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8 UNITED STATES DISTRICT COURT
9 NORTHERN DISTRICT OF CALIFORNIA
10
« SAN JOSE DIVISION
g 11
- -‘% 12 INTEGRATED GLOBAL CONCEPTS, INC. Case No. €12-03434RMW
>
88 Plaintiff, ORDER DENYING -IN-PART AND
5. 13 GRANTING -IN-PART DEFENDANTS'
=2 V. MOTION TO DISMISS
2% 14
e j2 GLOBAL, INC.and ADVANCED
R 15 MESSAGING TECHNOLOGIES, INC.
g2 [Re: Docket No. 47]
% 16 Defendar.
oz
S} 18
LL
19 Plaintiff Integrated Global Concepts, Inc. ("IGC") brings this action agdefendants j2
20 Global, Inc. and Advanced Messaging Technolegi®c. (collectively "j2") claiming that j2
21 breached the parties' Agreement of Understandipgnswered and brought counteirois to
22 which IGC counterclaimed. j2 now moves to dismiss three of IGC's colaites under Rule
23 12(b)6 of the Federal Rules of Civil Procedure: Declaratory Judgment oetiriptiense,
24 Declaratory Judgment oPatent Exhaustion, and IGC's request for punitive damages.
25 l.  BACKGROUND
26 IGC, an lllinois corporation, entered the facsimile business in Chicago in 1993 amd beg
27 offering fax-to-email services in 1997. Comp. 11 10, 11. In 1999, IGC entered into an exclusive
28
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agreement with a company named eFax which called for IGC to operate eFaa-sfi@il service
using IGC's "own systems, source code and intellectual propertyld. 1Y 17, 21-24.

In 1997 and 1998, Jack Rieley and Jaye Muller, founders of j2, an IGC competitor, file

patent applications that later became U.S. Patent Nos. 6,208,638 ("'638 patent"), 6,597,688 (|"

patent"); these patents were titled "Method Apgaratus for Transmission and Retrieval of
Facsimile and Audio Messages Over a Network," respectivglyfif 12, 13. |2 later filed a
continuation application of the '688 patent that eventually became U.S. Patent No. 7,0203232
patent"). Id. 1 14.

Around September 1998, j2 began negotiating the terms of a merger agreement with g
under which eFax would become a wholly owned subsidiary a2 19, 27. During these
negotiations, j2 became aware of eFax's outstanding obligations to IGC whicleda dispute
over payments for certain IGC serviced. {1 2830. To settle the dispute, j2, IGC, and eFax
entered into an agreement whereby eFax and j2 acquired from IGCexclasive software license
and other services to implement the transfer of the eFax customer base @smy§ems to j2's.
Id. 1 31. The relevant portions of these agreements were embodied in the Agreement of
Understanding ("Understanding"), dated June 30, 2000, among j2, eFax, antliG2; Dkt. No
10 Ex. A at 22. The Understanding provides that it is governed by California law. Dkt. No. 1(
A at 24.

In the Understanding, j2 released IGC from:

all claims . . . whether presently known or unknown . . . arising from or
related to any past services, equgnt) software or other assets provided
by IGC to the Merger Parties [eFax or j2] whether pursuant to the
Development Agreement, the €Location Agreement or any other
agreement or understanding, whether written or oral . . . .

Dkt. No. 10 Ex. B § 5(a). ThUnderstanding defined these claims as the "Merger Party Claims
Id. j2 also agreed "never to institute or maintain against [IGC] any action @galiog based . . .
upon the matters with respect to which . . . the Merger Party Claims apgl\g"7. The
Understanding also expressly waived the parties' rights under Califowli&ade section 1542
and described the release of rights as "general and unqualified pursuant to $heetelwh” See

Dkt. No. 1 19 35-36see alsdkt. No. 10 Ex. B § 6.
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In early 2005, j2 acquired control of U.S. Patent Nos. 4,994, 926; 5,291,302; 5,459,584
6,643,034; and 6,785,021 (the "Catch Curve patents”). The Catch Curve patents are all entit
"Facsimile Telecommunications System and Method." Dkt. No. 10 Ex. A at 3. In 1999, anoth
company asserted the patents against j2. j2 acquired the patents aftertbattliigation. Id. at 4.

