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IN THE UNITED STATES DISTRICT COURT

FOR THE DISTRICT OF NEVADA

HOME GAMBLING NETWORK, INC., No. 2:05CV-610-DAE

)

et al, )
)

Plaintiffs, )

)

VS. )
)

CHRIS PICHE, et a|. )
)

Defendang. )

)

ORDERGRANTING DEFENDANTS’ MOTION FOR AWARD OF
ATTORNEYS' FEESAND COSTS

Before he Courtis the Motion for Attorneys’ Feeand Costs (Dkt.
# 337) brought by Defendants Chris Piche, Inversiones VS Dos Mil, S.A. d/b/a
casinowebcam.com (“CWC"and Eyeball Networks, Inc. (collectively,
“Defendants”) After reviewing theMotion and the supporting and opposing
memorandathe CourtGRANT S Defendants’ Motion for Attorneys’ Fees and
Costs.

BACKGROUND

l. Factual Background

On September 1, 1998, the United States Patent and Trademark Office
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issued Patent No. 5,800,268, entitled “Method of Participating in a Live Casino
Game from a Remote Location” (the “Method Patent”), to inventor Mel Molnick,
who subsequently assigned all rights in the Method Patent to H@¢eDkt.
#98 (“FAC”) 112.) In 2003Molnick, the President of HGN, contacted CWC to
license the Method Patent.Id(14.) On November 25, 2003, CWC entered into
five license agreements with Plaintiffs, which were superseded by a patent license
agreement (the “HGN Contract”) on August 1002. (d. 1124, 27.)

The HGN Contract granted Defendants a license to use the Method
Patent and, in turn, to grant sublicenses to other companies 129-34.)
More specifically, theContract gve CWC “a perpetual, exclusiveyalty-free
worldwide license to use the Licensed Technology” and the right “to grant
sublicenses therein to CWC Resellers, ClM&nsees, and End Users.” (Dkt
#111-3 ("HGN Contract”) 82.1.) The HGN Contract also expressly provided
that “[n]o further approval or documentation” was “required” from Plaintiffs with
respect to the granting of sublicensedd.)( The HGN Contract furthetefined
“CWC Software” as “any software owned or licensed by CWC, which CWC
makes generally available to its customers, and which enables CWC and CWC
Licensees to provide any games over computer networks to endexsfuding

Bingo, Keno, Lottery and all sporting eveiits (Id. 8 1.4 (emphasis added).)

Pursuant to the HGN Contract, CWC used the Method Patent in
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conjunction with online gambling operations.SeeDkt. #312-5 (“Piche Decl.”)

13.) CWC ran a “live webcam casino” (the “Live Casino”), which functioned
like any other casino except that it was outfitted with digital cameras to allow
physicdly remote customers to view and interact with the casino, which was
located in Costa Rica, through the internetd.)( Players could access the Live
Casino through the website www.casinowebcam.cord.) (CWC also ran a
related business that offeredensedo third-party online gaming websites,

allowing them to use CWC software to offer live webcam casino gaming without
needing to operate their own “live” casinosld.X At all relevant times, CWC’s
computer servers, which hosted the online games, and the employees of the Live
Casino were located in Costa Ricald.;(see alsd-AC 115, 7 (admitting that
Defendants are albreignindividuals or entities and that CWC was a Costa Rican
business with its principal @ate of business in Costa RicBkt. # 274 (“Beall

Decl.”) Ex. 1 1 (claiming servers recorded time in their local Costa Rica time).)

Il. Procedural Background

On July 10, 2006, Plaintiffs filed a First Amended Complaint,
alleging, among other things, that CWC infringed their Method Patent through
CWC'’s operation of an online gambling website and its production and distribution
of online gambling software, all @hich permitted sports betting, lottery, keno,

and bingo games. (FAC $8-89.) While recognizing that Defendants had the
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right to grant sublicenses under the HGN Contract, Plaintiffs agskat CWC
improperly sublicensed its software without exchglbingo, keno, lottery, and
sports betting. 14. 11112-14.)

On August 10, 2006, Defendants filed a Motion for Summary
Judgment on all counts of the First Amended Complaint. .¢@kt1.) On
March 30, 2007, the Court issued an Order Granting in Part and Denying in Part
Defendants’ M&on for Summary Judgment. (DkKt143.) The Court granted
summary judgment as to Count Two (Declaratory Judgment) and Count Seven
(Conversion) of the First Amended Complaintld.X The Court denied
summary judgmerds to Count One (Patent Infringement), Count Three
(Preliminary and Permanent Injunction), Count Four (AccountidgintFive
(Breach of Contract), andountSix (Intentional Interference with Contractual
Relationships). 14.)

Approximately six years later, on February 27, 2013, Defendants filed
a secad Motion for Summary Judgment contending that “the record is ripe for
summary judgment on the remainiogunts of the complaint.” (Dk#312 at 2.)
Plainiffs filed a Preliminary Response to Defendants’ MotionSammary
Judgment Motion. (Dkt#324.) On May 17, 2013, Defendants filed a reply in
support of their Mbon for Summary Judgment. (DKt328.)

