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v. Versata Software, Inc. et al Doc. 1

UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF CALIFORNIA
SAN JOSE DIVISION

XIMPLEWARE, INC,, Case N05:13¢v-05161PSG

Plaintiff, ORDER GRANTING -IN-PART
DEFENDANTS’ MOTION STO
DISMISS

V.

VERSATA SOFTWARE INC., et al.,
(Re: Docket Nas. 89, 90, 91, 93)
Defendart.

N N N N N e e e

Justified or not, customers usually do not take kindly to being sued by their suppliers. 4
so wherDefendant Versata Software, Inc. susccustomeDefendant Ameriprise Financial, Inc.
for breach of a software licens&meriprise was not content meratydefend itself Ameriprise
instead reacheadut to Plaintiff XimpleWare, Ingnot only to support its defense but also to inforr
XimpleWare that it had discovered XimpleWare’s source code throughoutt&/eB&M product,
in violation of Ximpleware’s GlU General Public Licenske XimpleWaredid not, however, direct
its fire against Versata alonXimplewarefiled this suit againdboth Versata andmeriprise as

well as other Versata customeafleging infringement of Ximpleware's patefts.

! SeeDocket No 88, at ] 61.

2|d. at 1 6264.

62. Inthe summer of 2013, XimpleWare learned of a Texas lawsuit between Defendants
Versata and Ameriprise over a contract dispute (the “Texas Litigation”).
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The cout previously dismissed Ximpleware’s complaint, but with leave to amend. Now
before the couris another round afotions to dismiss Ximpleware’s operatie@mplaint, brought
by Defendant&/nited HealthCare Services, IiicWaddell & Reed Financial, Iné.Pacific Life
Ins. Co., Metropolitan Life Ins. Co., Wellmark, Inc. and Aviva USA Commd Versata Software,
Inc., Trilogy Development Group, Inc. and Auf®aftware Inc. (the “Versata Defendants®).

Themotions ar&SRANTED, but onlyIN-PART.

l.

The Patent Act recognizes nostone form of infringement, but several.

There is direct infringement.Irf order to be liable for direct infringement, an accused
infringer must make, use, offer to sell, or sell a product embodying the patentgdideke
United States, or import such a product into the United Stat@s facilitate pleadinglirect
infringement, Congress included in the Federal Rules of Civil Procedure a spwaificdmplaint:
Form 18. “Form 18 sets forth a sample complaintfogct patent infringement and requirésy
an allegation of jurisdiction; (2) a statement that the plaintiff owns the patentst@peaent that

defendanhas been infringing the patdm¢ making, selling, and usirtge device embodying the

63. According to documents filed in the Texas Litigation, Versata licensed it DC
software to Ameriprise until Ameriprise attempted to write its own software using
programmers in India to replace the Versata proddetsata then sued for
misappropriation, among other claims.

64. During the prosecution of the Texas Litigation, Aiprege informed XimpleWare that

it had discovered portions of XimpleWare’s Source Code in the source code of gersata
DCM product, and with said XimpleWare Source code, none of the conditions of the GPL
license had been methere was also no evidenceasfy commercial license from
XimpleWare and no reproduction of XimpleWare’s copyright notice in VersataM DC
product.

% SeeDocket No. 89.
* SeeDocket No. 90.
> SeeDocket No. 91.
® SeeDocket No. 93.

’ Alibaba.com Hong Kong LTD v. P.S. Produtis,, Case No10-04457, 2012VL 1668896 at
*3 (N.D. Cal. May 11, 2012(citing 35 U.S.C8 271(a).
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patent (4) a statement that the plaintiff has given the defendant notice of its imframgeand (5) a
demand for an injunction and damag&s=ed R. Civ. P. 84 provides: “the forms in the Appendix
suffice under these rules and illustrate the simplicity andtgréhat these rules contemplate.”
“Rule 84, combined with guidance from the Advisory Committee Notes to the 1946 amendme
Rule 84, makes clear that a proper use of a form contained in the Appendix of Formgegffecti
immunizes a claimant from attaokgarding the sufficiency of the pleaditiyBut “Form 18 in no
way relaxes the clear principle of Rule 8, that a potential infringer be placedios ofovhat
activity or device is being accused of infringemefit.

There is induced infringement. 86S.C. § 271(b) provides that whoevexctively induces
infringement of a patent shall be liable as an infringer.” “Unlike directngéiment, induced
infringement is not a strict liability tort; it requires that the accused inducer act waividage that
the induced acts constitute patent infringeméhtAlthough inducementréquires that the alleged
infringer knowingly induced infringement and possessed specific intent to encaan@ger’s

1

infringement:? it “doesnot require that the induced party be an agent of the induber acting

8 K-Tech Telecommunications, Inc. v. Time Warner Cable, Tdd. F.3d 1277, 1283
(Fed.Cir. 2013) (quotingVicZeal v. Sprint Nextel Corpp01 F.3d 1354, 1357 (Fedir. 2007).

?1d. (citing In re Bill of Lading 681 F.3d at 1334).

101d. at 1284.

