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UNITED STATES DISTRICT COURT
EASTERN DISTRICT OF MICHIGAN
SOUTHERN DIVISION

DESIGN BASICS, LLC,

Plaintiff, Civil Action No.
11-CV-10854
VS.
HON. MARK A. GOLDSMITH
CHELSEA LUMBER CO.
and MATTHEW HAGOOD,

Defendants.
/

OPINION AND ORDER (1) GRANTING IN PART AND DENYING IN PART
PLAINTIFF'S MOTION FOR PARTIAL SU MMARY JUDGMENT (DKT. 66) and (2)
GRANTING IN PART AND DENYING IN PART DEFENDANTS’ MOTION FOR
SUMMARY JUDGMENT (DKT. 67)

l. INTRODUCTION

Plaintiff Design Basics, LLMrings claims of copyright infringement under the federal
Copyright Act, 17 U.S.C. 8§ 101 et seq., agaidsfendants Chelsea Lumber Company (“Chelsea”)
and Matthew Hagood. The matter is presently teefoe Court on Plaintiff’s motion for partial
summary judgment (Dkt. 66)nd Defendants’ motion for sumnyajudgment (Dkt. 67). Both
motions have been fully briefed, and the Coudrteoral argument on the motions on August 29,
2013. The parties each seek summary judgment affimaative defenses kating to the statute
of limitations, laches, and the license agreem®taintiff also seeks summary judgment on
various other affirmative defenses, includingiwea and estoppel. For the reasons set forth
below, the Court concludes that Plaintiff estitled to summary judgment on the statute of
limitations and laches defenses. The Court reexicludes that the existence of the license
agreement bars some, but not all, of Plaintiéigpyright infringement claims. Therefore, each
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motion is granted in part and deniagart with respect to thecknse defenses. Finally, the Court
concludes that Plaintiff is étled to summary judgment on the remaining affirmative defenses
Plaintiff addresses, includg waiver and estoppel.

Il. BACKGROUND

Plaintiff Design Basics, LLC is Nebraska construction company that creates, markets,
publishes, and licenses architectural works tedhnical drawings. Defendant Chelsea is a
lumber yard and building materials store;f@®®lant Matthew Hagood is a former employee of
Chelsea. The parties have stipulated that Piaistthe owner of the copights at issue in this
case. Stipulation (Dkt. 66-5). The parties haugher stipulated thathe copyrights at issue,
which cover various blueprints, house plaarg] architectural works, are valid. _1d.

On February 1, 1998, Plaintiff emmed into a Liceress Agreement with Defendant Chelsea.
License (Dkts. 66-2, 67-2). Thediose agreement provides that Plaintiff grants to Chelsea “for
the term of this Agreementeahimited, non-transferable riglaind license to do the following,
subject to the terms of this Agreement”:

(a) Promote, Market, and sell copies of [iatdf’s] Blueprints, Products and Plan

Books through the public siplay of the Blueprintroducts and Plan Books,
the development and use of marketiagyertising and promotional methods
and materials featuring the BlueprinBroducts and Plan Books, and the use
and reproduction of the plan-relatadwork, including the rendered elevation
and floor plans, and [Plaintiff’'s] photagphy of [Plaintiff’'s] homes for such

marketing, advertising, and promotional purposes.

(b) Prepare and sell modifications t®laintiff's] home plan designs and
Blueprints.

License T 1. It further provide$STo comply with U.S. copyright law, any use of [Plaintiff's]
Blueprint, including any constrtion of the home depicted indahplan, must be specifically

authorized by [Plaintiff].” _1d. 1 2(e).



Under the license terms, Chelsea can order specific plans or blueprints from Plaintiff at an
established schedule of prices. Id. § 6(a); App’x When Chelsea ordees plan or blueprint
from Plaintiff, Plaintiff will send to Chelsea “a Promotional License and accompanying
camera-ready artwork of the home depicted & Btueprint, for promtional purposes.” _Id.
6(a). The license requires Chelseduse and display [Plaintiff'stopyright notice in an easily
readable size and location dhuses of such designs, photoging, Blueprints, Products and Plan
Books and in all marketing, promotional or advargsmethods or materials . . . which feature or
include such designs, photagihy, Blueprints, Products Btan Books.” _1d. | 3.

The license provides that Cheds@agrees to sell copies” ofdhhtiff’'s blueprints, products,
and plan books at prices estabéd by Chelsea._ Id. T 2(a), (bAfter completing a sale of a
blueprint or product, Chelsea shadmit to Plaintiff a re-licensingek, established as a percentage
of the total licensing fee fdhe particular plan or blueprintld. § 6(c), (d). The license requires
that, within one business day o$ale, Chelsea must report the gal@laintiff. Id. 11 2(c); 6(b);
App’x C. After Chelsea reports a sale, “[Plaintiff] will subsequently send a Construction License
to [Chelsea’s] customer which is the legal auttetion to build the home depicted in the Blueprint
purchased.” _Id. {1 6(b). The license further regpiiChelsea to maintain records of its sales, and
to make such records open for inspection. 1d. 1 6(d).

Regardingmaodifications, the license provides, “[Chelsea] specifically agrees not to
re-draw a home plan, based inaldnor in part on one or mofelaintiff's] home plan designs,
whether or not such a re-draw incorporatesnglea to [Plaintiff's] original home plan design,
unless the underlying . . . Blueprint has been maset.” _Id. § 3. The license further requires
that “prior to each sale or oth&ransfer of possession of anydification of [Plaintiff's] home
plan design or Blueprint, each purchaser or atbapient of such modification must purchase the
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underlying . . . Blueprint to which such modificatiom® made . . . .”_1d. § 5(b). The license
requires Chelsea to keep writteatords of sales and tigfers of modifications, and to “stamp all
drawings, sketches, bluepringmd any other documentation written materials prepared by
[Chelsea] in connection with anpodifications . . . with a legel stating ‘Design Basics Plan
modified by Chelsea Lumb&ompany.” Id. T 5(d).

The provision of the license titled “Default” states:

In the event [Chelsea Lumber] breaches@oyision of this Agreement or fails to

perform any of its obligations under this &gment, or fails to cure any breach of a

material obligation under this Agreement #operiod of thirty (30) calendar days

after receipt of written notice from [Design Basics] describing such default or

breach, [Design Basics] shallveathe right to take angll or any combination of

the following actions:

(a) Immediately terminate this Agreement and revoke the License granted
to [Chelsea] hereunder; and/or
(b) Exercise any other riglor remedy which may be available to [Plaintiff]
under applicable law.
Id. 1 11. The license further piides that “[t]his Agreement shdle governed and construed in
accordance with the laws of the state of Nekaab/nited States of America.” _Id. § 15.

In 1998, when the license agreement wagirmally executed, Cheea ordered multiple
plans and purchased promotiomadterials from Plaintiff. Pauforesman Dep. at 43, 91 (Dkt.
67-6). At that time, Chelsea received the prbamal materials for “each of the plans that were
subject to the agreement,” id. at 91, and bedjgplaying the materialand presentation artwork
on its website and in its in-house library. J@tamiels Aff. 11 11, 12 (Dkt. 67-7). By March 1999,
Chelsea was displaying promotional materi@ms approximately 34 of Plaintiff’'s plans and
blueprints. _Id. 1 12. In 2001, Chelsea orderedditional nine plans, for which Plaintiff sent
Chelsea promotional material€Order 1/29/01 (Dkt. 67-15).

John Daniels, one of Chelseatsners, testifid, “At some point one anore of [Plaintiff's



plans displayed on Chelsea’s website] may hianaslvertently not contained Design Basics
copyright information, but this was never brought to the attention of anyone at Chelsea.” Daniels
Aff. 1 11.

