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UNITED STATES DISTRICT COURT
EASTERN DISTRICT OF NEW YORK

______________________________________________________ X
ALEXSAM, INC.,
MEMORANDUM AND ORDER
Plaintiff, 15CV-2799
- against
MASTERCARD INTERNATIONAL INC,,
Defendars.
______________________________________________________ X

GLASSER, Senior United States District Judge:

Alexsam, Inc. (“Alexsam” or “Plaintiff”) initiated this case on May 15, 204alleging a
singlecause of action for bach of contract against Master@ International, Inc.
(“MasterCard” or “Defendant”). ECF 1. The partiemdentered into a license agreement
relatedto two patents owned by Alexsam, ahléxsamallegedthatMasterGrdfailed to pay
royalties in breach of thegreement On July 29, 2016, Alexsam moved to amend the complaint
to add causes of action for fraud, negligent misrepresentation and breach of tfatof/good
faith and fair dealing. ECF 67.

On March 6, 2017, Magistrate Judge Gold issued a Report and Recommendation
recanmending that Plaintiff's motion be denitat futility. ECF 113 (“R&R”). Plaintiff timely
objected tahe R&R, whichmotion isnow before the Court. ECF 123 (“ObjectionsAlexsam
contends that the R&Rcludesfive specificmistakes of fact anthatits proposeaauses of
action are nofutile andshould be allowed to proceettl.

LEGAL STANDARDS

In reviewinga report and recommendatibom a Magistrateudge, theDistrict Court

“may adopt those portions of the Report to which no objectionsiies@ made and which are

not facially erroneous.’La Torres v. Walker216 F.Supp.2d 157, 159 (S.D.N.Y. 2008e
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alsoGesualdi v. Mack Excavation & Trailer Serv., Indo. 09-€V-2502, 2010 WL 985294, at

*1 (E.D.N.Y. Mar. 15, 201 The Dstrict Court reviewsde novo “those portions of thieport
.. . to which objection is made.” 28 U.S.C. § 636(b)(1).

Under Fed. R. Civ. P. § 15(a), when more than tweng/days have passed since
responsive pleadings have been served, “a party may amend its pleading lotihewipposing
party's written consent or the court's leave. The court should freely gixeewhen justice so
requires.” However, he cout may deny a motion to amend if it determines that the amendment

would be futile, and woulthereforebe subject to “immediate dismissalJones v. N.Y. State

Div. of Military and Naval Affairs 166 F.3d 45, 55 (2d Cir. 1999) hd sandard fodetermining

legal futility is identical to the standard for dismissing a claim under®e@iv. P. 8§ 12(b)(6).

Lucente v. Int'l Bus. Mach. Corp., 310 F.3d 243, 258 (2d Cir. 2002). abcspting the facts

pleaded as truélexsam'’s proposedmended complaimhust state a claim that is plausible on
its face from which the Court can draw the reasonable inference that the lstaiemerit.
“Threadbare recitals of the elements of a cause of action, supported by mereocgnclus

statements, do not suffice.” Ashcroft v. Igbal, 556 U.S. 662, 678 (2009) (citation omitted).

ANALYSIS
The uncontested portions of tR&R are not facially erroneous and are adopted by the
Court. Regarding the contested portions, the Court has undertaken a de novo review and adopts
theR&R in all material respectsThe R&R provides a thorough review of the facts and

procedural historpf this case familiarity with which is assumed. R&R at pp7.!

1 Alexsam objectso five allegedmistakes of facin the R&R, none of which bears on the
survival oftheir claimsandaretaken as true for the purpose of this motion only. Tladsged
mistakes of fact are: (1) MasterCard coneettleowing more than $21,858.40 in royalty
payments to Alexsam, (2) Alexsam delayed in commencing this action and ddasteyCard
because thparties were engaged in settlement negotiations, (3) Aleresgnestedo exercise
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A. Plaintiff's Proposed Fraud and Misrepresentation Claims AreFutile

The basis of the proposed fraud and misrepresentation claims is a February 12, 2015
letter from Eliot D. Williams, one of MasterCard’s attorneys, to Alexsam (the “\Widliatr.”)
stating that MasterCard was prepared to pay $21,858.40 in overdue royalties foioithe pe
between August and November 2014 and requesting instructions for how to complete that
payment. ECF 69-1, Proposed Amended Complaint (“PAC”), at 11 23, 36-44, 4#8ahatiff
argues that the Magistr&eholdingthat those claims afatile is incorrect on three bases

