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IN THE UNITED STATES DISTRCT COURT

DISTRICT OF UTAH CENTRAL DIVISION

STORAGECRAFT TECHNOLOGY
CORPORATION, a Utah corporation,

Plaintiff,
VS.

JAMES KIRBY, anindividual, and JOHN
DOES %10,

Defendants.

MEMORANDUM DECISION AND
ORDER GRANTING
STORAGECRAFT TECHNOLOGY
CORPORATION’S MOTION FOR AN
AWARD OF ITS ATTORNEYS' FEES
AND NON-TAXABLE COSTSAND
ORDER DIRECTING ENTRY OF
JUDGMENT

Case No. 2:08v-00921

Judge David Nuffer
Magistrate Judggvelyn J. Furse

This matter is before the Court on StorageCraft Technology Corporati®@T€()

Motion for an Award of Its Attorneys’ Fees and Cdstdlowing the jury trial.

l. STC'’s Entitlement to an Award of Its Attorneys’ Fees and Costs under the UTSA

1. Following the trial of this matter to a jury, the jury returned a unanimous verdict

thatSTC had proved, by clear and convincing evidence, that Defendant James KKpg'{"

misappropriation of STC’s VSnap source code was willful and malicious within theimgeof

the Utah Uniform Trade Secrets Act (“UTSA")The juryawarded STC $22 million in

damages on its misappropriation claim.

! Docket no. 287, filed August 24, 2012.
2 8/09/12 Special Verdict Form, Dkt. 274, at 3.
3

Id.
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2. The UTSA provides that “[i]f willful and malicious misappropriation exists, the
court may award reasonable attorneys’ fees to the prevailing ffarty.”

3. In awarding attorneys’ fees under the Coloraddfddm Trade Secrets Act based
on a default judgment, the district courfliax Services of America, Inc. v. Mitchalliserved that
“determining whether an award of attorneys’ fees is justifiedhe prevailing party should
ordinarily recover its feesnless circumstances would make an award of fees unfjust.”

4, Out-of-pocket costs are also recoverable under the UTSA. “There are two
separate sources of authority courts use to award out-of-pocket expensevailiagpparty.”
Certain costs are commonly referred to as “taxable costs” and are awardedvailengrparty
as a matter of course pursuant to Federal Rule of Civil Procedure 54. On the other hand,
expenses such as travel may be included in the concept of attdeesyas “incidental and
necessary expenses incurred in furnishing effective and competent repraséhtatio

5. Under the UTSA, recoverable attorneys’ fees include “the cost of retaning
attorney [such as] the expenses usually paid in an engagement agréefdesbmpensatory

award of attorneys’ fees should include ‘out-of-pocket expenses . . . that a lavofimally

4 Utah Code Ann. §3-245.

° TaxServs. of Amlnc. v. Mitchel] No. 07-CV-00249REB-KLM, 2009 WL 464679*6 (D. Colo. Jan. 13,
2009) report and recommendation adopted in p&tb. 07-CV-00243REB-KLM, 2009 WL 464647 (D. Colo. Feb.
24, 2009)judgment enteredNo. 07-CV-00243REB-PAC, 2009 WL 1384139 (D. Colo. May 13, 2009) (citing
Phelps v. Hamilton120 F.3d 1126, 1129 (10th Cir. 1997) (stating that “while § 1988(b) grants thet distnit
‘discretion’ in awarding fees, we have previously recognized thagkess intended this discretion to be narrow
once the plaintiff meets the “prevailing party” inquiry))

6 Brown v. Gray 227 F.3d 1278, 1297 (10th Cir. 2000).

! Id. (citation omitted)see also Dowdell v. City of Apopl&8 F.2d 1181, 1190 (11th Cir.8&3)
(“Reasonable attorneys’ fees under the Act must include reasonableesxpenause attorneys’ fees and expenses
are inseparably intertwined as equally vital components of the cosigatidit.”).