Paul Foresman, the vice pre=mnd of Plaintiff and the partyesponsible for overseeing the
account with Chelsea, stated that he was unaafaeny inspection performed by Plaintiff of
Chelsea’s records. Foresman Dep. at 15, Fdresman testified thdte visited Chelsea’s
premises once and looked at the library whereorest and displayed Plaintiff's products, and at
that time he did not have, nor did he raigay concerns regarding €lsea’s advertising of
Plaintiff's products. _Id. at 67-68. Foresman vidi@helsea’s website two or three times prior to
2009 to check that Plaintiff's plans were displhya the website, and Foresman testified that he
did not have any concerns with the matesiathe website at thosienes. _Id. at 169.

The number of Plaintiff’'s products that €bkea sold dropped from 2001 to 2009; in 2001,
Chelsea sold about 56 of Plaifit products, and in 2009, Chsda sold none of Plaintiff's
products. John Daniels Aff. § 10Daniels noted that there waa significant change in the
housing market and general economy throughout tbhadde Id. { 8-9. Foresman stated that
due to the changing economy, Plaintiff's salebaine plans generalijropped off dramatically,
but did not disappear altogetheForesman Dep. at 88-89.

In 2009, Foresman again visited Chelsea’s premises. Id. at 73. Foresman noted that, by
then, it had been more than a year since s&laehad reported a saleadered a construction
license, and Foresman wanted to deterniin€helsea was continuing to promote home
construction products.__Id. at 74. Foresniannd that Chelsea was continuing to promote
architectural plans._Id. Foresman stated thmtn discovering that Chssla was continuing to
promote Plaintiff's products — and being aware thate had been no sales of Plaintiff’'s products
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reported in over a year — he became concernadthiere was possible “illegal distribution or
infringement going on of [Plaintiffshome plans.” _Id. at 80. Hketermined that it was “worthy
of further investigation.” _ld.

Plaintiff subsequently retained Gary Leed;a private investigator.Ford Dep. at 11, 15
(Dkts. 66-4, 67-13). Ford was retained to stigate whether Chelsea “was using [Plaintiff's]
plans as their own or lieg them without fees being forwardd¢o [Plaintiff|.” Id. at 12. Ford
went to Chelsea’s premises and sought to purabrsef Plaintiff's plans. _1d. at 25. Chelsea’s
representative informed Ford that he could eithechase the plan from the licensed agency, or he
could purchase the plan at a reducest from Chelsea._Id. 26-26. Ford ultimately purchased
the product from Chelsea. Id. at 49-50. At sqomt later (Ford could rigecall exactly when),
the representative called Ford to tell him that tipeagentative had forgotten to give Ford forms to
sign for the licensor of the plans, and that lwul forward the forms immediately. Id. at 42.
By the time Ford submitted his report (four dajter the phone call), Ford had not received any
forms from Chelsea. Ford Report 11/02/10 (Dkt. 67-14).

After Ford bought the plan, he asked the repttesier if he could caAnge any of the plan
details, and the representative informed him ifitéie proposed changes éne of any substance,
there was an individual named M&lagood who would be used ittcorporate the changes into
the blueprints.” Ford Dep. at 51. Fomdent to DefendantHagood, who made some
modifications to the plan.__Id. at 85.

Plaintiff's amended complaint asserts thatddelants violated Plaiifif’'s exclusive rights
by (i) creating derivative works based on PIdiisticopyrighted work ad (ii) distributing,
including by advertising and sale, copies andderivatives of the copyrighted work. Am.
Compl. Count 1 (Dkt. 39). The amended cormlalso contains aount of contributory
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copyright infringement and a count of vicariogspyright infringement. _1d. Counts 2-3.
Finally, the amended complaint asserts tBefendants intentionally removed or omitted
Plaintiff's copyright management information frdfaintiff’'s copyrighted work. _1d. Count 5.
II. LEGAL STANDARD
Summary judgment should be gradh only if there is no genuingsue of material fact and
the moving party is entitled to judgment as a maiféaw. Fed. R. Civ. P. 56(a). As the Sixth
Circuit has explained,

Summary judgment is approgte “if the pleadings, the discovery and disclosure
materials on file, and any affidavits shtiat there is no genuine issue as to any
material fact and that the movant is dattto judgment as a matter of law.” The
burden is generally on the moving partystiow that no genuine issue of material
fact exists, but that burden may be disged by “showing-that is, pointing out to
the district court-that there is ansamce of evidence to support the nonmoving
party's case.” In reviewing a summanglgment motion, credibiy judgments and
weighing of the evidence are prohibitedttia, the evidence should be viewed in
the light most favorable to the non-moviparty. Thus, the facts and any inferences
that can be drawn from those facts| | mostviewed in the light most favorable to
the non-moving party.

Biegas v. Quickway Carriers, 573 F.3d 365, 373-(6th Cir. 2009) (citations omitted).

V. ANALYSIS

For the reasons that followhe Court grants Plaintiff's motion and denies Defendants’
motion with respect to the affirmative defensdsstatute of limitations and laches. Next, the
Court concludes that the licenagreement between therpas bars some of Plaintiff's copyright
infringement claims — in particular, it bars Rl@Eif’'s claims arising out of breach of covenants
contained in the license agreement, because daghs sound in breach of contract and not in
copyright. However, the license agreementsdoet bar Plaintiff from asserting copyright
infringement claims that involve violations ofratitions precedent to the license; such claims are
outside the scope of the authorizations tgdrby the license agreement and thus sound in
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copyright infringement. Thus each motion for sumyadgment is granted in part and denied in
part with respect to the affirmative defense cdtise. Finally, the Court grants Plaintiff's motion
with respect to the remaining affirthze defenses addressed by Plaintiff.
A. Statute of Limitations

As explained below, the Cowtncludes that Plaintiff is éitled to summary judgment on
the statute-of-limitations defense. Defendamtave not shown that Plaintiff had actual
knowledge of alleged infringing actions, or waaigeable with such kndedge, more than three
years prior to filing suit. Therefore, Defendahtsve not demonstrated that Plaintiff's claims
began accruing more than three years beforedhglaint was filed. Accordingly, Defendants
have not shown that the three-year statute atdirons for copyright actions expired before the
filing of the instant suit.

1. Parties’ arguments

Plaintiff argues that the theeyear statute of limitationsf@opyright infringement actions
does not bar its claims, because the claindsndit accrue until 2009 at the earliest; Plaintiff
contends there is no evidence thavas aware of the existenoéthe claims prior to 2009. PI.
Opening Br. at 8-9 (Dkt. 66). PHiff further contends that it sano general dutip police all of
its clients. Pl Resp. at 11-12 (Dkt. 71PRlaintiff argues that Defendants have shown no
evidence of “storm warnings” amdications of infringing condud¢hat would have put Plaintiff on
inquiry notice of potential violions, and there is no evidentdleat Plaintif discovered or
reasonably could have discoverthe infringement prior t8009. _Id. at 12, 15.

Defendants maintain that Plaintiff's claims a@x more than three years prior to the filing
of the complaint, and therefore the statute of htioins bars the claims. Defendants contend that
Plaintiff did not exercise didjence in discovering any causes of action because Foresman, the
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employee in charge of the account with Chelsedy occasionally reviewed Chelsea’s website,
only visited Chelsea’s premises ena@and did not review Chelsea’s files or inspect its records to
ensure compliance. Def. Opening Br. at 16-17 (Dkt. 67). Defendants further argue that Plaintiff
had a legal duty to exercise due diligence, and that had Plaintiff exercised reasonable due
diligence, it could have discovered any alleged causes of action more than three years prior to
filing suit. Def. Reply at 1-4 (Dkt. 74).

2. Discussion

The Copyright Act provides, “No civil actioshall be maintained under the provisions of
this title unless it is commencedthin three years after theamin accrued.” 17 U.S.C. § 507(b).
The Sixth Circuit has explained that “[a] cojyt-infringement claimaccrues when a plaintiff

knows of the potential violation @ chargeable with €t knowledge.” _Roger Miller Music, Inc.

v. Sony/ATV Publishing, LLC, 477 F.3d 383, 390 (&tin. 2007) (quoting Bridgeport Music, Inc.

v. Rhyme Syndicate Music, 376 F.3d 615, 621 (6th Cir. 2004)).

