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This case tasks the Court with determining the arhod royalties owed to the
designer of audio compression software under antdoQy licensing agreement.
Plaintiff, Vianix Delaware LLC (“Vianix”), and Defedant, Nuance Communications,
Inc. (“Nuance”), are parties to a Technology LidagsAgreement (the “TLA”) that went
into effect on January 20, 2003. Under the TLA,ickhis remarkable for its poor
drafting, Vianix licensed its audio compressiontsafe, known as “MASC,” to Nuance
for use in Nuance’s line of dictation and speedwogaition products. In return, Nuance
agreed to pay Vianix royalties whenever it licensegroduct containing MASC to a
customer. Eventually, the relationship betweennWaand Nuance soured because
Vianix believed Nuance was underpaying royalti¥gnix hired an auditor to conduct a
royalty audit of Nuance and, in February 2008, $&mince an invoice for $12.6 million
for outstanding royalties, an amount far in exagfsall amounts Nuance previously had
paid under the TLA. Nuance refused to pay theige/or any substantial amount related
to it, and Vianix filed this suit alleging that Nuge breached the TLA by underpaying
royalties. Nuance responded by filing two courenas, alleging that Vianix breached
the TLA by sending the $12.6 million invoice in biaith and seeking a declaration that
Nuance complied with its obligations under the TLA.

Numerous issues regarding the amount of royaltigsnde owes Vianix remained
in dispute when this action went to trial, the meyoof which involve disputes over the
interpretation of the TLA and whether certain Nuanmroducts were royalty-bearing.
This Opinion represents my post-trial findings attf and conclusions of law on those

iIssues.



For the reasons stated, | find that: (1) in additio all products for which Nuance
admits it owes royalties, Nuance owes Vianix a ltyyéor certain Powerscribe SDK
version 3.0 units, but does not owe a royalty foy ather disputed product; (2) Nuance
does not owe a royalty for telephone dictators;NBance underpaid royalties for user
licenses because it failed to track and pay a tpyfar every End User of a MASC-
bearing product, as required by the TLA; (4) theATdoes not require the payment of
renewal fees; (5) Nuance does not owe any royaliesAdditional Site fees beyond
those already paid; (6) Vianix is not entitled tppkcation of a growth factor to
approximate 2008 iChart sales; and (7) a 6 persentice and maintenance agreement
fee and interest of 1.5 percent per month mustdpdiesd to all royalties that Nuance
owes Vianix. To determine the amount of damageande owes, | direct the parties to
use these findings to populate the Excel spreatisieated by Vianix’s expert witness,
Douglas Ellis, and then calculate the royaltiesni4ias owed. Finally, | deny both of
Nuance’s counterclaims and decline the requestsotf Vianix and Nuance for their
respective attorneys’ fees and costs in connegtitnthis litigation.

l. BACKGROUND
A. The Parties

Plaintiff, Vianix, is a Delaware limited liabilitgompany with its principal place

of business in Virginia Beach, Virginia. Vianix aswholly-owned subsidiary of Vianix,



LLC (“Vianix Virginia”), which is a Virginia limited liability company: Vianix
developed audio compression software known as “MAB£hnology,” or simply
“MASC,” an acronym for Managed Audio Sound Compi@ss Vianix markets MASC
as a means of compressing audio files to smalissio allow for easier storage and
transmission while retaining high audio perceptuallity.

Defendant, Nuance, is a Delaware corporation witheadquarters in Burlington,
Massachusetts. Nuance is a worldwide leader ivighrg speech and imaging solutions
to businesses and consumers. On or about Marck0886, Nuance acquired Dictaphone
Corporation (“Dictaphone”), which three years earlhad entered into the TLA with
Vianix. Before this acquisition, Dictaphone, heaadered in Stratford, Connecticut,
was a leading provider of dictation and speechgeitmn products for the healthcare
industry?

B. Facts

In 2002, Vianix and Nuance began negotiating are@gent whereby Vianix
would license MASC to Nuance. Reza Hashampour, Vianix’s President and CEO,

served as its lead negotiator, while David Peandbance’s director of product

Vianix Virginia entered into the TLA, but then apsed its rights and obligations
under the TLA to Vianix in October 2005. JX 188TI(A”) at Consent to
Assignment and Waiver. For the sake of simpliaityless otherwise specified, |
use the term “Vianix” to refer to both Vianix Vimga and Vianix.

For brevity, | use the term “Nuance” to refer tothb Nuance and Dictaphone
unless otherwise specified.

T. Tr. 12 (Hashampour). Where, as here, the igjeat the withess whose trial
testimony is cited is not clear from the textsiindicated parenthetically.



marketing, and Donna Heffernan, Nuance’s licensiragager, were the lead negotiators
for Nuance® The parties exchanged several drafts of the TAing negotiations.
Vianix and Nuance signed the TLA in late Januar@®@nd made it effective as of
January 20, 2003.

To say the TLA is poorly drafted is an understateinelhe Agreement is replete
with ambiguous and inconsistent provisions, typ@sd disjointed, incomplete
paragraphs. The TLA grants Nuance a license toM/s8C and integrate MASC into its
speech recognition and dictation products, whichewssed primarily by people working
in the healthcare industfyIn exchange for this license, Nuance undertogbatp Vianix
site fee and user fee royalties pursuant to ExHbiof the TLA “for each MASC
Technology Sublicense transaction that [NuancesyrDistributors enter into with any
[Nuance] Clients and/or End-Users."Exhibit E, entitled “Licensing Fees,” contains a
table labeled “Price Structure,” which is reprodiideelow without the accompanying

notes.

4 Id. at 403 (Heffernan).

> JX 67 (Oct. 23, 2002 draft); JX 68 (Nov. 26, 2afaft); JX 184 (Jan. 13, 2003
draft).

6 TLA at 1, 17.
! Id. at 1-2.
8 Id. § 8.1.



Nbr. Of Existing Initial Cost / Site Nbr. Of Cost / End

[Nuance] Client Seats User
Sites
001 - 100 $400 2000 $12.00 ea.
101 - 200 $300 2001-5000  $9.00 ea.
201 - 300 $250 5001+ $7.50 ea.
301 - 500 $200
501 - 600 $150

The first part of the table specifies an InitialSCper Site owed by Nuance that
decreases as the number of Nuance Client Sitegases. Exhibit E also calls for
payment of a Cost/Additional Site at a discouné@fpercent from the Initial Cost/Site
whenever a Nuance customer who has paid the Ii@slt/Site adds a subsequent site.
The right half of the table in Exhibit E relates @ost/End User, which varies with the
number of “Seats.” Exhibit E states that: “ThesCper End User shall be calculated in
accordance with the number of per seat licenseslaiively sold by [Nuance] during
each year of this this [sic] Agreemenit. Thus, for example, the table indicates that for
the first 2000 per seat licenses Nuance sold ieaa, the Cost/End User would be $12.00
each.

The TLA also contains a merger/nonwaiver clausephavides:

This Agreement constitutes the entire agreementdsst the
parties concerning the subject matter hereof. failare of
either party to require performance of any provisad this
Agreement shall not be construed as a waiver aigtss to
insist on performance of that same provision, oy ather

provision, at some other time. Any waiver, vaoatior
amendment, or modification, of any term or conditaf this

o Id. at 24.



Agreement shall be effective only if signed by anharized
representative of both parties hereto. The wabserither
party of any right created by this Agreement in @nanore
instances shall not be construed as a furthermaing waiver
of such right or any other right created by thigdement’

The TLA had an initial term of three yedfs. In January 2006, the parties
amended the TLA to extend its term by three yearshat it would terminate on
January 20, 200¥.

On October 22, 2004, the IVS Addendum to the TLAntvmto effect. This
Addendum relates to Nuance’s Integrated Voice @yster IVS business unit, which
sold products to customers outside of the healéheadustry, such as lawyers and
insurance companiés. Nuance apparently licensed all of its IVS producin a
concurrent or capacity basis. That is, there wiasigon the number of End Users who
could access the system at any one time. The I¥&Adum provided for a modified
royalty structure whereby Nuance would pay Vianikad-fee or fixed royalty for each
IVS license sold. The royalty consisted of twotgar the Initial Cost/Site and the
Cost/User. Instead of providing for a Cost/End lUsein the TLA, the IVS Addendum
provided that Nuance would owe a Cost per Userh whie User license fees being

calculated according to a schedule that assignee@sumed number of Users per Site to

0 1d.§17.

tod. g 7.

12 JX 69 at VIA012818-19.
13 T.Tr. 1283 (Pearah).



each of the several types of concurrent user leeiuance offered. For example, if a
customer purchased an EX20 license, the user kcéses would be calculated on the
basis of 5 Users per Site, regardless of the nuroberctual End Users there were.
Similarly, if a customer purchased an EX250 licenstich authorized many more
concurrent users than an EX20 license, the calounlatould be based on 100 Users per
Site. Because Nuance had to pay Vianix $20 perafsen IVS product, it would owe, in
addition to a site fee, $100 for every EX20 liceand $2,000 for every EX250 licenSe.

In March 2005, in recognition of a dispute over tite fees associated with
Nuance’s Physician Direct product, the parties egte the Physician Direct Addendum.
This Addendum provides for payment of a higher GustUser than under the TLA or
the IVS Addendum, but no site feBs.The Cost per User was to be paid based on the
“actual number of users per site.”

By the beginning of 2007, Vianix grew concernedwhduance’s consistent late
payments of royalties and apparent discrepancitgelea the sales growth Nuance was
touting in press releases and the meager, in VErigw, royalties, it was paying under
the TLAY" Vianix's concerns were heightened by commentsengdNuance personnel,

especially Simon Howes, Nuance’s Vice PresiderErajineering, indicating that MASC

¥ JX 193 at NUAN3645-47.

1> TLA at Physician Direct Addendum.
' d. 13

7 T.Tr. 157-60 (Hashampour).



was in Nuance’s “core technolog}?” This prompted several telephone conversations in
the spring and summer of 2007 where Nuance attehtptexplain the role of MASC in
its products and the parties debated which prodtmtsained MASC. Unbeknownst to
Nuance’? Vianix recorded these conversations and, in f@ctorded conversations with
Nuance until shortly before it commenced this itign® At the time of trial, three of
Nuance’s witnesses, Heffernan, Howes, and Raghu wénmhad personally sued
Hashampour and Vianix for making these recordfigs.During these recorded
conversations, Vianix repeatedly threatened totduaance®

On June 13, 2007, Vianix followed through on itsedts and hired the Invotex
Group (“Invotex”) to conduct an audit of Nuance suant to a provision in the TL&,
The objective of the audit “was to provide Vianixthwa report on the degree of
compliance by Nuance . . . with respect to the [JIA Debora Rose Stewart headed

the audit for Invotex. In performing the audityttex visited Nuance’s offices on two

8 JX285-a.

9 T.7Tr. 112 (Hashampour).

20 1d. at 111 (Hashampour); JX 276 - JX 291.
2L JX 605; JX 606.

22 T.Tr. 172 (Hashampour).

23 JX 168 at 2. Section 8.3 of the TLA provides: ptn reasonable notice, during

normal business hours, but no more than once dgnydANIX shall have the
right to audit the applicable systems, books amdnds of [Nuance] only as they
relate to [Nuance’s] obligations under this Agreatrie

24 Id.



occasions, in September and December 2007, for alégs each tim&. Invotex issued
its final audit report in February 2008, in whicghfound that Nuance had not fully
complied with the TLA and had underpaid Vianix ;488,218 ($2,009,604 in royalties
plus $478,614 in accrued interest), a number thautd increase if it were determined
that there is more than one end user per concuiicemise.”® The nearly $2.5 million
underpayment Invotex found did not include “amouwhie Vianix for Nuance sales of
(1) Power Scribe and EX Speech for the period ntidey 1, 2007 — December 31, 2007,
(2) Enterprise, IVS, and OEM SDK sales for the @erApril 1, 2007 — December 31,
2007 and (3) I-Chart sales for the period DeceniBBe21, 2007 2’

On February 22, 2008, Vianix issued its Invoice 381 Nuance. Referring to the
information made available by Nuance in the autfig Invoice purported to charge
Nuance over $12.6 million for allegedly outstandnogalties, service and maintenance
agreement fees, license renewal fees, and intefés.$12.6 million figure also included
the cost of the Invotex audit. On March 18, 2008, Vianix sent Nuance Invoice 3R]

which reduced the amount charged to Nuance totblighier $12.4 millior?®

*  1d.at3.
% 1d.at4.
2T .

%8 JX56.
2 JXss.



The parties agreed to terminate the TLA in Decen#®®8>° To date, Nuance
has paid Vianix over $1.2 million in royalties undleat Agreement:

C. Procedural History

Vianix filed its Complaint on June 2, 2008. Then@maint contains two claims,
one for breach of contract and the other for injivecrelief3> On August 4, 2008,
Nuance filed its Answer and Counterclaims, whicteaied claims for breach of contract
and a declaratory judgment that it has complieflinvith its payment obligations under
the TLA. Although Nuance filed a First Amended #es and Counterclaims on
December 15, 2008, which added counterclaims faudrin the inducement and
rescission based on an allegation that Vianix stbke source code for MASC, it
effectively withdrew those additional counterclaiméen it omitted them from its
Second Amended Answer and Counterclaims filed omuae 14, 2009. Vianix
answered the remaining counterclaims on JanuarQ@R.

The Court conducted a six-day trial from Novemb2rtd 19, 2009. After the
parties filed extensive post-trial briefs and prega findings of fact and conclusions of

law, the Court heard post-trial oral argument omil&30, 2010.

8 T.Tr. 289 (Hashampour).
% DX1.

32 Vianix’s claim for injunctive relief sought to @vent further breaches of the TLA.

That claim was mooted by the termination of the TatADecember 21, 2008.