On September 30, 281this Court granted Defenala’ Motion for
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Summary Judgment in its entirety, dismissing all of Plaintiffs’ claims. (Dkt.
#333) In relevant partthe Court concludetthat(1) there was no liability under
35 U.S.C. § 271(a) because at least one of the method steps was peoiasitkd
the United Statesd. at 16); (3 there was no inducement to infringe the patent
because there was doectinfringement of a patenid.); (3) Defendarg did not
infringe the MethodPatenty operating a website and licemgisoftware that
permitted sports betting, lottery, keno, and bingo games because these activities are
excluded from the Method Patgnirsuant to the prosecution history disclaimer
(id. at 23);and(4) there was no contractual liability of Defendants beeahe
HGN Contract did not prevent CWC from licensing the CWC Software to third
parties for bingo, keno, lottery or sporting evendsdt 25). Importantly, the
Court foundthatPlaintiffs purposefully attempted to exclude subject matter that
was beyond the scope of the Method Patent from the license granted to CWC, so
that they could license that subject matter to others for mon(éy. at 26.)

Defendants have now filed the instant Motion for Attorney Fees and
Costs (“Mot.,” Dkt. #337.) Defendants asstratthey are entitled to a total
award of $1,806,416.59. Id( at 1.) Defendantarguethat(1) this case is an
“exceptional” case, entitling them to attorséfees pursuant to 35 U.S.C. § 285;
(2) they are entitled to their attorr&yees, costs and double damages under the

patentlicense agreemerdgind(3) the attorney fees, costs, and damages claimed
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are reasondé. (Id.)

Plaintiffs filed an Opposition to Defendants’ Motion for Attorneys
Fees and CostSResp.,”Dkt. # 347) arguinghat(1) this case does not meet the
“objectively baseless” standard required for an award of attorney fees under 35
U.S.C. § 285, and (2) Defendants have not met their burden of establishing an
exceptional case by clear and convincing evidenckel.) (Defendants filed a
Reply in Support of Defendants’ Motion for Attorney Fees and Costs. (DKkt.
#350.)

On April 29, 2014, in light of the opinions of the United States

Syoreme Courtin Octane Fitness, LLC v. Icon Health & Fitness, Inc., No.

12-1184, 134 S. Ct. 1749 (Apr. 29, 2014) and Highmark Inc. v. Allcare

Management System, IndNo. 121163, 134 S. Ct. 1744 (Apr. 29, 2014he

Court ordered the parties to submit simultaneous supplemental brfief{Dit.
#358.) Defendants filed their supplemental brief on May 6, 2014 (Dkt. # 360),
and Plaintiffs filed their supplemental brief on May 7, 2014 (Dkt. # .363)

Defendants’ Motiorfor Attorneys’ Fees and Costs is now before the Court.

! The Court notes that the supplemental briefs did not completely supplant the
original motions; the Court has considered the arguments and facts presented in
both the supplement briefing and in the original briefing to the extent it is relevant
and helpful.
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ANALYSIS

l. Awarding Attorney Fees for an “Exceptional Case” UritletJ.S.C. § 285

Section 285 of title 35 of the United States Code provides: “The court
In exceptional cases may award reasonable attorney feespietading party.”
35 U.S.C. § 285. “The purpose of section 285 is to prevent injustice by
compensating the prevailing party for its monetary outlays in prosecution or
defense of a suit where the conduct of the losing party is clearly inequitable.”

Multi-Tech, Inc. v. Components, Inc., 708 F. Supp. 615, 620 (D. Del. 1989) (citing

Rohm & Haas Co. v. Crystélhem Co, 736 F.2d 688, 692 (Fed. Cir. 1984)).

Prior to the Supreme Court’s opinions in Octane Fitness, LLC v. Icon

Health & Fitness, IngN0.12-1184 134 S. Ct. 1749Apr. 29, 2014) and

Highmark Inc. v. Allcare Management System, JiND. 121163 134 S. Ct. 1744

(Apr. 29, 2014)a party requesting attorngyfees was required to establish the

exceptionality of a caday clear and convincingvelence. SeeBrooks Furniture

Mfg., Inc. v. Dutailier Intl, Inc., 393 F.3d 1378, 1383 (Fed. Cir. 2005).

As set forth inBrooks Furniture393 F.3d 1378 (Fed. Cir. 2005), an

award of attorneys’ fees wagrmissible “when there has been some material
inappropriate conduct related to the matter in litigation, such as willful
infringement, fraud or inequitable conduct in procuring the patent, misconduct

during litigation, vexatious or unjustified litigation, conduct that violates Fed. R.
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Civ. P. 11, or like infractions.” Id. Thus absent misconduct during pat
litigation or prosecution, attornsyfeescouldbe imposegbursuant to 285“only
if both (1) the litigation is brought in subjective bad faghd (2) the litigation is

objectively baseless.” _ Brooks Furniture, 393 F.3d at 1381 (d¢tinjl Real

Estate Investors, Inc. v. Columbia Pictures Indung. 508 U.S. 49 (1993)).

