Pro Marketing Sales v. Secturion Systems et al Doc. 46

FILED

2020 OCT 6 PM 1:26
CLERK

U.S. DISTRICT COURT

IN THE UNITED STATES DISTRICT COURT
DISTRICT OF UTAH , NORTHERN DIVISION

PRO MARKETING SALES, INC. ,
MEMORANDUM DECISION AND
Plaintiff, ORDER

V.
Case No. 1:1%v-00113
SECTURION SYSTEMS, INC. and
RICHARD J. TAKAHASHI, Magistrate Judge Dustin B. Pead

Defendant.

On September 18, 2020, the court heard oral argument on Defendants’ pending Motion to
Dismiss (“Motion”) At the conclusion of the hearing, the court issaiearalruling and
indicatedthat a writterdecisionwould follow. Consistent therewith, and for the reasons set forth
herein, the court now issues the following written decision and order gr&dfegdants’

Motion in part and denyinthe Motion in part.

BACKGROUND

In its simplest form, this casnvolves inventorship and ownership rights to nine patents.
On October 3, 201®laintiff Pro Marketing Sales, Inc. (“Pro Marketing” or “Plaintiff”) filet

complaint against Defendants Secturion Systems, Inc. (“SecturionRiahdrd J. Takahashi

! The parties in this case consented to United States Magistrate JutigeBD®®ad conducting
all proceedings, including entry of final judgment. (ECF No; 84§28 U.S.C. § 636(c); Fed. R. Civ. P.
73.

2The complexities of the procedutzdckground are set forth in detail in the Complaint,
Plaintiff’'s Motion and Defendants’ Opposition. (ECF No. 2; ECF No. 25; ECF No. 28.)
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(“Mr. Takahashi”) (collectively “Defendants”) seeking resolutiorivaénty-six causes of action
related to the@wnership and inventorship tife nine patenté&ach of the nine patents at issue
lists Mr. Takahashi as the sole named inventor. Eight of the patents are assignedrimnSect

As datedin the complaint, Plaintiff'$irst and second causes of action are raised against
Mr. Takahashi alone and relate to Patent No. 9,6411880' (330 PatenClaims’) issued to
non-party Cyber Solutions International,C (“CSI”) on May 2, 2017. (ECF No. 2 at 1120-
143;1d. at191135156.) Plaintiff's ‘330 Patent Claimseels a statement from Mr. Takahashi
pursuant to 37 C.F.R. 8§ 1.324(b)(1) indicating that he agrees to add Mr. Nagarajan as co-inventor
and a claim for cenventorship under 35 U.S.C. 8§ 356. Pro Marketing previously settled
litigation in the Northern District of Georgia and as part of that settlement CSI absigne
ownership of the ‘330 Patent to Plaintiff. (ECF No. 2 at ;185¢ generally°ro Marketing
Sales, Inc. v. Cyber Solutions International, LLC, et2@l.8 U.S. Dist. LEXIS 5412¢6N.D. Ga.
March 29, 2018).

‘330 PatenClaimsaside, theemaining twentyfour causes of action relate to eight other
patents that Mr. Takahashi assigned to Secturion (“Secturion PateRts"gach Secturion
Patent, Pro Marketing makes threainclaims: (1) for correction of named inventor to &did
Anan Nagarajar(“Mr. Nagarajan”)as a ceinventor of the patent pursuant to 35 U.S.C. § 256
(the “CoInventorship Claims”) (Third, Sixth, Ninth, Twelfth, Fifteenth, Eighteenth, Twenty-

First, and Twenty-Fourth Claims for Relief); (2) for declaratory judgmentm@aiio Marketing

3 The Secturion Patents include U.S. Patemibers9,317,718 (issued April 19, 2016)
9,355,279 (issued May 31, 2016); 9,374,344 (issuwea21, 2016); 9,524,398ssued December 20,
2016); 9,798,899 (issued October 24, 2017); 9,858 ¥40ed January 2, 2018); 10,013,%88ued July
3, 2018); and 10,114,766 (issued October 30, 2018). (ECF No. 2 at 1 74.)



as a ceowner of the patent ( “G@®wnership Claims”) (the Fourth, Seventh, Tenth, Thirteenth,
Sixteenth, Nineteenth, Twenty-Second, and Tweiitir Claims for Relief); and (3) for
declaratory judgment naming Pro Marketing as the sole owner of the patent (the ‘@gners
Claims”) (Fifth, Eighth, Eleventh, Fourteenth, Seventeenth, Twentieth, Twenty-Thid, a
Twenty-Sixth Claims for Relief)(ECF No. 2.)

