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UNITED STATESDISTRICT COURT
FOR THE DISTRICT OF COLUMBIA

ZILYEN, INC.,
Plaintiff,
V. Civil Action No. 12-0433RBW)

RUBBER MANUFACTURERS
ASSOCIATION,

i T o T T

Defendant.

MEMORANDUM OPINION

This case arises from a dispute concerning a contract between the parties for t
production ofCompact Discs (“CDs”by the plaintiff, ZilYen, Inc., for the defendant, the
Rubber Manufacturers Associati¢fthe defendant” or “the Association”)First Amended
Complaint (“Am. Compl.”) { 6Rubber Manufacturers Association’s Counterclaim
(“Countercl?) 1 6—7. The plaiff assertzlaimsagainst the defendafdr breach of contract
and for copyright infringement pursuant to 17 U.S.C. § 501 (2006). Am. Compl. 1 38-55. The
defendant responds by asserting counterclaims for common law breach of cbrdgsadt of
warrany of merchantability, breach of warranty of fithness for particular purpose, aachboé
contract pursuant to the District of Columbia Uniform Commercial Code, D.C. Code $@B-2-
(2013). Counterch131-60. Theparties’ crossmotions to dismissre now before the Court.
SeegenerallyFurther Motion to Dismiss Statutory Copyright Infringement Claim (“Def.’s
Mot.”); Plaintiff ZilYen, Inc.’s Rule 12(b)(6) Motion to Dismiss Rubber Manutaets

Association’s CounterclaimslV (“Pl.’s Mot.”). After cardully consideringthe parties’

Dockets.Justia.com


http://dockets.justia.com/docket/district-of-columbia/dcdce/1:2012cv00433/153402/
http://docs.justia.com/cases/federal/district-courts/district-of-columbia/dcdce/1:2012cv00433/153402/27/
http://dockets.justia.com/

submissions,the Court concludes that it must grant the defendant’s motion to dismiss, dismiss
sua spontéhe remaining claimsver which ithasonly supplemental jurisdiction, and deny the
plaintiff's motion to dismiss as oot.
. BACKGROUND

The following facts are taken from the plaintiff's amended complaint unteeswise
noted, and are accepted as true as reqbiydrule 12(b)(6) of the Federal Rules of Civil
Proceduré. The partiestwo corporations whosgrincipalplace of business ia the District of
Columbia, Am. Compl. T 1; Countercl. § 1, entered into a contract under which the plaintiff
“would design, produce, and deliver” 200,000 CDs to the defendant “for distribution among its
members,” Am. Compl. 1 6. The CDs were to contain content supplied by the defepeant.
id. 11 12-13. The contract provided that the defendant would tender a payment of fifty percent
of the estimated cosff the CDs upon execution of the contract, with the remaining balance “due
upon delivery.” Id. 19 9-10; Am. Compl. Exhibit (“EX)"A at 2° The agreement alsocluded
the following indemnification provision]The Association] recognizes that ZilYeannot be
held responsible for the accuracy of the information supplied totitebjAssociatiop—or the
accuracy of the information included in material prepared by ZilYen andegpby the

[Association.” Am. Compl. § 12; Am. Compl. Ex. A at 2. Upon execution of the contract, the

! In addition to the documents already referenced, the Court corittes following filings irreachingts decision:
(1) ZilYen, Inc.’s Opposition to Rubber Manufacturers Association’s doto Dismiss ZilYen, Inc.’s Copyright
Infringement Count (“Pl.’s Opp’'n”); (2) Rubber Manufacturers Asatian’s Reply to ZilYen,c.’s Opposition to
Motion to Dismiss Statutory Copyright Infringement Count (“Def.’pR8; (3) theMemorandum in Support of
Plaintiff ZilYen, Inc.’s Rule 12(b)(6) Motion to Dismiss Rubber Maatfirers Association’s Counterclaims\;
(4) Rubber Manwcturers Association’s Opposition and Memorandum of Points and Autkaniti@pposition to
ZilYen, Inc.’s Rule 12(b)(6) Motion to Dismiss Counterclaim; andtli@Reply Memorandum in Support of
Plaintiff ZilYen, Inc.’s Rule 12(b)(6) Motion to Dismiss Rodr Manufacturers Association’s Counterclairy/|

2 Because the Couig decidingonly the defendant’s motion to dismiss and doesesnththe plaintiff's motionfor
reasons to be discussed shorthe facts set forth in this sectiohthe opiniorreflect only the plaintiff's allegations,
which are accepted as tru@ the purpose of deciding the defendanttstion.

3 Citations to the plaintiff's exhibits utilizéhe page numbers assigned by the Court’s electronic filing system
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defendat paid the plaintiff fifty percent of thestimated cosif the CDs.SeeAm. Compl. Ex.
A at 4 (acknowledging previous receipt of $53,450.00).