8 ClearOne Commc'ns, Inc. v. Chigndjo. 2:07%cv-37-TC-DN, 2009 WL 5216856, *7 (D. Utah Dec. 30,
20009).



would bill to its client.”® These recoverable expenses include delivery, postage and shipping
charges, travel expenses, as well as comyaided legal research chardés.

6. In addition, an award of attorneys’ fees under the UTSA is distinguishable from
an award of exemplary damages, and serves a different pdfpSgecifically, an attorneys’
fees award shifts the burden and expenseeolitigation when willful and malicious
misappropriation is found, allowing the plaintiff to recover the full amount awarddukeby t
jury.*? Without such a fee-shifting provision, the plaintiff would lose a large portion of the
award to which the jury fountthe plaintiff entitled because she is contractually obligated to pay
her counsel. Thus, an award of attorneys’ fees under the UTSA is compensatory, nat.Buniti

7. Under the UTSA, the jury’s finding of willful and malicious misappropriation on
the Special Verdict Form entitl&TCto an award of attorneys’ fees and costke Courtlso
finds that the evidence presented at trial amply supports the jury’s conclusion.

8. The evidence established that not only did Kirby falsely deny that he remained in
possession of STC’s intellectual property multiple times, but each time STC tasisdue with
him, he threatened STC with harassment or malicious prosecution charges. /s 8T€was
forced to sue Kirby twice to protect its intellectual property.

9. To settle STC'’s first lawsuit against Kirby for misappropriation of its VSnap
source code, Kirby represented and warranted in the parties’ 2005 Settlememémgrénat he
had returned all STC intellectual property, that he had not and would not use or disctabe it, a

that he would cooperate with STC to protect it.

° Id. (citation omitted)see LeBlandternberg v. Fletchel43 F.3d 748, 763 (2d Cir. 1998) (“Attorney’s
fees awards include those reasonableofytocket expenses incurred by attorneys @ndiharily charged to their
clients.”).

10 See Sun Media Sys., Inc. v. KDS47 F. Supp. 2d 1059, 1078 (S.D. lowa 2008) (citing numerous
authorities).

1 ClearOne Comm’cns, Inc. v. Biamp S¥53 F.3d 1163, 11886 (10th Cir. 2012).

© Id. at 1185.

B Id.



10. The evidence presented at trial proved those promises to be false. Kirby not only
retained multiple copies of the VSnap source code, but delivered them to STC'sigglvers
NetJapan.At the time, Kirby knewthat NetJapan intended to sue STC Kidy himselfhad
recommendethwyers for NetJapan to hire for that purpose. He also agreed to put NetJapan in
contact with STC’s key Russian software engineer who had developed the VSmapcsoia:.

11. Other evidence corroborates the finding that Kirby acted willfully and with
malice. Admitting that he was motivated by revenge, Kidigsosought to encourage Symantec
to sue STC’s founders for breaches of their compete agreementKirby, however, conceded
at trial that he did not have any basis in fact to believeShéts founders had violateteir
agreements.

12.  Kirby alsosold his STC shares at a substantial discount to NetJapan, even though
he had a higher offer from ST@ecause he wanted Napan to have the shares instead.

13.  Although Kirby claimed at trial that hietention of STC’s proprietary
information was a mistake, he concedeat he could have performed a Microsoft Outlook word
search that would have revealed “in a heartbeat'hbgitossessed over 19,000 pages of VSnap
source code in his backup email file.

14.  The foregoing are the actionsaftlisgruntled former officer motivated by malice
and ill will to deliberately misappropriate STC'’s trade secrets

15. STC was the prevailing pariy this action. The jury unanimously awarded STC
$2.92 million in damages on its misappropriation clasyell ass2.92 million in damages on
its breach of contract claim, and $100,000 in statutory damages on its copyriglyeimieint

claim.



16.  Accordingly, the Court concludes that, pursuant to Section 13-24-5 of the UTSA,
STC is entitled to an award of its reasonable attorneys’ fees and costednauhis action.

[l. STC’s Entitlement to an Award of Its Attorneys’ Fees and Costs under the
Copyright Act.