On December 6, 2019, Defendants filed their pending Motion to Dismiss seeking
dismissal of all claims set forth Pro Marketing’s complaint. (ECF No. 43.)

STANDARD OF REVIEW

Defendantseek dismisdgursuant to Federal Rules of Civil Procedure 12(b)(1) and
12(b)(6). Fed. R. Civ. P. 12(b)(1); Fed. R. Civ. P. 12(b)(6).

A claim may be dismissed for lack of subject matter jurisdiction pursuant to Rule
12(b)(1).SeeFed. R. Civ. P. 12(b)(1). Dismissal under Rule 12(b)(1) “must be determined from
the allegations of fact in the complaint, without regard to mere conclusory alegafi
jurisdiction.” Groundhog v. Keele442 F.2d 674, 677 (Y0Cir. 1971). The burden of
establishing subject matter juriston falls on the party asserting jurisdiction and a court must
dismiss the “case at any stage of the proceeding in which it becomes appareristhetiguris
lacking.” 15 Corps. v. Denver Prosecutor’s Offi@§13 U.S. Dist. LEXIS 153479 at *3 (D.
Colo. Oct. 25, 2013)djting Basso v. Utah Power & Light C@95 F.2d 906, 909 (1Cir.

1974)).

To survive al2(b)(6)motion to dismissthe plaintiff must “state a claim upon which

relief can be grantetFed. R. Civ. P. 12(b)(6). This means the opeeatiomplaintmust

contain sufficient factual matter, accepted as true, to state a claim fbtiraties plausible on its



face.”Bixler v. Fostey 596 F.3d 751, 756 (10th Cir. 2010 claim has facial plausibility when

the plaintiff pleads factual ctent that allows the court to draw the reasonable inference that the
defendant is liable for the misconduct alleged. . . [but], conclusory allegations without
supporting factual averments are insufficient to state a claim on which relie¢ ¢aséed.”

Hulinsky v. Brereton2018 U.S. Dist. LEXIS 33806 at *1-2 (D. Utah Jan. 29, 2018) (quotations
and citations omitted)lt is insufficient to set forth threadbare recitals of elements, the factual
allegations must be enough to raise a right to relief ab@vepculative level, and a complaint
that merely offers labels and conclusions, or a formulaic recitation of tinemtie of a cause of
action, is insufficient."Jensen v. Bureau of Criminal Informatjd2019 U.S. Dist. LEXIS

193854 at *4 (D. Utah Nov. 6, 2019) (quotations omitted).

On a motion to dismisall well-plead factual allegations in the complaint are accepted
as true and viewed in the light most favorable to the nonmoving padgsta v. Jani-King of
Oklahoma, InG.905 F.3d 1156, 1158 (10th Cir. 2018). A court must be mindful of the liberal
pleading standards “which require only ‘a short and plain statement of the claim showihg tha
pleader is entitled to relief.Thformatics Applications Grp., Inc. v. Shkolnik®36 F. Supp.2d
400, 410, 414 (E.D. Va. 201 Xee alsd-ed. R. Civ. P. 8.

DISCUSSION

Defendants move for dismissal of Pro Marketing/enty-six claimson the following
grounds.

First, Defendants argue that Pro Marketing lacks standing to bring its claims as to the
Secturion Patents. Second, Defendants assert that Pro Mark8gog'sion Paterdlaims

should be dismissed because they are not sufficiently pleaded. Finally, &dteadjue that



Plaintiff's claims related to the 3 Patent should be dismissed because Plaintiff has no grounds
to ask for the relief requestddefendantsargumentsre addressed herein.

