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l. INTRODUCTION
A bench trial on this matter wagld on October 29-31, 20109.

This action arises out of a dispute betwémited Studios of Self Defense (“USSD
or “Plaintiff’) over alleged franchise and license agreements with Kristopher Rinehart
(“Rinehart”), Brent Murakami (“Murakami’and entities owned wholly or partly by
Rinehart and Murakami including Los Angef&idios of Self Defense (“LASSD”), Soutl
Bay Studios of Self Defeaq“SBSSD”), S.B. Ninja, LIC (“S.B. Ninja”), and Rolling
Hills USSD (*RHSSD”) (collectively, “Defendants”).

Plaintiff alleges the following eight claims:

1. Breach of Contract as to thedmdo Beach Franchise Agreement
Breach of Contract as to the\Bely Hills Franchise Agreement
Declaratory relief as to the Rendo Beach Franchise Agreement
Intentional interference with contraatjainst Murakami and S.B. Ninja

False designation/unfair contg@mn under the Lanham Act

o g & w N

Unfair business practices under CalsB& Prof. Code 88 17200 et. seq.
(“ucL")

7. Accounting of profits mad&om Lanham Act violation

8. Declaratory relief as to rights andligiations under th&®edondo Beach and

Beverly Hills Franchise Agreements

Defendants allege the following three counterclaims:
1. Declaratory relief as to lack of foation of the Redondo Beach Franchise
Agreement
2. Declaratory relief as to right togeind Rolling Hills License Agreement

3. Breach of contract as to BeWeHills Franchise Agreement

Defendants also request the Court altbem to amend their counterclaims to

include the following three coterclaims they allege hav®en proven at trial:
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4. Declaratory relief as to illegality d2edondo Beach License Agreement
5. Breach of contract as to Torrarmed Rolling Hills License Agreements

6. Declaratory relief as to illegality @everly Hills Franchise Agreement

During trial, Defendants also requesteahtimating sanctions faalleged bad faith

behavior of Charles Matter&eeMotion for Terminéing Sanctions (“Motion”). Dkt. 221.

The Court issues the following findingsfatt and conclusions of law pursuant to
Federal Rule of Civil Procedu®. To the extent that any findings of fact are included i
the conclusions of law section, they shall berded findings of fact, and to the extent thg
any conclusions of law are included in the firgh of fact section, they shall be deemed
conclusions of law. The Court incorporates its findingRANT IN PART Defendants’

Motion, as explained below.

Il. FINDINGS OF FACT

A. Background

=

Plaintiff USSD is a corporation duly orgaed under the state of California, with itg
principal place of business in Irvine, Califhia. USSD’s owner and CEO is Charles
Mattera (“Mattera”).

2. Defendants are Rinehart, an indiviidurakami, an individual; SBSSD, a
California limited liability company; LASSDa California limited liability company;
S.B. Ninja, a California limited liabilitgompany; and Counterclaimant RHSSD, a
California limited liability company.

3. SBSSD and Archie Currin are memberd A5SD. S.B. Ninja and Rinehart are
members of SBSSD. Murakami is the semlember of S.B. Ninja. S.B. Ninja and
Tomas Orzco are members of RHSSD.

4. At trial there was a factual dispute asabether Murakami was a member of SBSS

individually, or whether S.B. Ninja wasnaember of SBSSD. The evidence at trial

n

D
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B. Charles Mattera

was that SBSSD had an operating agreemated July 1, 2011 listing Murakami as
the member of SBSSD rather than S.B. BlifEx. 652]. Murakami testified at trial
that there was another operating agreerdated August 5, 2011 [Ex. 653] for
SBSSD postdating the July 1, 2011 SBS$perating agreement [Ex. 652]. The
August 5 agreement changed the membenshSBSSD from Murakami to S.B.
Ninja. [10/30/2019 Trans. Vol. Il at 88-89:14], [10/31/2019 Trans. Vol. Il at
15:24-16:11]. The Court acknowledges ttat information on file with the
California Secretary of State contradidiurakami’'s testimony of the purported

August 5, 2011 operating agreement becausdlects Murakami being a member o

SBSSD individually. [10/30/2019 Trans. Vdl.at 76:5-8]. However, the Court find$

Mr. Murakami’s testimony and Exhibit 653etlible and determines that S.B. Ninja

Is a member of SBSSD along with Rinehart.

Charles Mattera has no cretitly with this Court.

The Court finds Mattera lied under oath is hesponses to interrogatories wherein
claimed not to know about a critical witnesamely, Alejandro Corrales. [Exs. 508
509]. It was subsequently learned thttttera knew exactly who Alejandro Corrales
was because Mattera later admitted Alejandro Corrales is an alias of Luis Auza.
[10/29/2019 Trans. Vol. llat 63:1-64:5], [1®9/2019 Trans. Vol. IV at 46:20—
49:4]. Mattera’s explanation, namelatrhe “forgot,” is not credible.

Mattera was not forthright in a May 19, 20d€claration to this Court when he said
that he thought that all the informatioropided to him by LuisAuza regarding the
“Jessica Allegations” up through Auza’slffeary 6, 2019 deation was genuine.
[Ex. 503 at 12]. Mattera later admitted h&ofgped believing in Luis at the end of th
year [2018] and into January [2019]10/29/2019 Trans. Volll at 79:24-80:9].

The Court finds that Mattera knowingly lied tre stand when he testified that he

—

>4
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10.

11.

12.

13.

14.

15.

16.
17.

did not state that his attorneys were gdimtpury evidence in this case. [10/29/2014
Trans. Vol. IV at 86:1-24], [10/22019 Trans. Vol. V at 39:21-23].

Exhibit 561 shows Mattera speaking to Aadmut how the “Jessa Allegations” can
be used to leverage a settlement in thig @exause Rinehart wauhot want to lose
his license to practice medicine.

Exhibit 566 shows Matterasttussing how he wants to tgdl-in” on the allegations
to “destroy” Rinehart.

Exhibit 573 shows Mattera discussing wikhza how Auza shdd testify at his
deposition including implying Aza should perjure himself.

Exhibit 575 shows Mattera discussing wikbza how Auza shoultestify at his
deposition including implyind\uza should perjure himself.

