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| NTRODUCTI ON
Before the Court is a notion to dism ss certain
counterclainms for non-infringenent and invalidity of a disputed
patent. The Court nust determ ne whether, under the Declaratory
Judgnent Act, there remains a substantial controversy, between
parties having adverse legal interests, of sufficient inmediacy
and reality to warrant the issuance of a declaratory judgnent
after a patent holder granted a limted covenant not to sue a

conpetitor regarding the disputed patent.

1. BACKGROUND

On June 18, 2006, Frontline Technol ogies, Inc.
(“Frontline”) filed this patent infringenent and breach- of -
contract action against CRS, Inc. (“CRS’) over a
service/technol ogy that facilitates replacenent of absent workers
Wi th substitute workers. Frontline maintains a product naned

“Aesop,” which is a | abor database wherein custonmers access a
website to post worker absences for which substitutes are needed.
Am Conpl. T 9, ECF No. 29. Substitute workers then access Aesop
to search for posted worker absences and to commt to filling
vacancies. |d. Users access Aesop via the Internet using a web

interface or via a tel ephone interactive voice response (“IVR")

system |d.



On January 6, 2004, the U. S. Patent and Tradenark
Ofice (“PTO) issued U. S. Patent No. 6,675,151 (“the ' 151
Patent”) for the substitute worker technology. Id. § 12.
Frontline is the assignee and owner of the ’151 Patent. 1d. § 13.
I n February 2004, Frontline Data, Frontline' s predecessor, filed
a patent infringenent suit against CRS and the two reached a
settl ement agreenent in Novenber 2004 whereby Frontline Data
agreed to license its technology to CRS in return for royalties.
Id. 97 15-16. Frontline alleges CRS failed to pay royalties
pursuant to the limted |icensing agreenent (“License
Agreenent”). Id. 9T 18-23.

On August 8, 2007, the PTO granted an ex parte
reexam nation of clainms three through thirteen of the ' 151
Patent. 1d. § 28. Accordingly, the Court placed the action in
suspense on Novenber 19, 2007. Order, Nov. 19, 2007, ECF No. 15.
During the PTO reexam nation, clainms fourteen through fifty-five
were added to the '151 Patent and clainms three, six, nine, and
fourteen through fifty-five were listed in the reexam nation
certificate as patentable. See id. Y 31, 32, Ex. C

On Septenber 30, 2008, during the ’151 Patent
reexam nation period, the PTO issued U S. Patent No. 7,430,519
(“the '519 Patent”), titled “Substitute Fulfillnment Systenf and a

continuation-in-part of the 151 Patent, to Roland R Thonpson,



M chael S. Bl ackstone, and Ral ph Julius. 1d. 1Y 33-34. Frontline
i s assignee and owner of the '519 Patent. 1d. | 35.

On January 14, 2010, Frontline filed an Anended
Conpl ai nt, which alleges three counts against CRS.! Frontline

clainms CRS infringed, continues to infringe, and induced

i nfringenent of the reexam ned ’'151 Patent associated with CRS s
SubFi nder product (“Count 1”). 1d. 1Y 37-39. Frontline clains CRS
infringed, continues to infringe, and induced infringenent of the
'519 Patent with CRS s SubFi nder product (“Count I17). I1d. 11 45-
47. And Frontline clains CRS breached the License Agreenent
(“Count 111”). Frontline seeks declaratory and injunctive relief
and danages. |d. at 9-10.

On February 3, 2010, CRS, which filed an Anended Answer
and Counterclains that raises various affirmati ve defenses and
counterclainms, states that Frontline has breached the License
Agreenent for the ’151 Patent and denies all clains for

i nfringenent of the 151 and ’'519 Patents. 2 Am Answer, ECF No.

! The counts are not nunbered in the Arended Conpl ai nt.
For ease of identification, the Court will nunber the counts.