It logically follows that a patentee need only plead facts sufficient to placdebedl

infringer on notice as to what he must defeBee Bell Atlantic127S. Ct. at 1971 n.10
(stating “[a] defendant wishing to prepare an answer in the simple fagtrplaid out in

Form 9 [in the Federal Rules of Civil Procedure] would know what to answer; a defendant
seeking to respond to plaintiffs’ conclusory allegagion. would have little idea where to
begin.”). Thus, a plaintiff in a patent infringement suit is not required to specifically
include each element of the claims of the asserted p&iest.e.g., Phonometrics, Inc. v.
Hospitality Franchise Sys., In203 F.3d 790, 794 (Fe@ir. 2000).

1 Akamai Technologies, Inc. v. Limelight Networks,, 1682 F.3d 1301, 1308 (Fed. Cir. 2012)
(citing Global-Tech Appliances, Inc. v. SEB $1¥81 S.Ct. 2060, 2068 (2011)¢v'd on other
grounds 134 S.Ct. 2111 (2014).

12DSU Med. Corp. v. IMS Gai71 F.3d 1293, 1306 (Fe@ir. 2006) (internal quotation marks
omitted).
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under the inducer’s direction or control to such an extent that the act of the inducedupdy c
attributed to the inducer as a direct infrinj&t.“It is enough that the inducer causes, urges,
encourages, or aids the infringing conduct and that the induced conduct is carriéd out.”

“An important limitation on the scope of induced infringement is that inducement gees
to liability only if the inducement leads to actual infringemeFtat principle, that therean be no
indirect infringement without direct infringement, is wedttled’ > “The reason for that rule is
simple:[t] here is no such thing as attempted patent infringement, so if there is no infimgeme
there can be no indirect liability for infringeent” 1°

And then there is contributory infringement. “Contributory infringement occarp#rty
sells or offers to sell, a material or apparatus for use in practicing a patestedsp and that

‘material or apparatus’ is material to practicing theemvon, has no substantial noriringing

uses, and is known by the party “to be especially made or especially adaptedticaruse

13 Akamaj 692 F.3cat 1308. The Supreme Court recently reversed the Federal Circuit's opinio
Akamai Seelimelight Networks, Inc. v. Akamai Technologies,,|h84 S. Ct. 2111 (2014)n
Limelightthe Supreme Court rejected the Federal Circuit’'s conclusidkamai“that a defendant
can be liable for inducing infringement under § 271(b) even if no one has committed direct
infringement withinthe terms of § 271(a) (or any other provision of the patent laws), because
direct infringement can exist independently of a violation of these stajutovisions: Id. at

2117. The Court assumed without deciding that the Federal Circuit correctiy Mudiauction
that direct infringement of a method patent requires that the method'’s steps tribatable to

the same defendarand concluded that the Federal Circuit's expansive conception of inducem
liability ran afoul ofMuniauction’ssingle-actor ruleld. (citing Muniauction, Inc. v. Thomson
Corp., 532 F.3d 1318, 1329-1330 (Fed. Cir. 2008)Itimately, Limelightis relevanthere for its
reaffirmation ofthe established and undisputed proposition that “where there has been no dirg
infringement, there can be no inducement of infringement under § 27i(b).”

14 Akamaj 692 F.3cht 1308 (quotations omittediciting Arris Grp., Inc. v. British Telecomms.
PLC, 639 F.3d 1368, 1379 n.13 (F&ir. 2011)) see also Tegal Corp. v. Tokyo Electron,24.8
F.3d 1376, 1379 (Fedir. 2001).

15 Akamaj 692 F.3cht 1308 (citing Deepsouth Packing Co. v. Laitram Cqr06 U.S. 518, 526
(1972);Aro Mfg. Co. v. Convertible Top Replacement,365 U.S. 336, 341 (19615tenry v.
A.B. Dick Co,224 U.S. 1, 12 (1912)).

181d.
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infringement of such patent™ “In order to succeed on a claim of contributory infringement, in
addition to proving an aof direct infringement, platiff must show that defendant ‘knew that the|
combination for which its components were especially made was both patented agahgifand
that defendant’'s components have ‘nbstantial norinfringing uses.™?

XimpleWaredesigns, develops, and distributesnputer softwaré? According to its
complaint,XimpleWarespent over a decade developaryl fine-tuning its copyrightesbftware
product, known as “VTDXML” or “VTD XML Extended” (collectively, the “Product”), which
reads and parses XML code more efficiently and faster than alternative XMitpdfficiency
and speed are critical in many applications of XML, especially in large scalpresgetata
interchange applications where entire server computers are dddictndling streams of XML
data®® If XML data can be processed faster, then fewer servers are needed, less leased spag
data centers is needed for those servers, and less energy is required to povserthose-
altogether greatly reducing computingeds and cosfs.

XimpleWare made the business decision to licéhe@roduct and related source code

under an “open source” license known as the GNU General Public License vef$iétL?) .