Plaintiff Has Sufficiently Pleaded Plausible Allegationg o Establish Standing.

In general standing has three main requirements: “(1) an injury in fact; (2}ioapyaad
(3) redressability.Colo. Outfitters Ass’n v. Hickenloopé@23 F.3d 537, 54@.0" Cir. 2016)

(citing Lujanv Defenders of Wildlife&504 U.S. 555, 560-61) (1992)). An absence of standing
“divests the court of subject matter jurisdiction” over the cdspsen v. Texaco, Ind995 U.S.
App. LEXIS 28809 at *{10" Cir. 1995):see alsd-ed. R. Civ. P. 12(b)(1). At the pleading stage
“general factual allegations of injury resulting from defendant’s conduct magesuff. [and it

is ] presumelfed] that general allegations embrace those specific facts thatasanem

support the claim . . . lujan,504 U.S.at561 (internal quotation and citation omitteByrther,

to establishstanding under 35 U.S.C. § 25@, party must assert either expected ownership
rights in the patent at issue or a ‘concifetancid interest in the patent, albeit an interests

than ownership” Informatics,836 F. Supp. 2dt411(iting Chou v. Univ. of Chicag@54 F.3d
1347, 1358-59 (Fed. Cir. 2011)).

Pro Marketing eguesstandingto assert its Secturion Patent claipased on patent rights
received from: (1) Mr. Nagara; and (2) the company for which Mr. Nagarajan worked as an
engineer during the period at issue, Prireghnologies Inc. (“Priva’)First, Plaintiff allegesthat
Mr. Nagarajarexecuted a written assignment of his alleged patent inventor rights to Pro
Marketing. (ECF No. 2 at § 113) (“Mr. Nagarahan’s inventorship rights in the ‘330 Patent and in
the Secturion Patents have been assigned to Pro Marketihdy. gt 180) (“Mr. Nagarajan has

assigned his rights to the ‘279 Patent to Pro Marketing.”). In support, Plaintiff relies.on M



Nagarajan’s employment agreemeiith Priva (Id. at 133 (“As part of his employment with
Priva, Mr.Nagarajarwas obligated to assign his inventorship rights to Privd) at 179)

(“By virtue of his employment agreement with Priva, Mr. Nagarajan was obligagssign his
rights in any intellectual property to Priva.”)d(at 1¥95-97.) Second, Plaintiff pleads that as a
secured creditor it obtained patent rights to the Secured Key Storage Integreméd C
(“SKSIC”) microchip technologland Tamper Reactive Secure Storage (“TRSS”) technology,
“a second generation SKSIC technology,” when it took possessiéivafs property as part of
a “friendly foreclosure” during Priva’s bankruptcyd.(at 115) (“In January 2013, after Priva
was unable to continue operations, it entered into a friendly foreclosure withfPja{md. at
116) (“On February 28, 2013, Priva surrendered its property, technology and intellectual
property to Plaintiff.). Pro Marketingssertshatthe bankruptcy court expressly preserved the
Secturion Patents g&rt of Plaintiff's collateral ifand wherPriva failed to reorganizeld; at
114%42) (“Plaintiff as a secured creditor, could recover the TRSS technologypativements
to it, and all intellectual properly associated with it, included patents and derivatids,wf
Priva failed in its reorganization plan.”).

In response, DefendantssertPro Marketingfails to establish standingpecifically,
Defendants contend that any alleged assignment of patent rights from Mr. Nagarajdbe
inoperativesince based upothe prior assignment to Priva, Mr. Nagarajan had nothing left to
assign. Further, nothing in the License Agreement between Priva and CSI required the

assignment of any patent rights to Priva and, even assuming Priva somehow had rights in the

4The SKSICtechnology “provides a unique means of confirming a person’s identity when that
person is attempting to access data that is either stored or misaios.” (ECF No. 2 at 1 18.)
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Secturion Patents, a point which Defendants plainly dispute, the Bankruptcyd€munhined
thatthe “friendly foreclosure” failed to effectuate any actigaéclosure of Priva’property
under the Uniform Commerical Co@&CC”) and Priva’s assetsecamepart ofits Chapter 7
estate not the property of PlaintifSee In re Priva& echnologies, IncCaseNo. 11-12574
(Bankr. W.D. Mich. filed Oct. 24, 2014).

