential to that party’s case, and on which that party will bear the burden ¢

at trial.” Id. at 322;_see als@itadel Holding Corp. v. Rover26 F.3d 960, 964 (9th Cir.

1994). The moving party need not disprove matters on which the opponent has the
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of proof at trial. _Se€elotex 477 U.S. at 323-24. The party opposing summary judgment

need not produce evidence “in a form that would be admissible at trial in order to
summary judgment.” Idat 324. However, the nonmovant “may not rest upon the

allegations or denials of [the party’s] pleadingst . . . must set forth specific facts show

that there is a genuine issue for trial.” Fed. R. Civ. P. 56(eMatsishita Elec. Indus. Ca.

(1989). For the purpose of moving for summary judgment, JCH took the position tha
and Felten were joint authors of the copyrighted residential home planDd&ex8 at 8.)
For the purpose of resolving these cross-motions for summary judgment, the Court al
the position that Merit and Felten are joint authors of the copyrighted plans.
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Ltd. v. Zenith Radio Corp.475 U.S. 574, 585-88 (198@rinson v. Linda Rose Join
Venture 53 F.3d 1044, 1049 (9th Cir. 1995).

~—

Regarding contract construction, in Arizona, a court will attempt to enforce a cgntrac
according to the parties’ intent. SEgylor v. State Farm Mut. Auto. Ins. C&75 Ariz. 148,
152-53, 854 P.2d 1134, 1138-39 (1993). In doing socfatract should be read in light pf

the parties’ intentions as reflected by their language and in view of all the circumstances
Smith v. Melson, In¢.135 Ariz. 119, 121-22, 659 P.2d 1264, 1266-67 (1983).
DISCUSSION

Copyright Infringement

It is well established that architectural plans and drawings are entitled to copyrigh
protection under the Federal Copyright Act. 17 U.S.C. § é&03eq. Section § 101
specifically defines an “architectural work” ‘@ke design of a building as embodied in gny
tangible medium of expression, including a building, architectural plans, or drawings.” Id.
§101. Under the Copyright Act, the copyright owner has several exclusive rights, ingludin
the rights to reproduce, prepare derivative works based upon, and distribute copiefs of t
copyrighted work._1d.8 106. Section 501 of the Act provides that “[a]Jnyone who violptes
any of the exclusive rights of the copyright owner as provided by section[] 106 . . | is a
infringer of the copyright[.]"_Id. 8 501(a). To establish direct infringement, copyright
plaintiffs must satisfy two requirements: 1) they must show that they own the allgeged
infringed copyright, and 2) they must show that the alleged infringer has violated at least or
of the exclusive rights granted under section 106.A8& Records, Inc. v. Napster, Inc}

239 F.3d 1004, 1013 (9th Cir. 2001). If the copyright infringement dispute turns on whethe

there is a license, the burden is on the alleged infringer to prove the existence of theflicen
SeeTasini v. New York Times Cp206 F.3d 161, 171 (2nd Cir. 2000).

Merit argues that JCH directly infringed its copyright by making and inducing others
to make unauthorized copies, unauthorized derivative works, and engaging in unauthoriz

distribution of its architecturalesigns. (Doc. 41 at 6.) JCH contends that their use of the

-7-
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residential development plans did not infringe upon any of Merit's exclusive rights as
owner of the copyrighted plans because JCH had a valid license to use the plans to ¢
the Arboleda Ranch Project._(Jd.