The plaintiff repeatedly coniad the defendant about the C@sntent and software
during the production stage. Am. Compl. {1 14, 15,@0 September 20, 2011, the plaintiff
provided a final draft CD for the defendant to review before production of the cagi€s20.

A representative of the defendant approved the final draft CD by email that sanid.dag1.
Upon receipt of the defendant’s approval of the final draft CD, the plasatiffnitteda master
copy of the approved CD to aipterto producehe copies.Id. { 22.

On September 27, 2011, the plaintiff provided the defendant waimanded contract
that increased the nurabof CDs to be produced and included additional packaging for the CDs,
both modifications made at the defendant’s requiestf|f 7—8. Thamendedontract included
final costs for the production and packaging of the CDs and indicated that a signatunalbn be
of the defendant was needed to approve “payment as CldD"11; Am. Compl. Ex. A at 4.
The amendedgreement also contained a new provision which had not been included in the
original contracgtwhich stated

Every effort will be made on the part of ZilYen to proofread documents and test

functional components prior to printing/production and distribution. Final

responsibility for proofreading and approval of drafts, artwork and CDtiumc

are entirely the [Association’s] responsibility. Prim document printing and

distribution, [the Association] shall sign all proofs/drafts.

Am. Compl. § 13; Am. Compl. Ex. A at 4. On September 28, 2011, a representative of the
defendant signed the amended contract. Am. Compls&e®m. Compl. Ex. Aat 5.

On September 28, the defendant received four hundred copies of the CD, with the

remainder of the copies shipped to a delivery agent, pursuant to the defendantts rues

Compl. 11 26, 28. Upon receipt of the CDs, employees of the defendant “ran the CD software on

their computers,” which “require[d] a copy to be made on the random access memorthe. . of
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user’s computer in order to properly run the applicatidd.™ 54. That same day, the defendant
contacted the plaintiff “alleging thétte CDs as delivered contained an error in the link to the
Adobe Reader X software on the COd. § 31. The CDs functioned properly in all other
respects.ld. 1 32. The defendant did not pay the remaining balance of the contract amount upon
deliveryof the CDs, and the balance remains outstandishdf{ 29, 30, 37

The plaintiff brought suit alleging breach of contract and copyright infvege. 1d. 1
38-55. The plaintiff invokes this Court’s jurisdiction over the copyright infringemaeint cl
pursuant to 28 U.S.C. § 1338, and over the breach of coolaantpursuant to 28 U.S.C. §

1367. 1d. 1 3. The defendant hdded counterclaims for common law breach of contract, breach
of warranty of merchantability, breach of warranty of fitness for partigugsose, and breach

of contract under the District of Columbia Uniform Commercial Code. Counfiér81-60.

The defendant asserts that the Court has jurisdiction over its counterclaamsdés claims

“arise out of the same transactiardaoccurrence that is the subject matter of Plaintiff's claims.”
Id. T 3. After filing suit, the plaintiff registered a copyrigtar the CD software Am. Compl. |

36.

The defendant has now filed a motion to dismiss the plaintiff's copyright infriagiem
claim. Def.’s Mot.at 1. The plaintifthereafteffiled a motion to dismiss all of the defendant’s
counterclaims.Pl.’s Mot. at 1.

1. STANDARD OF REVIEW

A Rule 12(b)(6) motiorio dismiss tests whether the complaint “state[s] a claim upon
which relief can be granted.” Fed. R. Civ. P. 12(b)(6). “To survive a motion to dismasr |
Rule 12(b)(6)], a complaint must contain sufficient factual matter, accaptede, to ‘state a

claim to relief that is plausible on its face Ashcroft v. Igbal, 556 U.S. 662, 678 (2009)

(quoting Bell Atl. Corp. v. Twombly, 550 U.S. 544, 570 (2007)). In making this assessment, a
4




plaintiff receives the “benefit of all inferences that cardéaved from the facts allegedyim.

Nat'l Ins. Co. v. EDIC, 642 F.3d 1137, 1139 (D.C. Cir. 2011) (internal quotation marks and

citation omitted)and the Court “may consider only the facts alleged in the complaint, any
documents either attached to or incorporated in the complaint[,] and matters of WwaiClo{irt]

may take jdicial notice,” EEOC v. St. Francis Xavier Parochial Sth7 F.3d 621, 624 (D.C.