Defendants do not argue that Plaintiff leaddual knowledge of any alleged infringement
more than three years prior smwit. Instead, the parties dispuivhether Plaintiff, with due
diligence, should have discovered the claimed infringement more than three years prior to filing
the complaint. The parties have pointed to n@hSCircuit authority inwhich the court analyzed
when a party without actual knowledge of claimeopyright infringement is deemed to be
“chargeable” with suctknowledge, and the Court is not aware of &njowever, the parties
agree that under the “discovery rule” of claamcrual applied by the Sixth Circuit, a cause of

action accrues when the plafftiliscovers, or with due diligeee should have discovered, the

! Roger Miller and the case on igh it relied, Bridgeport Musicwere both cases in which the
courts determined that the plaintiff had actual kisalge of the injury more than three years prior
to filing suit, thereby barring claims amgj more than three years prior to suit.
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injury forming the basis of the action. SBesign Basics, LLC v. D#hano Companies, No.

10-14419, 2012 WL 4321313, at *10 (E.D. Mich. Sept.2Zf1,2) (noting that # Sixth Circuit in

Roger Miller applied the discovery rule); seso William A. Graham Co. v. Haughey, 568 F.3d

425, 438 (3d Cir. 2009) (apphg the discovery rule).
Courts from other circuits have determingtht a reasonably djent plaintiff should
discover the injury forming the basis of an actidmen the plaintiff is pubn inquiry notice of the

infringement of a right. _See, e.g., Warren Bezdeld Assoc., Inc. WicTigue, 531 F.3d 38, 44

(1st Cir. 2008) (“[A] plaintiff carbe charged with inquiry notice, sufficient to start the limitations
clock, once he possesses information fairly suggesting some teasuastigate whether he may
have suffered an injury at the hands of apué infringer.”); Haughg, 568 F.3d at 438 (holding

that a claim accrues when the plaintiff “should have known of the basis for its claims, which
depends on whether it had sufficient infotima of possible wrongdoingp place it on inquiry

notice” (citations and quotation marks omitted)) e v. Continuity Graphic Assoc., Inc., 963 F.

Supp. 1308, 1315 (S.D.N.Y. 1997) (“A cawdection accrues whermreasonably diligent plaintiff
would have been put on inquiry as to thestence of a right.” (tation omitted)).
In particular, courts have held that aiptiff is put on inquiy notice once it possesses

information regarding culpable conduct — “storm warnings” — suggesting some reason to

investigate. The First Circuit Warren Freedenfeld, 531 F.3d at 45, held:

Typically, inquiry notice must be triggered by some ewerderies of events that
comes to the attention tfe aggrieved party._ See Mtyre v. United States, 367

F.3d 38, 52 (1st Cir. 2004). The familiaphorism teaches that where there is
smoke there is fire; but smoke, or something tantamount to it, is necessary to put a
person on inquiry notice thatfire has started.

Similarly, in Haughey, the Third Circuit held th#ie appropriate test for when a copyright
infringement claim accrues is whether the plaintiff “should have known of the basis for its claims,
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which depends on whether it had sufficiemformation of possible wrongdoing to place it on
inquiry notice or to exté storm warnings of culpable actwi’ 568 F.3d at 438 (citations and
guotation marks omitted). The Haughey courldhéhat under the inquiry notice test, the
defendants “bear the burden of demonstrating staim warnings, and if they do so, the burden
shifts to [the plaintiff] to show that it exesad reasonable due diligenand yet was unable to
discover its injuries.” _ld. (citions and quotation marks omitted).

Defendants point to no storm warnings or aadiions of infringement that would “fairly

suggest[] some reason to investigate.” WakFegedenfeld, 531 F.3d at 44. Furthermore, the

Court concludes that there is no evidence i técord that Plaintiff became aware of any
indication of wrongdoing prior to 2009. Althoughethecord evidence inchtes that Foresman
checked Chelsea’s website several times and visited its premises once around 1999-2000, there is
no evidence in the record that he saw anythirag thised suspicions of infringement. Indeed,
Foresman testified that he saw nothinghat time that indicated infringement.

Defendants argue that Chelsea maintainedrdime presence and distributed pamphlets
promoting Plaintiff's products since the late 19%Md early 2000s, and tHalgintiff could have
easily investigated to determine whether any of these materials were potentially infringing.
However, the Court concludes that the faett thotentially infringing materials were publicly
available does not, without some additional “triggg event,” put a plaintiff on inquiry notice.

In Warren Freedenfeld, 531 F.3d at 45-46, the cojetted the argument that the plaintiff was on

inquiry notice on the day that a building based @nplaintiff's architectural plans was opened to
the public, when there was no eviderthat the plaintiff toured ariewed the building that was
allegedly infringing the plainfi's copyright. The court noted'Architects have no general,
free-standing duty to comb through public records or to visit project sitaslén to police their
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copyrights.” _1d. at46. Inthe instant case, a@/erren Freedenfeld, thadt that evidence of the

claimed infringement was publicly accessible doessuffice to put Plaintiff on inquiry notice,
without evidence that Plaintiff became aware ofrstwarnings that would have suggested reason
to investigate. Overall, Defendants have nattimeir burden of showing evidence indicating that
Plaintiff became aware of storm warnings indilog possibly infringing conduct more than three
years prior to filing suit.

Although Defendants argue that Plaintibd a duty to investigate and police its
copyrights, the Court concludes that this arguntecks merit. Defendants do not cite any law
supporting their proposition that Riif, simply by virtue of beiag in a business relationship with
Chelsea, was under a continuous duty to invastighelsea’s behavior. The Court concludes
that Defendants’ proposition is contrary to the imguabotice doctrine, in which a plaintiff's duty to
investigate is not triggered untihe plaintiff becomes aware of suspicious activity that may

indicate infringement. _See, e.g., Warren Freésld, 531 F.3d at 44. Furthermore, it would be

unreasonably burdensome to impose on a copyoigher a “never endingbligation to discover
whether anyone to whom he ever suppliedtupyrighted material] would copy it.”__MacLean

Assoc., Inc. v. WM. M. Mater-Meidinger-Hansen, Inc., 952 F.2d 769, 780 (3d Cir. 1991).

Finally, as Plaintiff points out,Itaough the license agreement gave Plaintiff the right to inspect
Chelsea’s records, there is nadaiage in the license indicatingatiPlaintiff was under a duty to
inspect the records or any other material stime€helsea. Indeed, &aintiff points out, the
license agreement imposed a reporting requiremmer@helsea, License | 2(c), which undercuts
Defendants’ argument that the onus was omRfaio police its copyrighted materials.

The Court, therefore, rejects Defendamtgjument that Plairffiwas under a continuous
duty to police its copyright and concludes tBatfendants have not pointed to evidence of any
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storm warnings that would reasonably hgue Plaintiff on inquiry notice of the claimed
infringement more than three years prior to §lisuit. For this reason, there is no evidence to
support Defendants’ argument thlaé cause of action accrued more than three years before the
complaint was filed. The Court grants Ptdffs motion for summary judgment and denies
Defendants’ motion for summary judgment witpect to the statute-imitations defense.

B. Laches

The Court concludes that Ri&if is entitled to summary judgment on the affirmative
defense of laches. As the Coexplains below, Defendants havet demonstratethat Plaintiff
unduly delayed in bringing suit due to a lack diggnce and that such delay was prejudicial to
Defendants, as would be requitedmaintain a laches defense.

1. Parties’ arguments

Plaintiff argues that its claims are not barbgahe doctrine of laches, because there is no
evidence that Plaintiff unduly deled in bringing suit and no evidenakprejudice to Defendants.
PIl. Opening Br. at 9-10 (Dkt. 66) Plaintiff further argues thdefendants have not shown that
Plaintiff had actual knowledge ofdéhnfringing activities, and th@efendants have demonstrated
no facts or information that Plaintiff would hagessessed prior to 2009 that would trigger a duty
for Plaintiff to investigate. Pl. Resp. at 16-17 (Dkt. 71).