17.  With respect to STC’s copyright infringement claim, the jury likewise retim
unanimous verdict that STC had proved, by clear and convincing evidence, that Kirby’s
infringement of STC’s copyright in the VSnap source code was willful withimiganing bthe
Copyright Act™*

18.  Under the Copyright Act, “the court in its discretion may allow the recovery of
full costsby or against any party. . . . Except as otherwise provided by this title, thenagur
also award a reasonable attorney’s fee to the lireyaarty as part of the costs>

19. “Plaintiffs in copyright actions may be awarded attorneys’ fees sitmplyirtue
of prevailing in the action: no other precondition need be met, although the fee awasidm
reasonable®

20. The Court finds that ST the prevailing party on its copyright infringement
claim. Not only did the jury conclude that Kirby’s infringement was willful, but the jury
awarded STC $100,000 in statutory damages for Kirby's infringeMeetiecting an
enhancement of over three times the ordinary statutory cap of $30,000 as allowed under the
Copyright Act based upon a finding of willfulne¥s.

21.  Accordingly, the Court has the discretion to award attorneys’ fees andaosts t

STC under the Copyright Act. hEUnited StateSupreme Courhas identifiedseveral

14 8/09/12 Special Verdict Form, Dkt. 274, at 2.

15 17 U.S.C. § 505 (emphasis added).

16 Frank Music Corp. v. Metr@oldwyrMayer Inc.,886 F.2d 1545, 1556 (9tir. 1989)
1 8/09/12 Special Verdict Form, Dkt. 274, at 2.

18 17 U.S.C. § 504(c).



nonexclusiveactorsto be considered by couitsexercising that discretiomcluding
“frivolousness, motivation, objective unreasonableness (both in the factual and in khe lega
components of the case) and the need in particular circumstances to advance tonsidéra
compensation and deterrenceé.Further, es arelesigned to dissuade a defendant’s disdain for
copyright laws and to encourage the assertion of colorable copyright éfaims.

22. Based upon a consideration oétévidence in this casmder the foregoing
factors the Court concludes that STC is entitled to an award of its reasonable attéeasysid
full costs under Section 505 of the Copyright Act.

23.  First, STC’s claimsvere not frivolous. The jury awarded SEGbstantial
damages on each of its claims at trial, including $100,000 in statutory damages under the
Copyright Act,reflecting a significant enhancement for willful infringement.

24.  Second, STC presentedmpellingevidence at trial that Kirby’s infringeamt
was motivated by a desire to bring harm to Sa€described above.

25.  Third, Kirby’s conduct and his “innocent mistake” defense were objectively
unreasonable. Kirby falsely represented to STC on more than one occasion thalikedted
himself of all of STC’s intellectual propertylo the contrary, STC proved at trial that Kirby
remained in possession of over 19,000 pages of STC’s VSnap source code, representing eleve
full copies and many partial copies. Althouginby claimed to have kept the source code by
mistake, the evidence at trial alsstablished that he had conducted the electronic word
searches that he maintained he performed, he would have located all c&li€ssfSnap

source code within minutekirby’s trial testmony on this point was not credible.

19 Fogarty v. Fantasy, In¢510 U.S. 517, 534 n.19 (1994e also Palladium Music, Inc. v. EatSleepMusic,
Inc., 398 F.3d 1193, 12601 (10th Cir. 2005).
20 Big Tree Entes., Ltd. v. MabreyNo. 934024 SAC, 1994 WL 191996, *8 (DKan. Apr. 15, 1994) (citing

Chi-Boy Music v. Charlie Club, Inc930 F.2d 1224, 1230 (7th Ck991)),aff'd, 45 F.3d 43910th Cir. 199).



26. In addition,before giving the Kirby Disc to David Crocker, a representative of
NetJapanKirby testified at triathat he did notonduct any seardor STC's intellectual
property because he was “not inclined to go to that much éffele.further claimed that he did
not have time to look for the specific document he said Crocker wanted, but conceded that he
had time to accompany Crocker to lunch.

