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UNITED STATESDISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

_______________________________________________________________ X
U.S. LICENSING ASSOCIATES, INC., :

Plaintiff,

11 CV 4517 (HB)
- against -
: OPINION &

THE ROB NEL SON COMPANY, : ORDER

Defendant. :
_______________________________________________________________ X

Hon. Harold Baer, Jr., District Judge:

Before the Court is a motion to dismte®ught by defendant The Rob Nelson Company
(“RNC”). The Notice of Motion also seeks leato change the Defendant’s name in the case
caption to “The Rob Nelson Company” rather tiia® “The Rob Nelson Corporation.” In the
amended complaint, plaintiff U.S. Licensing Asides, Inc. (“USLA")alleges two counts of
breach of contract and one count of breach ofrtipdied covenant of good faith and fair dealing in
connection with a cordict between RNC and USLA enteretbim 1992 (“1992 Contract”). For
the reasons set forth below, the motioGRANTED in part and DENIED in part.

I. BACKGROUND

On January 1, 1992, The Jim Bouton CorporaffdBC”), Defendant RNC’s predecessor in
interest, entered inta written license agreement (“199Z&nse Agreement”) with Amurol
Products Company (“Amurol”) through which JBC lised the use of trademks for a shredded
gum called Big League Chew. Comipiia] 12. In return, Amurol aged to manufacture and sell
Big League Chew products and agreed to pay 8Bercent of net sales of Big League Chew
products, with a Guaranteed Minimum Royalty of $500,000.00 eachigieat.| 21.

On January 1, 1992, USLA also entered th® 1992 Contract with JBC, through which
JBC agreed to pay USLA a percentage of riigslreceived from Big League Chew products in
consideration for USLA’s “laboand services in connection witptior license agrements between
JBC and Amurolld. at § 14. USLA was entitled to receilé& percent of Amurol’'set sales of Big
League Chew products, or if Amurol did not este the Guaranteed Mimum Royalty, USLA was
entitled to 23 percent of theftéirence between the Guaranté¢itiimum Royalty and the actual
royalties earnedd. at § 23.

JBC subsequently assigned all of its riglabligations anddibilities under the 1992
Contract and 1992 License Agreement to RNICat 1 15, 16, and Wrigley subsequently

1

Dockets.Justia.com


http://dockets.justia.com/docket/new-york/nysdce/1:2011cv04517/381478/
http://docs.justia.com/cases/federal/district-courts/new-york/nysdce/1:2011cv04517/381478/17/
http://dockets.justia.com/

purchased Amurol, assuming all of Amuraiights and obligations under the 1992 License
Agreementld. at 7 17.

The 1992 Contract was scheduled to expire on December 31,1049 26. In January
2010, Wrigley notified RNC that it dinot intend to renew the 1992 License Agreement and wanted
to terminate the 1992 License Agreement aetie of 2010 in exchange for payment of the 2011
Guaranteed Minimum Royaltyd. at § 28. Instead, RNC waivéd right to the 2011 Minimum
Guaranteed Royalty and Wrigley agreed tbthe equipment it had esdl to manufacture Big
League Chew Products to RNC pursuant toraitetion agreement (“Termination Agreement”)
entered into on July 28, 2011@. at 11 30-32.

The 1992 Contract, 1992 License Agreemertt the Termination Agreement explicitly
state that the agreements should be construed threlEws of the state of New York. Feureisen
Decl., Ex. B 1992 Contract | 7; Feureisen Ddek. A 1992 License Agreement § 31; Feureisen
Decl., Ex. G Termination Agreement § 10(c).