First, Alexsam contends that, contrary to the Magistrate’s findnegetare facts alleged
to support a “strong inference of fraudulent intent.” Objections at p. 7. In the Proposed
Amended Complaint, Alxsam allegethat Williams knew his lettevasfalseandintendedfor it
to “keep Alexsam from taking actions against MasterCard” that Alexgauid have otherwise
taken. PACat 11 3e41. Plaintifffurtherargueghat as a “continuing course of conduct,”
MasterCarchas failed and refusdd pay roy#ties when they became due and at any point
thereaftergven thougiMasterCardcadmits it owesverdue royaltieandis in regular
communicatiorwith Alexsam. Objectionsat p. 7-8.

Even assumintheir truth these assertiordo notpleadfraud or misrepresentatio.hat
MasterCard may have incurred royalty obligationaddition to and outside of tliate range
specified in the Williams Ltr. has no bearingweracity of the Williams Ltr.Nor does it matter
whether Williams and MasterCard actually intended to pay Alexsam the $21,858bere a
fraud claim arises out of the same facts as plaintiff's breach of contract cldirthevaddition

only of an allegation that defendant never intended to perform the precise prgalBEsaut in

its audit rightson May 20, 2015, which MasterCard denied, (4) Alexsam provided MasterCard
with payment instructions in response to the Williams Ltr., and (5) Alexsaoti®n is not
intended to disqualify MasterCard’s law firm from this suit. Objections at pp. 2-7.
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the contract between the parties, the fraud claim is redundant and plaatdfremedy is for

breach of contract. TelecomiInt’l. Am., Ltd. v. AT&T Corp., 280 F.3d 175, 196 (2d Cir. 200

(internal citations omitteglseealsoRabin v. Mony Life Ins. Co., 387 Fed. App’x 36, 40 (2d.Ci

2010) (“[T]he alleged false representations are the essential terms of the amdréeture . . .
to honor these terms gives rise to an action for breach of contract, not one in torhalinte
citations omitted)).Plaintiff simply alleges that there is a dispute over how much MasterCard
owes it in royalties and MasterCard'’s refusal to pay that amount. Tthis Imsis of the breach
of contract action, not a separate claimffaud or misrepresentation.

SecondpPlaintiff objects to the Magistrate’s holding that it did natrideentally relyon
the Williams Lt Objections at p. 8The PAC alleges that Alexsam delayed its filing of a
lawsuit against MasterCard ialiance ortheWilliams Ltr. PAC at{[f 40 51 In finding that
Alexsam failed to plead detrimental reliance, the Magistrate noted that Pleamtifhenced this
action approximatelyhree months after the Williams Ltr. and then waited another three months
to securea waiver of service from MasterCardR&R at p. 11. This chronology, the R&R held,
undermine®dlexsamis claim that itdelayednitiating this lawsuitbecause othe Williams Ltr.
This Court agrees Thereis nothing to suggest that waitipgstthreemonths to file this lawuit,
andthenanother three months to serve MasterCambdetrimentako Alexsam. To hold
otherwise would open the door for every good faith attempt at settlement negstiatserve as
the basis for a fraud or misrepresentaitaim. MoreoverPlaintiff does not allege that it

incurred any damage as a result of that delay separate and apart from the breairhadf co

damagesRosen v. Spanierman, 894 F.2d 28, 34 (2d Cir. 1990) (“[U]nder New York law, a
plaintiff must establish that he relied on the defendant's misrepresentatichsiathb reliance

caused him injury).



Third, Plaintiff contends that thR&R incorrectly heldhat MasterCardid not owe a
duty toAlexsam separatieom the licerse agreementObjections at pp. 9-10The Magistrate
held thatthe “provision in the Agreement that affords Alexsam the right to audit and inspect
MasterCard’s books and records, and to impose the cost of the audit on MasterCéxelied. ”
Alexsam’s argument thdt was disadvantagdaecauséastercarcheld “all of the knowledge
and information regarding transactions on its network.” R&R at pPlaintiff maintainghat
the Magistrate overlookdtie fact thabn May 20, 2015, its counsel filed a written resjue
conduct an audit, pursuant to the terms of the license agreement, and that Masten@athe
request Objections at pp. 4, 9-10. Therefore, Alexsam did ehér enjoy access to critical

information or fail to take advantage of that acce¢d. at p. 10citing Merrill Lynch & Co.,

Inc. v. Allegheny Energy, Inc., 500 F.3d 171, 181 (2d Cir. 2007).