27.  Finally, STCattempted to resolve its disputes with Kirby amgure the
protection of its intellectual property without litigation, Iiditby rejected STC's efforts,
accusing STC oharassment. STC, therefohas had to file two lawsuits against Kirby and
incur significantsums in attorneys’ fees and costs to protect its proprietary information.

28. The Court concludes, therefore, thataavard of STC’s attorney$ees and costs
under the Copyright Act would advance the public’s interest in compensating pdantiof
bring valid and successful copyright infringement lawsuits and in detdutaige infringement
by wouldbe infringers. Indeed, énying STC its attorneys’ fees and costs would effectively
penalize STC for exercising the only course open todrely, obtaining legal relief for
Kirby's failures to do what he had promised.

. The Reasonableness and NecessitySTC's Requested Attorneys’ Fees and Costs

29. The declarations and attached materials submitted by Heather M. Sneddon, H.
Dickson Burton and Kurt Kappes, attorneys who provided services to STC in this action, show
that the attorneys’ fees and costs sought by STC are reasonable, wereiheressaed in the
prosecution of this action, and should be awarded.

30. Inthis evaluationthe Court has considered Kirbyeprehensibleonductas
recitedherein his failure to disclose or otherwise produce relevant information in this case,

which led to several motions to compel by STC; the expense of the litigation and thergliscove



required to uncover the full extent of Kirby's misappropriation and infringement©fsST
VSnap source code, including depositions of several ostadé- withesses and two separate
depositions of both Kirby and his wife in Californthg tenacious defense presented at tuad;
the significant jury verdict that was obtained by STC.

31. The Court has also carefully considered the specific fees and costs requested by
STC. As set forth in the declaration of Ms. Sneddon, who served as second-chair to Thomas
Karrenberg in represang STC in this matter and wldevotedthe most time téhe case, Ms.
Sneddorcarefully reviewed each and every billing statemenffaderson & Karrenberg's
attorneys’ fees in this matter, analyzed each billing entdgtermine whether recovery of those
fees is reasonable and appropriate] included only those feesHxhibit 1to her declaratioff*
Exhibit 1 contains detailed time entries concerning each task performed on each day by each
timekeeperand istaken directly fromAnderson & Karrenberg'billing statements|In
particular Ms. Sneddon eliminated all fesat directlyrelated only to STC’s breach of fiduciary
duty and conversion claimshich were preempted by the UTS#&nd reasonably reduc&iC’s
billing entriesassociated with the pag8’ crossmotions for summary judgment and proposed
jury instructions, voir dire, special verdict forms and the pregiagn that those items related in
part to STC’s conversion and breach of fiduciary duty claims.

32.  Specifically Ms. Sneddompplied al0% discount to general summary judgment
billing entries to account for time spent briefing STC’s conversion claim hwhas part of both
parties’ summary judgment motionghis discounts generous, given that the main focus of the
summary judgment matnswereSTC’s breach of contract, trade secret misappropriation and

copyright infringement claimss well as the development of the substantial factual record in this

A Ms. Sneddon’s declaration also reflects the courtesy discounts that veededf6TC by Anderson &

Karrenberg, applied aspercentage reduction on each applicable billing entry identified in Exhibivs.
Sneddon’s declaration.



matter which the Court finds were intertwined and necessary for STC to prevail actlieon
its compensable claims

33.  Although the parties’ 2005 Settlement Agreement does not contain an attorneys’
fees provision, the establishment of Kirby’s breach of that agreement wasantgbnot
essentialfor STC to prove Kirby’s trade secnetisappropriation—i.ethat at the time Kirby
disclosed and used STC’s VSnap source code, he knew or had reason to know that he was under
a duty to maintain its secrecy per the terms of the Settlement AgreEniéinby’s breach of his
representations and warranties in that agreement was likewise relevarnjuty’'she
determination that Kirby willfully and malicious misappropriated STZ3nap source code, and
willfully infringed STC’s copyright in that code.