On Septembefl5, 2006, the j2 subsidiary Catch Curve filed a patent infringement suit
against IGC in the Unitedt&esDistrict Court for the Northern District of Georgia (the "Georgia
action"). Dkt. No. 10 Ex. A at See also Catch Curve, Inc. v. Integrated Global Concepts, Inc.
No. 1:06€CV-2199-AT, slip. op. at 5 (N.D. Ga. Sept. 1, 2011). In that case, Catch Curvedssel
the Catch Curve patents, arguing that they covered IGCtedamxail technology. Dkt. No. 10 Ex.
A at 3. IGC brought a breach of contract counterclaim, among others, alleginiy bf¢ae
Agreement of Understandindd. at 5. The Georgia courtsihissed IGC's contract counterclaim
for failure to state a claim.

On April 20, 2012, j2 filed a complaint for patent infringement against IGC in the United
StatesDistrict Court for the Central District of California (the "Central District acfipasserting
infringement of the '638, '688, and '132 patents. CAny3. After IGC filed its contract claim in
this court on July 2, 2012, the Central District court stayed j2's patent case pesdingon of
IGC's contract claims here. In its answer@&&ls complaint, j2 filed counterclaims, asserting
infringement of the '638, '688, '066, and '132 pate2t®Answer12-18, Dkt. No. 43 IGC aaswered
this counterclaims witlbounterclains of its own, requesting declaratory judgment of invalidity,
unenforceability, noninfringement, implied license, and exhaustion with respechtofahe
patents in suitlGC Answerto Counterclaim ("IGC Answer,"Dkt. No. 45 at 11-33. IGC also
requests attorney's fees under 35 U.S.C. § 285, and "punitive damages in an amount to be
determined at tridl,Id. 153, 34 at line 11.

[I. ANALYSIS

j2 now moves to dismiss the claims for declaratory judgment of an implied liceshse an
exhaustion as well as the request for punitive damages. In order to survive a mosomgs di
under Federal Rulef Civil Procedurd 2(b)(6),IGC's complaint must contaenough facts to state
a claim that "is plausible on its faceBell Atl. Corp. v. Twombly550 U.S. 544, 554-557 (2007). A
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claim has facial plausibility when a court can drawasomable inference supporting the
allegations more than a mere possibility is requirgsshcroft v. Iqbgl556 U.S. 662, 677-78
(2009). A motion should be granted only if it appears beyond a doubt that the nonmoving pat
"can prove no set of facts imgport of his claim which would entitle him to relief, construing the
complaint in the lightmost favorable to [the nonmoving partyEdwards v. Marin Park, Inc456
F.3d 1058 (9th Cir. 2004).

Construing the complaint in the light most favorable to IGC, the court find§1{H&C has
sufficiently pledfacially plausible claims for an implied liceng@) IGC fails to allege a justiciable
controversy to support exhaustion, andI@E'srequest for punitive damages has no basis in lav
in fact and mast be dismissed.

A. Declaratory Judgment

j2 moves to dismiss two of IGC's claims for declaratory judgmaArfederal court, upon the
filing of an appropriate pleading, "may declare the rights and other Iég@bnsof any interested
party seekinguchdeclaration" in a case of actual controversy within the cqurtsdiction. 28
U.S.C. § 2201. A request for declaratory judgment must present a justiciable cogtnootrs
merely a dispute of abstract characteub. Serv. Comm'n of Utah v. Wycoff Co.,,IBd4 U.S.

237, 240 (1952) A justiciable controversy is one that is "real and substah#ialwell as'definite
and concrete, touching the legal relations of parties having adverse legadtsitédledimmune,
Inc. v. Genentech, Inc549 U.S. 118, 127 (2007).

The party requesting declaratory judgment must allege that theetsubstantial
controversj] between the pties" with "sufficient immediacy and realityBenitec Audt, Ltd. v.
Nucleonics, Inc.495 F.3d 1340, 1343 (Fed. Cir. 200The differencébetween an abstract
guestion and pusticiablecontroversy is "one of degree," and the court employs a totality of the
circumstances case under the facts alleged to determine if there is a substariarsynPrasco,
LLC v. Medics Pharm. Corp.537 F.3d 1329, 1336 (Fed. Cir. 2008).a patent cas@,court can
find a substantial controversy in a number of ways includhmgcreation of reasonable
apprehension of an infringement suit, demandshferright to royalty paymentsr attempts to
createa barrier to the regulatory approval of a produdt.at 1336-39.
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1. Declaratory Judgmentof an Implied License