The Court finds that the Plaintiff throudhattera suborned perjyof Luis Auza and
witness tampered with Luis A&a prior to Luis Auza’'s February 6, 2019 deposition
[SeeExs. 561, 566, 573, 575]. The audszordings capturinthe conversations
between Mr. Auza and Matterad@esnced above confirm such.

The Court cannot make a finding that Medt&new that the “Jessica Allegations”
were false with certaintjefore the February 20 position of Luis Auza.
However, the Court finds thdattera’s actions in the mdrg leading to the Februar
2019 deposition show, at minimum, @kkess disregard for the truth of the
allegations given their extremely serious nature and given that Mattera was acti
using the allegations as leveraggéh Rinehart to settle the action.

The Court also finds that Mattera actedankless disregard to Rehart’s livelihood,
family life, and personand professional reputation.

Finally, the Court makes no adverse findingsthe actions of Plaintiff's counsel.
Given the above actions, the Court will malterelevant factual findings requiring a

credibility determination of Miéera against the Plaintiff.

vely
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18.

19.

20.

21.USSD and Mattera are subject to ®@%ermanent injunction by the state of

C. USSD’s Business

California, which states the following, in relevant part:

USSD is a franchisor of martial arts frarsdul studios. [10/29/2019 Trans. Vol. Il a
8:22-24]. Its franchisees provide maraals training and instruction in USSD’s
system of “Shaolin Kempo Karate.” [A®/2019 Trans. Vol. Il at 9:1-4]. The
franchisees also sell retail martial aipglies approved by USSD at their USSD’s
franchised studios. [10/29/2019 Trans. Mbht 9:5-7]. The services and goods
provided by USSD'’s franchisees are assted with USSD’s brand name, service
marks, and registered trademarks (iti8SD Marks”) and its system of Shaolin
Kempo Karate. [Ex. 52].

USSD has the following tradearks on the principal regest with the United States
Patent and Trademark Office in whittte USSD brand name and the USSD Logo
have been registered as botdemarks and service marks:

Registration No. 4232409/SSD, October 30, 2012;

Registration No. 347047%SSD, July22, 2008;

Registration No. 1758349, $®, March 16, 1993; and

Registration No. 175295, USSD, bfraary 16, 1992. [Ex. 52].

These registrations are part of theSI5Marks and are used by USSD and
USSD'’s franchisees and USSD'’s trademagkrisees in connection with the sale of
martial arts goods and services.

USSD was registered to offer and selhfthise offerings in California with the
Department of Corporations betweempagximately 1993 and 1998. [10/29/2019
Trans. Vol. Il at 26:20-27:20]. USSD sdhdnchises in Califoria during this time.
[10/29/2019 Trans. Vol. Il at 27:21-23]. 8B did not re-register to sell franchises
in California thereafter until 2012. [129/2019 Trans. Vol. Il at 39:12-17].

“IT 1S THEREFORE ORDERED as follow3HE UNITED
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STUDIOS OF SELF DEFENSHNC. and CHARLES A. MATTERA
and theirdirectors, successorsimterest, controlling persons,
agents, employees, atteys in fact, and all other persons acting in
concert or participating with theror any of them, are permanently
enjoined from directly or indirectly:

1. Offeringto sell, selling,arranging for the sale,
Issuing, engaging in the businesselling, negotiating for the sale
of, or otherwise in any way dealirog participating in the offer or
sale of any franchise whether as part of the scheme complained of
in the complaint or otherwisghich is not exempt from the
registration requirements under @alifornia Franchise Investment
Law, unless and until they shallv@afirst applied for and secured
from the Commissioner, a registration pursuant to California
Corporations Code Section 1111 Xtarizing the offer and sale of
such franchises.

2. Filing with the Commissiomeany application, notice
or report which contain an untruetment of a material fact or
omitting to state in such applicati, notice or report any material
fact which is required to be statdeerein, including, but not limited
to the applications complained iofthe complaint...” [Exs. 525,
526]

22.USSD re-registered to offer and sell franchisethe State of California in 2012, and
USSD renewed its registrations each ybareafter until 201710/29/2019 Trans.
Vol. Il at 39:12—-40:20]. USSD was registensith the State of California to offer and

sell franchises at all times between 2012 and 21@i17.
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D. Alleged Franchisees and Licensees
The Torrance and Rolling Hills License Agreement

23.0n May 28, 2009, Max J., Inentered into a trademarkdigse agreement with USSDO
(the “Torrance License Agreement”). [EB33]. The Torrance License Agreement ha
a 20-year term. [Ex. 633 &f § 12; 10/29/2019 Trans. Vdll at 54:6-15; 56:11-15].

24.Max J., Inc. thereafter transferred the Tooma License Agreemetd S.B. Ninja, and
USSD consented to the transter October 1, 2009. [Ex. 634].

25.Murakami, without any formal written agreement, operatedrti€SD location with
express permission from USSD from 2Q&&il March of 2018. [10/30/2019 Trans.
Vol. | at 56:22-58:16]. ItMarch of 2018, the relationghas to the operation of the
RHSSD location was formalized viaetliTorrance and Rolling Hills License
Agreement.” [Ex. 38].

26.The Torrance License Agreement was adezl by the March 2018 Torrance and
Rolling Hills License Agreemén[Ex. 38]. On March 192018, Murakami signed the
Torrance and Rolling Hills LicersAgreement on behalf of&.Ninja as it relates to
Torrance, and on behalf BHSSD as it relates to Rollirtgjlls. Therefore, S.B. Ninja
Is the licensee for the operation of afbmce USSD location and RHSSSD is the
licensee for a USSD location in Rolling Hillglattera signed the agreement on beha
of the licensor, USSD. The governing agreement fefMrrance and Rolling Hills
locations is the Torrance and RolliKigls License Agreement. [Ex. 38].

27.Exhibit 38 has a three-year tesat to expire on March 19, 2021.

28.The agreement requires Murakieto administer all brown and black belt testing at
USSD headquarters and shareréneenue with USSD. [Ex. 38].