While perhaps compellinddefendants’ claims are compldrndeed Defendants garner
supportfor dismissabased orinterpretatios of foreclosure lawthe Uniform Commerical Code
conversiorof bankruptcyfrom Chapter 11 to Chapter 7, subsequent transfers, modifications and
improvements to technologiesecurity and license agreemeatslrelated legatulingsissued
by bankruptcy, district and appellate couBse dl.; Cyber Solutions Int’l LLC v. Priva Security
Corp.,2015 U.S. Dist. LEXIS 22985 (W.D. Mich. Feb. 26, 2Q1&yber Solutions Int’l LLC v.
Priva Security Corp.2016 U.S. Dist. LEXIS 83399 (W.D. Mich. June 28, 201B)ber
Solutions Internations, LLC v. Pro Marketing Sales, 1684 Fed. Appx. 557 {6Cir. 2016).At
this stage, howevedjsmissal is not a judgment on the merlis.Corps 2013 U.S. Dist. LEXIS
153479at *3 (“[d]ismissal under Rule 12(b)(1) is not a judgment on the merits of a plaintiff's
case.”) Rather all facts allegedanust be presumeadueandviewed in Pro Marketing’s favoGee
Informatics,836 F. Supp. 2d at 4009.

Thus, athe pleading stage, viewing all allegatiasfdhe complaint in Plaintiff’s favor,
the Court finds sufficient anplausible allegationt support Pro Marketing’s standing.
Accordingly, Defendant’s Motion to dismiss Plaintiffféird through Twenty-Sixthlaims for

relief for lack of subject matter jurisdiction @enied.



Plaintiff Fails To State A Claim Forlts Co-Inventorship and Co-Ownership Claims.

Issues of mnding asideDefendants also seek dismissbPro Marketing’s co-
inventorship and co-ownershgaimsfor failure to state a clainteeFed. R. Civ. P. 12(b)(6).
Pursuant to 35 U.S.C. § 25@aintiff seels a correction of inventorship to inclubit.
Nagarajaron the Secturion Patents. 35 U.S.C. 8§ 256 (providing for correction of inventorship on
an issued patentdeePappalardo v. Steving46 F. App’x. 971, 974 (Fed. Cir. 2018) (explaining
if the “true nature” of a declaratory judgment claim is based on alleged inV@ptotss
actually a Seabn 256 claim);Faryniarzv. Ramirez2015 U.S. Dist. LEXIS 151472 at *45-46
(D. Conn. Aug. 9, 2015 o-inventorship gives rise to an inventocg-ownership of the patent.
See Schering Corp. v. Rouss&I{ AF SA104 F.3d 341, 344 (Fed. Cir. 199¢p-inventorship
gives each inventor eownership).
Patents are presumedlist all true inventors anthe burden of proving nonjoindeis“a
heavy one, which must be demonstrated by clear and convincing eviddieog v. Chu643
Fed.Appx. 990, 994 (Fed. Cir. 201@nternal quotation and citation omitted)o qualify as a
co-inventoranindividual must {1) contribute in some significant manner to the conception or
reduction to practice of the invention, (2) make a contribution to the claimed inventios riloat i
insignificant in quality, when that contribution is measured against the dimension oll the f
invention, and (3) do more than merely explain to the real inventors well-known concepts and/or
the current state of the drkEastman v. Applent.,2018 U.S. Dist. LEXIS 194487 * 1&.D.
Cal. Nov. 14, 2018)dting In re VerHoef888 F.3d 1362, 1366 (Fed. Cir. 2018)ated
differently, to qualify as a joint inventor, one must contribute significantly to the patent’

“usefulness, novelty, and nonobviousness in light of the priorlasisi Indus. Tool Co v. Bibow



Indus. Inc.2012 U.S. Dist. LEXIS 158868 at *12-13 (D. Mass. 205#jd 530 F. Appx. 965
(Fed. Cir. 2013).