The Court agrees with JCH. The Court finds that JCH obtained Arboleda R3

implied license to use the plans to complete the residential home projecAsSete

Mktg.Sys., Inc. v. Gagno42 F.3d 748, 754-57 (9th Cir. 2008); ILA.E., Inc. v. Shar4|
F.3d 768, 775 (7th Cir. 1996); Effects Assoc., Inc. v. CoBé8 F.2d 555, 556 (9th Ci

1990). Under the Construction Loan Agreement, the Construction Deed of Trust g
Construction and Project Management Agreement, Merit understood and accept
Arboleda Ranch had a license to use the plans to: (1) obtain City of Phoenix approy
building permits; (2) approve construction drawings; (3) hire subcontractors and build
homes; (4) market the Arboleda Ranch project; and (5) obtain NBA'’s approvals an

disbursements in the form of payment tbéleda Ranch and MH Construction, LLC. Me
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also knew that the loan documents repeatedly represented that if Arboleda Ranch drfaul'
P

on the loan, a subsequent purchaser could use the residential home plans to com
project. When Arboleda Ranch defaulted on the loan, NBA succeeded to Arboleda R
license under the terms of the loan documents and, ultimately, the license was sold
to complete the Arboleda Ranch project. Thus, as more fully discussed below, the
finds that JCH'’s use of the plans to conpline Arboleda Ranch project was not copyri
infringement but authorized by its license. eféfore, the Court need not discuss the o
defenses that JCH raises against Merit’s allegations of copyright infringement.
While a copyright owner can sell or license his rights to someone else, the Co
Act invalidates a purported transfer of copyright ownership unless it is in writingl7S

U.S.C. § 204(a); Effect®08 F.2d at 556. A transfer of copyright ownership is defing

“an assignment, mortgage, exclusive license, or any other conveyance, alienal
hypothecation of a copyright or of any oktlexclusive rights comprised in a copyrig

whether or not it is limited in time or place of effect, but not including a nonexcly
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license.” 17 U.S.C. 8 101. The transferamipyright ownership definition expressly

excludes the granting of a nonexclusive license, which need not be in writingedalsa
Effects 908 F.2d at 556. In fact, each owner or co-owner of a copyright has the right
or tolicense the use of the copyright._Se@®ddo v. Ries743 F.2d 630, 633 (9th Cir. 198

(emphasis added). The acquiring of a licetteates an affirmative defense to a clain
copyright infringement._Effect®08 F.2d at 559.
The granting of a nonexclusive license need not be in writing and may be valid alt

oral or implied from conduct between the parties, that is, whether the copyright o

conduct manifested an intent to grant a license Fead Consulting Group, Inc. v. Musi

Govan Azzaling270 F.3d 821, 826 (9th Cir. 2001). Arizona recognizes implied contr
Arizona Bd. of Regents v. York Refrigeration Cbl5 Ariz. 338, 341, 565 P.2d 518, 5

(1977). “An implied contract is one not created or evidenced by explicit agreeme
inferred by the law as a matter of reason and justice from the acts and conduct of thé
and circumstances surrounding their transaction.” Carroll yv.148Ariz. 10, 13, 712 P.2
923, 926 (1986).

In considering whether the copyright owner’s conduct manifested an intent to ¢

license, the relevant intent is the licensor’s objective intent at the time of the creati

delivery of the plans as manifested by the parties’ conductAssst Mktq 542 F.3d at 756,

The Ninth Circuit holds that an implied nonexclusive license is granted when, 1) a

(the licensee) requests creation of a workh&)creator (the licensor) makes that partic
work and delivers it tahe licensee who requested it, and 3) the licensor intends th
licensee-requestor copy and distribute his work independent of the creator’s involy,
Sedd. at 755; Effects908 F.2d at 558. If supported by consideration a nonexclusive lig
Is irrevocable._Asset Mki$42 F.3d at 757.

’Generally, courts rely on state law to filltime gaps that Congress leaves in fed
statutes. Fogd70 F.3d at 827 (citation omitted). Thus, where the Copyright Act dos
address an issue, courts turn to state law to resolve the matter, so long as state law
otherwise conflict with the Copyright Act. Icitations omitted).

-9-
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Creation

Merit, acting on behalf of Arboleda Ranch, requested and contracted with Felien fo
Felten to create schematic design and construction documents for the Arboleda Ran
Project. (Doc. 1-1 at 2-8.)