29.0n September 7, 2018, Murakami apgelaon behalf of LASSD at the USSD
headquarters and was advised by counsdl 85D that Murakami was required to
leave USSD premises due to the pending likigaor be charged wh trespassing. [EX.
580], [10/31/2019 Tran&/ol. Il at 39:11-40:05].
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30.The Court finds that asking Murakamilemave USSD premises due to pending
litigation may have seemed reasonable given the cireunoss. However, given that
the underlying agreement required Murakansaaduct all testing for brown and blac
belts at headquarters, refusing Murakameasdo headquarters may have breached
agreement.

31.USSD was not authorized to sell franchise2018. [10/29/2019 Trans. Vol. Il at
39:12-40:20].

32.The Torrance and Rolling Hillsicense Agreement is@e factofranchise. On its face
it (1) allows Murakami to use the USSiademark; (2) requires Murakami to
administer brown and black Ibé&sting at USSD headquarters and share the revend
those tests; and (3) requires a td $750 per month. [Ex. 38].

33.Furthermore, there are external indicathiesx a common marketing plan or system w
required for the Torrancend Rolling Hills License Aggement. USSD communicated
to S.B. Ninja that it must use a standaed pricing scheme. [Ex. 552-12]. Mattera
testified that the standardized pricing schemas provided to those in attendance at :
First Friday meeting and that both lisees and franchiseattend First Friday
meetings. Mattera testified that there wasffort to advise those in attendance that
the standardized pricing scheme was requordy of the franchisees in attendance ar

not the licensees in attendance. [10/302Trans. Vol. | at 48:21-51:24]. Mattera’s

testimony that the pricing was matrequirement” is not credible. This is indicative of

a franchise.
The Redondo Beach License Agreement
34.In March 2011, Murakami executed ademark license agreement with USSD on
behalf of S.B. Ninja (the “Redond®each License Agreement”). [Ex. 37].
35.The Redondo Beach Licensergdgment provided S.B. Ninjith the right to open and
operate up to two USSD-licensed martiasachools in the areas of Redondo Beach

Manhattan Beach, and Hermosa Beach, wafitischools being opened within 18

k
the

e of

aS

d
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months of April 16, 2011[Ex. 37 at 1, 10].
36.Pursuant to the Redondo Beach Licenses@ment, in or atmd August 2011, a
USSD-licensed studio began operatind 28 Aviation Blvd, Redondo Beach,
California (the “Redondo Beach Studio”). [B0O/2019 Trans. Vol. Il at 84:23-85:11].
37.The evidence demonstrated that S.B. Ndighnot operate the Redondo Beach Studip
alone. [10/30/2019 Trans. Vol. Il at 84:5-K]stead, the Redondo Beach Studio at a

times was operated jointly §.B. Ninja and SBSSDd. However, SBSSD managed
the day-to-day operations thfe studio. [10/30/2019 Trans. Vol. Il at 84:12-15]. [EX.
40]. Nevertheless, there was not a transfer (explicdedact) of the Redondo Beach
License Agreement from S.B. Ninja to SBSSD.

38.The Redondo Beach License Agnmeent requires the following:

a. The Redondo Beach License Agneent required S.B. Ninja to

N DD D N DN DN DNMDNN P P P P P Pk
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. The Redondo Beach Licem&greement required S.B. Ninja to use i

. USSD communicated to S.B. Nirjaat it must use a standardized

provide its students with an extensive student manual outlining
techniques and cultural aspectgtad USSD system. [Ex. 37 at 4].
The student manual provision ctifiges a requirement placed upon
S.B. Ninja as to how it was to operatte martial artstudio which is

indicative of a franchisdd.; see alsdx. 553.

best efforts to buy martial aregjuipment from a single vendor—
Bushido. [Ex. 37 at 4]. This requireent substantially hampered S.B
Ninja’s ability to operate its maal arts studio utilizing its own

independent business judgment. This is indicative of a franchise.

pricing scheme. [Ex. 552-12]. Mattetestified that the standardized
pricing scheme was provided to tlkeda attendance at a First Friday
meeting and that both licenseesldranchisees attend First Friday

meetings. Mattera testified that thevas no effort to advise those in

10
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attendance that the standiaed pricing scheme was required only o
the franchisees in attendance aod the licensees in attendance.
[10/30/2019 Trans. Vol. | at 481-51:24]. Mattera’s testimony that
the pricing was not a “requirement’nst credible. This is indicative
of a franchise.
The so-called Redondo Beach Franchise Agreement
39.USSD re-registered to offer and sell franchisethe State of California in 2012, and
USSD renewed its registrations each ybareafter until 201710/29/2019 Trans.
Vol. Il at 39:12—-40:20]. USSD was registensith the State of California to offer and
sell franchises at all times between 2012 and 2@17.
40.Ex. 533 is an unexecuted fichise agreement. There ai@ signatures on page 23 of
the agreement. [Ex. 533-29].
41 .Plaintiff seeks to pass off thast page of Ex. 1 as ewdce of the supposed execution

of the so-called Redondo Beach frasehagreement. [Ex. 1-30, Ex. 531he last

page of Ex. 1 is an “Addendumd. Of note, the Addendum makes no reference to the

document it is related to, it is not datedd dine purported franchisee is not anywhere
identified on the Addendunhd.

42.Rinehart signed the Addendum in responsiléttera’s insistence that he needed the
Addendum signed for “compliance.” Howey&lattera later sought to use the
Addendum as evidence of thetual execution of a franchise agreement, in direct
contradiction of the preseni@an he previously made to Rinehart. [10/31/2019 Trans
Vol. lll at 26:04-21]. Mattera’s testimory the contrary is not credible.

43.Mattera made the exact representation that he made to Rinehart to another liceng
Handley. Mattera urged Mr. Handley tgsian Addendum, claiming he needed it for

compliance. Mattera then later soughtige the signed Addendum by Mr. Handley a

1 Exhibit 501 is the same document as thepage of Exhibit 1. Exhibit 533 together with
Exhibit 501 as a last pagejuate to Exhibit 1.

11
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evidence that Mr. Handley entered intsanchise agreemerithis establishes a
pattern and further bolsters Rinehart’'sitasny. [10/31/2019 Trans. Vol. | at 24:04—
25:23].