Cir. 1997) (footnote omitted)But raising a “sheer possibility that a defendant has acted
unlawfully” fails to satisfy the facial plausibility requiremergibal, 556 U.S. at 678. Rather, a
claim is facially plausible “when the plaintiff pleads factual content that allowsotne to draw
[a] reasonable inference that the defendant is liable for the misconduct alléi€diting
Twombly, 550 U.S. at 556)While the Court must accept the plaintifffactual allegations as
true, any conclusory allegations are not entitled to an assumption of truth, and even those
allegations pleaded with factual support need only be accepted to the extent thplitiseyty
give riseto an entitlement to relief.1gbal, 556 U.S. at 679. Aefendant may raise an
affirmative defense in a motion under Rule 12(b)(6) “when the facts that ggvie tise defense

are clear from the face of the complaingimith-Haynie v. Dist. of Columbia, 155 F.3d 575, 578

(D.C. Cir. 1998).And dismissal of a plaintiff's claims based on the assertion of an affirmative

defense is proper under Rule 12(b)(6ge¢ e.q, Kursar v. Transp. Sec. Admin., 442 F. App’X,

565, 567 (D.C. Cir. 2011) (upholding dismissal under Rule 12(b)(6) based on affirmative defense
of statute of limitations because “the complaint on its face is conclusivelbanmned’) (citation

omitted);Burroughs Payment Sys., Inc. v. Symco Grp., Inc., No. C-11-06268, 2012 WL

1670163, at * 6 (N.D. Cal. May 14, 2012) (finding that a court may consider the affirmative
defense of § 117(a) on a motion to dismiss when the facts alleged in the complaiisegioe

the affirmative defense¥ee alsdGummit Tech., Inc. v. High-Line Med. Instruments Co., B22




Supp. 299, 315-16 (C.D. Cal. 1996) (dismissing copyright infringement claim on motion under
Rule 12(b)(6) based on § 117(a) defense apparent from facts alleged in complaint).
[11. ANALYSIS
A. Copyright infringement
In order to establish prima facie claim of copyright infringemeninder 17 U.S.C. § 501,
a plaintiff must demonstratél) ownership of a valid copyright, and (2) copying of constituent

elements of the work that are originaFeist Puk., Inc. v. Rural Tel. Serv. Co., Inc., 499 U.S.

340, 361 (1991). The plaintiff's claim of copyright infringement is based on the use of he CD
by the defendant’s employees after their delivery to the Associatiditebn September 28,
2011 andhereaftemwhen the employees “ran additional tests of the CDs.” Am. Compl. {1 54—
55. Because “[e]xecuting application software requires a copy to be made on then r@arckss
memory . . . of the user’'s computer in order to properly run the application,” the defendant’s
employees created “an unlicensed cCapiythe CD software when they ran the CD on the
defendant’s computers on September 28 and thereafter. Am. Compl. {1 54. The defendant does
not contest the validity of the plaintiff's copyright or that use of the CDs misoyees
constitutes a “copyiy’ of original elements of the work within the meaning of § 5&k
generallyDef.’s Mot., but argues that its actions nonetheless do netittda an infringement
because (1) “the ‘copying’ done by [the defendant] was an ‘essential step’utiliraion of the
computer program” and therefaiee affirmative defensereated byg 117 of the Copyright Act
applies (2) the defendant has “an implied license . . . to inspect and test run the CDs on [the
defendant’s] computers” upon delivery; and (3) the C@sstitute the “joint work” of the parties

and therefore the defendant is a joint owner of the software copyright, Def.’ s\t



1. Affirmative defense under § 117(a)
The relevant provision of § 117 provides that “it is not an infringement fortheroof a
copy of a computer program to make or authorize the making of another copypiatiadeof
that computer program provided: (1) that such a new copy or adaptation isl @gateessential
step in the utilization of the computer program in conjunction with a machine and thaetlis
in no other manner . ...” 17 U.S.C. 8 117(a)(1) (2006). Thus, in order to invoke the affirmative
defense provided by 8§ 117(a)(1), the defendant must show that the copy of the CDesgitwar
was made by the Wener of a copy of [the] computer prograri) was ‘created as an essential
step in the utilization of the computer program in conjunction with a machine’; andggi)

‘used in no other mannet.’Krause v. Titleserv, Inc., 402 F.3d 119, 122 (2d Cir. 2005).

The Copyright Act distinguishes between ownership of a copyright and ownership of a
copy of a copyrighted work, 17 U.S.C. § 202 (2006), but does not defiterth®wner” as
used in 8 117(a)(1). The legislative history of § 117 does not gromicth assistance in
determining Congress’ meaniegher Section 117 was enacted upon the recommendation of
the National Commission on New Technological Uses of Copyrighted W@ &smission”)
H.R. Rep. No. 96-1307(1) at 23 (1980), reprinted in 1980 U.S.C.C.A.N. 6460, 6482.
Commission explained thatproposed the addition of § 117 because “the law should provide
that persons in rightful possession of copies of programs be able to use them fremly feer

of exposure to copyright liability.” Final Report of the National Commission am Ne

Technological Uses of Copyrighted Works 13 (1979). Congress made only oneoaltier tie

Commission’s proposed language for 8 117, substituting the lantmager of a copy of a
computer program” in placaf “rightful possessor of a computer program,” as suggested by the
Commission.Seeid. at 12. The legislative history contains no explanation a$yathis

change was made.