34. Thel0% discounis also generousecause it waapplied by Ms. Snedddo a
number of billing entries that include additional tasks performed by STC’s cdangélich
STC is entitled to &ll recovery Further, with respect those billing entries thamclude a
substatial amount of work relatkto STC’s conversion claim, Ms. Sneddather applied
higher percentage discounts to those entries or removed them entirely, which thienGstwo
be appropriate and reasonable.

35. In addition, as set forth in Ms. Sneddon’s declarationagipdied al0% discount
to general billing entries regardipgry instructiors, voir dire, special verdiébrms andthe
pretrial ordetto account for time spent preparing the limited portions of the foregoing that
related to $C’s conversion and breach of fiduciary dutgims The Court likewise finds these
discounts to be reasonable and appropriate, given that mosttioh¢hepent preparintpe
foregoingdoes not appear to have related to STC’s conversion and fiducigrglais.

Moreover, Ms. Sneddon applied the discount to numerous billing entries that included other

22 Utah Code Ann. § 124-2(2)((b)(ii)(B).



tasks for which STC would be entitled to a full recovery, and for those billing etitaeselated
more significantly to STC’sonversion and breach of fiduciary duty claims, she applied an
appropriatey higher discount or removed the entries.

36. The adjustments made and the careful segregation of fees by Sneddon’s
declaration make Kirby's block billing objectittinapplicable.

37. Based upon Ms. Sneddon’s declaration, the Court also finds tHatlihg rates
and amounts reflected for Anderson & Karrenberg'’s attorneys’ feesagernablgiven
prevailing rates in Salt Lake Cijtthe specific needs of this case anddilgaificant amount of
damages awarded lbye juryin favor of STC on eactf its claims. Accordingly, the Court
hereby awards STC its requesttbrneys’ fees fromnderson & Karrenberg in the amount of
$580,104.12.

38. The non-taxable costs incurred by STC through Anders&aenberg are
reasonable, were necessary for this case, and should be awarded. As set fertBriaddon’s
declaration, aignificant amount of legal research was required concerning the requiisciore
STC’s misappropriation and copyright infringemhelaims as well as for STC’s damages,
particularly with respect to a reasonable royalty for the VSnap source coeletie UTSA.
Indeed, the Court requested briefing from the parties on these issues both beforengritielur
trial. The travel cost@ere necessary to take enftstate depositionand attend the Leapfrog
motion to compel hearing, and that the amount of the travel costs is reasonable. Tdrd stand
delivery, postage and shipping charges are appropriate and, as with allavétierfg osts, are

of the type that are typically and customaadharged by law firms to their clientg\ccordingly,

s Defendant’s Memorandum in Opposition to Plaintiff's Motion for Attoreeiees at %, docket no. 30,

filed September 7, 2012.

10



the Court hereby awards STC its namable costshrough Anderson & Karrenberg in the
amount of $10,162.38.

39.  With respect to attorneys’ fees inoed by STC for representation through
TraskBritt, PC, STC submitted the declaration of Mr. Burton who initiallyasgmted STC in
bringing this lawsuit.Mr. Burton reviewed all invoicelsis firm sent to STC and prepared
Exhibit 1 to his declaration dedoing in detail those feeand costs, including those incurred to
travel to andneet with James Kirby in California to discuss his retention of STC's intellectual
property prior to filing the Complaimt this actionto prepare and file the Complaint asefve it
on Kirby, and to begin reviewing documents and deposition transcripts from pgatiditi tha
were relevant to this lawsuaind provide those to STC’s successor counsel at Anderson &
Karrenberg.The Court notes that, as set forth in Mr. Butsateclaration, heliminatedall fees
incurred by STC to oppose Kirbygarlymotion to dismiss STC’s claim faonversion, even
though STC was successful on that motion. Mr. Burton’s requested fees atackaigle-costs
are reasonable and were necessamnyg the Courhereby awards STC tladtorneys’ fees billed
by TraskBritt in the amount of $11,775.00, as well as Mr. Burton’s expenses in the amount of
$1,265.96.