44 .Furthermore, the parties to the RedondadeLicense Agreement are S.B. Ninja, LL
and USSD. [Ex. 37]. There is no evidence tha&8. Ninja ever consented to its licensed
rights under the Redondo Beach Licensee&gnent being superseded and replaced
the so-called Redondo Beach Frasemgreemen{Ex. 37, 501].

45.The so-called Redondo Beach Franciigeeement purports to grant to SBSSD
exclusive rights to open franchises withie territory which is defined as a two and
one half (2.5) air miles of the franchikeation located at 1728 Aviation Blvd.,
Redondo Beach, CA 90278. [Ex. 1 at § 3.8].

46.The same territory that the so-called RedtmBeach Franchise Agreement purports t
grant to SBSSD had previously been gramtef.B. Ninja, LLCpursuant to the 2011
license agreement between S\Bnja and USSD. [Ex. 37 & 3]. USSD cannot grant
exclusive rights to the santerritory to two differenentities at the same time.

47.The so-called Redondo BeakEhanchise Agreement fails tmnvey any consideration
to SBSSD because the exclusterritory that is central to the alleged franchise
agreement being granted to SBSSD hadhdlydeen granted 9.B. Ninja, LLC
pursuant to the 201license agreement. [Ex. 37, § 3].

48.The Court also finds that evidence that R referred to himself as a franchisee (o
the Redondo Beach studio as a franghilsees not alter the above analysis.

49.For the above reasons, the Court finds thate is no valid Redondo Beach Franchis
Agreement.

The Beverly Hills Franchise Agreement

50.0n July 16, 2015, Rinehagkecuted a franchise agreementh USSD on behalf of
LASSD (the “Beverly HillsFranchise Agreement”) to operate a USSD licensed stug
located at 250 South Roberts@wgverly Hills, California (the “Beverly Hills Studio”).

12
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[Ex. 3].2

51.The Beverly Hills Franchise Agreement names SBSSD as a party, but the signatu
page of the agreement shows®3D is the operative franchisee. [Ex. 3 at 7, 39]. Th
Is no dispute between the parties thatatieial franchisee is LASSD. In fact, the
Plaintiff pled as much. [Ex. 599 { 22].

52.Rinehart executed the franchise agreemartiehalf of LASSD ashnot on behalf of
himself personally, just as Mattera signed #yreement on behalf of USSD and not ¢
behalf of himself pemnally. [Ex. 3 at 29].

53.As part of the Beverly Hills Franchise fgement, Rinehartgned an Aldendum on
July 15, 2015 which purpodeo change the terms thfe franchise by replacing the
$75,000 franchise fee with a dollar. [Ex. 3 at 30].

54.The Beverly Hills Franchise Agreements\also altered via a Promissory Note
between LASSD and Pirooz NourizadeJuly 16, 2015. [Ex. 530]. The
consideration paid by LASSr the Beverly Hills franchise is not the $75,000
franchise payment that was a part ofttien-registered franchise, but rather, the
consideration outlined ithe Promissory Notéd.

55.These are material negotiated changebédBeverly Hills Fraohise Agreement from
the franchise agreement that was then-regasit with the California Department of
Business Oversight (“CA DBQO”).

56.The franchise agreement registered whign CA DBO as of July 2015 included a
franchise payment of $75,00[Ex. 645 at 312].

57.The Court makes no factual finding asastbether the Beverly Hills Franchise
Agreement was a transfer or a new franchiseemgent, as it is nabnsequential to its

legal determinations.

2 Exhibit 3 and Exhibit 639 are almost the satpeument. Exhibit 3 contains a “receipt” as
last page that Exhibit 639 does not have.
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Alleged Breaches of Franchise Agreements
Tournaments

58.In 2017, Rinehart and Murakammnnounced to Mattera thidiey intended to host their

own independent tournamenitiout USSD’s approval. [10/29/2019 Trans. Vol. Il at

40:6-41:1]. Though Rinehart pitched the ttament to Mattera in July 2017, Mattera
informed Rinehart that USSD would reridorse or approve of the independent
tournament. [EX. 7].

59.Rinehart and Murakami pressed forward vitibir independenbtrnament preparatior
over USSD'’s objection. [10/29/2019 TraNal. 11l at 41:2—15]. Approximately two
days prior to the tournament, Mattera infechother USSD franchisees that USSD W
not going to act to prevent the SepbEn2017 independent tournament from
proceeding forwardd.

60.Section 6.2.7 of the Franicle Agreements requires SBD and LASSD to recommend
to all of their students that they partiatp in USSD’s tournaments, competitions, anc
demonstrations. [Ex. 4t 13; Ex. 3 at 13].

61.Section 3.10 of the Fransle Agreements states USSD “reserves all rights not
specifically granted to the franchisee.” Pldintakes this to meathat (1) the right to
conduct inter-studio tournaments and (2 tight to host “open” tournaments where
non-USSD martial artists aeble to compete are not gtad as a right to SBSSD or
LASSD under the Franchise Agreements.

62.The Court finds that sponsoring, endorsimghosting martial arts tournaments is
included as part of the operat®of a martial arts studio.

63.The Court rejects Plaintiff's argument tt&ction 3.10 can be read to suggest that
Plaintiff reserves the righo prohibit franchisees from hosting or sponsoring martial
arts tournaments because the right to do sotispecifically granted. Instead, section
3.10 speaks to intellectual properights and not to activity #t is or is not restricted.

64.In order to restrict franchisees from hostorgsponsoring martial & tournaments, and

14
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because martial arts tournaments as noted above are a service that is part of the
operation of a martial arts studio, it wouldvbdeen in incumbemin Plaintiff as the
drafter of the franchise agreementtearly articulate such a restriction.

65.The Court finds that there is nothing in the franchise agreements that prohibits
franchisees from hosting sponsoring tournaments.

Bushido Goods

66.Section 6.2.14 of the Fransk Agreements lists the designated vendor from which
SBSSD and LASSD are required to purchaseialantts supplies. [Ex. 1 at 14; EX. 3 §
14]. This vendor is designated as Bushido.

67.The Franchise Agreements also provadeechanism for SBSD and LASSD to
request in writing for USSD to approvewpsplier other than Bushido within Sections
6.2.14.1 through 6.2.14.58l. Section 6.2.14.5 of the &mnchise Agreements provides
that USSD’s approval of any non-Bushidortrad arts supplier mudtrst be approved
in writing by USSD.d.