Delivery

Felten created and delivered the schematic designs and the construction document:
Arboleda Ranch. (Doc. 34-4 at 25-44.) The schematic designs and construction do¢ume
that Felten created were specifically prepared for the Arboleda Ranch proje@o¢ldl-1
at 2-8.) Merit paid Felten for its work greating the schematic design documents, but did
not fully compensate Felten for production of the construction documents for the Arlpoled
Ranch project. (Doc. 34-5 at 2; Doc. 39-2 at 15.)

Copying and Distribution

Felten intended that Arboleda Ranch would copy and distribute its schematic desigr
and construction documents to all necessanygsaso that the residential home development
could be approved, permitted, and built. Specifically, the Construction Loan Agregmer
required that Arboleda Ranch obtain NBA'’s approval regarding use of the plans to develc
the lots and model homes at the projectoqB4-2 at 32.) Arboleda Ranch also had|the
duty to copy and submit the plans to the City of Phoenix to obtain approval and neg¢esse
building permits. (Doc. 34-4 at 5-6, 18-19; 34-3 at 3, 45-49.) The Felten plans wefe als
copied and used in the sales materials for marketing the residential home project. [Thus

da

14

is clear at the time of the creation and deliva@the plans that Felten intended that Arbole
Ranch, independent of Felten’s continuing involvement, would do all things necessary wit
the plans so that the residential home development could be approved, permitted, ahd bt
There is no provision in the Felten-Merit contract which requires the architect’s expres
permission to use Felten’s plans if Feltemo longer involved in the project. Seelson-
Salabes, Inc. v. Morningside Dev., L1284 F.3d 505, 515 (4th Cir. 2002) (archited

—

S

contractual provision expressly required his permission to continue to use his plans iffhe w
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no longer to be involved in the project).

It is also clear that at the time of the creation and delivery of the plans, the ob

intent of Merit was to license Arboleda Ranch to do all things necessary with the pﬂans ¢

that the residential home development would be approved, permitted, and

completion._Se€&oad 270 F.3d at 829 (granting implied nonexclusive license to com
the building project). Merit also knew that the loan documents repeatedly represen
if Arboleda Ranch defaulted on the loan, a subsequent purchaser was entitled to
residential home plans to complete the projederit Homes’ undisclosed intent to bat
subsequent purchaser from completing the Arboleda Ranch project despite acknov
defaultis contrary to the express terms of the loan contracts and barred by the Parol B

Rule. See, e.gTaylor, 175 Ariz. at 152-53, 854 P.2d at 1138-39 (parol evidence c4g

vary or contradict the written agreement); see Alsset Mktg 542 F.3d at 757 (finding thd

after a computer programmer’s contract for services had been terminated, his staten
the programs he developed for the company’s use could no longer be used after his d
was not sufficient to negate all other objective manifestations of intent to grant the co
an unlimited license at the time he created and delivered the programs).

Consideration

If supported by consideration a nonexclusive license is irrevocableat kb7. A
nonexclusive license supported by consideration is a contract. Cishsideration wa
received by Arboleda Ranch. All of the loan documentation represented that the pla
part of the collateral for the loan thatb®leda Ranch received from NBA. The plans ti
could be used by Arboleda Ranch, NBA, or successors-in-interest to complete the res
home project.

Scope of the License

JCH used the schematic design and construction documents within the scopj

nonexclusive implied license that it ultimately obtained from Arboleda Ranch 31 to cor
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the Arboleda Ranch project. All of the loan documents corroborate the mutual infent c
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Arboleda Ranch and NBA, that in the event of default, NBA or successors-in-interes

use the plans to complete the project. Based on the loan documents, Arboleda

[ coul

Ranc

license ultimately passed from NBA to JCH te tise plans to complete the residential hgme

project.