The GPL requires, among other things, that: (1) any changes made tdelmaoy notices stating

7In re Bill of Lading Transmission & Processing Sys. Patent Lii§1 F.3d 1323, 1337
(Fed.Cir. 2012);see35 U.S.C. § 271(c):

Whoever offers to sell or sells within the United States or imports into the United &tate
component of a patented machine, manufacture, combination or composition, or a materig
or apparatus for use in practicing a patented process, constituting a mateoatta

invention, knowing the same to be especially made or especially adapted for use in an
infringement of such patent, and not a staple article or commodity of commerbéesiaita
substantial noninfringing use, shall be liable as a contributory infringer.

18 Cross Med. Products, Inc. v. Medtronic Sofamor Danek, 422 F.3d 1293, 1312
(Fed.Cir. 2005) (quotingsolden Blount, Inc. v. Robert H. Peterson ,G%5 F.3d 1054, 1061
(Fed. Cir. 2004)).

19 SeeDocket No. 88, at 1 2—-3.

20 5ee id.

21 Seeid.
5
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that the files were changed, and the dates of all changes; (2) any code createegdfddm GPL
protected code must also be licensed under the GPL; (3) copyright notices mtust gisplay
when the code is run; and (4) when distributed, the program must be accompaniedhbypietec
machinereadable source code.All four conditiors must be met® and he GPL requires strict
compliance?*

XimpleWare s the owner of all right, title, and interestviariouspatents related to the
Product and related source code, including U.S. Patent Nos. 7,133,857, 7620,652, and 7761
The '857 Patent, filed in 2002 and issued in 2006, is titled “Processingusédi®©ata,” and
contains 43 claims (including 7 independent claims) covering methods, apparatdggegaam
storage devices for “efficiently processing a structured data file” bciégitly processing
structured data”—including XML. The ‘652 Patent, filed in 2006 and issued in 2009, contains
claims (including 8 independent claims) for methods, apparatuses, and progesya d&vices,
and focuses on efficiently processing structured data like XWhe ‘459 Patent, filed in 2006 and
issued in 2010, contains 24 claims (including 4 independent claims) for methods, apparatuse
hardware devices, and program storage devices, and again focuses on effioeatgipg
structured data like XML.

Like Ximpleware, Versata is in thaibiness of softwareTrilogy acquiredvVersatain 2006,
and in 2013 the combined entity merged with Auffed\s mentioned abovéymeripriseis a

Versata customerUnited HealthCare, MetLife, Wellmark, Waddell & ReaddAviva

22 seeDocket No. 18-1.

23 seeDocket No. 88, at 1 34.

?*See idat 1 36-39.

*See idat]] 50-51.

*®See idat 1 4-6. 3
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(collectively, the “Customer Defendantsare allbelieved to be customers of Versata and Trilogy
as well*’
XimpleWare'sfirst amended complaissertealaims for (1) direct infringemenof the
‘852, ‘459 and ‘657 patents under 35 U.S.C. § 27a¢@jrstall the defendant® (2) willful
infringement ly the Versata Defendants; (8pth inducement under 35 U.S.C. § 271(b) and
contributory infringement under 35 U.S.C. § 271{apainst Versata and its corporate parents
Aurea and Trilogy; and (4) declaratory relief that the asserted patentsidrancaknforceabl&

Thecourt dismissed the following claims in the FAC: (1) direct infringement against ea
Customer Defendant; (2) inducement and contributory infringement against saa/er
Defendants; and (3) that the Versata Defendants’ infringement Was.#i However, the court
found that Ximplewaréad adequately alleged direct infringement against Ameriprise and the
Versata Defendants, and denied Defendants’ motions to dismiss as to thes&*claim

In dismissing thelirect infringement claimghe court found that whereas mere use of
XimpleWare’s patented source code is explicitly permitted under the tdrting GPL, unlicensed

distribution of the source code to unrelated third parties i&natcordingly, the court concluded

that in order to agst patent infringement against the CustomefieDaants in this case,

?"See idat 7 9-15.
28 SeeDocket No. 18, at 1 74-90.
29 Ximpleware’ssecond claim for relief is for “inducing patent infringemeitd."at § 91-98.
Although the complaint cites only the U.S. Code section for inducement—35 U.S.C. § 271(b)-
Ximplewareappears to allege contributory infringement against the Versata Defeagaméll.
Seed. at 1 95, 97.
%'See idat 11101-105.
31 SeeDocket No. 85at 11-13.
% 1d.
*1d. at 9-10.
7
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Ximplewaremust allege that the Customer Defendants distributed XimpleWare’s software to
unrelated third partie¥’

The court dismissedimpleware’sindirect infringement claims on twa@unds. First, the
court found thathe FAC failed to allege that Versata knew of the patents inasuis required for
claims of both inducement and contributory infringenf@nSecond, alaim for indirect
infringement requires an underlying act of direct infringement by anothgr f@etause
Ximplewarefailed to adequately allege direct infringement against all Customer Refesnche
court dismisse&Ximpleware’sderivativeindirect infringement claimg®

In accordancevith the leave granted, Ximpharefiled asecond amended complaffit.
The SAC contains the same claims as the FAC, and adds a request for declaratay teethe
scope of the GPL and that any purported patent license granted to Defendant&i®inval

Defendants responded to the Siith four motions to dismis$,
I.