10



D. Parties’ Contentions

The parties make myriad contentions. Vianix codsethat: (1) virtually all
healthcare-related products that Nuance marketethioed MASC; (2) Nuance owed
royalties for its telephone dictators; (3) the Tléquired Nuance to pay a user fee
royalty for every end user of a product containfi§SC; (4) the TLA required Nuance
to pay a three-year renewal fee on all user licen& Nuance owed an Additional Site
fee royalty for every nonphysically contiguous fiigioperated by a Nuance customer;
(6) Nuance’s counterclaims are without merit andusth be denied; and (7) it should be
awarded its attorneys’ fees and costs as the pirgyg@arty. Assuming it succeeds on all
of these points, Vianix claims that Nuance owesiare than $30 million in damages,
interest, and attorneys’ fees and costs.

For its part, Nuance contends that: (1) many ®fpitoducts that Vianix claims
contain MASC do not, in fact, contain MASC; (2) nayalty is owed for telephone
dictators because those dictators do not use MABHCGhe TLA only requires payment of
a royalty for every license Nuance sold, rathenteeery end user of its products; (4) the
TLA does not require payment of a renewal fee; A8flitional Site fee royalties are
owed only when a customer purchases a second séluafice servers; (6) it has
succeeded on its counterclaims for breach of conémad a declaratory judgment; and (7)

it is the prevailing party and, thus, entitledt®attorneys’ fees and costs.

11



1. ANALYSIS 3
A. Overview of the Damages Award

The task before me is to determine how much, ittaing, Nuance owes Vianix in
outstanding royalties and related payments undeffttA. To do this, | must determine
the total amount of royalties that Vianix was dum aubtract from this the amount of
royalties Nuance has paid Vianix to date. Comjfihggathe matter is the fact that Nuance
did not track certain types of data that Vianixirtla are required to calculate royalties,
primarily the number of (1) End Users of Nuancedmais and (2) facilities of Nuance
customers. If Vianix is correct that Nuance neettectollect this data, | also must
determine whether there is sufficient evidencehia tecord to support a reasonable
estimate of damages.

To aid in my consideration of potential damagebave referred to a damages
calculation tool (the “Damages Spreadsheet”) crkaby Vianix’s expert witness,
Douglas Ellis. The Damages Spreadsheet is a Mifiréxcel spreadsheet that contains
data entry points relating to every disputed issuthis case. In ruling upon the various
issues before me, | will be determining, in essehosv a cell or cells in the Damages
Spreadsheet will be populated with data. Many gfdacisions will relate to whether a

specific cell should contain any value at all. Fwstance, one decision point will be

33 The parties agree that no choice of law analgsigquired here because the laws

of the home states of the original parties to thé,TVirginia for Vianix Virginia
and Connecticut for Dictaphone, are substantialntical. Pl.’s Conclusion of
Law 1; Def.’s Conclusion of Law 2. To the extemagticable, | have relied on
relevant precedent from both Virginia and Conneittic

12



whether EX Speech, a server that is a part of thierfirise Express or EX system,
contains MASC. If | determine that EX Speech co#dMASC, the cell pertaining to

EX Speech will be populated with the number of Ep¢&ch licenses Nuance sold. If, on
the other hand, | determine that EX Speech doesargain MASC, a zero value will be

entered into that cell to signify that no royaltyasvowed for that product. Other
decisions will affect the final calculation in a reaccomplex manner and may involve the
application of a multiplier to certain values tocaant for lapses in Nuance’s

recordkeeping. When all the relevant cells areufmipd with data, the Damages
Spreadsheet should yield the total amount of damtge Vianix is owed.

Nuance objects to the use of the Damages Spredddhae! find that its
objections lack merit. While Nuance does not dbjedhe structure of the Spreadsheet
or the substance of any of its calculation formulidscontends that the Spreadsheet
contains several biases that work in Vianix’s favéior example, Nuance objects to the
Spreadsheet’s use of three multipliers, one toamate growth in iChart product sales
in 2008, one to estimate the number of AdditiongsS and one to estimate the number
of End Users. According to Nuance, use of thesé#iphars will flood the Damages
Spreadsheet with hypothetical data. Nuance’s coscare unfounded, however, and
appear to relate more to the Spreadsheet’s intendpdbility to accommodate both
parties’ views of the case. In terms of the ml#ig, Nuance’s complaints about the
Damages Spreadsheet amount to no more than anangtimt no multipliers should be
applied here. If Nuance is correct in that regaud)l order that no multiplier be entered

in the designated multiplier cells, and Nuance’goton will be mooted. If, however, |

13



adopt Vianix's view of the case and determine, if@tance, that Nuance breached the
TLA by failing to collect data on End Users or nontiguous facilities, it may be
necessary to use estimated data, including mdtglto make up for Nuance’s inability
to produce actual data. Thus, | find it approjgri@t use the Damages Spreadsheet in this
situation.

The parties also disagree as to which set of dathould use to populate the
Damages Spreadsheet. Vianix urges use of a hgthtalset consisting of Nuance press-
releases relating to Nuance’s iChart product, tae drom the Invotex audif, and a
compilation of data created in November 2009 bjrdefBourassa, the head of Nuance’s
compliance department (the “Bourassa Dafa”)Vianix urges the Court to look to the
Invotex audit data as the primary data source apglement it with a June 2007 Nuance
press releas@for data on iChart users and the Bourassa Datdafiar on certain products
for which Invotex apparently did not collect dataridg the audit. Nuance, on the other
hand, argues that | should rely exclusively onBbarassa Data.

Generally, | agree with Nuance on this issue. Bipatly, | find the Bourassa
Data to be the most reliable and complete datansite record. Moreover, there is no

reason to use the Invotex audit data over the Bsar®ata. Although the two data sets

34 JX 168.

= JX 562. Bourassa compiled the Bourassa Data mpiw through three separate
Nuance databases to derive a complete set of Nisasales data for the relevant

period. T. Tr. 1386-96.
% pXx120.

14



are similar, the Bourassa Data is more recent aome completé’ Likewise, there is no
reason to use the June 2007 iChart press releasdaia source. This press release touts
the number of healthcare providers who had usedriGlp to that point in time, but it
appears to be mere marketing puffery and to incl@art users who used the product
before it contained MASE As a result, Vianix has failed to prove a coniuect
between the number of users cited in the June PBESs release and the actual use of
MASC. Therefore, | accord this document (PX 12@)ited weight for purposes of
determining the royalties Vianix is owed.

Exclusive use of the Bourassa Data may not makei¥/entirely whole, however.
As previously noted, Nuance did not track certamtadthat may be relevant in
determining the royalties owed to Vianix. Consetlye the Court may need to apply a
multiplier, for example, to the data that is avaléato obtain a responsible estimate of
damages that is supported by the record. In aagteif at any point | decide not to use
the Bourassa Data as the input for the Damagesa&gheet, | will specify what exactly
should be used. Unless so specified, the Damggea&sheet will be populated with the
Bourassa Data.

Nuance also complains that Vianix has not submgtdticient evidence to justify
any award of damages. According to Nuance, nothiripe record provides the Court

with a basis for awarding damages without impropemtsorting to speculation,

37 SeelX 168 at 4.
38 PX 120.

15



particularly with regard to the multipliers Vianseeks for End Users and additional sites
and Vianix’s decision not to elicit testimony frdgtlis or another expert as to the amount
of the damages. | disagree. While a plaintiffreatnrecover damages that are “merely
speculative or conjecturaf®the law requires only that there be a sufficierilentiary
basis for making a fair and reasonable estimatedarhages, rather than absolute
certainty?® In a context analogous to the situation here|thited States Supreme Court
stated almost 80 years ago that:

Where the tort itself is of such a nature as tcclpge the
ascertainment of the amount of damages with ceytain
would be a perversion of fundamental principlegustice to
deny all relief to the injured person, and theredleve the
wrongdoer from making any amend for his acts. uchscase,
while the damages may not be determined by mere
speculation or guess, it will be enough if the ewvice show
the extent of the damages as a matter of just @asbnable
inference, although the result be only approximat&€he
wrongdoer is not entitled to complain that they re@inbe
measured with the exactness and precision thatdwvbel

3 Kronenberg v. Katz872 A.2d 568, 609 (Del. Ch. 2004) (quotidgnne v. Balick
146 A.2d 394, 396 (Del. 1958)%ee also S. New Eng. Tel. Co. v. Henkels &
McCoy, Inc, 1996 WL 456977, at *4 (Conn. Super. Ct. July 1B96)
(“[DJamages may not be based on speculation, camecor sympathy. While
mathematical exactitude is often impossible whesvipg damages, the plaintiff
bears the burden of providing sufficient evidenoethe trier to make a fair and
reasonable approximation."ghepherd v. Davi$74 S.E.2d 514, 524 (Va. 2003)
(Plaintiffs had the “burden of proving with reasblea certainty the amount of
damages and the cause from which they resulted;ulgi®n and conjecture
cannot form the basis of the recovery.”).

40 Henne 146 A.2d at 396.

16



possible if the case, which he alone is responsdslenaking,
were otherwisé:

Here, Nuance’s failure to collect certain data atgy could prevent the Court
from making a responsible estimate of damages.orBefeaching such a conclusion,
however, | need to consider the entire record leefioe. While the Court must be careful
to avoid speculation, the absence of mathematiGdtgude does not preclude an award
of damages. As for the absence of any testimony/ianix’s behalf from a damages
expert, | find plausible Vianix’s protestations abthe difficulty, if not the impossibility,
of finding a damages expert who could have testifielpfully on the quantification
issues in this case. While the absence of suatlerge may limit the award Vianix
ultimately receives, | find that there is suffidieavidence to support at least some
damages award in this case. Thus, | reject Nuancehtention thaany award of
damages would be unduly speculative.

B. Which Nuance Products Contain MASC?

The TLA provides that Nuance “shall pay to VIANIXénse fees as set forth in
Exhibit E for each MASC Technology Sublicense teari®n” that Nuance enters into.
As per the TLA, “SUBLICENSE: shall mean the gragtby or on behalf of [Nuance] a

sublicense to an End-User to use the MASC Techioltdye Sublicense to include

“L Story Parchment Co. v. Paterson Parchment Papey Z82 U.S. 555, 563 (1931)
(citing Eastman Kodak Co. v. S. Photo Mat'ls C&73 U.S. 359, 379 (1927)).
Although Story Parchmeninvolved a tort case, as opposed to a breach rafant
action, the same reasoning applies to the extemindkiis responsible for the
absence of necessary data.

42 TLA § 8.1.

17



certain rights and limitations specified in this ragment.** Accordingly, whether a

Nuance product contains MASC is the touchstonelé&ermining whether Nuance owes

Vianix a royalty when it grants a Sublicense oft {i@duct.

1. Products which Nuance concedes contain MASC

The parties agree that the following Nuance pragwetntain MASC and are

royalty-bearing: (1) EX Voice versions 6.5 and;%.q2) Transnef? (3) EWS version

2.0 (self-edit configuration) and version 3.0 @hfigurations)*® (4) Powerscribe SDK

versions 1.4 through 24;(5) JobLister*® (6) Olympus Uploadet? (7) IVS?° and (8)

43

44

45

46

47

48

49

50

Id. § 1.18.

T. Tr. 1231 (Howes).
Id. at 1192 (Howes).
Id. at 1227 (Howes).
JX 83 at VIA009976.
T.Tr. 1192 (Howes).
Id. at 1495 (Shroff).

JX 83 at VIA009976. | reject, however, Vianix'srtention that the Court should
find that Nuance upgraded every IVS customer to ASK-bearing system as
soon as MASC was incorporated into IVS. The Baama®ata includes
information on when IVS upgrades to MASC occurrieoth pre- and post-audit.
JX 562 at NUAN153358-64. While the number of upigsto MASC shown in
the Bourassa Data is small, Vianix has the burdgraving the actual number of
upgrades, and it failed to show the Bourassa Datanaorrect. In that regard, |
find the two documents Vianix cites on this toprzonclusive as to whether
Nuance upgraded all IVS custome&eelX 259; JX 354.

18



iChart™ Accordingly, the Damages Spreadsheet should palaed with the Bourassa
Data on the number of licenses Nuance sold andjdlaeter in which those sales were
made for each of these products.

2. Powerscribe Workstation Radiology

In its opening post-trial brief, Vianix concedesatthNuance’s Powerscribe
Workstation Radiology product does not contain MABCThus, a value of zero should
be entered into the Damages Spreadsheet for thiksiQt.

3. EX Voice version 6.4

EX Voice is a server that is an essential parthef Enterprise Express, or EX,
system, Nuance's primary healthcare dictation pcotfu The EX system could be
configured to contain multiple computer serversjuding EX Text and EX Speech, but

always contained EX Voic¥. EX Voice receives and stores voice files for date

>l JX 83 at VIA009976. iChart is a dictation solutitargeted to smaller entities.
iIChart uses the EX servers, but the customers dopurchase these servers.
Rather, the customer is billed on a per transadiesis, with a fee charged based
on the number of lines dictated or transcribed eréhwere two configurations of
IChart: on-site, where the EX servers were locaiethe customer’s facility, and
hosted, where customers used servers located &uaece data center. T. Tr.
1439-41 (Shroff).

2 Pl.’s Opening Br. (“POB”) 23.

>3 T.Tr. 457 (Heffernan).