This Circuit has not had occasion to consider this provision of the CopyrighThe
SecondCircuit andthe Federal Circuit, however, have both rejected the notion that possession of
formal titleto a copyrighted program is necessargrder to be considered an “owner” under §
117(a)(1) looking instead to the circumstances oftila@saction at issue to determine whether
the software useexercised rights consistent with ownershifrause 402 F.3d at 123-24ee

DSC Commc’ns Corp. v. Pulse Commc’ns, 170 F.3d 1354, 1360-62 (Fed. Cir. gf99@)nor

v. Autodesk, Inc., 621 F.3d 1102, 1111 (9th Cir. 2010) (establishing a test for determining

whether gpossessor of a computer program is a licensee, and thus not an “owner” under 8
117(a), by looking to the terms of the parties’ agreement for use and possessiqorogtam).

But seeSynerqistic Techs., Inc. v. IDB Commc’ns, Inc., 871 F. Supp. 24, 29 (D.D.C. 1994)

(holding that the defendant was an “owner” within the meaning of § 117(a)(1) basedsbertra
of title provisions of the District of Columbia Uniform Commercial Code).

In DSC Communications, the Federal Circuit determined the issue of ownleyship

looking to the agreement governing the use of the software. 170 F.3d at 1360-61. After
determining that the agreement provided for formal title to remain with the copgvigler, the
court went on to consider whether the restrictions omsdlftevare’suse imposed on the user by
the agreement were consistent with the rights of “owners of copies of saftidrat 1361-62.

In its analysis, the court noted that “[t]he concept of ownership of a copy entaitgety of

* At least ondlistrict court has suggested tHaSC Communicationadopted a formal title test and therefore that
KrauseandDSC Communicationgepresent opposing views of ownership under § 11 8agMadison River
Mgmt. Co. v. Bus. Mgmt. Software Corp., 387 F. Supp. 2d 521, 538 n.12 (M.D.N.C. 289B)plained in the
discussion below, however, the Federal Circuit did not limit its analysis odsession of formal titleSeeDSC
Commc’ns 170 F.3d at 136%62. Accordingly, this Court views the two decisions as embracing the appreach
to determiningpwnership under § 117SeeSoftech Worldwide, LLC v. Internet Tech. Broad. Coif61 F. Supp.
2d 367, 373 n.2E.D. Va. 2011)disagreeing witlihe characterization ¢dfrauseandDSC Communicationas a
“circuit split” between the Second and Federal Circuits on this issee)als&Krause 402 F.3d at 123 (describing
the approach ddSC Communicationas “looking rather at the various incidents of ownership” and “aftagh|[
less importance to formal title”).
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rights and interests,” and rejected the idea that any one factor, such ahttte paypetual
possession or the user’s payment of a single fee, is dispositive in this anGgad at 1362.

In Krause, the Second Circuit held that “courts should inquire into whether the party
exercises sufficient incidents of ownership over a copy of the program tasiBlgeonsidered
the owner of the copy for purposes df®7(a)” and considered the circumstances of the parties’
relationship and the use of the software in order to determine whether the posstssor
computer program could be considered an “owner” under § 117(a). 402 F.3d &t &ddpting
this approach to determining ownership under 8 117(a), the Second Circuit renewed t
legislative history of the provision and rejected the argument that Congnesscean intention
to limit the protection of § 117 to those holding formal title with its substitution of “owioer”
“rightful possessorbeause “Congress easily could have intended to reject so broad a category
of beneficiaries without intending a narrow, formalistic definition of ownershpemigent on
title,” noting that the term “rightful possessor” would encompass “a messesigarihga
program, a bailee, or countless others temporarily in lawful possession of.a Boause 402
F.3d at 123. The court opined that restricting the availability of the defenseadtidsg
formal title would “undermine some of the uniformity achieved by the Copyright An
“express objective” of the Act, becaysessession of formal title is generally a questiostate
law, which would result in inconsistent application of § 11d.. Finally, the Second Circuit
reasoned that “it seems anomaldar a user whose degree of ownership of a copy is so
complete that he may lawfully use it and keep it forever, or if so disposed, throthet rash,
to be nonetheless unauthorized to fix it when it develops a bug, or to make an archival copy as
backup security.”ld.

This Court finds the Second Circuit’s reasoning persuasive. While the Court

acknowledgeshat Congress’ substitution of the term “owner” for “rightful possessor” ireicat

9



an intent to limit the pool of software users that may claeptiotection of § 117(a3eeDSC
Commc’ns, 170 F.3d at 1360, the Court agrees, based on the other considerations outlined in
Krause thatCongress did not intend to limit § 117(a) to those holding &btitie of computer
programs. Accordingly, the Cowill assess whethdéhe defendant exercised sufficient

incidents of ownership over the CD softwateh that the defendarwuld be deemean

“owner” within the meaning of § 117(a).

The factan Krause while not directly analogous to the factsssuehere, are instructive.