Defendants argue that the doctrine of laches Bhintiff's claims because Plaintiff never
policed its copyrights and never exercised its righgeek an inspection or audit of Defendants’
records. Def. Opening Br. at 20 (Dkt. 67Defendants contend thatd Plaintiff exercised
diligence, it could have discovered, early any non-compliance by Defendants. Id. at 22.
Defendants further argue that thkgve met the prejudice requiment of the laches doctrine,
because were it not for Plaintiff's undue delaybinging suit, many of the alleged infringing
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incidents could have been avoided or would nethaccurred. Def. RepBr. at 5-6 (Dkt. 74).
2. Discussion
The parties agree that laches is availabke @sfense to a claim obpyright infringement.

See_Broadcast Music, Inc. Roger Miller Music, Inc., 39¢-.3d 762, 783 n.13 (6th Cir. 2005).

The parties also agree that Defendants musiodstrate two elements to succeed on a laches
defense: (i) undue delay and lack of diligencetlo@ part of Plaintiff, and (ii) prejudice to

Defendants as a result of the delay. See Heivhier, Inc. v. Palazettimports & Exports, Inc.,

270 F.3d 298, 320 (6th Cir. 2001). The question baf@e&ourt is therefore whether Defendants
have demonstrated these elements, as wbeldequired to gransummary judgment for
Defendant, or have raised a genussie of material fact regang these elements, as would be
required to deny Plaintiff'snotion for summary judgment.

As an initial matter, the Court notes thatthié statute of limitation lsanot elapsed, there is
a strong presumption that plaifis delay in bringing the suit . .. is reasonable. Only rarely

should laches bar a case before the . . . statateihd Chirco v. Crossiwnds Communities, Inc.,

474 F.3d 227, 233 (6th Cir. 2007)tétions and quotation marks omd)e Because the Court has
concluded that the three-yeaatstte of limitations in the Copight Act has nb elapsed with
respect to Plaintiff's claims, Defendants mogercome the “strong presumption” that any delay
in bringing the instant suit was reasonable.

In light of this law, the Court turns to theeglents of laches. Regarding the first element,
lack of diligence, it is estabhed that “where the question of lashis in issue the plaintiff is
chargeable with such knowledge as he migawe obtained upon ingyi provided the facts
already known by him were suchtagput upon a man of ordinarytatligence the dutgf inquiry.”

Johnston v. Standard Min. Co., 148 U.S. 360, 370 (1893)erefore, the Court considers whether
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a duty of inquiry was triggered bydis already known to Plaintiff.

Defendants have not assertedttthere were particular facknown to Plaintiff that would
have triggered a duty to investigate; instead, Defendants argue, withoutsgpaathorities, that
Plaintiff had a standing duty to investigate Chelsea’s u#ts abpyrighted work, and therefore,
knowledge of any infringement should be imputedPlaintiff. Because Defendants have not
pointed to any particular facksiown to Plaintiff, the Court cohades that Defendants have not
met their burden regarding this element of laches.

With respect to the element of prejudice, 8eth Circuit has notethat a defendant must
produce record evidence demonstrating prejudice to succeed on a laches defense. See Hoste v.

Radio Corp. of Am., 65&.2d 11, 12 (6th Cir. 198T)[T]here was no evidence of prejudice to [the

defendants] by reason of the plaintiff's delay in filing this action. A showing of prejudice is a
requirement for application of the doctrinelathes.”). The only record evidence Defendants
points to in support of their prgjice argument is the affidavit dbhn Daniels, | 7, in which
Daniels testified, “Having neveraeived notice (written or oral)dm Design Basics that Chelsea
was potentially violating any copyrights or breach of the Licensing Agreement, Chelsea
continued to conduct businesdlire same manner since signing the Agreement, believing Chelsea
was in compliance.”

The Court concludes that this affidawibes not squarely support the argument that
Defendants were prejudiced by anyayein bringing suit; instead, the affidavit seems to indicate
that Defendants may have been prejudicedPlayntiff’'s delay in conmunicating with Chelsea
regarding potential copyright violations. However, “[tlhe delay, which the defense of laches
contemplates, is not delay in bringing claims te #ttention of the defendan It is delay on the

part of the plaintiff in instituting litigation on &iclaims.” Nealey v. Transportacion Maritima
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Mexicana, S.A., 662 F.2d 1275, 1280 n.6 (9th Cir. 198@ations and quotation marks omitted).

Daniel's affidavit refers to Rintiff's delay in, or failure @, notify Chelsea of the alleged
violations, but Daniel's affidavitloes not refer to Plaintiff's delay in filing suit. Therefore, the
affidavit is not supportive of the prejudice element of laches.

Regardless, the Court notes tihalbes seem plausible that Hdintiff initiated this action
earlier, at least some of the alleged incideftsnfringement wouldnot have occurred._ See

Mappa Music Co. v. Universal-Polygram Int’l Pub., Inc., No.63®3, 2001 WL 1868083, at *7

(C.D. Cal. Dec. 17, 2001) (“Had Plaintiff assertésl claim sooner, it igplausible that the
numerous alleged infringements since the 196Qswould not have happened.”). But because
Defendants have not presentextord evidence squarelyporting this point, and because
Defendants have not met the lack of diligemtement of laches, the Court concludes that
Defendants have not met their burdem@emonstrating the elements of laches.

Chirco, 474 F.3d at 233-236, on which Defendarits re distinguishable. In Chirco, a
real estate developer broughtoggright infringement suit against anchitectural design firm that
allegedly constructed builigs based on the developer’'s degigmns. The court noted that the
developer was aware of the design plans and took no steps to restrain the construction until after
the construction was substantially completed.e Tburt therefore held that laches barred the
plaintiff's request to destroy ¢éhbuildings, although the plaintiff’claims for damages and other
injunctive relief were not barred. Id. at 235-236lowever, this case is distinguishable; in
Chirco, the court concluded that the undue piiegitb the defendant — demolition of completed
buildings — was clearly demonstrated. FurthermitweChirco court allowed the plaintiff's claim
for damages and injunctive relief (other thére demolition of the buildings) to proceed.
Therefore, Chirco does not change tBaurt’s analysis on the laches issue.
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For these reasons, Defendants have not over¢benstrong presumption in this case that
the defense of laches is inapplicable. The Cgrants Plaintiff's motn and denies Defendants’
motion with respect to the laches defense.

C. License Agreement

The parties dispute whether the existence of a license agreement between Plaintiff and
Chelsea bars Plaintiff from assag its claims of copyright infigement. As the Court discusses
below, the existence of an express license aizihgra particular use ofopyrighted material
generally bars a copyright infgement claim regarding that padlar use. If, however, the
license agreement contains conditions preceddhetgrant of authorizain to make a particular
use of copyrighted material, and such conditibage not been satisfied, an infringement claim
may lie because the authority for use underlitense agreement was never triggered.