Two recent opinions of the United States Supreme Court have

overruledBrooks Furniturés “subjective bad faith/objectively baseless” standard.

In Octane Fitnesgthe Supreme Court held that tBeoks Furniturdramework is

“unduly rigid” and “impermissibly encumbers the statutory grant of discretion to
district courts.” 134 S. Ct. at 1755 The Court noted that its analysis begins and
ends with theaext of § 285 which simply provides: “The court in exceptional cases
may award reasonable attorney fees to the prevailing pary.’at 175556
(citing 25 U.S.C8§ 285). The Court noted:
This text is patently clear. It imposes one and only one constraint on
district courts’ discretion to award attorney’s fees in patent litigation:

The power is reserved for “exceptionalses.”

Id. at 1756. Thus, the Court redefindgtle confusing and rigidBrooks Furniture

frameworkfor determining whether an award of attorsieges is provided for

? Because the Patent Act did not define “exceptional,” the Court construed it “in
accordance [its] ordinary meaning.'Octane Fitness, 134 S. Ct.1at56. In
1952, when Congress used the term, it was defined as “uncommon,” “rare,” or “not
ordinary.” Id. (citing Webster’'s New International Dictiona8g9 (2d ed. 1934).
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under § 285. In doing so, the Court espoused a new standard of determining

whether a case is “exceptional” theconsistent with the statutory language:
We hold, then, that an “exceptional” case is simply one that stands out
from others with respect to the substantive strength of a party’s

litigating position (considering both the governing law and the facts of
the case) or the unreasonable manner in which the case was litigated.

Further, the Court rejected the Federal Circuit’'s requirement that
patent litigants establish their entitlement to fees under § 285 by “clear and
convincing evidence toncludingthat“nothing in § 285 justifies such a high
standard of proof.” Id. at1758 The Court noted:

Section 285 demands a simply discretionary inquiry; it imposes no
specific evidentiary burden, much less a high one. Indeed,

patentinfringement litigation has always been governed by a
preponderance of the evidence standard.

Id. (citing Bene v. Jeantel29 U.S. 683, 688 (1889)).

In Highmark issued the same day, the Supreme Court repeated that
the determination whether a case is “exceptionatier § 285 is a matter of
discretion. Highmark 134 S. Ct. 1744 at 1748. Further, the Court held that the
exceptionaicase determination is to be reviewed only for abuse of discretion on
appeal. Id.

In accordance with the standard set fort®atane Fithesand

Highmark “[d]istrict courts may determine whether a case is ‘exceptional’ in the
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caseby-case exercise of their discretion, consideringadtedity of the

circumstances Octane 134 S. Ctat1756 Thus, he question before the Court

Is whether this case is “exceptional” such that Defendants, as the prevartiyng pa
in this suit, are entitled to an award of attorneys’ fees pursuant to § 285.
Defendants’ central argument as to why this case is “exceptional” is,
essentially, that Plaintiffs were “unjustified in bringing the instant action” and
“should have known it had no chance of success.” (Mot. atl3efendants
assert that the Plaintiffs should have known their patent infringementwizuid
fail as a matter of law and, thubatthey were unjustified in bringing the action
against them.
In theirfirst amendeadomplaint, Plaintiffs alleged that CWC
infringed their Method Patent through CWC'’s operation of an online gambling
website and its production and distribution of oalgambling software, all of
which permitted sports betting, lottery, keno, and bingo games. (FAC-89.38
In their Motion for Summary Judgment, Defendants argued that they were not
liable for patent infringement (because they never usatisteps othe Method
Patent in the United States, and (2) because the Method Patent does not cover

“bingo, keno, lottery or sports betting” under the doctrine of “file wrapper
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estoppel.® (Dkt. # 312.) In granting summary judgment, the Court concluded
that Plaintiffs’patentinfringement claims failed as a matter of lawtwo separate
grounds: (1pecauseall steps of the Method Patent were not performed within the
United States, there could be infringement of th&nited State Method Patent by
the CWC license& (Dkt. # 333 at 13) and (2) the accused infringement was not
covered by the Method Patent under the doctrirf@afsecution history

disclaimef (id. at 23). Defendants claim that both of these grounds for finding
norrinfringement werepparent to Rintiffs at the time they filed the amended
complaint in this actioand, thus, this Court should find this case “exceptional”
and award Defendants attorneys’ feegMot. at 3.)

A. All StepsNot Performed Within the United States

In their Motion for Summary Judgment, Defendants argued that they
were not liable for patent infringement because they never used all steps of the
Method Patent in the United States. The Court agreed, concluding that based

uponNTP, Inc. v. Research in Motion, Ltdt18 F.3d 1282 (Fed. Cir. 2005),

Plaintiffs’ infringement claim failed because not all of the method steps were

® Plaintiffs argue that the Court granted summary judgment on grounds that were
never raised by Defendants. (Dkt. # 347 at 3.) However, that assertion is
incorrect.