Merit's Contentions—Plans Were Not Foreclosed

Merit admits that NBA had a security interest in the plans and does not dispute that tt

state court Receiver took possession of thespdiier Arboleda Ranch defaulted on its Igan

obligations. (Doc. 38 at 2.) However, Merit contends that NBA did not foreclose gn the

plans and the transfer of possession of the plans to the Receiver does not constiti

foreclosure. (Id.Doc. 45 at 7 (arguing that NBA'’s foreclosure action did not include the

residential home plans and th&are did not extinguiskts right to control the use of the

copyrighted plans.) Atthe trustee’s sale, Merit argues that NBA only foreclosed against tt

real property. (Doc. 45 at 7.) Subsequently, the parties to the foreclosure action gignec

“Settlement and Mutual Release Agreement.” (Doc. 34-5 at 14-24.) Merit contends that tf

settlement agreement confirms that one hundred percent of NBA'’s “credit bid” to b

“real property and collateral” was allocated only to the real property. (Doc. 45 at 7,

1y the

citing

Doc. 34-5 at 14.) Consequently, NBA did obtain a right to use the home plans; rather,

Merit retained its full bundle of co-ownérp rights in the residential home plans paqst-

foreclosure. (Doc. 45 at 8.)

The Court disagrees. The loan documents do not require foreclosure proceedings

exercise contract rights. Upon default, the loan documents “collaterally” transferred an

assigned to NBA all right, title and interest to the plans and specifications, and th:

assignment inured to the benefit of successors and assigns. (Doc. 34-2 at 32, 61-62,
3 at 15-16.) The loan documents do authorize NBA'’s “successors and assigns” to
plans to complete construction of the project.)(ld.

During the foreclosure proceedings, the state court Receiver was ordered

possession of the building plans and permits. (Doc. 34-4 at7.) The Receiver then co

-12 -
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a Trustee Sale regarding the real property and collateral, which included the buildin
and permits. (Doc. 34-5 at 45.) Followitige Trustee Sale, the Receiver was ordere
relinquish control of the real property and collateral to NBA as the successful bidde
at 37.) The plans were provided to NBApast of the collateral and NBA took possess

of the plans as authorized by the loan documents. The loan documents further provi

j pla
d to

r. (lIc
on

ded t

NBA was authorized to “use the plans” to complete construction of the residentia

development, or to authorize a successor-in-interest to do so. (Doc. 34-3 at 15, 34-
61-62.) Subsequently, NBA sold the real property and certain personal property, ing
“subdivision improvement plans [and] house plans” to Arboleda Ranch 31. (Doc. 3
13)

The settlement agreement between NBA, Arboleda Ranch and Merit, which was ¢

2 at.
tludir

4-6 ¢

bnter

into after NBA had already sold the plans to Arboleda Ranch 31, recites a valid Deed ¢

Trust sale of the “Real Property and Collateral.” (Doc. 34-5 at 14.) Thus, the Courtd

DES N

agree with Merit that NBA was not authorizedise the home plans to complete the project.

NBA and its successors had a valid license to use the residential home plans to com
project. JCH’s right to complete the construction of homes in the Arboleda Ranch Pr¢
within the scope of the rights assigned to NBA and ultimately sold to JCH. The Col
already found that JCH acquired frombateda Ranch 31 an implied nonexclus
irrevocable license to complete the residential home project. JCH’s implied nonex(
irrevocable license is an affirmative defense to Merit's copyright infringement allegd
against JCH'’s use of the plans to complete the projectEffeets 908 F.2d at 559.

Merit's Contentions—Nonexclusive License

The Court found that Arboleda Ranch had an implied nonexclusive irrevocable |
to see the project approved, permitted, anilt b completion. Even given Arboled
Ranch’s license, Merit still argues that the subsequent settlement agreement supers
discharged prior agreements within its scope and therefore the settlement agf

discharged the implied nonexclusive irrevocdiclense that Arboleda Ranch 31 sold to J(¢
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(SeeDoc. 45 at 8 (arguing that the settlement agreement discharged all security if
except the real property and discharged allrpr@dlateral claims).In support, Merit cites

Rogers v. American President Lines, Ltd91 F.2d 740, 742 (9th Cir. 1961), for t

proposition that the implied nonexclusive irrevocable license contract is unenfor
because a valid express settlement agreement covers the same subject matter, ren
implied contract null and void._(Sé& at 8.)