The Court concludes that the license age@ncontains no conditions precedent to the
grant of authority to sell Plafiff's unmodified work. Similay, the license term requiring
Chelsea to affix a copyright noti¢e all promotions or displays #flaintiff's work is a covenant,
not a condition precedent. Therefore, claims Erefendants sold Plaintiff's unmodified work or
promoted or displayed Plaintiffisork without a copyright notice imolation of the license terms
sound in breach of contract, not copyright imlgment. However, the license term requiring
Chelsea to sell the unmodified blueprint of a patéic plan to a customer before modifying the
plan is a condition precedent to Chelsea’s rightltorsedified plans of Plaintiff's protected work.
Plaintiff's claims that its copyghted material was modifiedhd sold without tb underlying plan
first being purchased thus sounctopyright infringement, not in bach of contract. The Court,
therefore, grants Plaintiff’s motion for summamnglgment on the license defense with respect to
claims that Defendants modifigdueprints and plans and saolldem without first selling the
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unmodified blueprint of the plan to the customer.
1. Parties’ arguments

Plaintiff argues that Defendants’ affirthee defenses of expse license and implied
license are barred. Pl. Opening Br. at 4 (Dkt. 6@)Jaintiff contends it Defendants breached
various terms, which Plaintiff claims are conditignecedent to authorized use of its work. Id. at
6-7. These terms include: (i) displaying a coglgtinotice, (ii) paymenof amounts due, (iii)
reporting a sale and obtaining a speconstruction license, andv(i selling an unmodified plan
to the customer prior to modifying a plan._ 1d.,Réply at 7-8 (Dkt. 75). Plaintiff argues that the
use of its work without satisfaction of thedleged conditions precedent amount to unauthorized
use of the work and make such use actionabt®pgright infringement. PlOpening Br. at 5-7;
Pl. Resp. at 21 (Dkt. 71). Plaifitalso argues that Defendants’felese of a broad implied license
fails due to the existence of an expresstamilicense agreement. Pl. Opening Br. at 7.

Defendants argue that they are entitledswonmary judgment on the license defenses.
Def. Opening Br. at 23-27 (Dk&7). Defendants contend that Pk#i’'s remedy is limited to a
breach of contract suit, because the terms dlagedly were violated were covenants in the
license, not conditions._ Id. at 24-26. Defendaat® argue that the defense of an implied
non-exclusive license is applicapéand that, at a minimum, thilefense would apply to Defendant
Hagood, because Hagood had an implied license to modify purchased plans. Def. Resp. at 17
(Dkt. 72).

2. Discussion
a. Express License

The parties do not dispute that there exastexpress written license agreement between

Plaintiff and Chelsea for the usd the copyrighted materials &sue. However, the parties
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dispute whether the instant amti properly sounds in breach tife license agreement or in
copyright infringement.

As a general matter, “[aJopyright owner who grants a nexclusive license to use his
copyrighted material waives hight to sue the licensee for comfnt infringement.” _Graham v.
James, 144 F.3d 229, 236 (2d Cir. 1998) (citations omitted). However, uses of the copyrighted

material that exceed the scope of the license niagge the licensor’s copyright._ S.0.S., Inc. v.

Payday, Inc., 886 F.2d 1081, 1087 (9th Cir. 1989)l{€Ansee infringes the owner's copyright if

its use exceeds the scope of its license. Thearguestion is not the estence but the scope of

the license.” (citatiommitted)). A particular use of copyrigdt material is outside the scope of a
licensing agreement if that particular use is not authorized by the license agreement.  See, e.g.,

Gilliam v. Am. Broadcasting Co., Inc., 5382d 14, 20 (2d Cir. 1976) (“One who obtains

permission to use a copyrighted script in pneduction of a derivative work, however, may not

exceed the specific purpose for which permissios granted.”); cf. Quinn v. City of Detroit, 23

F. Supp. 2d 741, 749 (E.D. Mich. 1998) (“If Defendard hdicense to make a particular use of a
copyrighted work, defendant cannot have comuhittdringement.” (citation omitted)). Here,
the burden is on Plaintiff tohew that Defendants’ use of tleepyrighted blueprints and plans

were not authorized by the license. See Bewr. Walt Disney Co68 F.3d 621, 631 (2d Cir.

1995) (“[Iln cases where only the scope of the lsegeis at issue, the copyright owner bears the

burden of proving that the defendant’s copying was unauthorized.” (citation omitted)).
Furthermore, if a license authorizes the Igg:nto make a parti@arl use of copyrighted

material only if a certain circumstance, evamtaction takes place —i.e. a condition precedent —

then the licensee’s use of the protected matesthbut the condition precedent having first been
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satisfied may give rise to a cause of action faycight infringement. Agxplained in a leading
treatise on copyright,

If the grantee’s violation consists of a failure to satisfy a condition to the grant (as
distinguished from a breach of a covenantipllows that the rights dependent on
satisfaction of that condition have nadn effectively granted, rendering any use
by the grantee without authority from theagtor. The legal consequence is that
the grantee’s conduct may constitute coglyriinfringement. . . . More generally,
when a license is limited in scope, explbda of the copyrighted work outside the
specified limits constitutes infringement.

M. Nimmer & D. Nimmer, 3 Nimmer on CopyrigBt10.15[A][2]. _See also BroadVision, Inc. v.

Med. Protective Co., No. 08-1478, 2010 WL 5158233 (S.D.N.Y. Nov. 23, 2010) (“Whether

a licensee has acted outside thepscof the license depends onettter the terms of the license
were covenants or conditions.”).

“A condition has been defined as any fact or event which qualifies a duty to perform.”
Graham, 144 F.3d at 237 (citations and quotatnarks omitted). In particular, a “condition
precedent is either an act of a party that neasperformed or a certain event that must happen

before a contractual right accrues or contrdauty arises.” R. Lord, 13 Williston on Contracts

§ 38.7 (4th ed. 2000)._See also D&S Realtg, 1 Markel Ins. Co., 789 N.W.2d 1, 14 (Neb.

2010) (“A condition precedent is a condition whigust be performed before the parties’
agreement becomes a binding contract, or aittondvhich must be fulfilled before a duty to
perform an existing contract arises.” (citation and formatting omitted)). Therefore, for a term in
the license agreement to be a condition precedentetin must establish a requirement that must
be met, or a circumstance that must occur, reefoe authority to use the copyrighted work is
granted. If the license term instead establishesjairement that does hioave to be performed

until after use of the copyrighted work occussich term is not a condition precedent. See
Graham, 144 F.3d at 237 (conding that where the copyhg§ owner “turned over the
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[copyrighted software] for [the licaree’s] use before any royaltiesre paid,” the requirement of
royalty payments was a contractual covenant, not a condition precedent).

Finally, just because a partianluse is outside the scopeadlicense does not necessarily
mean that a cause of action would sound in copymghhgement. For there to exist a potential
claim of copyright infringement, ehalleged use must be outside gtope of the license and it
must implicate one of the five exclusive rightsacdopyright owner listeoh 17 U.S.C. § 106: the
right of reproduction; right to prepe derivative works; ght of distribution; ht of performance;

and right of display. See Storage Tech. CorpgCustomer Hardware Eng’g & Consulting, Inc.,

421 F.3d 1307, 1316 (Fed. Cir. 2005) (“[U]ses thailate a license agreement constitute
copyright infringement only whemhose uses would infringe ithe absence of any license
agreement at all.”).

Before analyzing the competing positions of whether the breached license terms are
conditions precedent to the issuance of a licensa;gaged by Plaintiff, ocontractual covenants,
as argued by Defendants, the Court must idettigyappropriate body of late be consulted. In
interpreting whether a term is a condition oravenant, “[tlhe license must be construed in
accordance with the purposes underlying federal copyaght. . . We rely on state law to provide
the canons of contractual constian, but only to theextent such rules doot interfere with

federal copyright law or policy.” _S.0.S.dnv. Payday, Inc., 886 F.2d 1081, 1087 (9th Cir. 1989)

(citations omitted).
Because state law applies te thterpretation of the licensgreement, it is necessary to
first determine which state’s law to apply.edause the Court has federal-question jurisdiction

over this case, the Court applies federal choielenafprinciples. _Med. Mut. of Ohio v. Denise

deSoto, 245 F.3d 561, 570 (6th Cir. 2001). “In &hsence of any established body of federal

21



choice of law rules, [the Coultegin[s] with the Restatement (®ad) of Conflicts of Law.” _Id.
The Restatement (Second) of Conflictd.afv § 187 provides, in pertinent part:

(2) The law of the state chexs by the parties to govetineir contractual rights and
duties will be applied . . . unless either

(a) the chosen state has no substantialioekhip to the parties or the transaction
and there is no other reasonablsibdor the parties' choice, or

(b) application of the law of the chosstate would be contrary to a fundamental

policy of a state which has a materially gezahterest than the chosen state in the

determination of the particular issuedawhich, under the rule of § 188, would be

the state of the applicable law in thesabce of an effective choice of law by the

parties.