* Further, because there was no direct infringement by Defendants, the Court also
concluced that Plaintiffs’ claim of inducement to infringement failed as a matter of
law. (Dkt. # 312 at 19.)
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performed in the United States

In NTP, the Federal Circuit concluded that conduct occurring outside
of the United States cannot infringe a method covered by a United States patent.
In other wordsall steps of the method patent must be performed within the United
States in order to be liabler patent infringemenf a United States Patent(ld.
at 1318.) Because there was no dispute that the Live Casino and computer
servers making it available to players aroundwbdd were at all times located in
Costa Rica%eePiche Decl. 1 4; FAC §9this Court concluded that Plaintiffs’
claim for patent infringement failed. (Dkt. # 312 at 13 (“The players had to
interact with the Live Casino to have their wagers processed, etc., through CWC'’s
facilities in Costa Rica. Thus, at no point was every step of Plaintiffs’ method
practiced in the United States.”).)

Now, in their arguments for why this case is “exceptional” pursaant t
§ 285, Defendants argue that in light\NoFP, Plaintiffs should have known that to
the extent their infringement claimaw premised on live webcam casino operations
that Defendants were performing overseas, it coulth@sticcessful. Nlot. at 3-
4.) Defendants assert that Plaintiffs’ Amended Complaint, filed on July 10, 2006,

was filedafterthe NTP decision was handed down and, thus, Plaintiffs’ claim was

submitted in bad faith because they should have known it had no chance of

success. 1d.at 3.) IndeedNTP was landed down on August 2, 2005, and
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Plaintiffs’ never contested the fact that portions of the Defendants’ operations were
conductedn Costa Rica. eeFAC { 89.)

Defendantdurtherargue thalNTP was “not an obscure legal
development,” but rather “provoked a general business and social crisis” due to the
subject matte-BLACKBERRY® phones. (Mot. at4.) Defendants assert that
the Court should take judicial notice of “the widespread, common knowledge of
theNTP case and its legal effect, as it was widely disseminated through news
channels and affected every BLACKBER®RYIses, which, in early 2006, was a
significant portion of the business world.” Id)

In response, Plaintiffs arguleatthe Court’sprior Order, issued after
NTP and denying summary judgmedéemonstratgethat their claimwas not
unjustifiably broughbeause the Court allowed Plaintiffs’ claims to proceed
(Resp.at 26.) Plaintiffs cite the folloving from the Court’s March 3, 2007 Order

As Plaintiffs point out, however, they have not had an opportunity to
conduct discovery to prove such a claim of induced infringement (i.e.,
to form the patent infringement claim) or to prove that Defendants
have exceeded the scope of the Agreement threugfninducement

in the “sale,” “making” or “importation” of the Method Patent (i.e.,

the breach of contract claim). Thus, not only does a genuine issue of
material fact exist concerning those claims, but, without discovery,

this Court is not in a positioto grant summary judgment at this time.

(Id. (citing Dkt. # 143 at 1§)

However, the Court denied summary judgment based solely on
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Defendants’ affirmative defense that the patent licevesea complete defense to
Plaintiffs’ patent infringement cim.>  In other words,he Court ultimately

denial the first motion for summary judgment on Defendaatfirmative defense

of licenseas an absolute defense to Plaintiffs’ patent infringement claim and
concluded that more discovemas necessary before granting summary judgrhent.

(Dkt. # 143 at 1.) Therefore, Plaintiffs’ argument that the Cdsigirevious order

> However, in their Reply, Defendants atsisedthe argument that the patent
infringement claim failed because some steps of the Method Patent were conducted
outside of the United States:

Although not deciding the “broad issue” of whether infringement of a
method patent is limited to “use” of the meth the Court held that
where part of the method is performed outside the United States, the
patent is not infringed.

Here, it is undisputed that CWC'’s networks are located outside the
United States. Therefore, Plaintiffs cannot possibly succeedion the
patent infringement claim.

(Dkt. # 129 at #8 (citations omitted).)
® Specifically, the Court stated:

Plaintiffs respond that, before ruling on the Motion, they should be
given the opportunity to conduct additional discovery to oppose it.
Notwithstanding, if this Court decides to rule on it without additional
discovery, Plaintiffs argue that the Agreement is limited in scope, and,
thus, the affirmative defense of license is not a complete bar to claims
under the Agreement.

(Dkt. # 143 at 7.)
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somehow suggested that their claim had merit is unpersuasive. Mor@over, s

years later, Defendants filed a secthation for Summary Judgment, asserting

that because all steps of the Method Patent were not performed in the United

States, Defendants were not liable for breach of contract. (Dkt. # 31218)11

This Court agreed with Defendants’ reasoning and granteeshDahts’ Motion in

its entirety thereby dismissing all of Plaintiffs’ claims (Dkt. # 333at 31)
Accordingly, the Court finds Defendants’ arguments supportive of a

finding of exceptionality. As this case relates to a patedi,P, a decision from

the Federal Circuit, was governing law in this casgee?28 U.S.C. § 1295(a)(1)

(“The United States Court of Appeals for the Federal Circuit shall have exclusive

jurisdiction ... in any civil action arising under ... any Act of Congresgingldo

patents ...."”). In considering the “substantive strength of a party’s litigating

position (considering both the governing law and the facts of the c&szafie

134 S. Ct. at 1756t is clear thaPlaintiffs never contested the fact that the live

casino was operated outside of the United States in Costa Rica, and, pursuant to

NTP, Plaintiffs should have known that no cause of action for patent infringement

could lie.