IGC's counterclaims allege that Agreement of Understanding gave 1Gdphaed license to
the patents. Because j2 haseaies] a claim of infringement against IGGC's claim for
declaratory relief of an implied license is an actual -abstract controversy, which the court may
hear

An implied license signifies a "patentee'’s waiver of the statutory right bodexothes from
making, using or selling the patented inventiowang Labs., Inc. v. Mitsubishi Ele&sm, Inc,

103 F.3d 1571, 1580 (Fed. Cir. 1997). A license does not need any formal granting to give it

"any language used by the owner of the patenfrom which the other may properly infer that the

owner consents to his use of the patent in making or using it, or selling it, upon which the oth¢

acts" constitutes a licens®e Forest Radio Tek Tel. Co. v. United State273 U.S. 236, 241
(1927. Implied licenses can arise in a variety of wayduding throughacquiescence, conduct,
equitable estoppel and legal estopp#lang Labs.103 F.3d at 1580.

In its opposition, IGGrguest has an impliedicenseunder the theories of legal estoppel,
equitable estoppel, and acquiescence. |2 argues that because IGC's courtelglspecifically
mentions legal estoppel, IGC cannot argue for the others in its briefing. Hoaé&party does not
need to plead specific legal theories . . . as long as the opposing party receceeasntmtiwhat is at
issue in the lawsuit.'Elec. Const. & Maint. Co., Inc. v. Maeda Pac. Coif64 F.2d 619, 622 (9th
Cir. 1985) see alsdVang Lals, 103 F.3d 1571, 1580 (Fed. Cir. 1997) (the various ldgalries are
merelylabels, not different kinds of licensedGCs counterclaim igor an implied licenseand
therefore, it is free to argue that it has adequatiely facts that suppoan implied license under
any legal theory

An implied license by equitableteppel requires that(1) the patentee, through statement
or conduct, gave an affirmative grant of consent or permission to make, use, or sedllegtae
infringer; (2) the alleged infringer relied on that statement or conduct; artte(8)le¢ged ifringer
would, therefore, be materially prejudiced if the patentee is allowed to progdbatswlaim.”

Winbond Electronics Corp. v. Int'l Trade Comn262 F.3d 1363, 137dpinion corrected275 F.3d
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1344 (Fed. Cir. 2001¥. The first element requirahbat the alleged infringer has knowledge of the
patentee and its patem@ind must reasonably infer, based upon some communication, that the
patentee acquiesced to the allegedly infringing actividyat 1374.1GC sufficientlyalleges these
elements.IGC alleges that the Agreement of Understantiimgs an affirmative grant, that it relied
on the Understanding in continuing to operate its product, and thus, that it would be prejudice
proceeded with its claims. IGC Answer 1 129-1B6erefore|GC haspled a plausible claim of
implied licensebased on equitable estoppel.

j2 argues that it never acquiesced. It claims that that any delay in filing suit dan
interpreted as acquiescing because it was waiting on a patent reexaminatioen &iad discretion
to decide when to bring suij2 further argues thain 2006, one of j2's subsidiaries sued IGC for
patent infringement for patents not at issue in this laveswdtduring the litigation, in 2010, IGC
stated that it expected j2 would eventually sue based upon the patents at is&uBchiére extent it
is appropriate for the court to consider these factual arguments on a motioniss disey are
unconvincing.IGC has adequately alleged a communication that could form the basis for an
implied license and j2'allegedbehavior around the time of that communication could be
interpreted as acquiescing to the license.

Because an adequate counterclaim under one legal theory is adequate to defeatta mo

dismiss, the court does not need to consider IGC's other theories.

! As j2 points out, IGC, in its oppositiostatecthe wrong elements of an implied license by
equitable estoppellGC appliedthe elements for normaljuitable estoppel, which are different
from the elements for an implied license based upon equitable est§a@#\inbond Electrorus
262 F.3dat 1374 Wang Labs103 F.3d at 1581. Nevertheless, as explained, this I&€ged facts
sufficiently supportthe claim.

2j2 argues IGC's counterclaim for an implied license based on the Agreememtastanding is
merely a restatemé of IGC's breach of contract claim, which the j2 argues is pointlessly redun
and contrary to the agreement. j2, however, does not point to any authority suggesting that
counter-counterclaim cannot overlap with a party's original claim. The court prigvitatsucted

J2 to schedule an evidentiary hearing to determine the meaning of the Agreemadeddtinding.
J2 brought the present motion insteadtscannot complain about the interpretation of the
Agreement.