This court has subject matter jurisdiction under 28 U.S.C. § 1338. The parties have

consented to magistrate judge jurisdiction pursuant to 28 U.S.C. 8§ 636(b) and Fed. R. Civ. P.

72(

A complaint must contaita short and plain statement of the claim showing that the pleader

is entitled to relief.*® When a plaintiff fails to proffer “enough facts to state a claim to relief tha

plausible on its face,” the complaint may be dismissed for failure to stitiEnaupon which relief

¥ 1d.

*1d. at 13-14.

%1d. at 13.

3" Docket No. 88.

¥ Seeid. at 17 115, 116.

%9 Docket Nos. 89, 90, 91, 93.

“CFed. R. Civ. P. 8(a)(2). .
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may be granted® A claim is facially plausible “when the pleaded factual content allows the col
to draw the reasonable inference that the defendant is liable for the miscondect. AfleUnde
Fed. R. Civ. P. 12(b)(6), temissal carbebased on the lack of a cognizable legal theory or the
absence of sufficient facts alleged under a cognizable legal tHEowHen resolving a Rule
12(b)(6) motion, the court accepts all factual allegations in the complaint &8 igmissal with
prejudice and without leave to amend is appropriate if it is clear that the coihgplald not be
saved by amendmeftt.

Defendants move to dismiXsmpleware’s (1) direct infringement claims against the
Customer Defendants; (2) inducemant contributory infringement claims against the Versata
Defendants; (3) willful infringement claims against all paréesept Ameripriseand (4) request
for declaratory relief from the court as to the validity of the patents irasdithe scope of the
GPL."® The court addresses each in turn.

A.

The Customer Defendants each move to dismiss XimpleWalaissof direct
infringement on the basis that XimpleWare has failed to plead facts showinigutistriof the

DCM software by any Customer Defendant

“1 Bell Atlantic Corp. v. Twomb)\650 U.S. 544, 570 (2007).
2 Ashcroft v. Igbal556 U.S. 662, 663 (2009).
3 Balistreri v. PacificaPolice Dep’t 901 F.2d 696, 699 (9th Cir. 1990).

4 SeeHannan v. Maxim Integrated Products, In894 F. App’x 434 (9th Cir. 2010) (citing
Knievel v. ESPN393 F.3d 1068, 1072 (9th Cir. 2005)).

> SeeEminence Capital, LLC v. Asopeon, Ir216 F.3d 1048, 1052 (9th Cir. 2003).
6 As Ameriprise did not move to dismiss the SAC, none of XimpleWare’s claimssagai
Ameriprise are at issueNor is Ximpleware’s clainof direct infringement against thee¥sata
Defendantxontested by any party the motions befe the court

9
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In dismissing XimpleWare’s claims for direct infringement against the Customer
Defendants in theAC, the courtheld that regardless of the actions of the Versata Defendants,
under the GPIthe Customer Defendants eachtéin the right to use XimpleWare’s software so
long as the customer does not itself breach the licensgidtsibuting XimpleWare’s softwarg*’
Unchanged in the SAC is XimpleWare’s allegation that the Customer Defenddntsg&drand
continue to willfully infringe the Patents by using the infringing Vexrsabducts.*® As use is

expressly permitted under the GPL, the court’s conclusion on this point is kkemghangedhe
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47 seeDocket No. 88at 9-10; see alsdDocket No. 18-1, Ex. 1 at |1 0-2, 4:

48 Docket No. 88, at 1 84f. Docket No. 18, at ¥ 84.
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0. Activities other than copying, distribution and modification are not covereddy thi

License; they areutside its scope. The act of running the Program is not restricted, and the

output from the Program is covered only if its contents constitute a work based on the
Program (independent of having been made by running the Program). Whetherdeat is t
depends on what the Program does.

1. You may copy and distribute verbatim copies of the Program’s source code as you
receive it, in any medium, provided that you conspicuously and appropriately publish on
each copy an appropriate copyright notice and disclaimer of warranty; kaefpaihthe
notices that refer tthis License and to the absence of any warranty; and give any other
recipients of the Program a copy of this License along with the Program.

You may charge a fee for the physical act of transferring a copy, and yoat iy@ur
option offer warranty protéion in exchange for a fee.

2. You may modify your copy or copies of the Program or any portion of it, thus forming &
work based on the Program, and copy and distribute such modifications or work under thg
terms of Section 1 above, provided that you ateet all of these conditions:

a) You must cause the modified files to carry prominent notices stating that you
changed the files and the date of any change.

b) You must cause any work that you distribute or publish, that in whole or in part
contains or is derived from the Program or any part thereof, to be licensed as atwhole
no charge to all third parties under the terms of this License.

c) If the modified program normally reads commands interactively whegyaoun,

must cause it, when started running for such interactive use in the most ordinaty way
print or display an announcement including an appropriate copyright notice and a notid
that there is no warranty (or else, saying that you provide a warranty) andehst

may redistribute the pgram under these conditions, and telling the user how to view a
copy of this License. (Exception: if the Program itself is interactive butrdues

normally print such an announcement, your work based on the Program is not requireq
to print an announcement.)