68.The Court finds that Bushido frequently raut of inventory oheeded equipment and
also did not offer equipment of the qualiigeded by the franchisees. [10/30/2019
Trans. Vol. lll at 120:23-121:24], [181/2019 Trans. Vol. Il at 27:06-19].

69.Further, the Court finds that there was noriitial damage done to USSD even if the

was any alleged breach of timisovision of the franchise agreements. First, Mattera

At

e

admitted that the failure to purchase goods from Bushido does not cause any financia

harm to USSD. [10/30/2019 Trans. Voatl17:14-21]. Though Mattera claims that
there is a damage to brand reputation beedushido “provides all of our brand logo
goods. And the quality of Bushido has toeb&ellent,” his testimony is not credible.
[10/30/2019 Trans. Vol. | &t7:10-12]. In fact, Matteradmitted that not all Bushido
goods are branded with the USSD logo. 3002019 Trans. Vol. | at 23:16—-24:8]. And
the Court has already found that Bushidgdrently ran out of inventory and the good

were not of good quality. ThHeourt finds that there is no damage even if any allege
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breach of this provision did occur.
Belt Testing
70.Section 6.2.8 of the Franicse Agreements provides:
Franchisee agrees that Franchisor tesit for brown and black belt degrees
at Franchisor’s headquarters, oaay other location selected Franchisor.
[sic] Franchisor shall recee&vone hundred percent (10D&6 all testing fees
for the brown and black belt degrees. [Ex. 1 at 13; Ex. 3 at 13].
71.Section 6.2.4 of the Frahise Agreements requi@BSSD and LASSD to only
offer products and services thave been approved by US3B. Section
6.2.4 also requires SBSSD and LASSDdiscontinue selling and offering for
sale any services or products as Framemsay, in its discretion, disapprove in
writing at any time."ld.
72.Notably, neither section explicitly prddits a franchisee from testing for brown
and black belt degrees. Instead, a staeatling of Section 6.2.8 requires (1)
Franchisees to allowranchisorto test at Headquarters (or any other location
selected by the Franchisor) and (2) Frasmhreceive 100% of all testing fees.
The agreements do not explicitly prohibranchiseedrom testing, even if
such a prohibition may arguably be inferred from the language.
73.The Court finds that brown and black beftieg is a service that is a part of
operating a martial arts studio. Even Mattera testifiedalaak and brown belt
testing are an inherent service of a madréd studio. [10/29/2019 Trans. Vol. Il at
23:08-13].
74.Given that testing is an inherent paftoperating a studio, the Court finds that
ambiguous language in Sewti6.2.8 and &ction 6.2.4 does neiplicitly prohibit a
franchisee from offering a student of its ndrarts studio a brown or black belt test.
The Court rejects Plaintiff’'s argument thiagse clauses (or the residual Section 3.10

clause) must be interpreted as reflecangrohibition of brown and black belt testing
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by a franchisee.

75.Further, the Court finds that if Plaintifitended to precludelack and brown belt
testing in such a manner, as the draffahe franchise agreement Plaintiff should
have more clearly set forth such prohiuitin the franchise disclosure document
(“FDD”) and in the operiave franchise agreement.

Payment via ACH

76. Section 4.2 of the Franchise Agreensarequires SBSSD and LASSD to make a
monthly payment of $750 to USSD, an8.4. provides that this must be via an
automated clearing house (“ACH”) system if &3 so specifies. [Ex. 1 at 9-10; EX. 3
at 9-10].

77.The Court finds that there was no evidetit ongoing monthlgues payments were
not made. In fact, LASSD and SBSSD have paid via check instead of payment vig
ACH. [10/29/2019 Trans/ol. Il at 43:12-25].

78.Payments made via checks and not throdGh did not cause any damage. Further,
the Court finds that the momentary laps@wés payments by Defendants is immater
and did not cause amjamage because the paymemese made. The additional time
and administrative expenses complainetyoMattera are insignificant, and in any
event, Mattera is not credé [10/29/2019 Trans. Vol. Il at 44:6-9]. The Court finds
that there is no damage even if anyggie breach of this provision did occur.

Zen Billing Company

79.Section 6.2.13 of the Franchise Agreetsgrovides tha8BSSD and LASSD are
required to use a billing corapy that USSD may desigedtrom time to time for all
students’ billing contracts. [Ex. 1 at 14; Ex. 3 at 14].

80.The evidence at trial wasahUSSD’s current designated billing company is Zen
Billing, Inc. (“Zen Billing”). [10/29/219 Trans. Vol. Il at 44:18-22].

81.SBSSD and LASSD stoppeding USSD’s designatdalling company in 2018.
[10/29/2019 Trans. Vol. Il a44:10-22]. However, there wao evidence produced at
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trial that Plaintiff ever iformed Defendants of the wadesignated billing company.
Furthermore, the old billig company that Defendanstopped using in 2018
improperly aggregated the funds ofrfchised studios into a single accouBeeDkt.
165. Finally, there was no evidence produced at trial that failure to use this billing

company resulted in any mhages to the Plaintiff.

.  CONCLUSIONS OF LAW

82.This Court has original subject matter jurcdtbn over this case pursuant to 88 32 an

43 of the Lanham Act, 15 U.S.€.1125(a) pursuant to 158IC. § 1121 and 28 U.S.Q.

§ 1338(a). This Court has supplementalsgiction over the related state claims
pursuant to 28 U.S.C. § 13®8 and 28 U.S.C. § 1367.
83.Venue is proper because the franchise ageeésrat issue requidisputes pertaining

thereto to be litigated in Orge County, California in a couof competent jurisdiction.