B. Prosecution History Disclaimer

Turning to Defendants’ next argument for a findofgexceptionality,

Defendants argue that this Court’s grant of summary judgment on the ground of
15



prosecution history disclaimes compelling reason for exceptional treatment.
(Mot. at 10.) Defendants argue that, as found by the Court, Plaintiffs’sclaim
were barred by prosecution history disclawé¢hat is, Plaintiffs’ amended
complaint asserted patent coverage that Plaintiffs knew they had surrendered in
previous proceedings with the PatantiTrademark Office. 1f.) Thus,
Defendants argu®laintiffs purposefully brought suit for patent infringement of
a patent that they did not own and therefore brought a suit theyl&oesdmerit.
(1d.)

Indeed, this Court concluded that Plaintiffs’ patent infringement claim
failed on the second growl of “prosecution history disclaimer.” (Dkt. # 312 at
23.) The doctrine of prosecution history disclairaects claim construction and

applies where an applicant’s actions during prosecution prospectively narrow the

literal scope of an otherwise more expansive claim limitatidtall Corp. v.

Hemasurelnc., 181 F.3d 1305, 1311 (Fed. Cir. 1999). When a patentee

unequivocally and unambiguously disavows a certain meaning to obtain a patent,
the doctrine of prosecution history disclaimer narrows the mgani the claim

consistent with the spe of the claim surrenderedBiogen ldec, Inc. v.

GlaxoSmithKline LLC 713 F.3d 1090, 1095 (Fed. Cir. 2013).

In the Order granting summary judgment, this Court relied upon

publically available records whidmmdshownthat all of the claims of the Method
16



Patent, as originally filed by Plaintiff Molnick, had been rejected by the United
States Patent and Trademark Office (“PTQO”) in an Office Action dated January 10,
1997. Dkt. # 312 (citing Dkt. # 333 at 22; DKt.24 at 11Y) The PTO

rejected Molnick’s claims under 35 U.S&102(b) because thayereanticipated

by a prior patented issued to “Hedges et al.” in 1982 as Patent No. 4,339,798 (the
“Hedges Patent”). 1d.; see als®kt. # 3123.) However, the HedgdPatent did

not appear to provide for the possibilityinteractivecasino games. Instead, the
Hedges Patent only appeared to coverintgractive casino games such as sports
betting, bingo, keno, and lottery. Therefore, rather than oppose the examine
finding that the Hedges Patent anticipated his invention, Molnick decided to limit
his claims by way of amendment, omitting the maeractive casino games

(Dkt. # 24 at 117.) With the amendment, Plaintiffs’ Method Patent was issued by
the PTO. $eeDkt. # 3122.)

Therefore, Molnick purposefully limited his claimsdnoly interactive
casino games, giving up his rights to the-maeractive games that were already
covered by the Hedges Patent. This Court, in noting the amendment history
resulting in the foregoing of Molnick’s claim for namteractive games noted:

“It foll ows that Defendants could not infringe the Method Patent by operating a
website and licensing software that permitted sports betting, lottery, keno, and

bingo games because these activities are excluded from the Method’ Patent.
17



(Dkt. # 333 at 23.)

Plainiffs nowargue that they could have no way anticipated that the
Court would grant summary judgment on the basigpadsecution history
disclaimef and “Defendants’ application for attornéyses appears to demand a
considerable amount of clairvoyance on the part of Plaintiffs.” (Dkt. # 361 at 8.)
Specifically, Plaintiffs argue that “neither prosecution history estoppel nor
prosecution history disclaimer were plead as an affirmative defense by the
Defendants . . [n]Jor was prosecution history disclainrarsed as grounds for
defendant’s’ summary judgment motion.(ld.) “Nevertheless,” claim
Plaintiffs, “the suggestion is that Plaintiffs should have known that this Court
would grant summary judgment based upon an affirmative defense that was never
plead[sic].” (Id.)

However,a cursory reading of the pleagsand motions reveal that
Plaintiffs’ arguments are both misleading and incorregithough Defendants’
summary judgment motion referred to “prosecution history disclaimer” as “file
wrapper estoppel” (Dkt. # 312 at 2@)was clear that what they were adlya
arguing was the doctrine Hprosecution history disclaimér. Indeed, in the
Order ganting summary judgment this Court not§@]efendants argue that
Plaintiffs’ method claims exclude nanteractive games based on the amendment

history of the Method Patent. Accordingly, Defendants are, in effect, invoking
18



the doctrine of prosecutiondtory disclaimer.” (Dkt. # 333 at 21.)While it

may be true that Defendants did not use the actual Wordsecution history
disclaimey” it was obviousto this Court when it granted summary judgment, and it
Is clear to this Court novihatthe argumenDefendants presented to this Court
was that of prosecution history disclaimeiThus, the Coudeclines to accept
Plaintiffs’ argument, which essentially relies upon a technicality

C. Patent Misuse

Additionally, Defendants argue that the Court’s finding of patent
misuse is relevant to exceptional case treatment ugdeb. (Mot. at 14.)