4. You may not copy, modify, sublicense, or distribute the Program except as expressly
provided under this License. Any attempt otherwise to copy, modify, sublicense ibutistr
the Program is void, and will automatically terminate your rights uthgeLicense. However,
parties who have received copies, or rights, from you under this License will nahkave
licenses terminated so long as such parties remain in full compliance.

10
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SAC fails to state a claim for direct infringement against the CustomenBefits based on their
use of XimpleWare’s code includeudthe DCM software.

While use is unrestricted under the GPL, distribution is*hdthe GPL permits distribution
only if the distributing party satisfies several specific conditions, incluaingng other things
including copy of the GPL along with the distributed progranT.he court previouslield that
XimpleWare had adequately alleged the Customer Defendants failed to $egisbntitions for
distribution of XimpleWare’s softwareAccordingly,the “only real issue to resolV&vas “whether
XimpleWare has sufficiently alleged that its software Wastributed by the customers when they
shared the software with their independent contractors, franchisees, and prothudées tourt
further heldthat Ximplewarehad not, and dismissed its claims against the Customer Defendan
However, the court granted XimpleWare leave to amend to cure this tfefect.

In the SAC, XimpleWare nowlleges that each Customer Defendant uses the DCM
software in a wayhich benefits a third party, non-employee, or other unrelated 8htitpr
example, XimpleWare points to a recentQ@uarterly report filed with the Securities Exchange
Commission by Defendant Metropolitan Life which states that Metropolitaneimased into
various agreements with affiliates for services necessary to condustiviges[, which] include
personnel, policy administrative functions and distribution serviteXimpleWare alleges, on

information and belief, that these affiliates “#ne beneficiaries of the DCM software, which

9 seeDocketNo. 18-1, Ex. 1 at 11 0-2, 4.
1d. at 1 2.
*1 Docket No. 85, at 10.
2|d. at 14.
3 SeeDocket No. 88, at | 75-81.
*\d. at 7 77.
11
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calculates their compensatiofr."The SAC includes a similar allegation for each Customer
Defendant?®
Thesenew allegations an@sufficient to support a claim for direct infringeméhtin
dismissing the FAC, the court specifically held that in order to bring a clathnedt infringement
against the Customer Defendants, XimpleWare must allege distribution of ¢éinéeplagoftware in
violation of the GPL® WhatXimplewarealleges in the SAC is use by the Cusés Defendants
which benefits some unrelated third parBut the GPL expresslygomits use oGPL-licensed
code®® Whether ahird party benefits fronsuchuse is irrelevant, and in any case the court fails
imagine a situation where use of GRtensal software benefits no third party whatsoever
sum, allegationsf use and third-party benefit are not a substitute for allegations of distribution
BecauseXimplewarehas failed to allege facts showing distribution by the Customer
Defendants of thegtented software to unrelated third parties SA€ fails to state a cause of

action for direct patent infringement against the Customer Defentfants.

*°1d.

*° Seeid. at 11 75-81.

°" See, e.g.Docket No. 90, at 6-8.

% Docket No. 85, at 9-10.

%9 SeeDocket No. 18-1, Exl at § 0 (The act of running the [licenseBfogram is not restrictei.

% XimpleWare also raises the new argument in the SAC that the GPL providegnblipanse to
users of GPHicensed softwareDocket No. 88, at { 40. In its prior order, tiwairt held that: (1)
XimpleWare's software is licensed under the GPL; (2) the downstream usesigmevin GPL
sections 4 and 6 authorize Customer Defendants to use XimpleWare’s softwa®);targh¢w
infringement, XimpleWare must show unlicensed distribution by the Customendaeifis to an
unrelated third partySeeid. at 9-12. XimpleWarewas provided leave to amend its complaint to
cure the deficiencies identified by the coutin this issue, that meant amending the complaint tg
include factual allegations showing distribution by the Customer Defenddetause Plaintiff
neither sought leave to assert new claims nor moved for reconsideration of treepreuvibus
order, this new argument is unavailing.
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B.

The SAC alleges both inducement and contributory infringement against the Versata
Defendantsandbase each clainon XimpleWare’s direct infringement claims against the
Customer Defendanfs. As the court noted in its previous order, no claim for indirect infringem
may lie in the absence of direct infringemé&Because the court finds that the SA@sfto state
a claim for direct infringement against all Customer Defend#ms;orresponding derivative
indirect infringement claims also faillThusall that remains are XimpleWararisdirect
infringement claims for inducement and contributory infringement based @mniguse’s direct
infringement.

1.

“Liability [for induced infringement] under 8§ 271(b) requires knowledge that the idduce
acts constitute patent infringemefit."The specifi¢‘intent necessary to induce infringement
requires more than jusitent to cause the acts that produce direct infringentéeyond that
threshold knowledge, the inducer must have an affirmative intent to cause diiageimient.®
In their motion to dismiss the SAC, the Versata Defendants conterttieifaAC fails to allege
that the Versata Defendarggecificallyintended to cause direct infringement by the Customer
Defendants.