A. Plaintiff's Claims
1. Breach of Contract as to theRedondo Beach Franchise Agreement
84.To establish a valid contract there shdodd(1) parties capable of contracting; (2)
consent; (3) a lawful object; and (4) a suffitcieause or consideration. Cal. Civ. Cod
8 1550.
85.To establish a breach of contract, the Rifiimust show: (1) Plaintiff and Defendants
entered into a valid, binding contract; (2aiatiff performed allbbligations under the
contract, except those excused; (3) that conditions required by the contract for
Defendants’ performance had occurred or vexaused; (4) that Defendants breache
the terms of the contract; (5) Plaintiff waarmed; (6) Defendantisreach of contract
was a substantial factor in causing the hgifhthe parties were capable of contractin
(8) the parties consented to the terms efdbntract; (9) the contract has a lawful

purpose; and (10) there was sufficieabsideration. CalCiv. Code § 155@t. seq.
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86.Under California Law, “when it is clear thlabth parties contemplate that acceptance
a contract’s terms would be signifiedwmiting, the failure to sign the agreement
means that no bindingpatract is created Goodworth Holdings Inc. v. Sua39 F.
Supp. 2d 947, 958 (N.0BCal. 2002), aff'd, 99 FApp’x 806 (9th Cir. 2004).

87.The Court finds there is no valid RedoriBeach Franchise Agreement because (1)
there is no consent to enter a franclagezement as Rinehart never signed the
franchise agreement; (2) even if Rinelfat signed the agreement, there is no
evidence that S.B. Ninja, which helcetRedondo Beach License Agreement, ever
agreed to curtall its rights under a franchise agreement; atite(8)leged agreement
fails for lack of consideration.

88.There is no consent to enter a franclageeement because Rinehart signed an
Addendum that makes no reference to the docuihenrelated to, it is not dated, and
the purported franchisee is not anywhere identified on the Addendum. [Ex. 501].

89.There is also no consergt¢ause S.B. Ninja, which lderights under the Redondo
Beach License Agreement, never camed to a franchise agreement.

90.Even if there was conserihe agreement fails for lack consideration because the
same territory that the smalled Redondo Beach Franchisgreement purports to gran
to SBSSD had previously been grante&1B. Ninja pursuant to the 2011 license
agreement between S.B. Ninja and USfEX. 37 at 8§ 3]. USSD cannot grant
exclusive rights to the santerritory to two differenentities at the same time.

91.Plaintiff has not shown that there is a breathontract. Instead, no valid contract wa
formed.SeeCal. Civ. Code 8§ 1550 (requiriregpnsent and consideration for a valid
contract).

2. Breach of Contract as to the Beerly Hills Franchise Agreement

92.Plaintiff argues that Defendants LASSDdaRinehart breacheatie Beverly Hills

Franchise Agreement by (1) selling broamd black belts; (Zbuying non-Bushido
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products; (3) planning to host independentiannents; (4) paying fees outside of thg
ACH system; and (5) faitig to use Zen Billing.

93.The Court finds that Defendants did not loleghe Beverly Hills Franchise Agreement

by selling brown and black belts at thedtion because the agreement does not

explicitly prohibit such testingseef{ 70-75.

94.The Court finds that Defendants did not loleghe Beverly Hills Franchise Agreement

by buying non-Bushido goods besa there is no proof of any damages as it relateg
purchasing non-Bushido goo@&eef | 66—69. If Plaintiff is not damaged, then there
no breachSeeCal. Civ. Code § 1550 (requiringrages to prove breach of contract)
Furthermore, Bushido frequently ran outmfentory and did not offer equipment of

the quality needed bihe franchisees.

95.The Court finds that Defendants did not lmleghe Beverly Hills Franchise Agreementt

by planning to host indepenugournaments because there is nothing in the franchi
agreements that prohibits franchis&esn hosting or sponsoring tournamergsef
58-65.

96.The Court finds that Defendants did not lmleghe Beverly Hills Franchise Agreement

by paying fees outside of the ACH systensdiese there is no proof of any damages
it relates to monthly dues paymentsdpda check and not through ACSeefy 76—
78. If Plaintiff is not damaged, then there is no bre&eeCal. Civ. Code § 1550

(requiring damages to prove breach of contract).

97.The Court finds that Defendants did not lmleghe Beverly Hills Franchise Agreement

by failing to use Zen Billing. Though ther@gment required payant through a billing
company designated by Plaintiff, Plaintifddnot prove that Plaintiff ever informed
Defendants of the new desiged billing company. FurthePlaintiff did not show any
damages associated with the failure to use the billing sySteefif 79-81. Finally, the
old billing company that Defelants stopped using in 20i8properly aggregated the

funds of franchised studios into a single acco8aeDkt. 165.
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98.Accordingly, Plaintiff has not shown thite Beverly Hills Franchise Agreement was

breached.
3. Declaratory relief as to the Relondo Beach Franchise Agreement
99.The Court has found that the Redomgkach Franchise Agreement is invalid.
Therefore, the Court does not grant declaratory relief and does not find that the
Redondo Beach License Agreement was sguked by the scalled Redondo Beach
Franchise Agreement.
4. Intentional interference with contract against Murakami and S.B.
Ninja

100. To show intentional interference with coadtual relations, USSBust show: (1) A
valid contract between plaintiff and a thiparty; (2) defendant’s knowledge of the
contract; (3) defendant’s intentional actsigeed to induce a each or disruption of
the contractual relationship; (4) actuadéch or disruption of the contractual
relationship; and (5) resulting damagecific Gas & Electric Co. v. Bear Stearns &
Co, 50 Cal.3d 1118, 1126 (199(0internal citations omitted).

101. Plaintiff limits its claim fo intentional interference with contract to the Redondo
Beach Franchise Agreement and Beveéfijs Franchise Agreement as to the
provisions for brown rad black belt testing.

102. First, the Court notes that the Redori@Each Franchise Agreement is invalid.
Second, the Court notes that the agreaseid not explicitlyforeclose brown and
black belt testing outside of headquarters.

103. There can be no intentional interferenathveontract when there is no breach or
disruption in the conéctual relationship.

104. Accordingly, Plaintiff has not shown amytentional interference with contract.

5. False designation/unfair comgtition under the Lanham Act
105. “In order to prevail on a suit under [15 UCS1125(a)], a plaintiff must prove two

basic elements: (1) it has a valid, proteaabhdemark, and (2) [the defendant’s] use
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of the mark is likely to cause confusioi®” Cal. Darts Ass’n v. Zaffin&62 F.3d 921,
929 (9th Cir. 2014) (citation andternal quotations omitted).