II. LEGAL STANDARD

According to the Supreme Court’s mostent pronouncements, “[tjo survive a motion to
dismiss, a complaint must contain sufficient fattaatter, accepted as true, to ‘state a claim to
relief that is plausible on its face.’ Ashcroft v. Igbgl 129 S. Ct. 1937, 1949 (2009) (quotiagll
Atlantic Corp. v. Twomby550 U.S. 544, 570 (2007)). “A claims&acial plausibility when the
plaintiff pleads factual contentahallows the court to draw the reasonable inference that the
defendant is liable fahe misconduct alleged.Id. (citing Twombly 550 U.S. at 556). The
requirement that the court acceptfattual allegations as trukes not apply to “[tlhreadbare
recitals of the elements of a cause ofatgtsupported by mere cdasory statements.1d. The
court’'s determination of whether a complaintessad “plausible claim for relief” is a “context-
specific task” that requires application“pfdicial experiewe and common senséd. at 1950.

At the motion to dismiss stage, “the complamtieemed to include any written instrument
attached to it as an exhibit or any statementdocuments incorporated in it by reference.”
Chambers v. Time Warner, 282 F.3d 147, 152 (2d Cir. 200@)ternal quotation marks and
citation omitted) (affirming districtourt’s consideration of contracteferenced in the complaint on
a motion to dismiss).

New York rules govern choice-of-law questiansdiversity actions in this CourKlaxon
Co. v. Stentor Elec. Mfg. Ga313 U.S. 487, 498 (1941). Underweé&/ork law, “a contractual

choice-of-law provision is generally bindimgn a party claiming rights under a contract.iH



Intern. Holdings, LLC v. BT United States, LLBo. 10 Civ. 7790, 2011 WL 4483983, at *4
(S.D.N.Y. Sept. 28, 2011) (citingartford Fire Ins. Co. v. Orient Overseas Containers Lines (UK)
Ltd., 230 F.3d 549, 556 (2d Cir. 2000®lying on New York Contraciaw to resolve the issues
raised in the case).

While the court must “draw all reasonaibderences” in the non-movant’s favi@oth v.
Jennings489 F.3d 499, 503 (2d Cir. 2007), it need not accord “[lJegal conclusions, deductions or
opinions couched as factual allegations a presumption of truthfulnessifi re NYSE Specialists
Sec. Litig.,503 F.3d 89, 95 (2d Cir. 2007) (quotation marks omitted).

[11. DISCUSSION
A. TheMotion to Dismissis Denied asto the First Cause of Action

USLA'’s first cause of action alleges that RNC breached the 1992 Contract with USLA by
waiving the 2011 Minimum Guaranteed Royalhdady failing to pay USLA the greater of 23
percent of the 2011 Minimum Guaraetl Royalty or 23 percent ofetlvaluable consideration that
Wrigley gave RNC for RNC’s promise to wa the 2011 Minimum Guaranteed Royalty.
Paragraph 11 of the 1992 Contract reads:

11. Notwithstanding anything contained herwithe contrary, in the event of any
amendment, modification, extsion, renewal and/or an agreement between JBC and
LICENSEE and/or their respective sussers and assigns, entered into in
substitution of the License Agreementween JBC and LICENSEE, and regardless
of the prior termination or expiration ofé¢lerm of said License Agreement, USLA
shall nonetheless continue to be entitiedeceive a percentage of advances,
royalties and Guaranteed Minimum Royaiter other consideration received by JBC
and/or its successors anssagns from LICENSEE and/ds successors and assigns
with respect to each such amendmenrtgdification, renewal and/or substitution of

said License Agreement . . .

Feureisen Decl. Ex. B, 1992 Contract T 11.