To induce another party infringe a patent requires knowledge of the paterftitselfs
previous order dismissing the FAC, the court found XaapleWare had not alleged the Versata

Defendant’s knowledge of the contested patents, and dismissed the inducemenindiagn

%1 Docket No. 88, at 11 103-109.
%2 Docket No. 85, at 13.
% n re Bill of Lading 681 F.3d at 1339.
% DSU Med. Corp.471 F.3d at 1306.
% Seeid. at 1303.
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entirety®® In the SAC, XimpleWare now allegesn information and belief, that “both Versata an
Ameriprise knew about the XimpleWare Patents [before XimpleWare filed aadhave been on
at least inquiry notice since Ameriprise’s assertion against Versata in tas diggation of
defenses based on XimpleWare’s contractual and copyright deféAsBse’ SAC also alleges that
“XimpleWare uses the patent numbers on its Product and in its documentation to givarattua
constructive notice of the existence of XimpleWare patefitsithoughminimal, at the pleadgs
stagethe court findghese allegationsufficient to demonstrate the Versata Defendants’ knowled
of the patents in suff

Beyond the initial hurdle of showing that a defendant was aware of the asségtedtpa
state an inducement claim a comptamustalsocontain facts showintpata defendant specifically
intended its customers to infringe the patarsuit.”

As discussed above, the Customer Defendants are fuseXampleWare software under
the GPL. To state a claim for direct infringement by the Customer Defendants XimpeMieat
allegedistributionin violation of the GPL.Likewise,to adequately allege inducement by the
Versata Defendants, the SAC must contain factual allegations that give theeplausible
inference thathe Versata Defendants specifically intended the Customer Defenddigsitmite
the DCM software.

In the SAC, XimpleWare alleges thahe Versata Defendants . . . have knowingly aided,

abetted, and actively induced” thestomer Defendants to infringe XimpleWare’s patéht8ut

% Docket No. 85, at 13.
" Docket No. 88, at 1 68.
%8 1d. at{ 58.

%9 Merritt v. Countrywide Fin. CorpCase No. 09-17678, 2014 WL 3462097, at *2 (9th Cir. July|
16, 2014) (“Pleading on ‘information and belief’ in appropriate circumstancesditswth the
spirit of the rules.”) (citation omitted).

°DSU Med. Corp.471 F.3d at 1306.
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the story XimpleWare tells in the SAC is that the Versata Defendants iogdeXVare code,
incorporated it into their own DCM software, and sold this software to the Cusbeferdants
for their avn use’® Nothing in the SAC supports therther conclusion that the Versata
Defendants specifically intended that their customers would distribute thedd@ware
containing XimpleWare’s code. In fact, XimpleWare’s allegations suglesipposite.The SAC
alleges that the Customer Defendargethe DCM softwae to calculate the compensation of third
party “affiliates"—the “beneficiaries of the DCM softwaré® Why would the Customer
Defendants distribute the software they use to calculate the coatipansf certain nommployee
affiliates to those affiliatesAnd more importantly, why would the Versata Defendants wish the|

to do so?

m

Ultimately,the SAC alleges neither distribution by the Customer Defendants nor even that

the Versata Defendants int#ed the Customer Defendants to so distribiitee allegations in the
SAC show that the Versata Defendants intended the Customer Defendants to dagdimegttie
GPL expressly permisuse the licensed softwar8ecause the SAC fails to set forth facts
showing that the Versata Defendants intended the Customer Defendants (atidutapa
Ameriprise the only party for whom XimpleWare has adequately alleged distributahstribute
the DCM software, the SAC fails to state a claim for inducement.

2.

“Contributory infringement occurs if a party sells or offers to sell, amahta apparatus

for use in practicing a patented process, and that ‘material or apparataseisahto practicing the

I Docket No. 88, at { 105.
25eeid. at 1 64 71.

3 Sedd. at77-81.
15
Case No. 5:18v-05161PSG
ORDER GRANTINGIN-PART DEFENDANTS’ MOTIONS TO DISMISS




United States District Court
For the Northern District of California

© 00 N o o b~ wWw N Pk

N N N N N DN DN NN R R R R R R R R R R
0o N o 0N WN P O ©OW 0o N O 0N WwWN B O

invention, has no substantial non-infringing uses, and is known by the party ‘to be lgspedea
or especially adapted for use in an infringement of such patént.”

The court previously dismissed XimpleWare’s contributory infringement slaecause
the FAC failed to allege knowledge of the patents in suitetause “XimpleWare [had] not
‘plead facts that allow an inference that the components sold or offeredefdrasal no substantial
non-infringing uses.”™ Although as discussed above the SAC adequately alleges knowledge
the XimpleWare patents, thé\& contains no facts showing that DCM has no substantial non-
infringing use.

In response to the court’s dismissal of its contributory infringement ckimpleWare
added the following to the SAC: “Because the XimpleWare Patents cover ithalg@ithms ad
functionality of VTD-XML, and because VTEXML implements the XimpleWare Patents, there
are no substantial non-infringing uses of VKL.” ® This allegation is insufficient to plead
contributory infringemenbecausehe accused product is DCM, not VTOMX.. VTD-XML is
XimpleWare’s produgtparts of which were allegedly incorporated by the Versata Defendamts i
DCM. It does not necessarily follow that because VTD-XML as no non-infringing 0s&M
must as well.XimpleWare never alleges that DCM canbetused without using the parts of

VTD-XML incorporated in DCM, or that DCM cannot be used without infringing the patents in

"1n re Bill of Lading 681 F.3d at 1337The knowledge requirement for contributory
infringement is identical to that fanducementSeeGlobal-Tech Applianced 31 S. Ct. at 2068.
The SAC satisfies the knowledge requirement for pleading contributory infringeiorethe same
reasons it does for inducement.