2 CRS asserts seven counterclains. Am Answer 12-16. CRS
seeks a declaratory judgnent that CRS did not infringe the ’ 151
Patent (“Counterclaiml”). CRS seeks a declaratory judgnent that
the * 151 Patent is invalid (“Counterclaimll”). CRS seeks a
declaratory judgnent that it has not infringed the 519 Patent
(“Counterclaiml1ll”). CRS seeks a declaratory judgnent that the
"519 Patent is invalid (“CounterclaimIV’). CRS seeks a
declaratory judgnent that it did not breach the License Agreenent
for the *151 Patent (“CounterclaimV’). CRS clains Frontline
wrongfully term nated the License Agreenent (“CounterclaimVl”).
And CRS clains Frontline breached the License Agreenent by
failing to accord CRS nost-favored nation treatnment and to reduce
the royalty obligation of CRS and its sublicensees in accordance



30. CRS requests declaratory and injunctive relief and damages.

ld. at 16-17.

On February 23, 2010, Frontline filed an anended reply

denying CRS s counterclains and asserting various affirmative

def enses.

On February 8, 2011, the Court issued an order and

acconpanyi ng nmenor andum constructing certain disputed claim

ternms. Order, Feb. 8, 2011, ECF No. 56; Mem Op., Feb. 8, 2011

ECF No. 55. The parties continued with discovery.

On August 12, 2011, Frontline unilaterally granted to

CRS a covenant not to sue (“the Covenant”). Mdit. to D smss Ex.

A, ECF No. 66-1. The relevant portions of the Covenant are as

foll ows:

1.
defi

The Term “ SubFi nder Systeni as used hereinafter is
ned as that portion of the products and/or services

made, used, offered for sale, sold, or inported by CRS,

f or

per f orm ng substitute ful fill ment vi a a

comruni cations link, on or prior to the Covenant Date,
specifically including but not Ilimted to, those
portions of versions SubFinder 5.7, SubFinder 5.8,
SubFi nder 5.9, SubFinder 5.10, and SubFinder 5.11 that
perform substitute fulfillment via a comunications
link.

2.
sue

Frontline hereby unconditionally covenants not to
CRS for di rect, I nduced or contributory

i nfringement under any claim of the 519 Patent or any

cl ai

m that nmay be issued as a result of the

Reexam nati on proceedi ng based upon CRS s nanufacture,

use,

importation, sale, or offer of sale of any

SubFi nder System on, before or after the Covenant Date

5.

This covenant applies only to CRS under its

present ownership and control and shall cease to apply

i f

there are any material changes in the present

owner shi p and control of CRS.

with section 3.3 of the License Agreenent (“CounterclaimVil”™).



On August 15, 2011, Frontline filed a Mdtion to Dism ss
and Motion to Amend the Conplaint. 1d. On Septenber 1, 2011, CRS
opposed the Motion to Dismss. Qop’'n, ECF No. 67. The matter is

now ripe for review?3

I11. DI SCUSSI ON

Frontline noves to anend its Amended Conplaint to
renmove a count for infringenment of the 519 Patent and to dism ss
CRS' s counterclains relating to the '519 Patent. For the reasons

provi ded, the Court wll grant both notions.

A Mbtion to Anend

Frontline noves to amend its Amended Conplaint to
renmove Count Il for infringenment of the '519 Patent. “In all
ot her cases [wherein a party may not anend as a matter of
course], a party may anmend its pleadings only with the opposing
party’s written consent or the court’s | eave. The court should
freely give | eave when justice so requires.” Fed. R Gv. P
15(a)(2). CRS does not oppose the notion to amend. Opp’ ' n 1.
Therefore, the Court will grant leave to file a second anended

conpl ai nt as unopposed.

3 Motions to Exclude certain expert testinony and CRS s
Motion for Sunmary Judgnent are also pending in this case but not
addr essed herein.