> |d. at 1184-86, 1198-99 (Howes). Because a Nuanderoes could never own

EX Text or EX Speech without owning EX Voice, Nuar@ontends that it cannot
owe separate royalties for EX Text or EX Speechopnof the royalties owed for
EX Voice, based, apparently, on the view that Neaswd a single license for the
EX system as a whole, rather than individual liesnfr each component of the
EX system, such as EX Text and EX Speech. Whiepidwrties presented little
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processing. The parties agree that EX Voice veréid contained MASC, but Nuance
argues that this product is not royalty-bearingaose the MASC it contained not only
was nonoperational, but had to be disabled to awaissing the system to crash.This
raises the question of whether Nuance owed a roysltenever one of its products
contained MASC, even if the MASC in that productliconot be used.

The TLA requires the payment of royalties “for eabbASC Technology
Sublicense transaction” Nuance entered TAté\s defined in the TLA, Sublicenses were
granted “to an End-User taose the MASC Technology” Nuance knew before it
released EX Voice version 6.4 that the MASC in fvatduct did not function properly
and disabled MASC to avoid use ofit. Because MASC was disabled in EX Voice
version 6.4 and customers could not use MASC ia ghbduct, the licenses Nuance

granted for EX Voice version 6.4 arguably were 8ablicenses under the TLA. Yet, |

evidence on the topic of how Nuance licensed its y&tem and its individual
components, | consider Nuance’s argument at ldaasible. In any event, | find,
infra Parts [1.B.4 and 1I.B.5, that neither EX Text nBX Speech contained
MASC,; thus, neither product is royalty-bearing float reason.

> T.Tr. 1231-32 (Howes); Dep. of Christopher Adgf#sdams Dep.”) 118; JX 330
at NUAN-22622 (EX Voice version 6.5 “can play Viamwithout crashing.”).

56 TLA 8§ 8.1.
o7 Id. § 1.18.

>8 T. Tr. 1231 (Howes) (“[J]ust prior to releasingwe discovered a major problem

between the known software and the MASC technolofyd while we waited to
resolve that, we basically disabled the MASC tettgy  So in 6.4, all our
MASC was dormant in the system. It was not used, @l the features were
turned off.”); Adams Dep. 118.
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need not decide that issue because Vianix concatdacgument that the EX Voice 6.4
issue was so inconsequential that the Court cayidre it in determining the amount
owed to Vianix:® Thus, | will assume for purposes of this Opinibat Nuance’s sales of
licenses for EX Voice version 6.4 were not MASC Amalogy Sublicense transactions
and, hence, not royalty-bearing under the TLA. réfme, a value of zero should be
entered into the Damages Spreadsheet for EX Vacgon 6.4.

4, EX Speech

The EX Speech server performs automated speeclgméiom, converting an
audio file into a draft text file of what was dit#d. Vianix’'s argument that EX Speech
contains MASC is based on a set of instructionsifloon Nuance’s website for removal
of MASC from something called the EXSpeech SysttmNuance avers that the
EXSpeech System referenced in the instructionsfierent from the EX Speech server
and refers to the entire Enterprise Express systanch also includes EX Voice and,
thus, indisputably contains MASC. While some utaiaty exists regarding the import
of the instructions, the rest of the evidence ciigdboth parties makes it clear that the EX
Speech server itself does not contain MASC. Asidem the MASC removal
instructions, all the evidence cited by Vianix icaties that files destined for the EX

Speech server were converted from MASC files talaerotype of file before they were

> Arg. Tr. 22, 33.
% px110.
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transferred to EX Spee&hwhich is consistent with Nuance’s allegation tBXt Speech
could not accept MASC fil€¥. Because this evidence is credible and convindifiggd
that EX Speech did not contain MASC. Accordinglypandate that a zero value be
entered into the Damages Spreadsheet in the celfjrdged to record the number of
licenses sold for EX Speech.

5. EX Text

EX Text is a server that stores and transmits fieeg and patient data. An EX
Text server does not itself accept any voice fife€X Text generally works in tandem
with Transnet or Integrated Transnet to send piatata to transcriptionists and receive

final drafts of transcribed text from transcriptistis®* Based on their close relationship

61 JX 136 (“Vianix files will be rejected in EXSpeetlso MASC files needed to be
converted “to 64K mu-law for EXSpeech users ontyttsat they can go through
EXS[peech].”). Nuance employees used Vianix and3@Anterchangeably when
referring to MASC-encoded files.E.g, JX 141 (“Record natively in desktop
audio, compress to Vianix, send to EXVJoice], depoass from Vianix, send to
EXS[peech].”).

2 T.Tr. 1200-01 (Howes); JX 14; JX 136; JX 142.

®  T.Tr. 1214-15 (Howes).

64 Demonstrative Ex. (“Dem. Ex.”) 3 at 32. Nuanceganted several Demonstrative

Exhibits at trial that | refer to in this Opiniohose Demonstratives indicate, at a
general level, how certain of Nuance’s productsrafeein relation to the MASC
Technology. For the most part, the descriptiofieected in these Demonstratives
are undisputed and supported by the testimony & @n more of Nuance’s
witnesses. Furthermore, Vianix, which has the eardf proof as to the allegedly
inadequate royalty payments, did not submit angeawe supporting a different
description with the exception of the disputes dbsdinfra, Part II.C, regarding
the alleged use of MASC in connection with doctet® use telephone dictation.
Thus, unless otherwise indicated, | have inferhed the various Nuance products
operate as indicated in the Demonstrative Exhdiiesl in this Opinion.
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to EX Text, Transnet, Integrated Transnet, and @&lements of Integrated Transnet,
Correction Client and Word Client, sometimes aferred to as components or clients of
EX Text®

All of the documents cited by Vianix for the progas that EX Text contains
MASC aver that assorted EX Text clients or comptmdre., Transnet and Integrated
Transnet, as well as something colorfully calle@ ttdidgeridoo player”) contain
MASC.?® Vianix has not produced, however, any evideneg tie EX Text server itself
contains MASC, and, in light of the fact that th€ Eext server never comes into contact
with audio files, it is reasonable to infer thaistiproduct does not contain MASC.
Accordingly, | so find and order that a zero valobe entered into the Damages
Spreadsheet in the cell designated to record th@auof licenses sold for that product.

6. EWS 2.0 Dictate and E-Sig

Enterprise Workstation (“EWS”) is a “front-end bre&r-based solution that offers

physicians flexible input and editing options, &mluce report turn-around time and the

65 SeePl.’s Pretrial Br. 29; Adams Dep. 90 (“Word Cliearid Correction Client are
part of [EX] Text.”).

% JX 10 at NUAN70795 (“Vianix expansion (i.e. plagh} within the EX Text
client.”); JX 78 (“Vianix MASC is on all Clorrectig C[lient] 1.3 clients with
EXT[ext] 6.x server software.”); JX 134 at NUANG658fas a “Feature
Specification” of EX Text, “[aJdopt Vianix codec [@aechnology] on all EX Text
clients (including Transcription Editor, Correctideditor) that are expected to
playback audio to a user”); Adams Dep. 109 (theyelidioo player is “an audio
player that the Enterprise Text team developedlay pack audio,” including
MASC files).
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costs associated with transcriptidf.”In effect, EWS allows a doctor to perform various
functions relating to dictation on a computer, depeg on what configuration of EWS
they own. Nuance offered three different configiorss: (1) dictate; (2) self-edit; and
(3) E-signature (“E-sig”§® In the dictate configuration, a doctor can creatmice file
through her computer (by, for example, speaking amicrophone) and send that voice
file to the EX servers for further processffigThe self-edit configuration includes front-
end speech recognition software and allows a ddotalictate directly into a computer
and see, through the speech recognition functext,an the screen in front of her in real-
time.” E-sig allows a doctor to review text files thaeyiously were transcribed and
electronically sign these documefts. While the parties agree that the self-edit
configuration of EWS version 2.0 and all configimas of EWS version 3.0 contain
MASC, they dispute whether the dictate and E-sigfigarations of EWS version 2.0
contain MASC.

Vianix bases its argument that the disputed pradochtain MASC on a number

of internal Nuance communications in which varioesgineers made statements

67 Pre-Trial Order 24.
68 Id.
69

Dem. Ex. 3 at 29.
0 Id. at 32.
n Id. at 17.
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regarding the presence of MASC in EWS version’2.0Nuance contends that any
statement implying that MASC was in all configuoais of EWS version 2.0 was based
on a misunderstanding about the presence of MAS@envarious configurations of
EWS version 2.0. Nuance also introduced eviderfca olean install test a Nuance
engineer ran on all configurations of EWS versiaf, 2vhich found that the only
configuration that contained MASC was self-édit. Multiple Nuance engineers
attributed the allegedly mistaken beliefs aboutpghesence of MASC in the dictate and
E-sig configurations to tests that were run on nrah on which MASC had been
installed that also ran EWS version 2.0 self-&tit.

| find Nuance’s evidence on this topic crediblehelle was clearly a great deal of
confusion at Vianix over whether EWS version 2.0itatned MASC™> Importantly,
only one of the emails cited by Vianix containsieect statement that all configurations
of EWS version 2.0 contain MASE. The other emails merely include vague assertions
about MASC being in EWS version 2.0 without any ten of its different

configurations.” Even the email from Howes, Nuance’s Vice Predi@érEngineering,

2 JX 42;IX 76; IX 79; IX 147.

8 T.Tr. 1228 (Howes), 1320 (Vemula); JX 391.
“  T.Tr. 1229 (Howes); JX 391.

> JX 386; X 391.

® JX7s.

T JX 42; IX 79; IX 147.
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that directly states that MASC is in all configuoats of EWS version 2.0 is based on a
statement from Adams, a senior director of engingeait Nuance, that MASC is “[a]lso
in EWS 2.0 and later,” another vague assertionrtretes no mention of EWS’s various
configurations’® As such, all of the statements upon which Viaebies reasonably can
be attributed to a lack of precision on the parhefspeaker.

The best evidence that the dictate and E-sig cordtgpns did not contain MASC
is the clean install test performed by Nuance irgdai 2007° Vianix dismisses the
clean install as a hoax, but provides no evideadsatk up its claim. More importantly,
nothing prevented Vianix from conducting its owsttand presenting competent expert
testimony on this issue, but it failed to do soorbbver, in a conversation with Vianix on
July 2, 2007, two months after Howes’s email wa#,Séemula, one of Nuance’s chief
engineers, explicitly stated that MASC was in otfig self-edit configuration of EWS
version 2.0° Having considered all the relevant evidencend fihat Nuance has made
the stronger showing on this issue and that Vida not proven that either the dictate or
the E-sig configuration of EWS version 2.0 contdifdASC and, thus, was royalty-
bearing. Accordingly, a zero value should be exttento the Damages Spreadsheet for

these products.

8 JX 76. At trial, Howes testified that his staternan this email was incorrect and

the result of his mistaken belief about the presasfdMASC in EWS version 2.0.
T. Tr. 1228.

® JX3091.
80 JX 279-a at 22-24.
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7. Grundig 9000 and Philips Walkabout

Vianix conclusorily asserts that two D8Siploaders that accept voice dictations
in a digital format for transfer to a compuférthe Grundig 9000 and the Philips
Walkabout, contain MASC. At least two Nuance wiises testified to the contrafy.As
Vianix cited no evidence tending to show that eitttee Grundig 9000 or the Philips
Walkabout contains MASC, | find that neither of $koproducts is royalty-bearing.
Accordingly, a value of zero should be entered i Damages Spreadsheet for those
products.

8. Personal JobLister

Nuance concedes that Personal JobLister, or “Luaglit is known internally at
Nuance, contains MAS&. Personal JobLister is sold exclusively as a pauance’s
IVS product, however, for which there is a flat-fesyalty structure separate from the
standard royalty structure for Nuance’s healthgaoelucts®®> Accordingly, royalties for
sales of Personal JobLister are covered by thel¥&t royalty fee, and Vianix is not

entitled to anything beyond that. Because thermiallegation that Nuance failed to pay

81 DSS s an acronym for Digital Speech Standard.

8 T.7Tr. 1192 (Howes).

8 SeeT. Tr. 1193 (Howes), 1495 (Shroff) (“There is no ®& involved in
Walkabout.”).

8 Def.’s Opening Br. (‘DOB”) 19; T. Tr. 510 (Heffean).
85 T. Tr. 509 (Heffernan); JX 193 at NUAN3647.
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the royalties due for its sales of Personal JobLishder the IVS Addendum, a value of
zero should be inserted in the Damages Spreadsiights product.

9. GoMD

GoMD, also known as iPaq, is a product that allaidations recorded on a
handheld personal digital assistant device to Heagled onto a computét. Vianix
contends that GoMD contains MASC based on severalile that discussed tentative
plans to incorporate MASC into that prodfitt. Nuance avers that it never actually
implemented these plans or incorporated MASC inmMG, an allegation that the
evidence corroborates. Anuj Shroff, a Nuance threof engineering, testified at trial
that GoMD never contained MASE. In addition, the most recent email cited by Viani
for the converse of that proposition still refessNuance being “tentatively tasked with
doing . . . Vianix compression” in GoMD and expesssoncern about the compatibility
of such a product with EX Voice and EX Spe&thBased on this equivocal evidence
and Vianix’s failure to produce any direct eviderican an inspection of the product or
otherwise that Nuance ever actually integrated MASG GoMD, | find that Vianix has
not shown that GoMD ever contained MASC. Accortiim@ value of zero should be

entered into the Damages Spreadsheet for this produ

8  Howes Dep. 103.

8 JX7-JX9;JIX 353
%  T.Tr. 1495,

8 Jxs.
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10. Correction Client and Word Client

Correction Client and Word Client are PC applicasiaused by transcriptionists.
Correction Client allows a transcriptionist to pi@ad and correct draft transcriptions of
voice files that have been created by speech rétimysoftware’ Word Client plays a
voice file that has not gone through speech ret¢mgnto allow a transcriptionist to
transcribe the file by listening to %t. When Correction Client and Word Client were
combined with Transnet, which contains MASC, in m@doact known as Integrated
Transnet, that product became royalty-bearing Isxaf the presence of MASC in
Transnef? Otherwise, neither Correction Client nor WordeBli contains MASC, as
confirmed by one of the documents relied upon bgni%* Vianix and Nuance even
agreed at one point that Nuance was double-pagyajtres to the extent it counted both
Integrated Transnet and Correction Client as rgyadiaring because only the Transnet
portion of Integrated Transnet contained MASC Therefore, no royalty is owed for
either Correction Client or Word Client beyond thaliich is due for the Integrated
Transnet product. Accordingly, a zero value shobéd inserted into the Damages

Spreadsheet for these products.