106. In analyzing likelihood of confusion, tght factors are weighed to determine
whether confusion is likely: (1) the strehgif the mark; (2) tb proximity of the
goods; (3) the similarity ahe marks; (4) evidence attual confusion; (5) the

marketing channels used; (6) the type addpand the degree of care likely to be

exercised by the purchaser; (7) the defendantiést in selecting the mark; and (8) the

likelihood of expansiownf the product line.Zaffing 762 F.3d at 930. “No factor is
determinative. Rather, it the totality of facts in a gen case that is dispositived.
107. The Court finds that independent belt tegtand use of USSD certificates did not
exceed the scope of the license giveeef 70-75. Further, even if the scope of the
license was exceeded, the Countl that this is likely nao have caused confusion.
108. The Court finds that the use of non-Bukhgoods is not likely to cause confusion
especially given that some Bushido geadere not branded with the USSD lo§ee
19 66—69.
109. The Court notes that Plaintiff voluntaritiismissed its trademark dilution claim at
trial. The claim is dismissed with prejudice.
110. Accordingly, Plaintiff has not showeny violation of the Lanham Act.
6. Unfair business practices under CalBus. & Prof. Code 8§88 17200 et.
seq. (“UCL")
111. As there were no breach of contractanham violations, Plaintiff has not shown
any UCL violation.
7. Accounting of profits madefrom Lanham Act violation
112. As there was no Lanham violation, tGeurt will not require an accounting.
8. Declaratory relief as to rights and obligations under the Redondo

Beach and Beverly HillsFranchise Agreements
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113. The Court does not exercise its discretioigrant declaratory relief and will not
declare rights and obligations under Redondo Beachnd Beverly Hill Franchise

Agreements other than to thetemt already declared above.

B. Defendants’ Affirmative Defenses
114. As Plaintiff has not prevailed on any cfgithe Court does not address Defendant

affirmative defenses.

C. Defendants’ Counterclaims
1. Declaratory relief as to lack offormation of the Redondo Beach

Franchise Agreement
115. Declaratory relief requires a showing of: @) actual justiciable controversy withif
the Court’s jurisdiction regarding rights or legal remedies; and (2) that Defendants

interested in those rights ogla relations. 28 U.S.C. § 2201.

116. “Since its inception, the Declaratory Judgrhéct has been understood to confer
on federal courts unique and substantialréison in deciding whether to declare the

rights of litigants."Wilton v. Seven Falls Cd515 U.S. 277286 (1995).

117. As discussed above, the Court finds thate is no valid Redondo Beach Franchis

Agreement.
2. Declaratory relief as to right to rescind Torrance and Rolling Hills
License Agreement
118. In order to prove a CFIL violation, S.Blinja must establisthat the Torrance and
Rolling Hills License Agreement meet$ af the elements of a franchise.
119. Pursuant to California Corporations C&I81005, a “franchise” means a contract
or agreement, either expressed orlietpbetween two or more persons where:
a. A franchisee is granted the right to engage in the business of offel
selling, or distributing goods orisgces under a marketing plan or

system prescribed in substiahpart by a franchisor; and
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b. The operation of the franchisee’s bussa pursuant to such plan or
system is substantially associateith the franchisor’s trademark,
service mark, trade name, logotypeyertising or other commercial
symbol designating the franslr or its affiliate; and

c. The franchisee is required to payedily or indirectly, a franchise
fee.

120. The Court finds that the Torrance ardlling Hills License Agreement isde facto
franchise.

121. Itis unlawful “for any person to offer @ell any franchise in [California] unless th

offer of the franchise has been registeredeunrtlis part or exempted under Chapter 1 .

..." Cal. Corp. Code § 31110.

122. Plaintiff was not registered to sell fransés in 2018, when the franchise at issue
was sold.

123. “Any person who offers osells a franchise in vidii@n of Section 31101, 31110,
31119, 31200, or 31202, orwuolation of any provision othis division that provides
an exemption from the provisions of Chager. . shall be liable to the franchisee or
subfranchisor, who may sue for damages caused thereby,thadsiblation is willful,
the franchisee may also sue for ission.” Cal. Corp. Code 8§ 31300.

124. Plaintiff willfully violated the provisiorby selling the franchise without registering
and willfully including restritions on the “license agreemeimt’violation of the law.

125. Accordingly, thede factofranchise agreement referred to as the Torrance and
Rolling Hills License Agrement is rescinded.

3. Breach of contract as to Bevay Hills Franchise Agreement

126. Defendants argue Plaintiff has materiddigached the Beverly Hills Franchise

Agreement by prohibiting Defendants from fg@pating in compay events, receiving

training and assistance, and excludirgfendants from company communications.
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127. The Court finds that there is no breactihsd Beverly Hills Frachise Agreement, as
Defendants have not shown that Plaintif§ jpaohibited Defendants from participating
In events, ceased training and assistaoicexcluded Defedants from company
communications other and apart from the oeable choice to prohibit Murakami and
Rinehartindividually from attending events duringtae litigation. Other members of
LASSD, including students andsimuctors, were not excluded.

128. Accordingly, Defendants have not shoamy breach of the Bexg Hills Franchise
Agreement.

4. Declaratory relief as to illegdity of Redondo Beach License
Agreement

129. The Court denies Defendants’ requestltow it to amend its counterclaims to
include declaratory relief as to the illdityaof Redondo Beach License Agreement.

130. The Court notes that under CFIL resassis timebarred and makes no finding as
to whether any alleged violation of the injtina at issue in this case would provide f
an alternative pathway to réisd the agreement as illeg&leeDkt. 55 at 9.

5. Breach of contractas to Torrance andRolling Hills License
Agreements

131. The Court grants Defendants’ requesallow it to amend its counterclaims to
include breach of contract as to Taerca and Rolling Hills License Agreement
according to the progdresented at trial.

132. To establish a breach of contract, Blaintiff must show: (1) Plaintiff and
Defendants entered into a valid, binding caaty (2) Plaintiff perfomed all obligations
under the contract, except those excusedhgd)conditions required by the contract
for Defendants’ performance had occuroedvere excused; (4) that Defendants
breached the terms of the contract; (5) Rifiiwas harmed; (6) Defendant’s breach o
contract was a substantial factor in cagghe harm; (7) the parties were capable of

contracting; (8) the parties consented totéres of the contract; (9) the contract has
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lawful purpose; and (10) there was sufficieansideration. CalCiv. Code § 1556@t.
seq.