40. STCalsosubmitted the declaration of Mr. Kapdesm Greenberg Traurig LLP
who served as STC’s local counsel in California with respect to STC’ss@fvstibpoenas on
Leapfrog Software, Ing:'Leapfrog”) and the filing of STC’s motion to compel concerning those
subpoenas in the U.S. District Court for the Eastern District of CalifoMiaKappes’
declaration describes the attorneys’ fees and costs incurred by STC tdietaim (and his
prior firm, Seyfarth Shaw}p act as local counselith respect to the Leapfrog subpoeribs,

subsequent motion to compel filed@alifornia federaktourt, and the briefing on that motion

11



given the opposition filed by NetJapan. Those subpoenas and STC’s motion to compel
eventually led to this Court’s decision to permit STC to pufstberdiscovery from Leapfrog,
which resulted inLeapfrog’sproduction of a number oélevantdocuments that were submitted
as evidence at trial, as well as the deposition of Leapfrog’s repregenRabert Campbell,
which was read into evidene trial. Mr. Kappes’ declaration states that the fees chargdusby
firms, and their rates, are reasonable and reflect those customarily cimattge&acramento and
San Francisco areas. The attorneys’ fees and costs billed by Mr. Kappés fantshwere
necessary. Accordingly, the Court awards STC the attorfessbilled by Mr. Kappégirms

in the amount of $11,892.00, as well as the t@@ble costhis firmsincurred that were paid by
STC in the amount of $82.60.

41.  Finally, based upon STC’s motion and the Court’s review obilfieg entries of
STC’s counsel, the Court concludes that beyond the allocations and reductions of S3 @'slfee
costs that have been performed by Ms. Sneddon and Mr. Burton, no further allocation or
reduction is necessary or warranted in this case givealttedtSTC’s claimswvere lased upon
the same core set of facts and interrelated legal theories.

42.  *“Utah courts have recognized that a party need not allocate fees between
compensable and naompensable claims when the claims involve related legal theories and
common sets of facts?

43.  The exhibits attached to the declarations of Ms. Sneddon, Mr. Burton and Mr.
Kappes reveal that STC’s counsel’s work was predominantly dedicated to commomissues
proof on all of its claims, including primarily, evidence of Kirby’'s retention asdainination of

STC’s VSnap source code (both a trade secret and copyrighted work), as wéll asl@tage

2 ClearOne Comm’cns, Inc. v. Biamp Sy¥53 F.3d at 1186 (citing/ilde v. Wilde35 P.3d 341, 349 (Utah
Ct. App. 2001)).

12



claims under the UTSA and Copyright Act, for which STC may recover of ithaysrfees and
costs.
ORDER
Accordingly, the CourtherebyGRANTS STC’s Motion for an Award of Its Attorneys’
Fees and Costsand,
IT IS HEREBY ORDERED, ADJUDGED AND DECREED that STCawardd the

following attorneys’ fees and ndaxable costs

Attorneys’ Fees $ 580,104.12
Anderson & Karrenberg
Non-Taxable Costs $ 10,162.38
Attorneys’ Fees $ 11,775.00
TraskBritt PC
Non-Taxable Costs $ 1,265.96
Greenberg Traurig LLP / Attorneys’ Fees $ 11,892.00
Seyfarth Shaw NonTaxable Costs $ 82.60
TOTAL: $ 615,282.06

» Docket no. 287, filed August 24, 2012.
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ORDER DIRECTING ENTRY OF JUDGMENT
IT IS FURTHER ORDERED that the clerk of court shall ejuelgment in this case in

favor of Storagecraft Technology Corporation and against James Kirby in the following

amounts:
a. $2.92million in damages awarded by the jury on STC's misappropriation:&faim
b. $1.46 million in exerplary damages; and

C. $615,282.06 in reasonable attorneys' fees andax@blecosts.

IT IS FURTHER ORDERED that the clerk of the court is directed to closedh&s ¢

BY THE CO w

David Nuffer N
United States District Judge

DatedSeptember 27, 2012.

% Consistent with the partieStipulation RegardingDouble Recovery, doek no. 260, filed August 3, 2012,

STCis “entitled to receive only the amount of the monetary damage award gitlea joyy on the claim that is the
highest’

14