% T.7Tr. 1190 (Howes).
°L 1d.; Adams Dep. 17.
%2 T.Tr. 482 (Heffernan).

93 PX 3 (“[llnternal reviews show that Correction €it and Word Client do not use

Vianix software.”);see alsdrl. Tr. 482 (Heffernan).

%  JX 279-a at 18-109.
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11. Powerscribe SDK version 3.0

Powerscribe SDK is a software development kit Neasold to its Original
Equipment Manufacturer (“OEM”) customers that alémivthem to create and sell
products incorporating Powerscribe SDK and its speecognition capability> The
parties agree that Powerscribe SDK versions 1autir 2.1 contain MASC and version
3.0 does not. A dispute exists, however, as tothénea royalty accrued when Nuance
shipped an optional disc containing MASC to PowoecSDK version 3.0 users who
previously had purchased a MASC-containing versstbnSDK to make version 3.0
backwards compatibf®. Vianix contends that the shipment of this dismegates a
royalty, while Nuance asserts that it does not.

The TLA dictates that a royalty is owed whenevemlahle enters into a MASC
Technology Sublicense transactiband defines a Sublicense as a license granted to a
End-User “to use the MASC Technolog{.” Here, Nuance shipped discs containing
MASC to its OEM customers so these customers cosédMASC, as the disc allowed
the OEM customers to continue to incorporate MASM itheir products. Thus, the
shipping of the disc along with Powerscribe SDKsuwan 3.0 constitutes a MASC

Technology Sublicense transaction for which Nuameest pay a royalty. Accordingly,

% T.Tr. 513-14 (Heffernan).

% |d. at 1026 (Ramaswamy), 1314-15 (Vemula).
%  TLA§S8.1L

% 1d.§1.18.
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the Damages Spreadsheet should be populated veitBdhrassa Data, to the extent it
exists, for the number of optional MASC-containidgcs that Nuance shipped with
Powerscribe SDK version 3%.

On a related note, Vianix also complains that Neafaded to properly track site
and user fees for its OEM customers. Vianix’s clainout the lack of sufficient tracking
of site fees rings hollow. There is no evidencetliat Nuance failed to collect site fees
from OEM customers who purchased Powerscribe SDKsabmit those fees to Vianix
or (2) that Nuance was required to pay a site feennan end user purchased a product
that contained Powerscribe SDK from an OEM customer

There is, however, at least some indication thairde failed to pay required user
fees for Powerscribe SDK. Nuance admits that & weqjuired to pay a user fee for at
least each license that an OEM customer sold termhuser’® Vianix only received
these user fee royalties to the extent that OEMoousrs self-reported sales of products
containing a MASC-bearing version of PowerscribeKSt® Nuance. Moreover, it

appears that Nuance did not do an adequate jolbtafneng this information from its

99 Vianix asserts that all but one of Nuance’s pretaxij OEM customers at the time

of the release of Powerscribe SDK version 3.0 rstpaethe optional disc, but
cites no evidence in support of this assertion.’s FHinding of Fact 26. To the
extent the Bourassa Data does not include accaratecomplete information on
the number of MASC discs Nuance shipped, | willgtcVianix’s assertion, as it
was not challenged by Nuance, and mandate thatuimer of preexisting OEM
customers at the time of version 3.0’s release, te®e, be used in the Damages
Spreadsheet for Powerscribe SDK version 3.0.

10 T Tr, 514-15 (Heffernan).
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OEM customers. To remedy this deficiency, Viangelss a judgment requiring use in
the Damages Spreadsheet of the data it obtainedghrsubpoenas to Nuance’s OEM
customers® | conclude this data should be used to the exteatcurately reflects
royalties owed under the TLA&? Also, to the extent it exists, the Bourassa Datahe
number of licenses sold by OEM customers shouldebtered into the Damages
Spreadsheet in addition to the data obtained \bp@ena, provided it does not duplicate
that data.

C. Is Nuance Required to Pay a Royalty for Telephone ibtators?

The parties strenuously disputed the next issubether doctors who dictate by
telephone use MASC and, thus, qualify as End Usech that Nuance would owe a
royalty for each such doctor who uses a NuanceyatodVianix contends the answer is
yes, based on three pieces of evidence. FirshiXielies on a statement made in an
April 14, 2006 email by Adams, Nuance’s senior clioe of engineering, explaining the
value of using MASC:

Vianix gets us around (I believe) 16K-18K (8KHz/IHK).
For the most part, [Nuance] has used 32K audi,filnd
Vianix effectively cuts that in half. This is nicéor

transmission, especially at the data center with tlag
transcribers downloading massive amounts of filesyeday.

101 SeePX 206 - PX 210.

192 One subpoenaed company, Siemens, provided a obuErnd Users. The other

subpoena responses provided only the number of licsgrses issued. In this
latter case or any other situation where inforrmabo End Users is not available,
the number of user licenses should be used in lhlsenme of any more reliable
information.
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It's also nice on the web dictation side, becausehave less
to transmit to the centéf®

Vianix asserts that the massive amount of audés fRdams referred to must be coming
from telephone dictators because, according to Bliaihe vast majority of its customers
are telephone dictatot®! Therefore, the benefit referred to in Adams’sesteent would
be realized only if MASC were used with files cezhby telephone dictators.

Nuance, on the other hand, alleges that telephatatars cannot create MASC
files and the EX system never converted a telepltictation file to MASC'® In that
regard, Nuance emphasizes Adams’s deposition tesyinthat his remarks about the
advantages of MASC were purely theoretical in retfr At his deposition, Adams also
stated repeatedly that telephone dictations wererreonverted to MASEY’

| find Adams’s testimony difficult to square withshApril 14, 2006 email and,
therefore, am skeptical of it. He might have bspeaking hypothetically as he claims,
but the language he used certainly does not irgitett. By the same token, the quoted
passage does not state directly and unequivocally Nuance products actually
converted telephone dictations into MASC. In ea#ihg this evidentiary conflict, | am

mindful that Vianix has the burden of proof on tigsue. It knew about the purported

103 JX 36.

14 DOB 13, 23.

105 T, Tr. 1223 (Howes), 1460-61 (Shroff).
196 Adams Dep. 143-44.

107 1d. at 37, 143-44.
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conflict between Adams’s email and his depositiestimony, but made no attempt to
call him as a witness at trial. More importantlye disputed fact is one that should be
objectively verifiable through discovery. Therens reason to believe that Vianix could
not have determined for itself from examining Nugiasystems or those of its customers
whether MASC ever was used with files created bgpteone dictators. Yet, Vianix
failed to present such evidence or its own technggert on the issue. In these
circumstances, | find the statement in Adams’s etoabe ambiguous and that he might
have been speaking theoretically. Thus, while sketement may provide some evidence
that MASC was used on files created by telephooetirs, it is not enough, on its own,
to support a finding that this was the case.
Vianix next points to a statement from Howes expitay why the EX servers

contained MASC:

So the MASC CODE®® on the server there is another — you

don’t see it on here because it's too low a levedetail, but

there is a management client, right, where an adtréror,

for instance, could go into that particular systana look at

all the work that’s in the system. And if they aksd to right

click and listen to that job, we would then — weulbthen
play that Vianix file out for an administrator isten to.

198 A “codec” is a computer program capable of encgdind decoding a digital data

stream. The word is a portmanteau of compresssmoipression. T. Tr. 27
(Hashampour). Thus, the MASC codec is capablenob@ng a file into MASC
or decoding it from MASC to another format.
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And that playing of the file or converting the file done in
the central system, so we need a copy of Vianiktjudo that
— to support that monitoring and management tol.

Vianix argues that Howes’s statement refers toazgss by which audio files recorded
by telephone dictators are converted to MASC fitat are then transmitted to
administrators and transcriptionists. But, theéesteent makes no reference to telephone
dictators. | must examine, therefore, the contexthich it was made.

Howes made the statement quoted above in respanse line of questions
regarding the ability of the EX servers to handlesfcreated by computer users that were
already in MASC format™® In response to an earlier question, Howes stéitatl for
files being sent to transcriptionists, “if the wioriginated through the telephone, the
form of those files would be ADPCM* This statement affirmatively indicates that, at
least initially, audio files created by telephonetators were not MASC files. In
addition, the presence of MASC in EX servers suck4 Voice can be explained by the
need to convert MASC files to a different formatartain circumstances, such as when a
file was destined for the EX Speech server, whiohld not handle MASC file§??
Accordingly, Howes’s statement does not supportnMia contention that telephone

dictators used MASC.

19 Howes Dep. 152-53.
110 |d. at 151-52.

111 |d. at 151. ADPCM is a similar sound compression netdgy to MASC. T. Tr.
1179-80 (Howes).

112 JX 136.
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The third piece of evidence Vianix cites is a Nuamemonstrative exhibit that
arguably shows an analog voice file going betweelictating doctor and the EX Voice
server and then a MASC file going out of the EX &iserver to JobLister and
Transnet® Vianix claims that this exhibit accurately depiavhat happens to files
created by telephone dictators: they are convexeMASC in the EX Voice server
before being sent to a transcriptionist. The destrative exhibit, however, does not
provide a detailed depiction of the path a voite ¢reated by a telephone dictator takes
in terms of whether or not it is ever convertedASC at the EX server. Instead, the
focus of the exhibit is on another input optionpwing the path taken by a file created in
MASC format by the self-edit configuration of EWSersion 2.0.1. The bubbles
numbered 1 through 6 on the exhibit obviously aterided to illustrate the path that data
related to a MASC voice file take on the paths sinénom the computer containing EWS
self-edit to the SDK server and EX Voice serveenttio JobLister and Transnet, and
finally to the EX Text server. There is no numloebeibble on the path from the doctor
dictating by telephone to the EX Voice server, whig consistent with the fact that the
demonstrative exhibit does not focus on that pakhprevious exhibit did illustrate the
path taken by a file created by a telephone dictatoAs Nuance’s counsel who oversaw

the creation of the exhibit conced€d,the presence of the telephone dictator on

113 Dem. Ex. 34 at 2.
14 Sedd. at 12, 17.

15 Arg. Tr. 46-47.
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Demonstrative Exhibit 34, page 2 is somewhat cainfy The exhibit, however, does
not constitute persuasive evidence that audio Gileated by telephone dictators are ever
converted to MASC.

In sum, Vianix has failed to produce sufficientdamce to support a finding that
telephone dictators used MASE.Accordingly, | find that Vianix has not met its loien
of proving by a preponderance of the evidence thb#phone dictations ever were
converted to MASC and, therefore, were royalty-lmgpar |, thus, order the entry of a
zero value into any aspect of the Damages Spreatigshat relates exclusively to
telephone dictators.

D. How Are User Fees Calculated?
1. Interpretation of the Cost/End User provision

The parties dispute how Nuance was to calculateayedties it owed for user fees
under the TLA. This dispute revolves largely amumow Exhibit E’s provisions
regarding user fees are to be interpreted. Bothn€cticut and Virginia follow the
objective theory of contract interpretatibi. Under this theory, “[a] contract must be

construed to effectuate the intent of the partidsch is determined from the language

116 Additionally, Nuance produced a number of pregiition statements that express

the views of both parties that files created bgpghbne were never converted to
MASC. JX 116 (statement in internal Nuance enfat t[t]lelephony users need
not be licensed”); JX 278-a at 10 (“SIMON [Howeglist the ones on the phone
don’t use Vianix. REZA [Hashampour]: That's cor&c JX 285-a at 51-52.

117 Petisi v. Strottman Int'l, In¢.1998 WL 601236, at *3 (Conn. Super. Ct. Aug. 28,
1998); Adams v. Doughtje2003 WL 23140076, at *12 (Va. Cir. Ct. Dec. 31,
2003).
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used interpreted in the light of the situation bk tparties and the circumstances
connected with the transaction® “Where the language of the contract is clear and
unambiguous, the contract is to be given effecbating to its terms*® “In interpreting
contract items, we have repeatedly stated thaihteat of the parties is to be ascertained
by a fair and reasonable construction of the writheords and that the language used
must be accorded its common, natural, and ordinggning and usage where it can be
sensibly applied to the subject matter of the @mntf*?°
Turning to the provisions of Exhibit E of the TLAfirst note that because the

TLA contains a merger claus&, the parol evidence rule applies. Under that rtie,

unambiguous terms of a written contract may novéxed or contradicted by extrinsic

118 Dirienzo Mech. Contrs., Inc. v. Salce Contr. Assokce, 2010 WL 2520617, at
*4 (Conn. App. Ct. June 29, 2010) (quoti@ffice of Labor Relations v. New Eng.
Health Care Empls. Union, Dist. 119951 A.2d 1249, 1254 (Conn. 20083ge
alsoSw. Va. Hosps. v. Lipp68 S.E.2d 82, 90 (Va. 1952).

119 Dirienzo Mech. Contrs 2010 WL 2520617, at *4 (quotintgLO Land Ownership
Assocs. Ltd. P’ship v. Hartford@27 A.2d 1260, 1264 (Conn. 199%&e also City
of Chesapeake v. States Self-Insurers Risk Rete@m, Inc, 628 S.E.2d 539,
541 (Va. 2006).