3j2 requests judicial noticef this document and an order in the Central District action, both of
which the court mayrpperly take judicial notice ofSee Reyn's Pasta Bella, LLC v. Visa USA, In
442 F.3d 741, 746 n.6 (9th Cir. 2006).
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2. Declaratory Judgment of Patent Exhaustion

j2 also moves to dismiss IGC's counterclaim for declaratory judgmentesftgehaustion.
The doctrine of patent exhaustion provides that the authorized sale of "antlhaticdebstantially
embodies a patent” exhausts the patent holder's rights and prevents them fromngpptsiisale
use of the article through the use of patent I@uanta Computer, Inc. v. LG Elec., INn653 U.S.
617 (2008)see also Jazz Photo Corp. v. Int'l Trade Com@a4 F.3d 1094, 1105 (Fed. Cir. 2001
("When a patented device has been lawfully sold in the United States, subsequent punttesger
the same immunity [as the seller possessed] undelotdiane of Patent exhaustith. IGC has the
burden of establishing a justiciable controversy such that jurisdictioncebxistiee time the claim
for declaratory relief was filed and that it has continued si&e® Benitea195 F.3d at 1344The

court finds that IGC does not sufficientliepdeither an authorized sale or a justiciable controver

The basis for IGC's exhaustion claim is unclear. Its counterclains gtaticthe covenant not

to sue in the Agreement of Understanding exhausted j2's patent rights. 1G@ées Arist1.

Howe\er, there is no allegation of a sale as required for patent exhaustion. In itsiopplisC

claims that it brings its exhaustion claim to protectitstomersbut suppliers only have standing to

request declaratory judgment on behalf of their custeih&(a) the supplier is obligated to
indemnify its customers from infringement liability, or (b) there is a controvmsyeen the
patentee and the supplier as to the supplier's liability for induced or contyimftorgement based
on the alleged &s of direct infringement by its customerftris Group, Inc. v. British
Telecommunications PL®&39 F.3d 1368, 1375 (Fed. Cir. 2011). Furthermore, there must be &
actual threat of litigation against thastomers Id. Fear of economic injury alone is not sufficient
to confer standing for declaratory judgmeld. at 1374-75.

IGC alleges that j2 sent a cease and deist to IGC'scustomer Meixler Technologies in
2009. BEven if this letter was enough to create a justiciable controviE@€§y/hasnot sufficiently
pled that theyverecontractually obligated to indemnileixler or thatiIGC has aeasonable
apprehension of being sued for induced or contributory infringement based upon Mactieris.

Therefore, IGC's claim for declaratory rellesed on patent exhaustion is dismissed.
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B. Punitive Damages

j2 moves to dismiss IGC's claim for punitive damages on the dritnah tort damages are
not authorized bpatent law.Patent laws provide specific remedies for deterring unreasonable
egragious conduct in enforcing and infringing pater&e35 U.S.C. 88 284-85 (providing for
enhanced damages up to three times the amount necessary as compensation astfe¢®iney
exceptional cases).

J2 is not requesting the court dismiss IGC's request for § 285 damages, but rather mov
dismisslGC'sadditional request for "punitive damages in an amount to be determined at trial"
extent the request is separate from its 8§ 285 reqi@stAnswer34. Because IGC falils to provids
any legaauthority to support additional punitive damages the court dismisses the rejnest w
prejudice.

lll. ORDER

For the foregoing reasons, the court gramgart and denies-part j2's motion to dismiss.
The courtGRANTS j2's motion as to IGC&unterchim for exhaustion and does so without
prejudice. The court DENIES j2's motion as to IGC's counterclaim for arepiense. The
court GRANTS j2's motion to dismiss the claim for punitive damages beyond those aatthyrg
285. IGC has thirty days which to amend its counterclaims for declaratory relief based upon

exhaustion if it can do so in good faith.

Dated: June 28, 2013 &W}” A@&

RONALD M. WHYTE
United States District Judge
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Case M. C-12-3434RMW -8-
SW/Ju

and

ng t

to tt




	I.      BACKGROUND
	II.   ANALYSIS
	A.   Declaratory Judgment
	1.   Declaratory Judgment of an Implied License
	2.   Declaratory Judgment of Patent Exhaustion

	B.    Punitive Damages

	III.   ORDER