Krauseinvolved a dispute between the defendant, Titleserv, Inc., and the plaintiff, a computer
programmer who wrote over thirty-five computer programs for Titleserv. 402 Fi2dat
When Krauseaerminatedhis relationship with ifleserv, he left the programs on the servers but
locked them to prevent their use by Titleseld. at 120-21.Titleserv’'s employees were able to
circumvent the locks and Titleserv continued to use and modify the progldnas.121. The
Court baseds determination that Titleserv was an “ownef’'the programunder § 117(a) based
on the following factors, which it found to be indicators of ownership:

Titleserv paid Krause substantial consideration to develop the programs for its

sole benefit. Krause customized the software to serve Titleserv’'s operalioas

copies were stored on a server owrBdTitleserv. Krause never reserved the

right to repossess the copies used by Titleserv and agreed that Titlede¢he ha

right to continue to possess ansk the programs forever, regardless whether its

relationship with Krause terminated. Titleserv was similarly free to disaard o

destroy the copies any time it wished.

Id. at 124.

® The Court notethat it does not interprétrauseas espousing a fiviactor test for ownership under § 117(a), as at
least one court has suggest&keStuart Weitzman, LLC v. MicroComputer Res., Ir§10 F. Supp. 2d 1098,
110709 (S.D. Fla. 2007\ acated omther grounds542 F.3d 859 (11th Ci2008. The Second Circuit did not
suggest that the relevant factors indicating that a possessor “exeuntiésng incidents of ownership” were

limited to the five factors it identified as weighing in favor ofr@sship in the case before the court; in fact, the
court indicated that “presee or absence of formal title may of course be afaetthis inquiry,” although it did not
consider that factor in its analysiKrause 402 F.3d at 124. This Court willerefore look generally to the
circumstances surrounding the transaction at issue, which will nebessplicate most of the factors discussed in
Krause
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Here, the facts alleged in tp&intiff's ameneéd complainestablish thathe defendant is
an “owner” entitled to claim the defense provided by § 11 Admder the heading “Scope of
Work to Be Performed,” the contract between the parties provided that theffphaafitivork
collaboratively with [the defendant] to creapeint and deliver [Rubber Manufacturers
Association] CD Center CDs and packaging.” Am. Compl. Ex. A at Zh&plaintiff's
employees designed ti3D software which allowed users to access and navigate the content
provided by the defendant, pursuant to the agreement between the parties and inioansultat
with the defendant. Am. Compl. 1 14-19. Ahd plaintiff revised the software at the
defendant’s requestd. 1 16. Although the plaintiff claims thga]ccording to the contract
between the p#es, [the defendant’s] use of the CDs was for distribution to its memlgdr's,”
Opp’n at 8, the Court finds languagean the agreement restricting the defendant’s use of the
CDs,seeAm. Compl. Ex. A at 2, 4Because¢he agreement does not limit thefendant’s use of
the CD software, it appears that the defendantieasght to indefinitely possess the CDs
containing the plaintiff's original software, or even to entirely disposkeoDs and their
softwareif the defendant decided to do sBeeAm. Compl. Ex. A.In fact, the plaintiff alleges
that on September 14, 2011, the defendant requested “a full version of the CD saiftwiae f
stated purpose of uploading and posting it to [the Association’s] website,” which itiéfpla
provided to the defendant. Am. Compl. § 25. The agreement does not phevidaintiff with
theright torepossess the CD software and divests the plaintiff of liability for theacy of the
information contained on the CDSeeAm. Compl. Ex. A. Andheplaintff received
significant consideration from the defendant for the CDs—$53,4%(& @0partial payment on
the contract priceSeeid. at4. With the exception of storirthe software, all of the factors that
the Second Circuit found to be indicative of ownershidriauseare present here, as well as

several additional indicia of ownership, such as the plaintiff's acquiescencavidipg the
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software to the defendast that it could be placed on the Associatiambsite. Thesefacts
collectivelyshow the “sufficient incidents of ownership” required by 8 117(a).

The defendant’s failure to pay the total amount due under the contract does not defeat its
§ 1171a) defense While it is true that payment for the computer program is an important factor
to consider in determining whether a possessor is an “owner” under 8§ EEgf&ause 402

F.3d at 124, no one factor is dispositiveesl. (“In our view, the pertinent facts in the aggregate

satisfy § 117(a)’s requirement of ownership of a copy.”) (emphasis added); &8@d¢hs, 170

F.3d at 1362 (“The concept of ownership of a copy ergaiarietyof rights and interests.”)
(emphasis added)Moreover, the Court views non-payment due to an alleged breach, as in the
case here, as distinguishable from non-payment due to a possessor’s intent natrtoqagd

of the software. Athe plaintiff acknowledges, the defendant’s failure to pay the remaining
balance of the contract price is basetklyon its assertion that the copies are defective. Pl.’s
Opp’nat 6;seeAm. Compl.11 3137. Whereas a lack of intent to pay for a computer program
in generalaises an inference regarding the parties’ intentions as to ownership ofdgrenmro
non-payment due to an alleged defect does not. The defendant’stiapaethe total contract
price for the copies ofie program thus bears little weight on whether the defendant is properly
considered an “owner” under 8 117(a).