120 Dirienzo Mech. Contrs.2010 WL 2520617, at *4 (quoting/olosoff v. Wolosaff
880 A.2d 977, 983 (Conn. App. Ct. 20059ge also Kemp v. Levingek74 S.E.
820, 823 (Va. 1934).

21 TLA §17.
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evidence? If a contract’s terms are ambiguous, howevem tBerinsic evidence may
be admitted to explain the ambiguify.

Exhibit E contains a table, the relevant portionvbich reads as follows:

Nbr. Of Seats Cost/End User
2000 $12.00 ea.
2001-5000 $9.00 ea.
5001+ $7.50 ea.

Exhibit E also contains the following provision:COst/End User The Cost per End
User shall be calculated in accordance with thebmrmof per seat licenses cumulatively
sold by [Nuance] during each year of this this][#igreement.*** The page following
the page on which the table and definition of Gasdl User appear (“Page 25”) contains
a fragment of a paragraph which states, in itg@hyti “with accompanying Sublicense to
MASC TECHNOLOGY. Relevant ‘tracking’ unit for thegproducts would either be the
Web Server Software License (per site) or the Beckdodule license (per usery?®
Because this portion of the TLA is so poorly drdftanpacking it to determine its
meaning requires that | consider two separate mumsst One is whether the parties

intended to pay a royalty for every End User ostead, only for every license Nuance

122 Tallmadge Bros., Inc. v. Iroquois Gas TransmissBys., L.P.746 A.2d 1277,
1290-91 (Conn. 2000)Spotsylvania Cty. Sch. Bd. v. Seaboard Sur, @b5
S.E.2d 120, 126 (Va. 1992).

123 Tallmadge Bros.746 A.2d at 1291Prospect Dev. Co. v. Bershagdér5 S.E.2d
291, 296 (Va. 1999).

124 TLA at 24.
125 |d. at 25.
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sold without regard to the nature of that licen3de other ancillary question is, even if
the parties meant there to be a royalty for every Bser, did they nonetheless agree, due
to the practical difficulties of counting End Usefsr example, to compute the royalties
based solely on the number of licenses Nuance sold.

| start by finding that Exhibit E unambiguously u&@s Nuance to pay a royalty
for every End User, as End User is defined in tha.1*° Nuance argues for a different
interpretation, namely, that royalties are owedewery license soltf’ rather than every
End User. Although Nuance cites two portions ohiBi E in support of its position, |
find that neither passage casts any doubt on #ré@ycbf Exhibit E’'s mandate. Nuance
first cites the paragraph fragment on Page 25 whieltes that the relevant per user

8

tracking unit is something called the “Dictate Mésluicense.*”® Seizing on this

reference to the “tracking unit” being a licensejaNce contends that the TLA does not

126 The TLA defines an End User as: “The final orratite individual authorized user

of a [Nuance] Product and MASC TECHNOLOGY. End-tJSablicenses are
based on the actual number of authorized systemrsusd MASC
TECHNOLOGY.” TLA 8§ 1.12. For purposes of clarditon, because telephone
dictators did not use MASGee supraPart I1.C, telephone dictators are not End
Users.

1271 Nuance sold both concurrent and nonconcurrenhdiee A concurrent license

allows multiple individuals to use a single license long as only one person is
using that license at any given time. For examplea medical transcription
company purchased ten concurrent licenses, an itimumber of individuals
could use these licenses, so long as no more émaimdividuals used the licenses
at any one time. T. Tr. 331 (Heffernan).

128 TLA at 25.
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require it to pay a royalty for every End User, bather only for every license it sold.
This argument is unpersuasive, however, for thieviohg reasons.

First, | find that the evidence compels the conolusthat the obviously
incomplete language on Page 25 is merely a retsloppy drafting. The language itself
meshes poorly with the rest of Exhibit E. Pages@&aks in terms of tracking units and
Dictate Module licenses, terms not used anywhese &l the TLA. Moreover, at no
point during the six-day trial did anyone even @b to define what a Dictate Module
license was. In these circumstances, the onlyoredde inference | can draw is that
neither party intended the language on Page 2% tmdiuded in the final draft of the
TLA. While courts generally construe contractsaasdo give effect to all their provisions
and not render any provision meaningl¥Sghe facts here indicate that the parties did
not intend to include the fragmentary and incoesistanguage on Page 25 as part of the
TLA.

Second, Nuance argues that the definition of Cast/Bser “speaks in terms of

counting ‘licenses,**

asserting, in effect, that Cost/End User reallyanse Cost per
license. Yet, that is not a reasonable interptadf this provision. The definition of
Cost/End User in the final version of the TLA stateat “The Cost per End User shall be

calculated in accordance with the number of pet Beanses cumulatively sold by”

129 CitiSteel USA, Inc. v. Gen. Elec. C88 F. App’x 832, 837 (3d Cir. 2003).
130 DOB 33.
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Nuance*®!

When viewed in tandem with the table in Exhibjttkis language indicates
that Cost/End User decreases as the “Nbr. Of Seatstasesi.e., there is a volume
discount. The definition of Cost/End User, therefadesignates per seat licenses as the
unit or metric by which to determine the applicapilof any volume discount and
ultimately calculate the royalty due. Moreovere thLA clearly defines End User as
“[t]he final or ultimate individual authorized usef a [Nuance] Product and MASC
TECHNOLOGY, ™% and this term cannot be written out of the TLAthe manner
Nuance suggests. Accordingly, | find that the TuAambiguously requires Nuance to
pay Vianix a royalty for every End User of a MASEadbing product.

As to the ancillary question identifietipra however, | do find ambiguous the use
of “Nbr. of Seats” in the table and the term “peatlicenses” in the definition of
Cost/End User as they relate to the method of talog the Cost for each End User.
Neither “seats” nor “per seat licenses” are defimethe TLA, leaving the meaning of
these terms unclear. Nuance asserts that a pdicegse can refer to both a unique user
license and a concurrent license and, thus, encssepaall licenses that Nuance sofd.
This view arguably makes the “per seat” part of peat license meaningless. Yet,

Nuance seems to suggest that a “seat” corresporasingle End User in the case of an

individual license or, for a customer having a aonent license, the maximum number

1B TLA at 24.
132 1d.81.12.
183 T.7Tr. 1272 (Pearah).
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of users who can use the Nuance product at one tiMianix, on the other hand,

effectively contends that there is no differencénMeen the phrase “per seat” and “per
End User.” Based on the inartful drafting of thieAT I find that both these proposed
constructions are reasonable, but mutually exolysihus rendering this language
ambiguous?*

One plausible interpretation of these terms is thidr. Of Seats” is really just
shorthand for per seat licenses as that term @ insine definition of Cost/End User and,
as Nuance contends, simply means number of licendasfining the terms in this
manner, however, is problematic, as the procedyretbch user fee royalties are to be
calculated breaks down if “Nbr. Of Seats” is readriean number of licenses, without
regard to the number of End Users covered by emeimde. Because Nuance sold
concurrent licenses, there is no correlation betvie number of licenses it sold and the
number of End Users authorized to use a NuanceuBPredth MASC Technology under
those licenses. Thus, were Exhibit E construethis fashion, Nuance could almost
unilaterally control the royalties it owed withotggard to the number of End Users
involved. On the other hand, Vianix’s position tthlae number of seats equates to the

number of End Users raises the question why thieegarsed the word “seats” instead of

134 See Bijur v. Bijur 831 A.2d 824, 829 (Conn. App. Ct. 2003) (“A woisl

ambiguous when it is capable of being interpretgddasonably well-informed
persons in either of two or more senses.”) (intequatations omitted)Courtney
v. Courtney 2006 WL 1675064, at *14 (Va. App. Ct. June 200&0 (an
ambiguity exists when “competing contractual parfeoffer two reasonable, but
mutually exclusive, interpretations of the allegeainbiguous provision”).
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End Users. Thus, | find the terms “Nbr. Of Seatsthe table in Exhibit E and “per seat
licenses” in the definition of Cost/End User to ambiguous and look to extrinsic
evidence to resolve this ambiguity.

Unfortunately, the parties provided little in theyvof extrinsic evidence relating
to the meaning of either “Nbr. Of Seats” or pertdieanses. They did, however, produce
three preliminary drafts of the TLA, which | finctlpful. All three drafts contain a table
in Exhibit E identical to the one that appearshia signed version of the TLA. Thus, the
parties consistently used the column heading “IifrSeats” throughout all versions of
the TLAM The October 23, 2002 draft contains a provisiotitled “End User
Licenses” that states:

In addition, [Nuance] will pay to VIANIX a fee bad®n the
number of End-Users of the MASC TECHNOLOGY that is
based on the cumulative number of End-Users coveyehy
Sublicense during the term of this Agreement. &ample,
for the first 2000 End-Users covered by a Sublieens
Agreement, [Nuance] will pay VIANIX a one-time feader
the initial term of this Agreement of $12.00 perdHudser.
For the next End-Users added, up to and includd@D3End-

Users, [Nuance] will pay $9.00 each for each suctu-E
User .. .13®

Neither the November 26, 2002 draft nor the JanG&r\2003 draft of the TLA contains

any relevant changes to this End User Licensesgion®’

135 TLA at 24; JX 67 at 25; JX 68 at 26; JX 184 at 25.
136 JX 67 at 25.
137 JX 68 at 26; JX 184 at 25.
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In the drafts, therefore, the parties clearly u$dar. Of Seats” to mean number of
End Users. The End User Licenses provision inditaéts unmistakably based the End
User royalty owed to Vianix on the cumulative numioé End Users. Because the
description of the End User fees comports witht#tide, | am convinced “Nbr. Of Seats”
in the table meant number of End Users in all thiredt versions of the TLA®

But, the End User Licenses provision in the drdfts not make it into the final
version of the TLA,; it was replaced by the muctsletear definition of Cost/End User,
which introduced the reference to “the number af geat licenses.” Vianix treats this
change as immaterial to the principle that Nuanaauldv pay a user fee for each
authorized End User. Nuance disagrees and conteatithe fact that this provision was
changed to require a fee based on the cumulativ@euof per seat licenses, instead of
the cumulative number of End Users, shows thap#ges considered and rejected using
End Users as the basis for computing royaltiesa December 8, 2003 email, however,
Nuance’s Pearah stated that “the contract wasikegitionally vague to cover any type
of end-user license™® Pearah’s remark shows that Nuance knew thateffleeence to a
per seat license was vague and potentially ambguouerms of how it applied to
concurrent licenses, but decided not to pressléification on that point. This behavior
on the part of Nuance undercuts its position, aseths no indication that Vianix ever

understood that the change made to the TLA waste the effect Nuance now claims it

138 JX 67 at 25; JX 68 at 26; JX 184 at 25.
139 JX 345.
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has. In these circumstances, it was incumbentuanbk to make sure Vianix shared its
understanding of the reference to per seat liceimsehie Cost/End User definition.
Otherwise, it would risk having the term construed accordance with Vianix’'s
understanding of it?° Nuance’s failure to attempt to clarify this vagarguage provides

a further reason to hold that both “Nbr. Of Seastl per seat licenses mean End Users
for purposes of interpreting Exhibit E.

This view finds some additional support in the dredrsions of the TLA. In the
drafts, the parties used “Nbr. Of Seats” to meamlmer of End Users; therefore, the
continued use of “Nbr. Of Seats” in the final versiof the TLA comports with Vianix’s
construction. Specifically, this fact suggests plaeties still intended number of seats to
mean End Users when they executed the TLA.

As a result of this finding, Nuance owes Vianix atiyes for all End Users of
Nuance’'s MASC-bearing products as follows: Forhegear the TLA was in effect,

Nuance owes Vianix (1) $12.00 per End User forfitst 2,000 new'" End Users in that

140 SeeSupermex Trading Co. v. Strategic Solutions, G998 WL 229530, at *9
(Del. Ch. May 1, 1998) (holding that “[s]ubjectivmderstandings of a party to a
contract which are not communicated to the othelyae of no effect. They are
irrelevant to the interpretation of the contraatl @hould not and will not be given
any weight.”);cf. United Rentals, Inc. v. Ram Hldgs., In@37 A.2d 810, 835-36
(Del. Ch. 2007) (describing the forthright negagratioctrine: “[lIjn cases where
the extrinsic evidence does not lead to a singimnmaonly held understanding of a
contract’'s meaning, a court may consider the stibgainderstanding of one
party that has been objectively manifested anch®aa or should be known by

the other party.”).
141 | use the term “new” here because, as discusstd,Part II.E, the TLA does not

require Nuance to pay Vianix renewal fees on usense fees.
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year, (2) $9.00 per End User for the next 3,000 Bew Users in that year, and (3) $7.50
per End User for each additional new End User after5,008/ End User. To date,
Nuance has paid some of those royalties, but nahash as it owes. In particular,
because Nuance has admitted that it did not traxck sers as required under the TLA,
as properly construed, and only paid a royaltydach license it sold, rather than for
every End Uset? | find that Nuance breached the TLA by underpayiogalties to
Vianix throughout the life of the TLA.