USLA concedes that the Terminationr&gment between Wrigley and RNC was not
a modification, but argues instead that it was&greement ‘entered into substitution’ of
the License Agreement.” Pl.’'s Opp. 6. BNirst argues that “the 1992 Contraloes not
entitle USLA to share in the consideratimn any generic substitution of the 1992 License
Agreement, but only forertain types of substitution agreements . . . to the 1992 License
Agreement.” Def.’s Reply 3-4. The textBaragraph 11, howevendicates the parties’
clear intention that any substitute agreetweould suffice: the paragraph quoted by RNC
lists certain types of substitution agreemsefior which USLA would be entitled to

consideration payments, incling any “amendment,” “modification,” “extension,” or

3



“renewal” but also provides that USLA woubé entitled to consideration payments for a
generic “agreement” entered intosubstitution of the 1992 ténse Agreement. Further,
the paragraph states that USLA shall contitwulee entitled to the Guaranteed Minimum
Royalties or other consideration “with respegceach such amendment, modification,
renewal and/or substitution of said LisenAgreement,” Feureisen Decl. Ex. B, 1992
Contract J 11, again indicating tleageneric substitution would suffice.

RNC'’s second argument is that that the Termination Agreement was not a
substitution to the 1992 Agreement. Def.’s Repl This argument rests on the distinction
between the common law contract terms 6$ubstitution agreement,” and an “executory
accord” or “accord and satisfaction.” A stihgion agreement discharges the original
agreement and replaces it with a new oneithekxecutory, but “will immediately discharge
the existing obligation.Denburg v. Parker Chapin Flattau & Kim@2 N.Y.2d 375, 384
(1993). In contrast, an “accord and satistattior an “executory accord” is one in which
the “obligee does not intend diischarge the existing claimerely upon the making of the
accord.”ld. at 383. The presumption in determininbether a contract is a substitution
agreement or an executory accord is that ‘@hoes not surrender an existing obligation for a
promise to perform in the future. . .EFCO Corp. v. Liberty Mut. Ins. Cd897 N.Y.S.2d
669 (Sup. Ct. 2009) (quotilgbee Truck Inc. v. Halp Fire Equipment In¢.615 N.Y.S.2d
118, 120 (App. Div. 1994)). RNC is correcatlithe language of the Termination
Agreement indicates a clear intent tha #yreement is an executory accord: the
Termination Agreement states that the 1BR@2nse Agreement is terminated “[u]pon
satisfaction of the conditions ten,” not at exedion. Feureisen Decl. Ex. G, Termination
Agreement | 1(a).

Nonetheless, the language of the 1992e&gnent does not foreclose the possibility
that an executory accord, such as the teriminagreement, falls into the general category
of an agreement entered into “in substitution of” the Licensing Agreement under Paragraph
11 of the 1992 Contract. Courts often spet&xecutory accordass agreements that
“substitute” for prior contracts, making clgaat there is a legal meaning of the term
“substitution agreement” and a different, mgemeral meaning of the word “substitute.”
See, e.gGibbs v. Moore848 N.Y.S.2d 266, 267 (App. Div. 2007) (“The documents
submitted by the defendant in support of his motion established the existence of an accord

and satisfaction by way of a substituted agreemese®;also Shipsview Corp. v. Beeche



Systems Corpl125 F.3d 844, 84¢d Cir. 1997) (“In an accord and satisfaction, an obligor
agrees to provide a perforna@ndifferent from that requiredr allegedly required, of him
by the contract, and the obligee@gs to accept the substituted performance in satisfaction
of the obligor's existing duty.”)).S. ex rel. Veltz v. Allegamehabilitation Associates,
Inc., No. 01 Civ. 190S, 2011 WL 1042194, at *4 (WNDY. March 18, 2011) (* ‘An accord
and satisfaction is a method of dischargingm@treet or settling a cause of action arising
from a contract or a tort, by substituting fockicontract or cause of action an agreement
for the satisfaction thereof and an executioswth substituted agreement.’ ”) (quotidiy
of Amsterdam v. Daniel Goldreyer, Lt882 F. Supp. 1273, 1279-80 (E.D.N.Y.1995)).