Having found that the defendant is an “owner” within the meaning of § 117(a), the Court
has m difficulty finding that the plaintiff's amended complaint establishes the remaining
elements of the defensBecausdhe creation of a random access memory copy was necessary
in order to properly run the CD on a computer, Am. Compl. § 54, the creatiom copy was
“an essential step in the utilization of the computer program in conjunction withhan@aé
117(a)(1). With respect to the requirement that the work be “used in no other friautraesr an

“essential step in the utilization of the comgruprogram,” 8 117(a)(1%ourts have interpreted

12



the“used in no other manner” language as requiring solely personabes@roCD, Inc. v.

Zeidenberg908 F. Supp. 640, 649 (W.D. Wis. 1996), rev’'d on other grounds, 86 F.3d 1447 (7th

Cir. 1996). The g@intiff does not allege that the defendant used the random access memory
copies it created for any purpose other than utilizing the computer progréraritge own
computers in order to review the CDs followitngir delivery SeeAm. Compl. {1 54-55. hie
plaintiff assertshowever, that the CDs were used by the defendant in an unauthorized manner
and therefore the defendant cannot show that the copies were “used in no other manngr” than a
an essential step using the program, Pl.’s Opp’n at 7-8. As noted above, the agreement
between the parties is utterly devoid of any restriction on the defendant’staseGids or CD
software. SeeAm. Compl. Ex. A. The copies were thus “used in no other nratiren as an
essatial step permittinghe defendars personal use of the CDs, conduct that does not violate
any term of the parties’ agreemetccordingly, the Court finds that the defendant has satisfi
all of the requirements of § 117(a)(1), and therefore, the defendant’s creation of ErwhEs
memory copies on its computersedmot constitute an infringement.

2. Implied license

Even if the defendant’s affirmative defense under § 117(a)(1) failed, the @wisrt f
equally persuasivihe defendant’s argument that the plaintiff granted it an imptedse to use
the CD software, which necessarily entails the creation of a random access/roepyo Def.’s
Mot. at 8. Although the plaintiff states in its amended complaint that “[the def¢ma@amot
been granted a license of any kiodise [the plaintiff's] software, nor have they received an
assignment from [the plaintiff] for ownership of the software,” Am. Compl. ftB8,tenet that
a court must accept as true all of the allegations contained in a complaint is ind@pdidagal

conclusios,” Igbal, 556 U.S. at 678. Thus, this Court can adeestself whether the factual

13



allegations contained in the amended complaint demonstrate the existence pifexhlicense
andneednot accept the plaintiffassertion that no such license waasnged.
The existence of an implied license is an affirmative defense to a copyrighg@mrent

claim. Atkins v. Fischer, 331 F.3d 988, 992 (D.C. Cir. 2008)nonexclusive license “arise[s]

from the conduct of the parties” when “(1) a person (the licensee) requests tiom okat
work, (2) the creator (the licensor) makes the particular work and deliverthé ticensee who
requested it, and (3) the licensor intends that the licensee-requestor copyrindeltss
work.” Id. at 991-92.

The allegations in the amended complastiablish that the plaintiff granted an implied
license to the defendant to use the CDs, and thus, the CD soffive@arties entered into an
agreement for the plaintiff to “design, produce, and deliver’ 223,000 CDs for the defendant,
which necessitated the plaintiff's creation of the copyrighted computergonodm. Compl. |
6, 7-8 see alsad. 1 14 (stating that the parties “discussed the details of the software and
materials to be provided on the CDs"), tlagisfyingAtkins’ first element.Pursuant to this
contract, the plaintiff created the master,®@iich included the copyrighted computer program,
id. 117 15-20, and arranged for the production of the copies, id. § 22. The plaintiff then arranged
for thedelivery of four hundred CDs directly to the defendant andiéhgery of the remainder
of the 223,000 CDs produced pursuant to the contract to a shipping agent designated by the
defendant fodistributionof the CDs to its memberdd. 26 Thus, theplaintiff made the
requested work, the CDs, including the copyrighted software, and caused delivermade to
the defendant and the defendant’s designated agent, meeting the_second Atkimaeatjuire

The final Atkins elementrequires the Court to ¢« more carefully at the allegations in
the amended complaint in order to accurately discern the parties’ intentions. ihh# gtzes

not dispute that the parties contemplated the defendant’s distribution of the CDsicgrites
14



plaintiff's work. 1d. 1 6; Pl.’'s Opp’n at 10-11. Howevengtplaintiff argues that no implied
license exists because the contract between the parties provides that “[the deffeodignt’
function was distribution of the CDs and that [the plaintiff] would itself provide the €apitne
software in the . . . CDs and deliver them to [the defendant].” PI's Opp’n at 10. The fplaintif
then points to the amended contract’s inclusion optiee for shrinkwrappingof the CDs as
“clearly express[ing] [the plaintiff's] intenhat [the defendant] could only thereafter deliver the
CDs to its members, not make copies theretd.” It may be true that the plaintiff did not grant
the defendant an implied license to, for example, print an additional 10,000 physicalafopie
the C3»s and distribute them to future members of the Association, but that is not the scope of the
license that the defendant urges the Court to find. Rather, the issue before the Cuoetties w
the plaintiff granted the defendant an implied licenseseothe CD4#self, which results in the
creation of random access memory copteseAm. Compl. 1 54-55; DeEReply at 6-7.