2. Determination of an appropriate multiplier

Because Nuance failed to collect any data on thmebeun of End Users, | cannot
use actual data to determine the user fee royalied Nuance owes Vianix.
Accordingly, | must determine whether the Court casponsibly estimate the number of
End Users Nuance added during each royalty regpoperiod based on the evidence of
record in this action. | begin by examining theadiluance collected on the number of
licenses it sold for MASC. Nuance relies on thaiBssa Data. That data includes: (1)
Pre-Audit data which has a count of “licenses” éaich quarter through Q3 07 broken
down by product and (2) Post-Audit data with “lises” counts for each quarter from Q4
07 to Q4 08, the last quarter in which the TLA waseffect. The Bourassa Data on
Enterprise and Enterprise Upgrades (Pre- and PagdibAcontains separate break-outs
for “User” and “Concurrent” licenses. A cursoryiew of this data suggests that the

number of concurrent licenses is less than 15 perce

142 T.Tr. 337-38 (Heffernan).
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The next question is whether the information awddarom Nuance provides a
basis from which the Court responsibly could estariae number of End Users Nuance
added during a particular period. | conclude tbhatoes in the sense that applying an
appropriate multiplier to the Nuance data is likelyprovide a reasonable estimate of the
total number of End Users for the relevant peridBlecause Nuance sold concurrent
licenses, the number of End Users of its producdtshe greater than the number of
licenses it sold, as more than one End User caagdeach concurrent license. Moreover,
because Nuance sold many concurrent licenses iamd,the evidence presented, a large
number of individuals potentially could use thegenses, | find that the number of
licenses Nuance sold reflects only a fraction @& ttue number of End Users of these
products. Thus, | consider it appropriate to apalynultiplier to the data Nuance
collected on the number of concurrent licenses soliake a responsible estimate of the
number of End Users covered by such licenses.

Vianix urges the Court to apply a 20x multiplierrion-iChart user licenses and
not to use a multiplier for iChart, but rather &imate the number of iChart End Users
using the number of iChart users Nuance claimeldaiee in a June 2007 press release,
PX 120. As discussesupraPart ILA, | decline to use the June 2007 pret=ase as a
basis for calculating royalties. Instead, | wilbpdy a multiplier that the evidence
indicates is likely to yield a reasonable estinatéhe number of users authorized to use
a Nuance product, iChart or non-iChart, with MAS€chnology and for whom a royalty

would be due.
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In light of all the evidence presented, | find tlaabx multiplier is appropriate to
apply to the number of concurrent user licensesns@aold to approximate the number
of End Users under those licenses. Vianix’'s remae20x multiplier is based on
information on or counts of the number of medicedfessionals and transcriptionists
who work for Nuance’s customers compiled by Don iBiganix’s Vice President of
product management and licensify. Vianix asserts that these counts support using a
multiplier anywhere from 10x to 50x, but the evidenshows that multipliers in this
range are unreasonably high. Buer's counts ar@hhignreliable for a number of
reasons. First, Buer apparently counted all “Inealte providers” at hospitals that used
Nuance product§® This metric undoubtedly overestimates End Usarsniluding
nurses, technicians, and others who would haveason to use dictation products either
alone or in combination with the MASC Technologyot even all doctors who worked
for a Nuance customer would have used Nuance ptediet alone royalty-bearing
products. This is especially true given that, eaktthe apex of Nuance’s use of MASC,
only about half of Nuance’s healthcare productst@mioed MASC, and there was no
guarantee that customers who used earlier versidnghose products would have
upgraded to later versions that eventually did ipocate MASC. Furthermore, a number
of doctors who worked for Nuance customers wereouhtedly telephone dictators who,

as previously discussed, did not use MASC andetheg, did not generate royalties.

143 |d. at 737, 791, 796-99 (Buer).
144 |d. at 856 (Buer).
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In addition, Nuance did not sell concurrent licen$éar all of its products. For
example, while Nuance admits to selling concurftieeinses for JobLister and Transnet,
it could not sell concurrent licenses for EWS beeathe functionality of that product
was based on recognizing an individual's voiceteghg preventing an EWS license from
being shared® For all of these reasons, | consider the 20x iplidt Vianix advocates
based on Buer's counts to be inappropriate becduseunduly speculative and not
sufficiently supported by the record.

In determining that a 5x multiplier is appropriatesonsider particularly relevant
the IVS Addendum, which provides a pricing mechani®r concurrent licenses that
appears to make the royalty for such a licensenetion of the total number of End Users
likely to use the license. The IVS Addendum exgiseprovided for five different types
of IVS concurrent licenses that Nuance could s@&X20, EX50, EX125, EX250, and
EXFULL.*® As Heffernan testified, the EX20 license, fortamee, could handle a
maximum of 20 total End Uset$’ For each type of license, the IVS Addendum also
specified a lesser imputed number of Users per fBiteeach license upon which the

royalty calculation would be based. For exampie, Wsers per Site for EX20 was five.

145 JX 199; T. Tr. 331 (Heffernan); Heffernan Dep. 380
146 JX 193 at NUAN3645-47.

7 T.Tr. 511. Similarly, there could be 50 totaldBdsers on an EX50 license, and

that number would increase to 125 and 250, resmgtion EX125 and EX250
licenses. There was apparently no limit on the memof End Users who could
use the EXFULL license.
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The IVS Addendum then required Nuance to pay Vian$20 royalty for each User per
Site.

Heffernan further testified that the number of Wserer Site represents the
maximum number of concurrent users that the licaigsved, or, in other words, the
number of concurrent licenses associated with pnaduct:*® Therefore, dividing the
maximum number of End Users of an IVS license lgyWsers per Site provides a ratio
that indicates the relation between the numbeioatuarrent licenses associated with that
product and the total number of authorized End &lsé&or EX20, this calculation yields
a 4:1 ratio or 4x multiplier. For EX50, there wel® Users per Site, yielding a 3.33x
multiplier; for EX125, 60 Users per Site for a ZQ8ultiplier; and for EX250, 100 Users
per Site for a 2.5x multiplier. The fact that allthese multipliers are between 2x and 4x
supports using a multiplier at the high end of thertge, or even slightly higher to
account for the fact that Nuance failed to keepkiraf the number of End Users of the
concurrent licenses at issue here. Moreover, Yiamixpert witness, Ellis, said that if he
were asked to determine a multiplier to approxintatel Users from licenses sold, he
would refer to the IVS Addendum, meaning he likelypuld choose a multiplier

somewhere in the neighborhood of 3x to'%x.

148 d. at 511-12.
149 Nov. 14, 2009 Ellis Dep. 93-94.
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When it performed the audit, Invotex also assunfeat &8 3x multiplier was
appropriate to estimate End Us&tS.Furthermore, Nuance generally charges three times
as much for concurrent licenses as noncurrentdiegn’ In fact, when attempting to
reconcile its potential liability with the $12.6 lion post-audit invoice sent by Vianix,
Nuance assumed that, if its construction of the Mas incorrect and royalties were to
be based on the number of End Users, 3x was am@jge multiplier to estimate End
Users™ Finally, a multiplier of at least 3x meshes withe typical practice of
transcription companies to run three daily shiftsranscriptionists, meaning the ratio of
End Users to users able to use the product sinedtesty under a concurrent or capacity
license would be at least three to one for prodiikés JobLister and Transnet, which
were used primarily by transcriptionists and foriethNuance admittedly sold concurrent
licenses.

Having considered all the relevant evidence andabethat Nuance failed to keep
the necessary data to enable the Court to deterpng@sely the number of End Users
covered by the concurrent licenses Nuance gramddruhe TLA, | conclude that a 5x
multiplier should be applied to the number of canent licenses Nuance sold. This

multiplier is slightly above the 3x to 4x multiptiehe IVS licenses support, but | find the

130 JX 289-a at 59. Stewart, the Invotex auditoreblaser view that a 3x multiplier

was appropriate on the fact that many hospitalstimuge shifts of workers a day.
Id.

1B X 62; IX 101.
152 Jx 101 at 2.
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increase to 5x appropriate based on the added tamdgrhere attributable to Nuance’s
inadequate recordkeeping. Accordingly, | mandatayeof a 5x multiplier into the
Damages Spreadsheet in a manner appropriate tertdhe actual number of concurrent
licenses Nuance sold into an estimate of total Bsets covered by those licenses.

E. Does the TLA Require Payment of a Renewal Fee?

Vianix contends that the TLA requires Nuance to pagnewal fee on End User
fees after three years, the initial term of the TLA/ianix bases its argument on the
language of Exhibit E of the TLA, which refers tmth the Initial Cost/Site and
Cost/Additional Site as one-time fees, but doesrefar to Cost/End User as a one-time
or nonrecurring fe&*

The merger clause again comes into play here, awgdnl consider extrinsic
evidence only if | determine that the languagessié is ambiguous?® Vianix contends
that the TLA calls for a renewal fee on user feesaoise the user fee is the only fee in the
TLA that is not explicitly defined as a one-timefeBut, if the parties truly intended user

fees to recur, they almost certainly would havelsgeout the procedure by which the

133 Ellis testified that the Damages Spreadsheet oonta cell for “Percent

Concurrent Licenses.” T. Tr. 1094. It appears Boairassa Data includes an
accurate and complete count of the actual numberoaturrent licenses sold
under the TLA. If that is correct, the parties wldouse that number in the
Damages Spreadsheet. If the Bourassa Data caanegdal for that purpose, 15
percent should be entered in the “Percent Concurkgrenses” cell in the
Spreadsheet.

154 TLA at 24.

155 See supranotes 121-123 and accompanying text.
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renewal fees would be incurred and how they wereetpaid. For example, would the
renewal fees accrue three years after the datkeoTLA or after the first royalty was
paid for a particular group of End Users? Vianm@y asserts that the parties intended
for user fees to recur every three years consistghtthe original term of the TLA, but
Exhibit E, which governs licensing fees, makes &fenence to the three-year term of the
TLA. Under these circumstances, | find the maxixpressio unius est exclusio alterius
(the express mention of one thing excludes allrg)hi@applicable, as it is not clear from
the mere omission of the words “nonrecurring” onéetime” from the definition of
Cost/End User that the parties intended user feescur. Moreover, the absence of any
terms that would govern the recurrence of user feggjests that the parties did not
intend those fees to be recurring. Thus, | comdide Cost/End User language at issue
here, which does not specify that user fees atlereitecurring or nonrecurring, to be
ambiguous and, therefore, look to the profferedriesit evidence to resolve the
ambiguity.

The extrinsic evidence overwhelmingly shows that plarties intended user fees
to be nonrecurring. In the October 23, 2002 doéfthe TLA, the “End User Licenses”
section of Exhibit E stated: “Such End-User paymwitl create a right for the covered
End-User to use the MASC TECHNOLOGY for a periodioke years from the date of

issue of relevant SublicensE® A November 26, 2002 redlined draft of the TLAilsts

156 JX 67 at 25.
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the language cited in the previous sentence anthicsnthe following comment by a
Nuance representative:

We want a one-time fee, not a fee that recurs eSeygars.

Please clarify that after 3 years, we are not requto pay

renewal fee for sites sold during 3 year contrddte per user

fees are a one-time fee, which is the reason weaymg a

higher price®>’
By the time the TLA was signed, all language refgrio a three-year term for user
licenses had been removed from the Cost/End Ustioeeof Exhibit E**® In addition,
the parties modified the language of section 2(R)th@ TLA to grant Nuance a
“perpetual” license to use and distribute Vianigheology*>® Nuance avers that change
was designed to ensure it would not have to pagwahfees, and both of the people who
negotiated the TLA for Nuance testified that therdvtperpetual” was added for exactly
that purposé® Indeed, the Nuance negotiators credibly testiffet they “would have
just walked away from the deal” had Vianix insistdsuch a recurring féé&!

Nevertheless, Vianix downplays the use of “perpétua section 2(a) as

irrelevant, arguing that Section 2(a) grants Nuamtieense to use MASC, while section

2(b) gives Nuance the ability to sublicense MAS@gaustomers. According to Vianix,

157 JX 68 at 26.
18 TLA at 24.
19 1d. § 2(a).

180 T, Tr. 435 (Heffernan), 1288 (Pearabge alsaJX 350 (describing the addition of
the word “perpetual” as an “important change”).

161 T.Tr. 1288 (Pearahjee alsdr. Tr. 430-36 (Heffernan); Pearah Dep. 148.
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if the parties had intended to make user fees womieg, the word “perpetual” would
have been inserted in section 2(b), rather thatose2(a). | see no merit in Vianix’s
argument and, therefore, find that the insertiorthef word “perpetual” into the TLA
shows the parties’ intent that no fee would redterahree year$®> Thus, | find that the
TLA did not require Nuance to pay a three-year waldee on user fees and order that a
value of zero be entered into the Damages Spread#hdhe cell designated to track
renewal fees.

F. Site Fees

Vianix claims that Nuance has underpaid royaltieed for site fees, particularly
fees owed for Additional Sites. This dispute faesukargely on the proper construction of
the provisions of the TLA defining Initial Cost/8iand Cost/Additional Site. Nuance
contends that it owes an Initial Site fee when stmmer buys a set of EX servers and an
Additional Site fee only when that customer or ohds affiliates buys another set of EX
servers. Accordingly, Nuance ties the paymentldite fees to the purchase of a set of
EX servers. Vianix, on the other hand, reliestom TLA’s definition of a Client Site as

“a physically contiguous facility®® and claims that Nuance owes a royalty for each

182 Vianix also cites the fact that Nuance paid refdees on at least six occasions as

evidence that the parties intended user fees toet@ring. PX 104 - PX 109
Nuance presented credible evidence, however, tledtetthan challenged the
renewal fees when they were invoiced and Nuanceysnent of renewal fees was
inadvertent. T. Tr. 517 (Heffernan); JX 70; Heffen Dep. 128. In the context of
all the evidence on this issue, | consider Nuanoe&aken payment of a handful
of renewal fees inconsequential.

163 TLA at 24.
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additional site operated by its customers or itdiaks that is not a physically contiguous
facility to the original site.
The relevant provisions in Exhibit E of the TLA deas follows:

Number of [Nuance] Client Sites shall be calculated
cumulatively over the term of this Agreement. Ae@t Site
is defined as a physically contiguous facility.