In the instant case, the license agreementains a choice of ¥a clause providing that
Nebraska law shall govern the construction apglieation of the contract. License § 15.
Plaintiff argues that Nebraskanapplies; Defendants rely on bavlichigan and Nebraska law.
Neither party has argued that Nebraska hasubstantial relationship to the parties or to the
transaction, or that another state would have arralyegreater interest in the instant dispute.
Indeed, the Court notes thataRitiff is a Nebraska company. Therefore, the Court applies
Nebraska law to the issue of whether the licdesms are conditions precedent or covenants. In

Nebraska, the meaning of a contract and whethasntract is ambiguous are questions of law.

Davenport Ltd. Partnership v. 7% Dodge I, LP, 780 N.W.2d 416, 422 (Neb. 2010).

“Broken contractual promises give rise actions for breaclof contract, whereas
unfulfiled conditions mean that an enforceablentract was never formed.” _Stackhouse v.
Gaver, 801 N.W.2d 260, 270 (Nebt. App. 2011). “Whether cordctual language is deemed
conditional or promissory generally depends upon temtion of the parties. Where the intent of
the parties is not clear, the dispdtlanguage is generally deentecbe promissory rather than

conditional.” Harmon Cable Conigwof Neb. Ltd. P’'ship v. Scop8able Television of Neb. Co.,
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468 N.W.2d 350, 359 (Neb. 1991) (citations omittedPhrases suggesting tlaatontractual term
is a condition include “if ‘provided that,” ‘when,’ ‘after,”as soon as,’ ‘subjéc¢o,” ‘on condition

that,” or some similar phrase.” _Stackhou®@] N.W.2d at 270 (citing Harmon Cable Comm’s,

468 N.W.2d at 359). The Court lo®hkt the “contract as a wholeander to construe it.”__Ruble
v. Reich, 611 N.W.2d 844, 850 (Neb. 2000) (citations omitted).

In light of this law, the Court turns todherms of the license agreement relating to the
specific violations asserted by Plaintiff. Plaintiff claims that Defendants unlawfully sold and
transferred copies of the copyrighted wogtpmoted and displayed the copyrighted work;
displayed the copyrighted work without Plaintiff’'s cojgyt notice; and modied the copyrighted
work.

The Court first turns to the license provisions regarding the sale of the plans. The license
provides that Plaintiff grantdo Chelsea “for the term of this Agreement the Ilimited,
non-transferable right arlicense to do the following, subjectthe terms ofhis Agreement:

Promote, Market, and sell copies of [Plaintiffi®ducts].” License 1. Chelsea may sell copies
of Plaintiff's blueprints and othgroducts at prices edtisshed by Chelsea. d1 § 2(a), (b). After
selling a blueprint or product, Clsela must (1) report the sale to Plaintiff, (2) remit a re-licensing
fee to Plaintiff, and (3) maintaincerds of all of its sales. Id. ¥fa), 2(b), 2(c), &1), 6(c), 6(d).
Once a sale is reported, Plaintiff will send a carddton license to the customer. Id. § 6(b).

Under the plain language of the license agreement, Chelsea was authorized to sell the
copyrighted work in its unmodified form, withoahy other act or circumstance first taking place.

The requirements of reporting sales, remitting faegl maintaining records are not triggered until

2 As discussed infra, the Court finds that Chelsemht to sell a modifiedvork is subject to a
condition precedent.

23



after Chelsea makes the sale. Because ttezpgerements are only performed after Chelsea
completes a sale, the requirements of reporting sales, remitting fees and maintaining records are
contractual covenants, naonditions. Therefore, the licemgrovisions reking to selling
unmodified plans are contractuadvenants, not conditions precedeamd Plaintiff's claims that
Defendants sold its copyrighted work in viadet of these license terms sound in breach of
contract, not in copyright infringement. Riaff argues that, under Stackhouse, 801 N.W.2d

at 270-71, the “subject to” languageuhd in paragraph 1 of the agreenfenompels the
conclusion that the terms referenced by PHintiust be consideredonditions precedent.
However, the Stackhouse court saidttbuch language is “evidenciiat the term is a condition,

id., not that such language invariably mandé#tas the term be treated as a condition.

In this case, the “subject to” language apple'the terms of this agreement.” Adopting
Plaintiff's interpretation of the “subject to’dguage as necessarily denoting a condition precedent
would lead to the implausible conclusion that every term in the license agreement is a condition
precedent. This would, nonsensically, encompass terms that are clearly not conditions at all, such
as the terms establishing the parties’ mailing asigre (1 13), providing feseverability (T 17),
and indicating choice of law (T 15).

A more plausible reading is that the phrésgbject to” simply indicates that the rights
referenced in paragraph 1 are spelled out in grelateil in other terms of the agreement, some of
which may constitute conditions and some of whicly becovenantal in nature. This reading of
the “subject to” phrase supported by the factdahthe phrase does notesifically reference any

particular term. By contrast, a typical conditiorelg out a particular event, circumstance or act

% The provision states, “[Plaintiff] grants to [Chelsea] for the termisfAlyreement the limited,
non-transferable rigland license to do the following, subjectiie terms of this Agreement . . . .”
License | 1.
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that forms the condition.

Further, as noted above, Nebraska courtsyappresumption that, “where the intent of the
parties is not clear, the disputed language segEly deemed to be promissory rather than
conditional.” _Harmon Cablel68 N.W.2d at 359. In support tifis proposition, the Harmon

Cable court cited _Mrozik Const. v. Lauweg Assoc., 461 N.W.2d 4@Minn. App. 1990). In

Mrozik, the Minnesota court expssly held that a determinai that a contract is ambiguous
precludes a finding that the ambiguous languagecisndition precedent: “In this case, a finding
that the contract language is ambiguous is dispes If the language is ambiguous, it cannot be
unequivocal; and we hold hereatha condition precedent will hbe found absent unequivocal
language.” _1d. at 52. Here, the plain languaghefagreement makes al¢laat no action had to
precede the sale to authorize Chalsesell. Therefore, there m® ambiguity. But even if the
“subject to” language suffices to create an aulby regarding whethrethe above contract
provisions are conditions precedent or covendmésprovisions must be deemed covenants under
the Nebraska canon of interprda pertaining to conditions.

Plaintiff also points to the “specifically #horized” language of Section 2(e) of the
agreement as support for its argument that the right to sell was subject to a condition precedent.
That provision states:

To comply with U.S. Copyright law, anyse of [Plaintiff's] blueprint, including

any construction of the home depictedhe plan, must be specifically authorized

by [Plaintiff]. Upon receipt of [Chelsea’siotification of the sale of [Plaintiff’s]

blueprint, [Plaintiff] will issue a Constrtion License to the retail customer who

purchased [Plaintiff's] blueprint througiChelsea]. (See also section 6). Any

other distribution of [Plaintiff's] Bluepnt by [Chelsea] is strictly prohibited.

License 1 2(e).

However, the “specifically authorized” languapgertains to “use” of the Blueprint and
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addresses construction of a home adlastration of the use. Nadbdy, use is contrasted with sale
because the provision recites thaonstruction license will be issth by Plaintiff after notification

of the sale by Chelsea. Thukge provision appears to addrgssst-sale use of the blueprint,
making the “special authorizan” for construction a post-salmatter, as well. As such, the
“specifically authorized” language and the doastion license requirement cannot be deemed
conditions precedent to the right to sell an unmediplan. At most, this language and the last
sentence providing that “any other distributiortted DBI Blueprint by CL isstrictly prohibited”
create an ambiguity, which undeebraska law, requires charatzation of the provision as a
covenant, not a condition precedent to the right to sell an unmodified plan.