> Docket No. 85, at 14 (quotirig re Bill of Lading 681 F.3d at 1337).

® Docket No. 88, at { 104.
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suit.”” In short, whether or not VTD-XML has any substantial iTdringing uses is a different
guestion from whether or nBt(CM does.

Because the SAC does not allege that the accused pre@@il—has no substantial non-
infringing uses, XimpleWare’s claim for contributory infringement must be dsedis

C.
Although the Versata Defendants state inrtheticeof motion to dismiss the SAC that
they will move to dismiss XimpleWare’s willfulness claim, they fail to raise the issue in tihenmo

itself.”®

The court finds that the Versata Defendants bave forfeitedhis argument.Regardless,
were the court to reach the issue of wilties, the Versata Defendants’ motion would be denied
“[w] ithin the Northern District, to sufficiently plead a claim for willful infringemenpagéentee
must make out the barest factual asserticknofvledge of an issued patent."As discussed
above XimpleWare has cleared this hurdle.

D.

The SAC seeks a declaratory judgment ttfa) XimpleWare'’s asserted patents are vafid;

(2) the GPL confers no patent licerféeand (3 anypurported grant of a patelitense by one

" The Federal Circuit is clear th§flor the purposes of contributory infringement, the inquiry
focuses on whether the accused products can be used for purposes other than emfringena
Bill of Lading 681 F.3d at 1337.

® SeeDocket No. 93, at 1.

¥ Robert Bosch Healthcare Sys., Inc. v. Express MD Solutions,C&€2 No. 12-0068, 2012 WL
2803617, at *3 (N.D. Cal. July 10, 2012)ting IpVenture, Inc. v. Cellco P’shjfcase No. 10-
4755, 2011 WL 207978, at *2 (N.@al. Jan21, 2011).

80 Docket No. 88, at 1 114.

811d. at q 115.
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deferdant to another is invalitf Because eacbf these requests lacks a legafactual basis, the
SAC fails to state a claim for declaratory reftéf.

XimpleWare’s first requedss improper because‘declaratoy judgment of patent
validity . . . is not a viableause of action® A defendant may seekdeclaration of invalidityas
an affirmative defense to a charge of patent infringenentno corresponding affirmative cause
of action is available to XimpleWaf@ Patents are presumed validder 35 U.S.C. § 28%. In
this case a defendant has challenged the validity of the asserted patents, and consequently
declaration as to their validity would amount to an improper advisory opihidmcordingly,
XimpleWare’s request for a declaratory judgment that the asserted paterabcaneust be
denied.

Ximplewareés request for declaratory relief the SAC also fails to me#te statutory
requirements for a declaratory judgme8 U.S.C. 8 2201 authorizes federal courts to declare
rights and legal relations only in cases of “actual controvéfsyut XimpleWare cannot point to

any controversy which existed the time the complaint was filed in this c8%dn defense of its

821d. at ] 116.

83 XimpleWare failed to identify the statutory basis for its declaratory relief claismequired by
Rule 8(a) SeeFed. R. Civ. P. 8(af* A pleading that states a claim for relief must contéih“a
short and plain statement of the grounds for the court’s jurisdiction . . . .”).

84 Semiconductor Energy Lab. Co. v. Nagat@6 F.3d 1365, 1370 (Fed. Cir. 2013).

8 Brooks Mfg. Co. v. Dis-Tran Wood Prods., LI@seNo. 11-0309, 2012 WL 1099760, at *4
(W.D. Wash. Mar. 30, 2012) (dismissing request for declaratory judgment of validdayde“the
court has uncovered no case in which a patentee seeks a declaration of valicatys¢Bhe]
patent is presumed .valid, [the comaint] essentially seeks a declaration as to the status quo.

835 U.S.C. § 282(g) A patent shall be presumed valjd.

8" MedIimmune, Inc. v. Genentech, [f#19 U.S. 118, 127 (200¢A] n opinion advising what the
law would be upn a hypothetical state of facts” does not satisfy the-acasentroversy
requirement).

818 U.S.C. § 2204).

8 Matthews Int’l Corp. v. Biosafe Eng’g, LL695 F.3d 1322, 1328 (Fed. Cir.
2012)(“The party seeking to establish declaratory judgment jurisdiction Ibedbsitden of
18
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declaratory relief claims, XimpleWare simply contends that the instant motidinsncss are
themselves dficient to give rise to an actual controverS8yHowever, as Defendants point out, if
this were true, no defendant could ever challenge a declaratory judgmenbactiginject matter
jurisdiction grounds” It is for this very reasothatcourts requir@n actual controversy “at the
time the claim for declaratory relief is filed® Because no such controversy existed at the time the
instant complaint was filed, the SAC fails to statealidclaim for declaratory relief.