“The principle that access bars claims of reliance on misrepaéses has been

expressly recognized by this Court . . . and New York State courts.” GrummanlAdiied,

Inc. v. Rohr Indus., Inc., 748 F.2d 729, 737 (2d Cir. 1984) (ctasgs). Alexsam’s request to

audit on May 20, 2015 posiated theVilliams Ltr., dated February 12, 2015, athe
commencement of this lawswn May 14, 2015.That MasterCard refused to allow Alexsam to
audit its records on May 20, 2015 is inconsequential because Alexsam’sghiditvere intact

at the time of the allegedafud or misrepresentation, months earlier. réfoee, Plaintiff could

have independently confirmed theracity of the Williams Ltrbefore relying ont, which it

failed to do.“W here sophisticated businessmen engaged in major transactions enjoy access to
critical information but fail to take advantage of that access, New Y orkscargtparticularly

disinclined to entertain claims of justifiable reliancéd!; seealsoAbrahami v. UPC Const. Co.,




224 A.D.2d 231, 234 & Dep’t 1996); Miller v. Doniger, 272 A.D.2d 73, 73-{6stDep't

2000).
Plaintiff also argues that MasterCard oveegeparate duty to it by nature of its “unilateral
decision to assume responsibility for holding past due royalty paymeefmitely . . . [and]

maintain possession of the funds after they were due and MasterCard had and wasgadatinui

refuse remittancé Objections at p. 9 (emphasis in original). As the Magistrate correctly

articulated, howeveiasterCard'’s failure to remit royalties when due did not create a separate
duty to control those assets indefinitely into the future, rather it constitutedchlocontract

for which Alexsam now seeks damag&eeR&R at p. 15¢iting DynCorp v. GTE Corp., 215

F.Supp. 2d 308, 324 (S.D.N.Y. 2002

A de novo review of Plaintiff’'s objections tbeé Magistrate’shorough and well-reasoned
R&R reveals that both the fraud and misrepresentation claims would be futitewédlto
proceed.

B. Plaintiff's Pr oposed Claim for the Breach of the Covenant of Good Faith and Fair
Dealingis Futile

Plaintiff alsoobjects to the Magistrate’s holding that its claim for breach of the covenant
of good faith and fair dealing is futilelhe R&R provides a careful overview of the relevant
case law, which Plaintiff does nocontestand the Court adopts. R&R at pp. 18-FB3aintiff
arguenly that the R&R failed to address “whetladicensee can be found liable for breaching
the implied covenant even though he or she is not foreclosed from doing so.” Objections at p.
11. In other words, without citing any precedent in support, Plaintiff asks the Courdl tin&ol
MasterCarchad the righto challenge the patents’ validity beanstill be held liable to Alexsam

for doing so.



Thisargument is circular, and was expressly addressed by the R&R and rejected. R&R
at p. 23.Indeed, vell-established Supreme Court precedent bars Alexsam'’s proposed claim for
breach of the covenant of good faith and fair dealifige equities of the licensor are
outweighedoy “the important public interest in permitting full and free competition in seeofi

ideas which are in reality a part of the public donfaicear, Inc. v. Adkins395 U.S. 653, 670

(1969). To that endicensees like MasterCagte uniquely situated to “challenge the
patentability of an inventor’s discoveryghd“[i]f they are mwzzled, the public may continually
be required to pay tribute to would-be monopolists without need or justificatidn.To hold,
as Plaintiff urges, that licensees n@nallenge patentsut also besimultaneously liable for
breach of the covenant of good faith and fair dealing wsutdlychill the licensee’s willingness
to challenge those patents af &l the detriment of the public at large. As a result;tdehnical
requirements of contract doctrine must give way before the demands of theipigbést.” Id.
CONCLUSION

For the foregoing reasons, Plaintiff's Objections to the R&Rimmissed The R&R is
adopted in its entirety and Plaintiff's motion to amend the Complaint is deRiggleading the
proposed causes of action would be futile because the problernhosthclaimss substantive,

and ‘better pleading will not cure’it. Cuoco v. Moritsgu, 222 F.3d 99, 112 (2d Cir. 2000).

Plaintiffs arethusforeclosed fronrepleadng thesecauses of action in the future.

SO ORDERED.
Dated: Brooklyn, New York
August 17, 2017
/sl
I. Leo Glasser