To meet the clear and convincing standalldgationsoffered in supporof co-
inventorship require corroboration of both the alleged co-inventor’s conceptidheand
communication thereof to the established inverRace v. Symselo88 F.2d 1187, 1196 (Fed.
Cir. 1993) ¢€iting Davis v.Reddy620 F.2d 885, 889 (CCPA 19803ke also Irwinindus. Tool
Co.,2012 U.S. Dist. LEXIS 158868t *9 (requiringalleged ceinventor provide “corroborating
eviderce about the inventive process and the communications with the named inventors”).
Moreover, when assessiptausibility of an alleged contribution, pleadings that contain
conclusory and vague statements will not suff@eeOpternative, Inc. v. JAND, Inc2018 U.S.
Dist. LEXIS 132827at *30-31 (dismissingnventorship pleadings that contained only
“conclusory and vague statements,” did not idergifgpecific contribution,” and lacked
“sufficient corroborating evidencg’see also, Beco Dairy Automation, Inc. v. Global Tech Sys.,
Inc., 2015 U.S. Dist. LEXIS 25887 at *13-15 (E.D. Cal. Mar. 3, 2015) (dismissing &aim
failure to provide a sufficient factual basis from which the court could infer coviorghip).

Pro Marketing does not identify a singeecificpatent claim in any Secturion Patent to
which Nagarajan allegedly made an inventive contributéard, while Plaintiff identifescertain
elements of patent claims in the 119 patent, the connection, if any, between inventive
contributions to the ‘119 patent and their relationship to the Secturion Patentsleanot
Indeed, the only substantive, non-concludant allegel is thatMr. Takahashi submitted patent
applications that led to the Secturion Patents in March and April 2013, which is aroundehe sam

time CSI was working with Priva. (ECF Noag {1115, 167) A prior business relationship



during therelevant timeperiod, however, does not provide the specificity necessary to support a
plausible Section 256 claim. In turn, beyond M. Nagarajan’s own testirRteapfiff fails to
identify anything that would meet the requisite “corroborating evidence of conce@ms.”
Eastman2019 U.S. Dist. LEXIS 61978 at *8 (N.D. Cal. Apr. 10, 2019). Indeed, absent
identification of what Mr. Nagarajan contributed, where it is found, and how it is codriecte
the Secturion PatesitRaintiff fails to state a claim foco-inventorshipand ceownership under
Section 256.

Concluding that Pro Marketing has mi¢adedlausible, norconclusory facts
Defendants’ Motion is granted as to Plaintiff’'s Co-Inventorship and Co-Ownershipsiar
failure to state a claimin so finding, the Court canhdetermine that Plaintiffould be unable
to identify Mr. Nagarajan’s sufficient contribution to the Secturion Patents and consistent
therewith the court grants Pro Marketing leave to amend.

Plaintiff Has Sufficiently Stated A Claim For Ownership.

Sepaate from its claims for cinventorship and co-ownership based on Mr. Nagarajan’s
alleged inventive contributions, Pro Marketisgeksdeclaratory judgment for full ownership of
the Secturion Patengmirsuant to th&ecurity Agreement betwe&ro Marketing and Priva and
Plaintiff's status as aeniorsecured creditoPlaintiff contend that the Secturion Patents use
improved Secured Key Storage Integrated Circuit (“SKSIC”) intellectugdgatyand the
bankruptcy cott determined thatunder the Security Agreement, rights to $#SIC property

along with any modifications and enhancements thereto, became part of Plaintdtsrabl

5 Plaintiff's Co-Inventorship and Co-Ownership claims include its Third, Fourth, Sixth, Seventh,
Ninth, Tenth, Twelfth, Thirteenth, Fifteenth, Sixteenth, Eighteenth, Ningte€&wentyFirst, Twenty
Second, Twenty~ourth and TwengFifth claims for relief.
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(ECF No. 2. at 1185.) Defendants counter, arguing Mr. Takahashi had no legal obligation to
assign the patents to Priva oRfaintiff and thaPriva could not unilaterally pledgeSI’s work
productas its own collateral.