E.

XimpleWarecontendsghat it stould be granted leave to amend the compf&ittiThe court
should freely give leave when justice so requirésHowever, leave is not appropriate in cases of
“undue delay, bad faith or dilatory motive on the part of the movant, repeated failure to ¢
deficiencies by amendments previously allowed, undue prejudice to the opposing pairtyebgf
allowance of the amendment, futility of amendment, &tcli its previous order, the court clearly
directed plaintiff to allege facts, if it could, showing distribution by the Cust@eéendants®

Although XimpleWare has acknowledgtwhtit understood the court’s prior order required them

demonstrating that an Article Il case or controversy exists at the time timefatadeclaratory
relief is filed.”).

% Docket No. 99, at 223 (“The very issues XimpleWare has and is seeking declaratory relief pn

form the basis athis motion,showing that there is an actual case or controversy on the points lipor

which XimpleWare sought declaratory relief.”).
1 Docket No. 103, at 4.

% Matthews Int| 695 F.3d a1328.

* Docket No. 99, at 23.

% Fed. R. Civ. P. 15(a)(2).

% Foman v. Davis371 U.S. 178, 182 (1962).

% Docket No. 85, at 9-10. Lo
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to allege distributior?’ the SAC fails to do so, and it does not appear to the court that XimpleW
has the ability or idlination to do so in the future.
XimpleWare’s opposition barely addresses the issue of distribution, stating drilyjtha

full compliance with thg¢court’s prior order] in its Second Amendegdomplaint Plaintiff cites

excerpts from Customé&efendants’ own SEC filings and websites describing the distribution of

materials to independent contractors who benefit from the ube &fCM softwarg ®® As
discussed above, the GPL prohibits neither the use of DCM nor third party benefit floassuc
Distribution of “materials” to these beneficiaries is equally irrelevanthasaurt has made very
clear, the Customer Defendants must distribute DCM to infringe the aspaténts. Beyond this
cursory argument that XimpleWare has complied with the court’s directiveeghefr
XimpleWare's opposition is devoted to arguing a wholly new theory of liaBility.

In light of Ximpleware’sfailure to followthe court’sdirective, he court is inclined to deny
XimpleWare’s request for leave to amend yaither time'® But f it can explainhowit will cure

the deficienciesn the complaint identifiethy the courtXimpleware may file a motion for leave to

% Docket No. 99, at 15.
% |d.
%1d. at 7-15.See Allen v. City of Beverly Hill911 F.2d 367, 374 (9th Cir. 1990)A] district

are

court does not abuse its discretion in denying a motion to amend a complaint . . . when the miovat

presented no new facts but only new theories and provided no satisfactory espltordiis
failure to fully develop his contentions originally,.Forces Action Project LLC v. Californi&1

F. App’x 472, 474 (9th Cir. 2003penial of leave to amend proper wherdgiRtiffs presented no
new facts, but only new theories, and provided no satisfactory explanation for thes t@i
develop all theries earlier); see alsd/incent v. Trend Western Technical Cog28 F.2d 563,
570-71 (9th Cir. 1987ftein v. United Artists Corp691 F.2d 885, 898 (9th Cir. 1982).

1% The court notes that a “district cowrtliscretion to deny leave to amend igipalarly broad
where plaintiff has previously amended the complaisadrozny v. Bank of New York Mel]at20
F.3d 1163, 1173 (9th Cir. 201@)itation and internal quotation marks omitted).
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amend!®!

The motion mustlearlyset forthhow the proposed amendmentesthe deficiencies
Ximplewarefailed toaddressn the SAC.
V.

Defendantsmotiors to dismissare GRANTEDIN-PART. XimpleWare’s direct
infringement claims against the Customer Defendants, indirect infringement aelgamnst the
Versata Defendants (both inducement and contrigutdringement), and declaratory relief claims
are all dismissedAlso dismissed are XimpleWare’s willful infringement claims against the
Customer DefendantsXimpleWare’s direct and willful infringement claims against thesééa
Defendants and Amerim@remain in the case

No later than 14 daysom the dateof this order, Ximplewarenay seek leave to amend the
complaint. The motion should be noticed on a normatiag-track'®? A proposed amended
complaint (and a redline indicating the changes) must be appended to the motion. idhe mot
must clearly explain how the amendments to the complaint cure the deficiennidgei@erein.
IT IS SO ORDERED.

Dated:November 25, 2014

S. Al

PAUL S. GREWAL
United Statedagistrate Judge

191 see, e.gLogic Devices, Inc. v. Apple, In€ase No. 13-02943, 2014 WL 60056, at *3 (N.D.
Cal. Jan. 7, 2014) (request for leave to amend premature where plaintiff neithepfitgobsed
amended complaint nor explained how it would cure deficiencies identified by. cthetfourt
also notes thahe local rules require parties seeking to amend a pleading file a propose@@ame
pleading with the courCivil L.R. 10-1 ("Any party filing or moving to file an amended pleading
must reproduce the entire proposed pleading.).

192 5eeCivil L.R. 7-2(a).
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