Finally, Plaintiff does not argue that the Nelk@ataw regarding congting contract terms
as covenants or conditions is inconsistent with federal copyrigtdard@olicy. Thus Plaintiff has
failed to identify conditions precedent to Chelsea’s right to sell unmodified plans, and any claims
pertaining to such sales would be actionable aslyreaches of contracts, rather than copyright
infringement.

The Court next turns to the license proms regarding promatg and displaying the
copyrighted work. As noted above, the license glevithat Plaintiff grant® Chelsea “for the
term of this Agreement the lited, non-transferable rigland license to . . . Promote, Market,
and sell copies of [Plaintiff's products].” The Court concludes that there is no action,
circumstance, or event that must occur befdinelsea could promote display the copyrighted
work. Therefore, Plaintiff's claims that Defearits unlawfully promoted or displayed its plans
sound in breach of camatct, not in copyright.

Plaintiff points to the following language a®ating a condition precedent to promoting or
displaying the work: “[Chelsea] also agrees te asd display [Plaintiff' sEopyright notice in an
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easily readable size and location all uses of such designshotography, Blueprints, Products
and Plan Books and in all marketing, promotional or advertising mettodaterials developed
or used by [Chelsea], which feature or includeifRiff's copyrighted work].” License | 3.

The Court disagrees that this provision ¢ibaes a condition peedent. The license
term does not contain a phrase sasHt'subject to,” “unless,”dn condition of,” or some similar
phrase denoting that the parti@ulrequirement of includingopyright notice was a condition
precedent to the grant of authpito display the copyrightedork. See Stackhouse, 801 N.W.2d
at 270 Courts have emphasized the necessityl@dr, unambiguous language indicating that a
contract term is a condition before deemswgh term a condition precedent as opposed to a

covenant. _See Harmon Cable, 468 N.W.285#%; cf. Jacobsen v. Katzer, 535 F.3d 1373, 1382

(Fed. Cir. 2008) (concluding that contract term authorizingsers to download, modify, and
distribute copyrighted files “pwvided that” the user includedlowner’s copyright notice was a
condition precedent.). Although the inclusion afdaage such as “unless” or “on condition of”
would not be dispositive of the issue, the absence of such mgeighs against finding clear
intent to create a condition precedent. Becausédénse term requiring inclusion of a copyright
notice is not unambiguously a condition preceddrd, Court concludes that the term must be
deemed a contractual covenan®Plaintiff's claims that Defedants promoted or displayed its
copyrighted work in violation of these licensente sound in breach of contract, not in copyright

infringement.

* The Court’s analysis is supported by Grahdd F.3d at 236-237. In _Graham, the court,

applying a presumption that contractual ternesa@venants as opposed to conditions, concluded
that where the parties did not clearly delinghie conditions and covenants of an oral license
agreement, a contractual termqueing the inclusion of a noticeeanliting the copyright owner was

a covenant, not a condition. As in Graham, thenlge term in the instant case is not clearly

delineated as either a covenant condition. The Court musherefore, deem it a covenant.
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Finally, the Court turns to the license provisions relating to modification. The license
provides, “[Chelsea] specifically agrees notd¢edraw a home plan, based in whole or in part on
one or more [of Plaintif§] home plan designs, whether or sioth a re-draw incorporates changes
to the [] original home plan design, unlesg tinderlying [] Blueprint h& been purchased.”
License § 3. The requirement of sellinge underlying blueprint before making any
modifications to the blueprint is an unaigioous condition precedent. unless Chelsea sells
Plaintiff's underlying blueprint, it was unauthorizedmodify the blueprint. The inclusion of the
word “unless” weighs toward finding this provisiartondition precedent, ginghat it is identical
in meaning to “provided that” — a phrase ttiet_Stackhouse court explathes the language of a
condition. _Stackhouse, 801 N.W.2d at 270. Mawsz, one of the five exclusive rights of
copyright owners is theght to prepare derivative works frahe protected materials. Therefore,
a claim that Defendants modifi€diaintiff's copyrighted work wiout first sellinghe unmodified
blueprint — in other words, a chaithat Defendants modified Pl&#iifis work without authorization
— would sound in copyright infringemet.

In sum, the license defense does not bamdaisserting that Defdants modified a plan
without first selling the plao a customer. Plaintiff’'s ntiimn for summary judgment on the
express license defenses is grdmtéth respect to such claims.

However, the license provisions regaglireporting sales, paying fees, maintaining
records, and including a copyrigtttice on displays of Plaintiff&ork are contractal covenants,

and the claimed violations of such covenantmsoin breach of contract. The license defense,

> The Court rejects Defendants'gament that the license prowsi regarding default and cure
establishes that the terms of the license ageeerare covenants. The fact that the license
agreement provides for revocation or other remeddiereach simply does not bear on the issue
of which provisions in the agreement are conditions and which are covenants.
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therefore, bars claims arising out of allegedatioins of these license terms. Defendants’ motion
for summary judgment on the express license defesgganted with respect to claims arising out
of breach of these atractual covenants.

For these reasons, with respect to the affinealefense of an express written license, the
Court grants in part and denies in part Pl#fistimotion and grants in part and denies in part
Defendants’ motion.

b. Implied License

The Court concludes that with respect to the affirmative defense of an implied license,
Plaintiff is entitled to summary judgment. It is established that “the existence of an implied
license to use the copyright for a particufarrpose precludes a finding of infringement.”

Johnson v. Jones, 149 F.3d 494, 500 (6th Cir. 1998)lorias, the Sixth Circuit concluded that an

express written agreement for the use of copyrightatkrial — one that provides that the licensor
retains ownership of the copyright and restricts the use of the copyrighted work — points away from
the existence of an intipd license. _Id. The court furtheoted that without any indication of
intent to grant an implied license, “theran be no implied license.” Id. at 502.

In this case, there exists an express written license agreement between Plaintiff and
Chelsea. The license provides, “[Chelsea]nagledges that copyright in the [] home plan
designs . . . photography, BlueganProducts and Plan Booksagned solely by [Plaintiff].”
License T 3. The existence of this written license agreement providing that Plaintiff retains
ownership of the copyright, coupledth the absence of andication of intento grant an implied

license, precludes finding an implied liserbetween the parties in this cse.

® Defendants’ argument that the implied licenstense bars the copyrighifringement claims
against Defendant Hagood lacks merit. Deferslargue that Hagood had an implied license to
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The Court grants Plaintiffs motion and desiDefendants’ motion with respect to the

implied license argument.
D. Waiver and Estoppel

Plaintiff argues that Defendants’ affirmatidefenses of waiver, estoppel, and judicial
estoppel lack merit and should not survive. Gfdening Br. at 10 (Dkt. 66) Plaintiff contends
that there is no evidence to support waiver, noead to support the elements of estoppel, and no
indication of contradictory arguemts that would support judiciadstoppel. _Id. at 10-11.
Plaintiff further argues tt Defendants provide nogal basis for their asg@n that Plaintiff had a
legal obligation to police its copgint. PIl. Reply at 11 (Dkt. 75).

Defendants argue that beca$aintiff had an obligation tpolice its copyright and did not
do so, there is at least a question for the jury drePlaintiff waived its rights. Def. Resp. at 25
(Dkt. 72). Defendants also contend that becdlamtiff had the obligatin to police its rights
and did not do so, Plaintiff failed take advantage of an opporturtityavoid harm to Defendants,
and therefore estoppel is applicable. Id. at 26.

The Sixth Circuit has defined waiver as follows:

Waiver is defined as éhvoluntary relinquishment ai known right. A waiver

must be intentional, with full knowledg# all the facts. Although a waiver may

be effected by express words or by conduct, mere silence will not amount to a

waiver unless there is a duty to speak. The party seeking to prove waiver bears the
burden of showing clear and unequigbevidence of such a purpose.

modify a plan if Hagood determined that the plan had been purchased from Chelsea. While the
license agreement does authorize Chelsea tofynptins that have first been purchased by
customers, the license agreement prohibits moujfpians that were notét properly purchased.