Similararguments were raised and addressexbnjunction withDefendants’ challenge
to Pro Marketing’s standingee suprat 57. As discussed, these matters are extensive and
requirefurtherunderstanding of factual matters, modifications to technology, security and
license agreemengndlegalrulings issued by the bankruptajstrictand appellateourtss, that
extend beyond the scopedismissal for failure to state a claiiere, for purposes of dismissal,
Pro Marketing sufficiently statesclaim for the relief it seeks and Defendants’ Motion to
dismiss Plaintiff's ownership claims is denigd.

Plaintiff Has Not Sufficiently Pleaded Claims To AddMr. Nagarajan As Co-
Inventor Of the ‘330 Patent.

Plaintiff is the owner of the ‘330 Patent and brings two claims related thereto N&GF
at 1 131) (“The ‘119 Patent and the ‘330 Patent have been assigned by Cyber Solutions to Pro
Marketing.”). Pro Marketing’s first claim seeks declaratory relief oandelr. Takahashi to sign
an inventor statement agnegto add Mr. Nagarajan as-oaventor of the ‘330 Patenfee37
C.F.R. § 1.324(b)(1Pro Markeing's second clainseeks to adtr. Nagarajan as emventor to
the ‘330 Patent pursuant to 35 U.S.C. § 256.
Section256 provides two statutory procedures for the correction of a named inventor.

The first is through the United States Patent and Trade@#&ice (“USPTO”). This procedure

5Plaintiff’'s Ownership Claims include its Fifth, Eighth, Eleventh, Fanth, Seventeenth,
Twentieth, TwentyThird and Twenty Sixth claims for relief.

7 Plaintiff's ‘330 Claims include its First and Second claims for relief

11



requires the consent “of all the parties amnsigasees.” 35 U.S.C. § 256(3Jr. Takahashi has
declinad to consent to Plaintiff’'s request to cooperate with the USPTO. (ECF No. 2 at { 133.)
The second statutoprocedureprovides for reliein a district court “before which such matter is
called in question” and requires “notice and hearing of all parties concerned.” 85 B2S6(b).

Defendants contend Plaintiff is not entitled to relief under either procedei,egven
Mr. Takahashi’s failure to consent, DefendapissitionleavesPlaintiff withoutan avenue to
redressts claimedcorrectons tothe ‘330 Patent or to defend against possible infringements.
Further, as to the second procedtine,court has discretido exercise jurisdictiomand Paintiff
properly calls the matter into question before ttistrictcourt while providinglte requisite
stautory notice and hearing to all parties conceri$s Faryniarz2015 U.S. Dist. LEXIS
151472 at *65-66djting LendingTree, LLC v. Zillow, In&4 F. Supp. 3d 444, 451 (W.D.N.C.
2014)).Here the courtutilizesits discretionand exercises jurisdictiaover Plaintiff’'s‘330
PatentClaims.

In addition to jurisdiction, Defendants argue tR&intiff’'s ‘330 Patent claims asaibject
to dismissal fofailureto meet35 U.S.C. § 256 pleading standartie court agree€onsistent
with its review ofthe Secturion Patent®laintiff's ‘330 Claims aresimilarly conclusoryand fail
to identify aspecificinventive conceptnade by Mr. Nagarajaor to tether that concept to a
specific patentlaim. (ECF No. 2 at 1 97, 148-1bIh addition,Plaintiff does not allege any
corroboration oMr. Nagarajan’snventive contribution or communication of the contribution to
Mr. TakahashiSeesupraat 7-10. Accordingly, Defendants’ Motion to Dismiss Plaintiff'830

Claims isgranted without prejudice subject to amendment by Pro Marketing.
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ORDER
For the reasons stated on the record and set forth hidré81\HEREBY ORDERED that
Defendant’s Motion to dismiss BENIED in part andGRANTED in part without prejudice.
(ECF No. 25.)
Consistent with the Court’s Ruling and Order, Pro Marketing shall have until November 6,

2020 to file an Amended Complaint.
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Dated this6th day ofOctober2020.

BY THE COU T/f

Dustin B. Péad |
U.S. Magistrate Judge

14