In its Order granting summary judgmetite Court concluded that
Plaintiffs engaged in patent misuse. (Dkt. # 333 at 26 (“Moreover, even
assuming the HGN Contract prohibits the use of the Method Patent with respect to
‘bingo, keno, lottery and sporting events,’ Plaintiffs’ breach of contract claim fails
under the doctrine of patent misuse.”)As noted in the Order, patent misuse
occurs when a patentee tires to “impermissibly broaden[] the ‘physical or temporal

scope’ of the patent grant with anticompetitive effect.” Va. Panel Corp. v. MAC

Panel Cq.133 F.3d860, 868 (Fed. Cir. 1997) (quoting Windsurfing Int’l, Inc. v.

AMF, Inc., 782 F.2d 995, 1001 (Fed Cif986)). The doctrine of patent misuse is

“an extension of the equitable doctrine of unclean hamksreby a court of equity

will not lend its support to enforcement of a patent that has been misuged
19



Braun Med., Inc. v. Abbott Labs, 124 F.3d 1419, 1427 (Fed. Cir. 1997).

Specifically, the Court concluded that:

Here, in order to obtain a patent, Molnick struck a bargain with the
PTO to limit his method claims to interactive games. No sooner had
Molnick obtained his patent, however, than he sought to “broaden(]
the physical or temporal scope of the patent” by negotiating a license
agreement with CWC excluding the “patented” method for sports
beting, lottery, keno, and bingedespite the fact that this was subject
matter he had specifically and knowingly given up in the course of
patent prosecution.

In other words, Plaintiffpurposefullyattempted to exclude subject

matterthat was beyond the scope of the Method Patent from the

license granted to CWC, so that they could licehaegubject matter
to others for money.

(Dkt. # 333 at 28.) The Court noted that Plaintiffsonduct improperly sought to
exclude CWC from a market that it had every right to enter.

The Court’s finding of patent misusehighly probative of Plaintiffs
bad faith in bringing the patent infringement claim to begin-wiklaintiffs first
tried to limit Defendants’ usage of something that was never owned by them, and
then attempted to sue for infringement of steps of the patent that they voluntarily
relinqushed years earlier.

Plaintiffs’ generallyrespond to all of Defendants’ arguments by

arguingthatDefendant’ conduct in the discovery disputes that plagued this case

20



should defeat a finding that they are entitled to atte'fees’ However, this
Courtmustconsider the totality of the circumstance§eeOctane 134 S. Ct. at

1756 At the outsettheCourt notes that the discovery disputes would never have
occurred hadhe Plaintiffs not brought a claim for patent infringement that asserted
infringementclaims on steps of a patent that they voluntarily relinquished and,
thus, did nobwn. Further,in his Report and Recommendatdenying

Plaintiffs’ Motion for Terminating Sanctior(svhich wadateradopted by this

Court), Magistrate Judge Ferenbach found #déer being provided with a full and
complete evidentiary record, Defendantsmidfail to provide the database at
issueas ordered. (Dkt. # 311at 20.(“The Court finds that the defendants
produced a mirror image of the database as order[ed] by the court (#276) and that
something was done to the plaintiffs’ copy of the database most likely on March
22, 2012, but certaiy afterit was produced to plaintiffs, caused Users12.dbf to be
‘offline.”). ) Moreover it was apparent withoainydiscovery that all steps of the
Method Patent were at no times performed in the United $tatkghus,

Plaintiffs’ patentnfringement claimacked merit In fact, the Plaintiffs

’ Plaintiffs dedicate the majority of their Response (nearly twenty pages) to
“briefly revisit[ing]” the discoverydisputes and previous rulings so “the Court will
not be further blinded by Defendants’ chicanery.” (k847 at 523.)

® The central discovery dispute in this case revolved around whether Defendants
provided a mirror image copy of a computer database as requested by Plaintiffs.
(SeeDkt. # 311.)
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themselveslleged that steps were performedCiosta Rica. (FAC §9.)

In conclusionthe totality of the circumstances warrants a finding of
“exceptionality”in this casdecause(l) Plaintiffs alleged in their amended
complaint that live casinos were located outside the United States in Costa Rica
despite controlling Federal Circuit law holding that an infringement of a method
patent could not lie unless all steps were performed in the United States; (2)
Plaintiffs attempted to sue for infringemaeuoita patent that they did not own and in
factvoluntarily relinquished years earlier; and Baintiffs engaged in patent
misuse bypurposefullyattemptingto limit Defendants’ usage stubject matter that
was beyond the scope of the Method Patent from the license granted to CWC, so
thatthey could license that subject matter to others for money. Given these facts,
the Court concludes Defendants have demonstrated, by a preponderiece of t
evidence, that this is an exceptional case in which they are entitled to attorney fees.