There is no clear intention in the 1992 Gant to curtail USLAs right to receive
consideration for an executory accord thas eubstituted” for the Licensing Agreement,
but not for a substitution agreementisiplausible to read Paragraph 11 of the 1992
Contract as permitting USLA to receive coresg@tion for an executory agreement entered
into “in substitution of” the licensing agreemeit this is the corret reading, USLA would
be entitled to its 23 percentasie of “other consideration” received by RNC. Because this
reading is plausible, it would beappropriate to resolve the higuity in the contract at the
motion to dismiss stag&ee Zuckerwise v. Sorceron [n€35 N.Y.S.2d 100, 114-15 (N.Y.
App. Div. 2001) (“[A]t the very least, the coatt is ambiguous and cannot be construed as
a matter of law on the instant motion to disni)ssee alsarufAmerica, Inc. v. Orchard
Enterprises, In¢.No. 11 Civ. 181620, 2011 WL 4946663*3at(S.D.N.Y. Oct. 14, 2011)
(“[A] motion to dismiss should not be grantetiere the contract leaves doubt as to the
parties' intent.”) (internal citation and quotation marks omitted). Defendant’s motion to
dismiss as to Count 1 is denied.
B. The Motion to Dismissis Granted asto the Second Cause of Action

USLA’s second cause of action alleges fRBIC underpaid plaintiff under the terms of the
1992 Contract for USLA’s share of royalties thgh 2011 and that this cdnstes a breach of the
1992 Contract. In a Rule 12(b)(@)otion, the standard is that tbemplaint must allege a “short
and plain statement of the claim showthgt the pleader is entitled to relieTivombly 550 U.S. at

1 RNC also relies on Paragraph 13 af dontract to argue that US is not entitled to any of the consideration received
from Wrigley; however, that provision is clearly inapplicatal¢he situation here. That paragraph states: “In the event
of a termination or expiration of thecense Agreement and in the furtlesent JBC grants a license under the
TRADEMARK to a third party that is not in privity with LICENSEE, USLA acknowledges that it will have no rights to
share in any royalties, compensation or monies receivdB8yfrom such third partyFeureisen Decl., Ex. B 1992
Contract  13. USLA does not claim that it is entitletbialties from the contract that JBC has entered with a new,
third party manufacturer and so this argument fails.



555 (quoting Fed. R. Civ. P. 8(a)(2)). However, “Factual allegations mestdugh to raise a right
to relief above the speculative levdl:

RNC is correct that the complaint providesfacts to indicate that there was any
underpayment. Def.’s Reply 8. The only facts th8LA was ever underpaid come from an exhibit
and statements submitted in connection with USLdpposition to the motion to dismiss, where
USLA states that “RNC informed USLA thRNC had underpaid USLA $13,300.00 in royalties for
2010 under the 1992 contract. . .” Pl.’'s Opp. 12iresen Decl., Ex. | Letter from Pokotilow to
Feureisen. As a result, USLA arguélt is more than reasonable to infer that RNC has underpaid
USLA under the terms of the 1992 Contracttfe years prior to 2010.” Pl.’s Opp. 12-13.

Exhibit | to the Feureisen Declaration and fiets first raised in USLA’s Opposition to the
motion to dismiss are not properly consideiredeciding this motion to dismiss. @hambersthe
Second Circuit explained that “a plaintiff’'diemce on the terms andfeft of a document in
drafting the complaint is a necessary prerequisiteée court’s consideration of the document on a
dismissal motion; mere notice or possessiamisenough.” 282 F.3d 464 (holding that the
district court erred by reviewing matters outside the pleadiajsvere not relied on by the
complaint). Exhibit | to the Feureisen Declaratis not referenced in the complaint nor does the
complaint indicate that USLA “relied on” thdcument in drafting the complaint.

The allegations in the complaint on this caofaction are “mere conclusory statements.”
Igbal, 129 S. Ct. at 1949. The complaint states: “RMNG underpaid USLA under the terms of the
1992 Contract for plaintiff USLA’s share afyalties through 2011, despdefendant RNC’s false
assurances to the contrary.” Complaint ¥ 4Bhese allegations do not “saia right to relief above
the speculative levelTwombly 550 U.S. at 555. USLA’s Second Cause of Action is dismissed.