The background of this case has already has been set forth in detail. The Cou

that the sequence of events is important regarding the creation and transfer of the

iteres

he
ceabl

derin

rt no

impli

nonexclusive irrevocable license to use the residential home plans. The creation al

conveyance of the implied nonexclusive irrevocable license occurred when Felter

distributed the plans to Arboleda Ranch with the intent that Arboleda Ranch would t

plans to obtain approvals, building permisd build the residéial home development.

Upon default, the loan documents established that the license to use the plans to con
project passed first to NBA. During foreclosure proceedings, following the Trusteg
NBA sold the license to Arboleda Ranch 31. After NBA had already sold the licet
Arboleda Ranch 31, NBA entered into the settlement agreement between itself, Af
Ranch, Merit and the individual guarantofgboleda Ranch 31 was not, and had no reg
to be, involved in the settlement agreement. Thus, the implied nonexclusive irrev
license was already in the hands of Arboleda Ranch 31 prior to execution of the set
agreement. The settlement agreement had no effect upon Arboleda Ranch 31’'s ov
of the license. As the record indicates, Arboleda Ranch 31 then sold the license to ¢
the project to JCH, and JCH, within the scope of its license, completed the residentia
project.

Merit's Other Contentions

Based on the fact that the loan documents did not transfer any copyright intereg
residential plans to NBA, Merit contends that NBA could not convey any copyright in

to a subsequent purchaser, including JCH. (B8at 1.) The Court summarily rejects t
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argument. JCH has never argued that it relied upon the loan documents to cgnvey

copyright interest to NBA regarding the residential home plans (Doc. 40 at 1); JJH ha

argued only that NBA acquired Arboleda Ranch’s license to use the residential home pla

and that this license was ultimately sold to JCH to complete the residential home projec

(1d.)

Regarding Merit's other contentions, because the Court has found that JCH

met i

burden of proving that it had an implied nonexclusive license to use the copyrjghte:

residential home plans to complete the progect because such a license is an affirmative

defense to Merit's copyright infringement all&éigas against JCH, the Court need not disquss

or resolve Merit's other arguments that arelevant to the dsosition of this case: 1

Merit's contention that JCH’s reliance uponrgegranted an express license from Feltgn is

not a valid defense because Felten did not possess the right to unilaterally convey a licel

to a separate business entity under the spedfitract language agreed to between Felten

and Merit (Doc. 38 at 1); 2) Merit's contention that JCH’s reliance upon being granted al

express license from Felten is not a valid defense because when Felten told JCH thatfit wo

need Merit's written approval before agreeing to license JCH to use the plang, JC

misrepresented to Felten that Merit's ownership in the copyrighted plans was extinquishe

in the foreclosure proceedings (Doc. 41 at 10-14); and 3) Merit's allegation that JCH i

secondarily liable for contributory infringement and/or secondarily liable for vica
infringement of Merit's designs (It 9-10).
CONCLUSION

Accordingly, for the reasons set forth above,

ITISHEREBY ORDERED GRANTING Defendants’ motion for summary judgment

and denying Plaintiff's claim that Defendants are liable for copyright infringement.

[ious

Doc.

33.) The Court will not exercise its discretion to retain supplemental jurisdiction regarding

Plaintiff's claims against Defendants for unjust enrichment and tortious interferenc

b Witl

contract. The Clerk of the Court shall enter judgment in favor of Defendants and again
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Plaintiff.

ITISFURTHER ORDERED DENYING Plaintiff's motion for summary judgmer

(Doc. 41.)

DATED this 27th day of March, 2012.

T i hormil

4

Stephen M. McNamee
Senior United States District Judge
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