Il. Damage Pursuant to the Patent Licedsgeement

In addition to seeking attorneys’ fees under § 285, in their Mdtion
Attorneys’ Fees and Costs Defendants alek Séouble damages” under the
licensing agreement. (Mot. at 17.)

In their complaint, Plaintiffs alleged that Defendants breached the
patent license agreement by improperly sublicensing its software without

excluding bingo, keno, lottery, and sportsingit (FAC 9 11214.) In
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granting summary judgment, this Court concluded that despite Plaintiffs’
arguments, a careful reading of the HGN Contract reveals that it does not prevent
CWC from licensing the CWC Software to third parties for bingo, kenerotir
sporting events. (Dkt. # 333 at 25.) Thus, the Courtlodedthe Defendants
were not liable for breach of contraft]nsofar as Plaintiffs allege that
Defendants impermissibly licensed CWC Software for bingo, keno, lottery or
sports betting, Defendandsd so, at most, without the protection of the HGN
Contract.” (d. at 25-26.)

As a second basis for dismissing Plaintiffs’dmle of contract claim,
the Courtnoted that even assuming the HGN Contract prohilbitedise of the
Method Patent with respect to “bingo, keno, lottery and sporting events,”
Plaintiffs’ claim failedunder the doctrine of patent misusdld.) As discusse
above? the Court concluded that Plaintiffs engaged in patent misuse by
purposefullyattempting to exclude subject matter that was beyond the scope of the
Method Patent from the license granted to CWC, so that they could license that
subject matter to others for money.ld.(@t 28.) Thus, the Court dismissed

Plaintiffs’ breach of contract claim.

9 The “patent misuse doctrine is an extension of the equitable doctrine of unclean
hands, whereby a court of equity will not lend its support to enforcement of a
patent that has been misusedB. Braun Med. 124 F.3d at 1427.
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In support of the instant Motion, Defendants now athaéthey as
the prevailing partyare entitled to their attorngyfees costs and double damages
under the license agreement. (Mot at 17.) The patent liceagirgment
between the parties provides for the prevailing party in a breach of contract dispute

to recover its attorneyfees, costs and double damages:

6.8 If either party employs attorneys to enforce or defamyl

rights, duties or obligations arising out of or relating to this

Agreement, and such party prevails in such legal action, then such

prevailing party shall recover its reasonable attorney’s fees, court

cods and double damages.
(Dkt. # 111 at 3.) Because Defendants were the prevailing party in this action
after the Court granted summary judgment on each of Plaintiffs’ claims,
Defendants assert they are entitled to an award of reasonable &térasyourt
costs and double damages incurred in defending the action. (Mot. at 18.)

Plaintiffs do not dispute the provision, argue that Defendants

“have not pleadssic] with any particularity nor otherwise established as a matte
law any damages ang) from Plaintiffs’ breach of contract claim.” Résp.at 24.)
Plaintiffs alsocassert that in neither their first Motion for Summary Judgmemt, no
in their second Motion did Defendants “raise their claimed entitlement to

attorneysfees, costs or damages under Section 6.8 of the Patent License

Agreement.” Id.at 29.) Plaintiffsassertions, howeveareincorrect.
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In DefendantsFebruary 27, 2013 Motion for Summary Judgment,
which was granted by the Coutefendantargued thathey are entitled to fees
upon dismissal of Plaintiffs’ breach of contract claim:

Here, plaintiffs have sued for breach of contract. The claim is

without merit, however, and should be dismissed. Upon dismissal of

plaintiffs’ breach of contract claimhé feeshifting provision of the

HGN Contract should most definitely apply.
(Dkt. # 312 at 17 n.14.) Defendants then quataegrapt6.8of the licensing
agreemenin their Motion. Additionally, in their Answer to the Plaintiffs’
Amended Complaint, Defendants asserted: “Wherefore, these answering
Defendants pray that Plaintiffs take nothing by their First Amended Complaint,
and be ordered to pay efdants’ costs and attorney’s fees of defending this
action.” (Dkt.#105 at 9.)

The licensing agreement under which Defenslaaek attorney fees,
court costs and double damages is governed by Nevada Law. #@kt3 at 6.3
(“This Agreement and its performance shall be governed by, subject to, and
construed in accordance with the laws of tia¢esof Nevada.”).). Under Nevada

law, “[p]arties are free to provide for attorney fees by express contractual

provisions.” Davis v. Beling 278 P.3d 501, 515 (Nev. 2012). “The objective in

interpreting an attorney fees provision, as with all contrastsy discern the intent

of contracting parties.” 1d. (quotingCline v. Rocky Mountain, Inc98 P.2d 946,
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949 (Wyo. 2000)). If the language of the contract is clear and unambiguous, the
contract will be enforced as writtenld. However, the court may not “construe

[an attorneys’ fees contract] provision to have broader applicatid@ampbell v.