The prohibition against maiging plans that were not first purased indicates that there was no
intent to grant an implied license to Hagoodhodify plans that were not properly purchased,
regardless of whether Hagood thought that thesgtaa been properly purchased. Because there

is no indication of intent to gnt an implied license to Hagodtle Court concludes that no such
implied license was granted.
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QSI-Fostoria D.C., LLC v. Gen. Elec. Capital Bus. Asset Funding Corp., 389 F. App’'x 480, 487

(6th Cir. 2010) (citations omitted).

The Court concludes that Plaintiff sholdd granted summary judgment on the waiver
defense, because Defendants have not proviggubst for their assertion ah Plaintiff had a duty
to police its copyrights and thdte failure to do so constitutedhiver; indeed, as the Court has
discussed throughout this opni, Plaintiff was not under aontinuous duty to police and
investigate its copyrights. Nor have Defenmtdamade the requireshowing of “clear and
unequivocal evidence of such a purpose [to waiae®if's rights].” Absent clear, unequivocal
evidence that Plaintiff intentionally waived rights, Defendants cannot succeed on the defense of
waiver.

The Court further concludes that Plaintifeistitled to summary judgment on the equitable
estoppel defense. A copyright defendant npugte four elements to establish estoppel:

(1) the plaintiff must know thfacts of the infringing condyq?2) the plaintiff must

intend that its conduestall be acted on or must so #wt the defendd has a right

to believe that it is so intended; (3) théedwlant must be ignoraof the true facts;
and (4) the defendant must rely oe flaintiff’'s conduct to its injury.

Carson v. Dynegy, Inc., 344 F.3d 446, 453 (5th Z003);_see also Encyclogie Brown Prods v.

Home Box Office, Inc., N. 91-4092, 1998 WL 734355, at *13 (SNDY. Oct. 15, 1998) (“In

order to prevail on the defense of equitablegst! the defendant must have been misled into
reasonably and justifiably believing that theiptiff would not pursue his claims against the
defendant.”). Defendants have not pointed to evidence demonstrating that Plaintiff was aware of
the infringing conduct, nor have Defendants shdthat any belief by Defendants that Plaintiff
would not bring copyrightlaims was reasonable and justified. efidfore, Plaintifiis entitled to

summary judgment on the defe of equitable estoppel.

31



Finally, Defendants didot respond to Plaintiff's argumenmtgarding judicial estoppel, so

Plaintiff is entitled to summary judgment on this issue as well. See, e.g., Scott v. State of Tenn.,

878 F.2d 382, at *2 (Table) (6th Cauly 3, 1989) (“[I]f a plaintiff fals to respond or to otherwise
oppose a defendant’s motion, then the distraairc may deem the plaintiff to have waived

opposition to the motion.” (citations omitted)yee also_Schull v. CitiMortgage, Inc., No.

11-15643, 2012 WL 4498498, at *4 (E.D. Mich. Sez8, 2012) (dismissing two counts of a
complaint as waived because“[a] party waivepagition to a motion if th party fails to respond
to arguments raised in the motion.”).

The Court grants Plaintiff's motion for summauaglgment with respect to the defenses of
waiver, equitable estoppelnd judicial estoppel.

E. Remaining Affirmative Defenses Addressed by Plaintiff

Plaintiff also seeks summary judgment oe #iffirmative defenses of (i) de minimus
copying, (i) works in the public domain, (iii) publication by others without a copyright notice, (iv)
untimely filing with the Copyright Office, (wionvolitional conduct, (vi) no knowing or negligent
infringement of copyrights, an@ii) copyright misuse. Plairffiargues that (i) Defendants have
not shown that any copying was de minimus; (ii) thate is no evidence the works at issue passed
into the public domain; (iii) that there is no esite of publication withoutotice and that such a
defense is inapplicableegardless; (iv) that & stipulation to the \iity of the copyrights
undercuts the defense of untimellinfy with the Copyright Office; (v) that the mens rea defenses
are not appropriate defensesopyright infringement; and (vi) théere is no evieince to support
the claim of copyright misuse. Pl. Opening Bt 11-14 (Dkt. 66). In response, Defendants
argue that these affirmative defenses should not be dismissed becaogergiscstill ongoing.
Def. Resp. at 26-27 (Dkt. 72).
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The Court concludes that Plaintiff istiled to summary judgment on the remaining
affirmative defenses addressed by Plaintiff. défal Rule of Civil Procedure 56(d) provides:
If a nonmovant shows by affidavit or dachtion that, for specified reasons, it
cannot present facts essential to justify its opposition, the court may:
(1) defer considering the motion or deny it;
(2) allow time to obtain affidavits or d&arations to take discovery; or
(3) issue any other appropriate order.
Although Defendants argue that the affirmatidefenses should not be dismissed because
discovery is still ongoing, Defendants have notifée affidavit identifying information “essential
to justify its opposition” thatmay still be adduced in stovery. “Where a party opposing
summary judgment and seeking a continuance pending completion of discovery fails to take

advantage of the shelter provided by Rule 5@jd]filing an affidavit,there is no abuse of

discretion in granting sumany judgment if it is otherwise appropriate."Gettings v. Bldg.

Laborers Local 310 Fringe Benefits Fund, 349 F.3d 300, 305 (6th Cir. 2003) (citation omitted).

Defendants have not filed the required R&6E(d) affidavit, nordo Defendants respond to
Plaintiff's arguments on the merits of the remagnaifirmative defenses. Furthermore, the Court
has reviewed, and agrees with, Ridi’'s arguments on the merits.

Plaintiff also argues that Defdants’ affirmative defenses payment, failure to cure, and
failure to terminate the license are barred. Gplening Br. at 4 (Dkt. 66) Defendants have not
responded to Plaintiff's arguments on these defenses; nor have they explained why such defenses
would bar any of Plaintiff's claims. Failur® respond is grounds rfahe Court to deem

opposition waived. _See Scott v. State of Tenn., 878 F.2d 382, at *2 (Table) (6th Cir. July 3,

1989). The Court therefore conclediat summary judgment sholdd granted to Plaintiff on

the defenses of payment, failure taesuand failure to terminate the license.
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For these reasons, the Court concludes tlaati#f is entitled to summary judgment on the

remaining defenses it addresses.
V. CONCLUSION

For the reasons set forth above, the CowmigrPlaintiff’'s motiorfor summary judgment
and denies Defendants’ motion Barmmary judgment with respect(ip the statute of limitations
defense, (ii) the laches defenses, (iii) the implieehse defense, (iv) theaiver defense, (v) the
estoppel defenses, and (vi) the defensedeominimus copying, works in the public domain,
publication by others without a copyright notiamtimely filing with the Copyright Office,
nonvolitional conduct, no knowing or negligent infyjement of copyrights, and copyright misuse.
The Court grants in part and deniegart Plaintif’s motion, and grants in peand denies in part
Defendants’ motion, with regard to the affitiva defenses relating to the express license
agreement as follows: (i) summary judgment is gitePlaintiff as to the defenses of payment,
failure to cure, and failure to terminate; and ¢iymmary judgment is granted to Plaintiff on the
express license defense as @ik based on modified works, but granted to Defendants on the

same defense as to claims based on sale obdified works and promotion or display of any

works.
SO ORDERED.

Dated: October8, 2013 s/MarkA. Goldsmith
Flint, Michigan MARKA. GOLDSMITH

UnitedState<District Judge
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CERTIFICATE OF SERVICE

The undersigned certifies that the foregailmgument was served upon counsel of record
and any unrepresented parties via the Court's &@GFem to their respective email or First Class
U.S. mail addresses disclosed on the ¢éotif Electronic Filing on October 8, 2013.

$Deborah J. Goltz
DEBORAH J. GOLTZ
Gase Manager
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