Initial Cost / Site. The Initial Cost per Site shall refer to a
one-time fee paid by [Nuance] for Sublicensing MASC
Technology at a particular [Nuance] Client/Sublees place
of business or at the Client/Sublicensee’s Affdiagite. This
is a non-recurring cost and shall apply only to thigial
sublicense for any corporate client including tledient’s
affiliates. This Initial Cost per Site is in addit to the
Cost/Additional Sites and the Cost/User License fee

Cost / Additional Site. After a particular corporate client or
its affiliates have paid the Initial Cost/Site, asybsequent
sites for the same corporate client or its af@gtshall pay a
one-time fee equivalent to 40% less than the agipléecinitial
Cost/Site (ie. Initial Cost / Site = $200 : Cosidd’l Site =
$120)4

Preliminarily, | must determine whether any of tieéevant language in these provisions
Is ambiguous. If itis, | may consider parol evide.

Regrettably, the definition of Client Site on whishanix relies so heavily is
hopelessly vague. One can imagine, for example,l&nge hospital campuses. In one,
all of the wings of the hospital are connected;the other, the various functional
components or centers may be in close proximityone another, but separated by

parking lots. Assuming that in both hospitals ¢hare two EX Voice servers in two

164 Id
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separate wings, does that mean that only an It fee is due for the first hospital
because both wings with servers are part of a palgicontiguous facility, while in the
second hospital an Additional Site fee would be threthe second of the two servers?
Such a construction would seem reasonable, buthanantity also may view the
components of the second hospital as part of ogsigdlly contiguous facility, focusing
on the fact that they all are on a single propeiased on the language of the TLA, |
cannot say the latter interpretation is unreas@naldlccordingly, this TLA language is
ambiguous.

The definition of Initial Cost/Site conditions pagnt of a site fee on Nuance
“Sublicensing MASC Technology at a particular [Naah Client/Sublicensee place of
business or at the Client/Sublicensee’s Affilidte.5'°®> The meaning of this language is
not entirely clear, as MASC Technology includeshbgX servers and all other MASC-
bearing Nuance products, such as EWS and PowessSillK. Based on the breadth of
the term “MASC Technology,” this definition argugbfavors a position closer to
Vianix’s where a site fee would be owed for anyaliben where a MASC-bearing product
is used.

A Cost/Additional Site is owed only after the IaitiCost/Site has been paid and
must be paid for “any subsequent sites for the samngorate client or its affiliates®

This definition requires a fee to be paid for sitegher than servers, which would seem

165 Id

166 Id
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to indicate that an Additional Site fee is owed néner a customer adds a new facility,
though this cannot be said with certainty becabeellLA does not define “site” and the
definition of Client Site is vague. Complicatingatters further is a fragment of a
paragraph that appears on Page 25 of the TLA wdtaties: “Relevant ‘tracking’ unit for
these products would [] be the Web Server Softviacense (per site)*®” While this
language helps Nuance in the sense that it talestadervers (and is, in fact, the only
place in the TLA where servers are mentioned), ingtin the definition of either Initial
Cost/Site or Cost/Additional Site mentions a tragkunit and, as previously discussed,
the parties likely meant to omit Page 25 from tlhé\ Entirely. All in all, the definitions
relating to site fees are vague, internally incstesit, and ambiguous. Therefore, | will
consider extrinsic evidence as a possible sourgg@imation to resolve the ambiguity.

In contrast to the final, signed version of the TLAll three drafts of the
Agreement contain identical language requiring paytrof a royalty for Cost/HQ Site,
which is the “cost for Sublicensing the MASC Teclugy at a particular [Nuance]
Client/Sublicensee’s primary or headquarters sitather than an Initial Cost/Site. All
three drafts also contain an illustration whichicated that an Additional Site fee was
owed for each of a customer's 100 “additional madand administrative location$®®
but that illustration does not appear in the fveision. Indeed, the language currently at

issue first appeared in the version of the TLA plaeties signed. The change in the site

167 |d. at 25.
168 JX 67 at 25; JX 68 at 26; JX 184 at 25.
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fee structure from the draft stage to the finakiar of the TLA favors Nuance due to the
removal of both the “additional medical and adnitnaisve locations” language and the
illustration implying that a royalty was owed forrtuwally every location a Nuance
customer maintained. | infer that the removall@se provisions and their replacement
with more vague provisions reflects Nuance’s unmgihess to pay a site fee for every
one of its customers’ locations without regard teether a MASC-bearing server was
located at that site.

Furthermore, Nuance’s negotiators, Heffernan arardbe testified credibly that
Nuance would not have signed the TLA were it regplito count every single one of its
customers’ facilities and that Vianix knew thatesitwere synonymous with servers for
the purpose of calculating site f€8%. Other evidence indicates that Vianix did not
devise its claim that a site fee royalty was owed dvery facility run by a Nuance
customer until after it commenced this litigatiorExhibit G of the TLA, a sample
Nuance customer agreement that Vianix approvedtaoctn no requirement that
customers report to Nuance the number of faciliiesnedical/administrative locations
where MASC is used, which would be necessary foarlde to track site fees in the
manner Vianix claims was requiréd. Likewise, at no point while the TLA was in effect

did Vianix ask Nuance if it was tracking the numlmdrfacilities or locations where

189 T.Tr. 423 (Heffernan), 1270 (Pearah).
9 TLA at 26-29.
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MASC was used’* Nor did Vianix ask Invotex to look into the issakAdditional Site
fees during the audit, despite generally askingatheitors to look into every possible
area where it felt Nuance might be underpaying It ® And, perhaps most
damaging to Vianix’s claim is the fact that therasmo charge for Additional Site fees in
either of the $12 million invoices Vianix sent ta&hce in February and March 2008,
even though Vianix plainly attempted to includegveharge it possibly could think of in
those invoices’®

Vianix based its litigation-inspired claim that Nuie@ underpaid Additional Site
fees almost exclusively on the incredibly vaguerdigdn of Client Site in the TLA, but it
adduced no probative evidence that the Agreemeninel Nuance to pay a fee for every
facility or location its customers operated. Basadhe trial record, therefore, | find that
the TLA required payment of a Cost/Additional Sitely when a customer licensed a
second (or third, fourth, etc.) set of EX servemsnt Nuance. As | understand the
evidence, the Bourassa Data already accounts ff@ueh instances. Thus, | find that
Nuance adequately reported and paid site feesordogly, | direct the parties to use the
Bourassa Data for Additional or Affiliate Sites aeither no multiplier or a multiplier of
one in the Damages Spreadsheet, whichever willrately indicate the absence of any

additional Affiliate Sites beyond those indicatedhat Data.

1 T.Tr. 429 (Heffernan).
172 |d. at 932-33 (Buer).
173 JX 56; X 58; T. Tr. 934 (Buer).
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G. Growth Factors

Vianix seeks use of, and the Damages Spreadshetit® a cell for, a growth
factor that would be applied to Nuance’s 2007 i€Clsates to approximate 2008 iChart
sales'™ In effect, Vianix distrusts the Bourassa Datajoltshows little to no growth in
iIChart sales between 2007 and 2008. Instead ofguthe Bourassa Data, Vianix
proposes that the Court estimate the 2008 saleapplying a growth factor. Vianix
bases its argument on SEC filings and Nuance pedsases, the latter of which claim
“growth in the range of 30 to 40 percent” for iChdP

| reject Vianix’s request to use a growth factoregiimate sales of iChart or any
other Nuance product. Vianix failed to show why tBourassa Data for 2008 iChart
sales are inadequate. Moreover, the sources aimattion Vianix urges the Court to use
are too general to be useful. The press reledisedf30 to 40 percent growth, but does
not specify what metric grew. According to Nuanites press release refers to revenue
growth, but it is unclear how that relates to thetdr that matters for royalty purposes,
growth in End Users of a Nuance product with MAS€cHAnology. Moreover, even if
the press release did refer to growth in usemspiild be of limited value because many

iIChart users are non-royalty-bearing telephoneatbes. Hence, Vianix has failed to

17 Vianix does not seek the application of a growdbtdr to sales of non-iChart

products. POB 26.
175 X 173.
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prove that the growth claimed in the press releaseld equate to growth in royalty-
bearing users.

The SEC filings are similarly flawed. These filsndepict the cumulative revenue
growth across all of Nuance’s products, includingse which do not contain MASC. As
with the press releases, Vianix has not shown eeladion between the growth reported
in the SEC filings and any growth in royalties owediChart users. Thus, the evidence
adduced by Vianix regarding a growth factor prosite basis to doubt the accuracy of
the Bourassa Data for 2008 iChart sales. Accoldirigorder that a value reflecting a
zero growth rate be entered into all cells in theriages Spreadsheet relating to growth
factors.

H. SMA Fees

Vianix contends that the royalty calculation shouidlude a 6 percent annual
service and maintenance agreement (“SMA”) fee. ti@eel.1(e) of the TLA obligates
Vianix to “[p]Jrovide Maintenance and Support Seescas set forth in Exhibit C.”
Exhibit C requires Nuance to pay Vianix “6% annyaif per user royalty fees for the
MASC's Technology Software [sic]” for maintenandetioe MASC softwaré’® Nuance
does not dispute that it owes SMA fees. Thereforerder the parties to make
appropriate entries in the Damages Spreadsheefleztra 6 percent SMA fee on each

year’s unpaid royalties.

76 TLA at 21.
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l. Interest

The TLA also entitles Vianix to interest on all dages it is awarded. Section 8.2
of the TLA sets up a framework by which Nuanceoipay royalties and provides that if
Nuance is late in making royalty payments, “interaay accrue on any overdue amounts
at the rate of 1.5% per month or the highest résvable by law, whichever is les$™
As neither Connectict® nor Virginia”® law limits the amount of interest parties can
agree to via contract, 1.5% per month is the apple interest rate under the TLA.
Moreover, because the TLA specifies that intersstiue on “any overdue amounts,”
Vianix is entitled to compound interé8f. Thus, interest at a rate of 1.5% per month
compounded quarterly will be applied to all damaaearded to Vianix.

Under the framework prescribed by section 8.2 ef ThA, Nuance was to send
Vianix a royalty report within twenty days of theceof each quarter. Vianix was then to
use this royalty report as a basis for formulatarginvoice for Nuance. Section 8.2
specifies that interest begins to accrue on unpayalties thirty days after Nuance

receives an invoice from VianiX! Accordingly, interest realistically could not liedo

77 1d. § 8.2.

178 C.G. Bostwick Co. v. Purtjl2007 WL 2570336, at *5 (Conn. Super. Ct. Aug. 14,
2007) (“It is well-settled law in Connecticut thiéta contract calls for an interest
rate to which the parties have obviously agreeid,enforceable.”).

179 VA.CODEANN. § 6.1-330.76 (2010).
180 TLA§8.2.

181 Id
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accrue on unpaid royalties until approximately ysigdays after the end of a quarter. |
thus find that interest should begin to accruetmdamages Vianix is owed sixty days
after the end of the quarter in which the damagegnally became due and direct the
parties to use the Bourassa Data to determine wiese damages became dife.

J. Nuance’s Counterclaims

Nuance asserts two counterclaims. The first is ianix breached the TLA by
iIssuing false invoices that sought payments vastlgxcess of the amounts that were
properly due under the TLA. In this claim, Nuanakes umbrage with the $12.4 million
invoice'® Vianix sent to it in the wake of the audit. Nuarwaims that Invoice #215-R
and several other invoices Vianix sent to Nuana#até section 8.2 of the TLA? as

well as the covenant of good faith and fair dealing

182 To the extent Vianix claims that the accrual ofalties and related interest should

be measured for each Nuance product from the daaadé’s product engineering
groups released a newer, MASC-bearing version aif ghoduct, | find this claim
without merit because it conflicts with section 8f2he TLA and the evidence of
record, including the information contained in tBeurassa Data regarding the
timing of upgrades.

183 The invoice initially was for $12.6 million befoteeing revised to $12.4 million

by Invoice #215-R. JX 58.

184 Section 8.2 is largely procedural and calls foanik to send royalty invoices to

Nuance. Nuance alleges that, by invoicing an upstipd amount far greater than
what was shown in Nuance’s royalty reports, Viabigached the part of section
8.2 which reads: “No other license fees, royaltesother charges [other than
those fees due Vianix based on Nuance royalty tepsinall be payable hereunder
with respect to [Nuance’s] use, reproduction andtrifiution of the MASC
Technology.” This provision, however, does notrih any significant way the
showing Nuance would need to make had it allegdy thiat Vianix breached the
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Under Connecticut law, “every contract carries amplied duty requiring that

neither party do anything that will injure the righf the other to receive the benefits of

the agreement®® To prove a breach of the implied covenant of géaith and fair

dealing, the claimant must show: (1) the existesfce contract between the claimant and

the counterclaimant; (2) that the counterclaimamjaged in conduct that injured the

claimant’s right to receive some benefit the claatnexpected to receive; and (3) that the

counterclaimant acted in bad faiffi. There is no dispute that a contract existed betwe

Nuance and Vianix. | also will give Nuance the d&i@nof the doubt and assume that by

sending inflated invoices Vianix injured Nuanceight not to be burdened by invoices

185

186

TLA’s implied covenant of good faith and fair dewji Therefore, | focus solely
on the alleged breach of the implied covenant.

Avitable v. 1 Burr Rd. Operating Co. I, LL.Q010 WL 2926242, at *5 (Conn.
Super. Ct. June 4, 2010). Apparently, an impliedenant of good faith and fair
dealing is not recognized under Virginia law.See US Airways, Inc. v.
Commonwealth Ins. Co2004 WL 1637139, at *1 (Va. Cir. Ct. July 23, 200
(“The law in Virginia supports the Court’s findirtbat U.S. Airways cannot seek
recovery for bad faith.”)Spiller v. James River Corpl993 WL 946387, at *6
(va. Cir. Ct. 1993) (Virginia law does not recogmia claim for breach of a
covenant of good faith and fair dealin@need v. Am. Bank Stationary C064
F. Supp. 65, 67 (W.D. Va. 1991) (Virginia does remtognize an implied covenant
of good faith and fair dealingWWard’s Equip., Inc. v. New Holland N. Am., Lnc.
493 S.E.2d 516, 520 (Va. 1997) (“[l]n Virginia, whearties to a contract create
valid and binding rights, an implied covenant ofoddfaith and fair dealing is
inapplicable to those rights.”). In light of my Idmg that Nuance has failed to
prove that Vianix breached the implied covenang@bd faith and fair dealing, |
find that any relevant distinctions between Concettand Virginia law are
immaterial.