133. Until formally rescinded by order of thSourt, the Torrace and Rolling Hills
License Agreement was a valid binding cantr As explained below, Plaintiff has
materially breached the contract, Rdfendants have not been harmed.

134. The Court finds that Defendants have shdhat Plaintiff has prohibited Defendant
Murakami, S.B. Ninja, or RHSSD fno performing under the agreement.

135. The agreement requires Murakami to awdister brown and black belt testing at
USSD headquarters. [Ex. 38]. However, Hskami has not been allowed to enter
headquarters since September of 2018. The Court finds this is a [8eafth.23—-33.

136. However, these actions have not harrbedendant Murakami, S.B. Ninja, or
RHSSD. At trial, Murakami admitted hesiahosen not to send his students to USSID
headquarters for testing. [BW/2019 Trans. Vol. Il at 98=100:2]. Further, Murakami
admitted he still performs tests as lstudios away from headquartdds. Thus, the
Court finds that Defendants hamet been harmed by any breach.

137. Accordingly, Defendants have not shoany breach of the Torrance and Rolling
Hills License Agreement&eeCal. Civ. Code § 1550 (requiring damages to prove
breach of contract).

6. Declaratory relief as toillegality of Beverly Hills Franchise Agreement

138. The Court denies Defendants’ requestltow it to amend its counterclaims to
include declaratory relief @s illegality of BeverlyHills Franchise Agreement.

139. The Court notes that under CFIL resassis timebarred and makes no finding as
to whether any alleged violation of the injtina at issue in this case would provide for

an alternative pathway to réisd the agreement as illeg&leeDkt. 55 at 10.
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D. Attorneys’ Fees

140. 8§ 1717 of the California Civil Code govexrattorney fees awards authorized by
contract and incurred in litigating claimsunding in contract. “Under that statute,
when a contract provides for an award of fgesurred to enforce that contract,” ‘the
party prevailing on the contract ... shall be entitled to reasonable attorney’s fees.”
Douglas E. Barnhart, Inov. CMC Fabricators, In¢.211 Cal. App. 4tl230, 237 (2012)
(internal citations omitted).

141. “[W]hen a party litigant prevails in an than on a contract by &blishing that the
contract is invalid, inapptable, unenforceable, or notigent, section 1717 permits
that party’s recovery of attorney fe@benever the opposing parties would have bee
entitled to attorney fees undestontract had they prevailédd. (internal citations
omitted).

142. The Franchise Agreements prae for attorneys’ fees iany action to enforce or
interpret provisions of the Bnchise Agreements under Sex 15.11. [EX. 1 at 28; EX.
3 at 28]. The Court finds that Defendants are the prevalanty and are entitled to an

award of reasonable attorney’s fees and costs.

E. Defendants’ Motion for Terminating Sanctions
143. On October 30, 2019, Defendants maderah motion for terminating sanctions. A
the request of the Court, on Novemhér 2019, Defendants submitted a written
Motion for Terminating Sarons (“Motion”). Dkt. 21. Plaintiff opposed on
November 12, 2019 (“Opp’n”). Dkt. 225.
144. The Court’s inherent power to assesscsi@ans requires a showing that a party
“acted in bad faith, vexatiously, wamly, or for oppressive reason&hambers v.
NASCO, Ing 501 U.S. 32, 45-46 (1991) (recognginherent power of courts to

iImpose appropriate sanctions where conduct disrupts judicial process). However,
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“[b]ecause of their very potepcinherent powers must lexercised with restraint and
discretion.”ld. at 44.

145. “[1]f a court finds ‘that fraud has been pra@&dupon it, or that the very temple of
justice has been defiled,” it massess attorney’s feesaagst the responsible party.”
Id. at 46.

146. Defendants request “that (1) the Court texae Plaintiff's case in its entirety by
striking its FAC and (2) strikig Plaintiff’'s answer to th€ounterclaim and thus treat
Plaintiff as if it has defaulted on the [Qderclaim; and] (3) declare Defendants the
prevailing party so that Defendants may proceed with an appropriate motion for
attorney’s fees.” Mot. at 2.

147. Given Mattera’s conduct, inatling lying on the stand, encouraging Auza to lie in
his deposition, and continuing to press{eepressly or impliedly) Rinehart to settle
even after Mattera had at some doubt®asghether the “Jessica Allegations” were
genuine, the Court finds that Mattera has acted in bad &Y 5-17. Therefore, the
Court finds it appropriate to exerciseierent authority to issue appropriate
sanctions in this case.

148. The Court declines to terminate Pigfif’'s case in its entirety. However,
independent of the determination that Defamd are the prevailing party on the merit
the Court declares that Def#ants are the prevailing padiwen the bad faith conduct
of Mattera in the instant case.

149. Defendants are awarded all attorneys’ faeg costs paid to Defendants’ counsel
for the entirety of this action subjectdaeasonable accounting given to the Ccaee
Chambers501 U.S. at 55 (upholding a grantatforney’s fees as a sanction for bad
faith conduct for the entire amount of [tbpposing party’s] @orney’s fees).

150. The fraud on the Court perpetuated\dgttera cannot go unpunished given the

many people who have suffered from &ddions including Dr. Rinehart, Mr.
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Murakami, and the various family membédrgends, and loved @s who have been

impacted by this litigation.

V. CONCLUSION

After considering the parties’ argumerits, the reasons explained above, the Col
HOLDS that Plaintiff has not met its burden any of its claims. The Court alsfOLDS
that Defendants have prevailed on couriéents one and two as explained above. The
CourtGRANTS IN PART Defendants’ Motion for Terminieng Sanctions and awards al
attorneys’ fees and costs to Defendantsestitip a reasonable accounting given to the
Court. Defendants shall submit a proposed judgrimeaccordance witthis Court’s ruling

on or before December 10, 2019.

DATED: December 4, 2019 At O Gt

DAVID O. CARTER
WNITED STATESDISTRICT JUDGE
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