The parties’ conduct, as derived from the allegations contained in the plaeni€sded
complaint, indicates that the parties mded that the defendant would be able to use the CDs,
and thus, the copyrighted CD software. The parties’ agreement contains nannoénti
copyrighting the CD software, and there is no allegation that the plaintiffraised the

copyrightissueuntil after this litigationwas commencedSeeEffects Assocs., Inc. v. Cohen,

908 F.2d 555, 559 n.6 (9th Cir. 1990) (considering as relevant to the existence of an implied
license the fact that the licensor delivered the work without warning #reske that quying it
would constitute copyright infringement). As noted elsewhere in this opinion, the Quisrnb

restriction in the parties’ contract on the defendanse of the CDs. f{CNelsonSahbes, Inc. v.

Morningside Dev.LLC, 284 F.3d 505, 516 (4th Cir. 2002) (finding the use of written contracts

“providing that copyrighted materials could only be used with the creator’® futumlvement

or express permission” relevant in determining whether the defendant had iaal iiophse to
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use architecturalrdwings when proceeding with project with different architeéthile it is

true that the purpose of the project was to create a CD that would be distributed to the
Assogation’s members, the contrdahguagealoes not restrict the defendant’s use ofGies to

this end. SeeAm. Compl. Ex. A. The plaintiff urges the Court to read the portion of the
agreement providing that the defendant bore responsibility for “proofreadirappraval of

drafts, artwork, and CD function” before producthg copies aan express license that limited

the defendant’s ability to use the CDs to the development process. Pl.’s Opp’n at 10-11. This
inference is simply unsupported by the language of the provision, wdiatbs to the parties’
respective responsibilities imeating the CDs, not the use of the CBgeAm. Compl. Ex. A at

4,

The parties’ actions also do not support the inference that the defendant’s uséf the
software was restrictedThe plaintiff provided a full copy of the CD, including the CD softsya
to the defendant “for the stated purpose of uploading and posting it to [the defendabsig W
an action that clearly contemplated the defendant’s use of theofBiareitself after the
plaintiff providedthe CD copieso the defendant. Am. Compl. 1 2Bnd afterthe CDs were
printed, the plaintiff authorized a shipment of four hundred CDs directly to the defendaat
defendant’s request, while the remaining CDs were shipped to a designated @gaelivéry”
Id. 1 26. This action wadearlyin anticipation of the defendant’s own use of the Gi3she
shipment was sent directly to the defendant’s offices and was separatbdr@ig that were
being shipped to the defendant’s memlira designated shipping agefihe fact that the
defendant paid for the CDs to be shrink-wrapped, which arguably indicates tphktintié did
not intend for the defendant to use the CDs, is not sufficient to counter the clearahtpert
parties’ other actions and the contract langutsgdf. Therefore, the Court finds thiie parties’

ageement and conduct demonstrate that the plaintiff intended the defendant to u3s,the C
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which necessarily requires the defendannake random access memory copiesie0D
software and to distribute it.

Thedefendant’s failure to pay the plaintiff the full contract price for the CDs noies
mandate a different result, as the plaintiff argues. Fb&eOpp’n at 1132 (asserting that it is
internally inconsistent for the defendant to argue that it has dredijgense in goods that it
purports to reject, and therefore, for which it has not paid in flilhjs argument has been

considered and rejected by other couigeeEffects Assocs., Inc908 F.2d at 559 n,T.A.E.,

Inc. v. Shaver, 74 F.3d 768, 778 (7th Cir. 1998)I.A.E., Inc. v. Shaver, following the

reasoning of Effects Associates, Inc. v. Cohen, the Seventh Q@hewdcterized the argument as

“treating the complete payment of the contractual consideration as a@ompdécedent to the
useof the copyrighted materialyvhich was unpersuasive because the contract between the
parties did not contain such a provision and “conditions precedent are disfavored and will not be

read into a contract unless required by plain, unambiguous language.” 74 F.3d at 778 (quoting

Effects Assocs., Inc., 908 F.2d at 559 n.7)). And the court found that the defendant’s failure to
pay the full contract price was no bar to the implied license even though it was usdliyaut

the failure to pay the remaining balance on the contract was a breach of the pgréesient.