Nocilla, 692 P.2d 491 (Nev. 1985).

In Closson v. Bank of America, N.A., the court applied Nevada state

law anddenied thalefendant’s motion faattorney’ fees because provision
did notexpresslyprovide for attorneys’ fees whelefendinga suit. No.
2:11-CV-275JCM, 2013 WL 3285285, & (D. Nev. June 27, 2013) There, the
plaintiffs argued that the contract provisions limited attorneyeste only
enforcemenactions and, therefore, although defendants “prevailed” on their
defenss, the provisiorarred their entitlement to attorneys’ fees under the
contract. Id. at *2. The court agreed, stating “[t]he contract does not explicitly
state that attorney’s fees may be recovered when defending an action brought
under the same contract for breach of contract and breach of the implied covenant
of good faith and fair dealing.” 1d.

Here,in contrastthe contract provision applies to “either party [who]

employs attorneys tenforceor defendany rights, duties or obligations arising out

of or relating to this Agreement.”(Dkt. # 1113 at 6.8 émphases added).)The
relevantianguage of the licensing agreement clearlywarambiguouslyrovides

for “attorneys fees, costs, and double damdgesthe “prevailing party
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Defendants are clearly the prevailing party, as they successfully defended against
each of Plaintiffs’ claims. Therefore, pursuant tolitensingagreement

between the parties, Defendants are entitled to recos@sdnable attorney’s fees,
court costs and double damages.SeéDkt. #111-3 at 6.8.)

1. Reasonableness of Attorneys’ FagsiDamages

Because the Court has concluded that Defendants are entitled to
attorngs’ fees pursuant to 35 U.S.C285and to attorneys’ fees, costs, and
double damages pursuant to the licensing agreethe@ourt must determine
whether the requestdees are reasonable.

Defendantdirst assert that they are entitled to $589,135.50 in
attorneys’ fees under the “lodestar” calculation. (Mot. at Dgfendants further
argue that they are entitled to an increase in the lodestar amount, or an
“enhancementdf nearly $400,000 more than their claimed lodestar amouid. (
at 27.) Specifically, they argtleatthe Court should raise the rate of Defanda
counsel Phillip Kantor (patent counsel) to the level of Plaintiffs’ patent counsel Sid
Leach at $595 per hour; additionally, they assert that the remaining local litigation
counsel should have a fee raise to equal opposing counsel Craig Marquiz (local
litigation counsel) at $400 per hour.ld.(at 26.) Theyontend that[t]his is
reasonable enhancement giy#aintiffs’ conduct in this actior i.e., pursuing an

action for patent infringement in using bingo, keno, lottery when patent rights to
27



thosegames were surrendered years before the lawsuit even began, not to mention
the case was frivolous as a matter of law given that defendants’ operations were
known from the beginning to be extraterritorial.”ld.jy Thus, Defendants assert
thatthey are entied to a total of $932,299.50 reasonable attorneys’ fees under

the “enhanced lodestar” calculation.

Defendantslsoassert that because damages are unqualified by the
licensingagreement, they should include “any damages occasioned by Plaintiffs’
commacement and prosecution of this action.Mof. at 20.) Defendantstate
that they do not seek damages for harm to their business or reputation in order to
avoid further hearings and having to obtain experts to testify to reputation and
business damages; rather, Defendants “seek only their direct damages for outlays
necessarilyncurred to defend the action, such as experts, technicians, consultants,
and resources of time and salaries of employees utilized to produce evidence,
respond to discovery, support counsel and the likeld. at 26-21.) Defendants
arguethatthey are atitled to damages in the amount$#28,117.13, whickotals
$856,234.26 after “doubling” pursuant to the licensing agreement.

As noted at the hearing, andconceded by Plaintiffs, Plaintiffs have
not specifically objected to any of Defendants’ calcatet regarding either the
amount of attorneys’ feemvarded under 8§ 28% theamount ofdamages under

the contractrather, Plaintiffs remained steadfast in their opposition to Defendants
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receivinganyfees whatsoever. Therefore, in light of the Court’s conclusion that
Defendants are entitled to attornefees andlamages, the Court hereby
ORDERS the parties to submidriefing on the issue of the reasonableness of
attorneys’ feesndthe amount oflamages.

CONCLUSION

Based on the totality of the circumstances, the Court concludes that
this is ant‘exceptional casaunder § 28%nd Defendants are entitled to recover
their reasonable attorneys’ fees. Additionally, as the prevailing, pagtyourt
concludes thabefendats are entitled to damages pursuant to the licensing
agreement The Court hereby reserves ruling on the amount of those fees and
damages pendirgdditionalbriefing by the parties.

Plaintiffs shall file their supplemental brisipecificallyrespondingo

Defendants’ calculations as set forth in their Motoror befor e June 22, 2014.

Defendants shall file any reply to Plaintiffs’ objectiamsor_before July 9, 2014.

IT IS SO ORDERED.

Dated:Las Vegas, Nevadday 21,2014

David AWh Ezra
Senior United States Distict Judge
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