Jones v. H.N.S. Mgmt. CR003 WL 22332837, at *4 (Conn. Super. Ct. Sept. 2
2003).

66



that were far greater in amount than what Nuanbogalg owed. Therefore, my analysis
of this counterclaim will focus on whether Vianixtad in bad faith in sending the
invoices or sent these invoices fraudulently.

Nuance has failed to show that Vianix acted eifin@udulently or in bad faith.
Nuance’s counterclaim relies heavily on the faat ¥ianix sent an invoice for more than
$12 million days after receiving the Invotex audithich found that Nuance had
underpaid royalties by roughly $2.5 milliof. Based on all of the evidence, however,
the discrepancy between the audit and the inveic®i indicative of bad faith on the part
of Vianix. Rather, it reflects Vianix’s misundeasding of Nuance’s technology and
MASC'’s role in this technology, as well as its frasion over its inability to obtain
information it considered necessary from Nuance andertain amount of hubris
regarding the importance of its MASC TechnologyhiM/Vianix’s beliefs in this regard
precipitated the parties’ current situation andvprb incorrect in many respects, these
beliefs were honestly held and somewhat justifiredight of what certain high-ranking
Nuance employees were telling Vianix. Thus, | @b consider Nuance’s actions to rise
to the level of bad faith.

| first note that Vianix justifiably invoiced Nuaacan amount in excess of what
Invotex found it was owed. The audit expresslyestdhat it did not account for certain

fees that Vianix believed it was due under the Tkpecifically renewal fees and fees for

187 JX 56; JX 58; JX 168.

67



concurrent user$® The audit also did not include any fees for dertisputed products
for certain periods of tim&® Thus, it was reasonable for Vianix to attempestimate
the full amount it believed it was owed, and thet that it drastically overestimated this
amount does not mean it prepared the invoice inféigal

While Vianix incorrectly asserted that the TLA raga payment of renewal fees,
the evidence indicates that it honestly believedtsnposition. Hashampour, Vianix’s
President and CEO, testified credibly at trial ablis belief that Vianix was owed a
renewal fee and the reasons for that béfiefThe TLA is a poorly written document
fraught with ambiguities, including ones that rel&d a possible renewal fee. Based on
these facts, | cannot say that Vianix acted infiagt in pressing for payment of renewal
fees.

Vianix also correctly asserted that Nuance faitedtdep adequate records of End
Users and, thus, was justified in attempting tinese the true number of End Users to
the best of its ability. Although Buer’s efforts ¢éstimate this number were flawed, | find
that he made them in good faith and spent a sgamfi amount of time compiling

information on Nuance’s customers for that purpgSeBuer conceded that the approach

188 JX 168 at 4 (“These numbers would increase if éravdetermined that there is

more than one end user per concurrent license. Nor does [the audit] include
any renewal of licenses due upon the third annargrsf the initial sale.”).

189 Id
90T TN, 72.
191 |d. at 736-37, 796-97 (Buer).
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he employed to derive a multiplier to estimate Hosers was unscientifit? and
ultimately | found that the record supported a mlasker multiplier than he suggested.
Nevertheless, Buer's glaring overestimation of wNaiance owed Vianix appears to
have resulted from a misunderstanding regardingnbleia technology and the proper
construction of certain aspects of the TLA. Foarmaple, Vianix’'s position that even
telephone dictators’ files were manipulated using3€ Technology, which found some
support in certain internal Nuance documents, éxplBuer’s decision to include every
doctor who worked for a Nuance customer in estinggtine number of End Users. All of
these facts further undermine Nuance’s countercfambreach of the implied covenant
of good faith and fair dealing.

In addition, Nuance often sent conflicting signedsVianix about which of its
products contained MASC, leading to numerous comeoations where Nuance
attempted to explain the implementation of MASC ita products to Vianix®
Furthermore, there is ample evidence that Howes aedhaps, other key Nuance
employees were unclear about which of its prodoctgained MASC until well after the
commencement of this litigatior®

Lastly, | consider it relevant that the MASC Tecluyy represented Vianix’s

most important product and Nuance appeared tolbader in the business of providing

192 |d. at 797 (Buer).
193 See, e.gJX 279-a.
194 JX 76; IX 78; IX 142; JX 391; JX 392.
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speech dictation solutions to businesses. Thete ¢aused Vianix to expect a large and
continuing royalty stream from the TLA with Nuanchk fact, that never happened. All
told, for the almost six years the TLA was in efféd¢uance paid to or has agreed it owes
Vianix a total of only $1,246,315. Although tha mot an insignificant amount of
money, it pales in comparison to Vianix's expectasi and Nuance’'s reported
commercial success over the same period. Thereitore not surprising that Vianix
heard what it wanted to hear from Nuance. Vianeydd on Nuance’s statements
spouting superlatives about MASC and noting howve ‘thest implementation of MASC is
across the board” and convinced itself that Nuangetegration of MASC into its
products would be widespread, if not universal.Similarly, when Nuance told Vianix
that MASC was in its “core technology,” Vianix tottkis to mean that MASC was in all
of Nuance’s products and available to every usehe$e products® Now that all the
evidence is in, | have found that Vianix’s estinsaté royalties were far too optimistic.
But, Nuance has not shown that Vianix preparedcttalenged invoices fraudulently or
in bad faith. As such, Nuance has not met its éuraf proof; thus, | will dismiss with
prejudice its counterclaim alleging that Vianix &cbed the TLA.

Nuance’s second counterclaim seeks a declaratdgment that it has complied
in full with its payment obligations to Vianix undthe TLA. Because | have found that

Nuance underreported the royalties it owed byrfgilio track End Users and refusing to

195 JX 92; JX 104; JX 114.
196 JXx 285-a.
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recognize that a royalty was owed when it shippelisa containing MASC to users of
Powerscribe SDK version 3.0, | hold that Nuancer@scomplied fully with its payment
obligations under the TLA. Therefore, | will dissaithis counterclaim with prejudice.
K. Attorneys’ Fees
Both parties seek their attorneys’ fees and castsuant to a provision in the TLA

that states:

In the event that either VIANIX or [Nuance] bringsuit

against the other party for any matter arising olutr in

connection with this Agreement, the prevailing patall be

entitled to the payment by the other party of thevpiling

party’s attorney’s fees and court costs incurredannection
with such litigatiorn->’

While courts in both Virginia and Connecticut rowely enforce contractual fee-
shifting provisions:® neither Vianix nor Nuance fairly can be deemed phevailing
party here. Delaware courts have “typically lookedthe substance of a litigation to
determine which party predominated?> Moreover, a party who is deemed a prevailing

party under an attorneys’ fees provision such astie at issue here typically is entitled

197 TLA 8 16.

19 Total Recycling Servs. of Conn., Inc. v. Conn.R&itycling Servs., LL®70 A.2d
807, 813 (Conn. App. Ct. 2009)Vest Square, L.L.C. v. Commc’n Techs.,,Inc.
649 S.E.2d 698, 702 (Va. 2007).

199 Ww. willow-Bay Ct., LLC v. Robino-Bay Ct. Plaza, LIZD09 WL 458779, at *8
(Del. Ch. Feb. 23, 2009) (citin@omrie v. Enterasys Networks, InQ004
WL 936505, at *2-3 (Del. Ch. Apr. 27, 2004)). Whilthe law of either
Connecticut or Virginia governs here, both VianixdaNuance cited the same
three Delaware case®V( Willow-Bay Comrie andBrandin, infra note 200) for
the proposition that they are the prevailing patycordingly, | will accede to the
parties’ request and apply Delaware law on thisass
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to recover all of its attorneys’ fees, even if ded not win every disputed clafff. A
court can find, however, that no party may be régdras having prevailéd® and | find
that is the situation here.

Each side prevailed on a handful of issues. Vigmoved that Nuance breached
the TLA by underpaying royalties owed for End Usansl licenses of Powerscribe SDK
version 3.0 and successfully defended against MNuancounterclaims. Nuance
succeeded in showing that it did not owe additiomalalties for telephone dictators,
renewal fees, or Additional Site fees and refuteanix’s claims regarding the presence
of MASC in a number of products. But, to be demththe prevailing party, a litigant
must achieve “predominance in the litigatidf’™” Neither Nuance nor Vianix has
managed that here. In these circumstances, with party winning on a number of
disputed issues, there is no clear-cut prevailiagypand, therefore, no basis under the
TLA for shifting fees entirely onto the other party

Nuance arguably won a plurality of the issues spdte at trial. Even so, | cannot
as a matter of equity award Nuance its attornegssfbecause its poor recordkeeping

provided the primary impetus for Vianix to bringgfsuit and measurably increased the

200 Brandin v. Gottlieh2000 WL 1005954, at *28 (Del. Ch. July 13, 2000).

201 |d. (citing AHS N.M. Hldgs., Inc. v. Healthsource, |2007 WL 431051, at *9-10
(Del. Ch. Feb. 2, 2007)).

202 Brandin 2000 WL 1005954, at *28.
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complexity of the litigatiorf>®> Nuance was slow in recognizing when products were
upgraded to contain MASC in several instarf@&4ailed to keep track of certain data
needed to calculate royalti€8,and, in the words of the auditor from Invotex, kée
worst records I've ever audited®® These problems led Vianix to become distrustful o
Nuance and send the inflated $12 million invoi¢éuance compounded the deficiencies
in its recordkeeping by failing to produce accursaédes data until the day the parties’
pretrial briefs were du®’ Based on these actions, | find that Nuance baagseater
degree of responsibility than Vianix for the substa cost in time and money of this
litigation. Therefore, | conclude that it would leappropriate to award Nuance its
attorneys’ fees as the putative prevailing partytton relatively technical ground that it
won more disputed issues than Vianix.

In light of the outcome of this action, with bothaviix and Nuance winning on

several claims and contentions and Vianix recogewhat may be millions of dollars in

203 gSeeSci. Accessories Corp. v. Summagraphics Got@5 A.2d 957, 967 (Del.
1980) (upholding an award of attorneys’ fees agangrevailing party when that
party was “disloyal,” even though that disloyaltig dhot amount to a breach of
fiduciary duty).

204 T.Tr. 378 (Heffernan).

205 See suprdart 11.D.

206 Stewart Dep. 66.

207 Vianix complained about the tardiness of the potidm of this data at trial, but

did not formally object to its admission. The pestdispute whether Vianix ever
actually requested this information in discovery.
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damages, but far less than it claimed, | hold thate was no prevailing party and decline
both parties’ requests for their attorneys’ feed emsts>"

II. CONCLUSION

For the reasons stated in this Opinion, | find:thét) of all disputed products,
Nuance owes royalties only for Powerscribe SDK ieer8.0, and only to the extent that
Nuance shipped optional discs containing MASC sociistomers; (2) no royalties are
owed for telephone dictators; (3) Nuance owes altpyor every End User of a MASC-
bearing product, and (a) the amount of that royadtyes with the number of authorized
End Users licensed by Nuance in each calendar peafNuance did not keep track of
that data because it counted licenses, not EndspJaaed some of those licenses were
concurrent licenses; (b) therefore, a 5x multipireust be applied to the number of
concurrent user licenses Nuance sold to approxirttegetrue number of End Users
licensed; (4) Nuance does not owe a royalty foewal fees; (5) Nuance does not owe
any royalties for Additional Site fees beyond witahas already paid; (6) no growth

factor should be applied to determine 2008 iChaldss (7) a 6 percent annual SMA fee

208 Nuance also seeks its attorneys’ fees and costiseoground that Vianix pursued

its claims in bad faith.See Openwave Sys. Inc. v. Harbinger Capital P’rstela
Fund I, Ltd, 924 A.2d 228, 246 (Del. Ch. 2007) (“[W]here tlsihg party has
acted in bad faith, vexatiously, wantonly, or f@poessive reasons, the court will
award attorneys’ fees to deter abusive litigatiorthe future, thereby avoiding
harassment and protecting the integrity of the gwadli process.”) (internal
guotations omitted). Because Vianix successfuilyvpd that Nuance breached
the TLA by underpaying royalties and presented mlver of other colorable,
although ultimately unsuccessful, arguments, | fihdt Nuance has not shown
that Vianix pursued its claims in bad faith. THere, this argument provides no
basis on which to award Nuance its attorneys’ éagscosts.
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should be applied to all royalties that Nuance gwaesl (8) interest should be applied to
all amounts Nuance owes Vianix at a rate of 1.5cqmr per month compounded
quarterly as stated in this Opinion. | thus ord@anix to populate the Damages
Spreadsheet created by its expert Ellis in accaelamith the rulings made in this

Opinion. | further dismiss with prejudice Nuancewmunterclaims for breach of contract
and a declaratory judgment to the extent they seekrelief contrary to the rulings

summarized above. Finally, | reject the reques$tbath parties for an award of their
attorneys’ fees and costs.

Counsel for Vianix shall submit, after conferringttwopposing counsel, a fully-
populated version of the Damages Spreadsheet norga final calculation of damages
owed for unpaid royalties, SMA fees, and interes, well as a proposed form of
judgment implementing the rulings set forth hemgithin twenty days of the date of this

Opinion.

75