Id. at771 n.1, 778. This Court agrees with the Seventh Circuit’s reasoning and finds it equally
applicable hergas there i$10 language in the parties’ agreement that conditions use of the CD
on the payment of the entire amount of the contrecfact, the plaintiff sanctioned the

defendant’s use of the CD software prior to full payment of the contract pricevagipg it to

the defendant to uploamhto the Association’s website. Am. Compl. § 25. Thus, the Court finds
that thedefendant’'dailure to pay theéemaining balance of the contract price does notHear

defendanfrom assertingan implied license.
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The defendant hakereforesatisfied all three requirements for an impliedrise.
Accordingly, the Court finds that the plaintiff granted the defendant an impliedéde use and
thus necessarily copy the CD software. The Court thus finds that dismitsalpbéintiff's
copyright infringement claim is warranted basedh on 8 117(a)(1) and because the defendant
has an implied license to use the CD softviarie mannechallenged by the plaintiff

B. District of Columbia claims

The plaintiff invokes this Court’s jurisdiction pursuant to 28 U.S.C. § 1338 based on the
plaintiff's federal law claim of copyright infringement, and under 28 U.S.C. 8§ 1367 over its
remaining claim of breach of contract under District of Columbia common law. AmpICHm
3. The defendarasserts that this Court has jurisdiction ovecitssclaims under District of
Columbia common law and the Uniform Commercial Code because they “arise[] ousahtbe
transaction and occurrence that is the subject matteawttifls claims.” Countercl{ 3.

Having dismissed the sole claim upon which this Court’s jurisdiction is predicateGpurt
now considers whether exercise of supplemental jurisdiction over the remaaimg © proper.

Under 8 1367:in any civil action of which the district courts have original jurisdiction,
the district courts shall have supplemental jurisdiction over all other claims thatratated to
claims in the action within such original jurisdiction that they form part of the saseeoca
controversy under Article Il of the United States Constitution.” 28 U.S.C. B(a3@&006).
However, § 1367(c) provides that the court “may decline to exercise supplemesthtjiom
over a claim” if, among other provisions, “the district court has dismisselhiatiscover which
it has original jurisdiction . . ..” 8 1367(c)(3). Whether to retain jurisdiction over namgai

state law claims is committed to the trial court’s discreti®hekoyan v. Sibley Int’l, 409 F.3d

® Because the Court finds that dismissal of this claim is warranted basétiemof the deferaht’s first two
arguments, the Court need not address the defendant’s argument regamtisagthorship of the software.
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414, 423 (D.C. Cir. 2005). However, “[in the usual case in which all fethratiaims are
dismissed before trial, the balance of factors to be considered under the penstdintiquri
doctrine—judicial economy, convenience, fairness, and comitij-point toward declining to

exercise jurisdiction over the remaining st claims.” Id. at 424 (quoting &negieMellon

Univ. v. Cohill, 484 U.S. 343, 350 n.7 (1988)).

The Court finds that the balance of factors here weighs in favor of decliningrtisexe
jurisdiction over the remaining state law claini$ie currentitigation is at an early stage, e
plaintiff filed this case approximately a year prior to the issuand@bpinion, the parties have
not yet conducted discovery, and the current and preVvinations to dismiss are the only
matters that haveccurredn this case At this early pointdismissing theemaining claims
would not waste judicial resources or require a District of Columbia court to atgpiias
Court’s efforts. Pursuing this litigation before a local court will not inconveaiéme parties,
two corporations operating the District of Columbia, and the litigation before this Court will
not prevent either party from bringing the same claims before a Dist@dlombia court.See
28 U.S.C. § 1367(d) (providing that the limitations period for any claims brought pursuant to 8
1367(a) is tolled for thirty days after dissaal). Finally, the remaining claims involve
interpretation of the parties’ contract and application of District of Coluctnamon law and
the Uniform Commercial Code, as adopted by the District of Columbia. This Courhfinds
reason to adjudicate claims exclusively involving the construction and applicatiastra¢tdf

Columbialaw absent any particular interest favoring é&xercise of its jurisdiction.

" The defendant previously filed a motion to dismiss based on the flsiimifial complaint. SeegenerallyMotion
to Dismiss Stautory Copyright Infringement Count, ECF No. 5. While the motion peasling, the glintiff
amended its complainSeeAm. Compl., ECF No. 14The Courthereforedenied the initial motion to dismiss as
moot.
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Accordingly, the Court dismisses thkintiff's remaining claim and the defendant’s
counterclaimsvithout prejudice.
V. CONCLUSION
For the foregoing reasons, the Court grants the defendant’s motion to dismiss, sela spont
dismisses thelaintiff’'s remaining claimsand the defendant’s counteaimswithout prejudice,
and denies the plaintiff’s motion to dismiss as moot.
SO ORDERED this 2ndday ofApril, 20132

REGGIE B. WALTON
United States District Judge

8 The Court will contemporaneously issue@uer consistent with this Memorandum Opinion.
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