The Federal Rules of Civil Predure provide that leave to and should be “granted freely
... when justice so requires.” Fed. R. Civl®a)(2). Courts should deny leave to amend when a
claim is “clearly frivolous or legally insufficient on its fac&uiz v. Suffolk @unty Sheriff's Dep't
No. 03 Civ. 3545, 2008 WL 4516222, at(2.D.N.Y. Oct. 2, 2008) (citin@laskiewicz v. County
of Suffolk 29 F. Supp. 2d 134, 138 (E.D.N.Y. 1998)). USLA&snplaint is not clearly frivolous or

legally insufficient because were USLA to providets indicating that they had been underpaid,

2 In any event, even were | to consider these documest fhctual allegations would not “raise a right to relief above
the speculative level,Twombly 550 U.S. at 555, and USLA cannot save this cause of action by arguing that after
discovery, it will be able to plausibly state a claBee Hill v. Philip Morris USANo. 03 Civ. 6922, 2004 WL 1065548,

at *7 (S.D.N.Y. May 11, 2004) (“[1]t is not sufficient to sthyat appropriate allegations to plead a sufficient cause of
action will be made after pre-trial disa@y.”). The only facts apparent in Exhibit | to the Feureisen Declaration are

that RNC acknowledged that it had made an accounting error, underpaying USLA in 2010, and was correcting it. This
fact alone does not suggest that RNC underpaid USLA prior to 2010.
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USLA would sufficiently plead a second breach of contract claim. Therefore, this Court grants
USLA leave to file a second amended complaint with respect to this claim only,
C. The Motion to Dismiss is Granted as to the Third Cause of Action

USLA’s third cause of action alleges that RNC breached the implied covenant of good faith
and fair dealing in the 1992 Contract by waiving the 2011 Guaranteed Minimum Royalty in order to
negotiate the purchase of the Big League Chew equipment, materials and other valuable assistance
from Wrigley. RNC argues that “[e]ven if there is no express contractual provision on point, the
implied covenant of good faith and fair dealing prevents RNC’s scheme to avoid paying USLA its
share of the 2011 Guaranteed Minimum Royalties.” PL’s Opp. 11.

Courts dismiss claims of breach of the covenant of good faith and fair dealing where they
are duplicative of breach of contract claims, See Amcan Holdings, Inc. v. Canadian Imperial Bank
of Commerce, 894 N.Y.S, 2d 47, 49-50 (N.Y. App. Div. 2010) (upholding dismissal of claim of
breach of the covenant of good faith and fair dealing as “duplicative of the breach-of-contract
claim” because “both claims arise from the same facts and seek the identical damages for each
alleged breach”) (internal citations omitted); see also Serdarevic v. Centex Homes, LLC, 760 F.
Supp. 2d 322, 334 (8.D.N.Y. 2010) (“A claim for breach of the implied covenant [of good faith and
fair dealing] will be dismissed as redundant where the conduct allegedly violating the implied
covenant is also the predicate for breach of a covenant of an express provision of the underlying
contract.”) (quoting Harris v. Provident Life & Accident Ins. Co. 310 F.3d 73, 80 {2d Cir, 2002)).
Because USLA’s Third Cause of Action relies on the exact same facts and secks the exact same
damages as the First Cause of Action for breach of contract, the Third Cause of Action is dismissed
as duplicative and leave to amend as to this cause of action is denied.

IV. CONCLUSION

For the foregoing reasons, Defendant’s motion is DENIED as to the Amended Complaint’s
First Cause of Action and is GRANTED as to the Amended Complaint’s Second and Third Causes
of Action. Leave to Amend within 20 days is granted as to the Second Cause of Action only., The
Clerk of the Court is instructed to close this motion and to change Defendant’s game to The Rob

Nelson Company in the case caption.
SO ORDERE
Novemh&rla 2011 I ﬁ(\
New York, New York / d/l/\
' - w Y

U.S.D.J.