B. Mbtion to Disniss

Frontline noves to dismss for |ack of subject-matter
jurisdiction Counterclains Il and 1V, which seek declaratory
judgnents that CRS did not infringe the *'519 Patent and that the

519 Patent is invalid.

1. St andard of Revi ew

Frontline noves to dism ss pursuant to Federal Rul e of
Cvil Procedure 12(b)(1) for |lack of subject-matter jurisdiction.
In particular, Frontline argues that the Court |acks jurisdiction
to issue a declaratory judgnent regarding CRS s counterclainms of
non-infringenment and invalidity of the 519 Patent. Wen a party
chal | enges the factual basis for the Court’s jurisdiction, the
Court is “not confined to the allegations in the conplaint
and can | ook beyond the pleadings to decide factual matters

relating to jurisdiction.” Cestonaro v. United States, 211 F.3d

749, 752 (3d Cir. 2000). CRS, the party seeking declaratory
relief, shoulders the burden of establishing the existence of an
actual case or controversy sufficient to support jurisdiction. *

See Benitec Austrl., Ltd. v. Nucleonics, Inc., 495 F.3d 1340,

1344 (Fed. G r. 2007).

4 Not ably, CRS fails to cite a single |legal authority
supporting its argunent that the Court has jurisdiction over the
rel evant declaratory judgnent clainms. Indeed, the only | egal
authority to which CRS cites is to support its argunent to
reserve its right to collect attorneys’ fees. Cpp ' n 6.



2. Appl i cabl e Law

The federal courts are courts of limted jurisdiction.
See U.S. Const. art. Il1l, 8 2, cl. 1 (“The judicial Power shal
extend to all Cases, in Law and Equity, arising under this
Constitution, the Laws of the United States, and Treaties nade,
or which shall be nade, under their Authority . . . .”). The
Court may not issue an advi sory opinion wherein “a genuine

adversary issue between the parties” does not exist. See United

States v. Johnson, 319 U. S. 302, 304 (1943). But under the

Decl aratory Judgnent Act, the Court nmay declare the rights of an

interested party in the case of an “actual controversy.” ® The

U. S. Suprenme Court has provided the foll ow ng guidance:

Qur decisions have required that the dispute be
definite and concrete, touching the legal relations of
parties having adverse legal interests; and that it be
real and substantial and admt of specific relief
through a decree of a conclusive character, as
di stingui shed from an opinion advising what the |aw
woul d be upon a hypothetical state of facts. . . .
Basically, the question in each case is whether the
facts alleged, under all the circunstances, show that
there is a substantial controversy, between parties
havi ng adverse | egal interests, of sufficient inmedi acy
and reality to warrant the issuance of a declaratory
j udgment .

Medl mmune, Inc. v. Genentech, Inc., 549 U S 118, 127 (2007)

(internal citations and quotation marks renoved). The Court has

uni que and substantial discretion in deciding whether to

° “In a case of actual controversy within its
jurisdiction, . . . any court of the United States, upon the
filing of an appropriate pleading, my declare the rights and
other legal relations of any interested party seeking such
decl aration, whether or not further relief is or could be
sought.” 28 U.S.C. § 2201(a).



declare the rights of litigants.”” 1d. (quoting Wlton v. Seven

Falls Co., 515 U.S. 277, 286 (1995)).

A charge of patent infringenent establishes a case or
controversy adequate to support jurisdiction. l1d. But “an actua
controversy nust be extant at all stages of review ” 1d. at 1345.
If jurisdiction is challenged after an action conmences, the
burden of proof remains with the party seeking to assert
jurisdiction under the Declaratory Judgnent Act. See id. A
covenant not to sue is sufficient to divest the Court of

jurisdiction. See Benitec, 495 F.3d at 1349.

The Court had jurisdiction over CRS s counterclainms for
non-infringenment and invalidity, which CRS raised in response to

Frontline s patent infringenent clains. See Cardinal Chem Co. v.

Mrton Int’l, Inc., 508 U.S. 83, 96 (1993). Frontline chall enged

jurisdiction by granting the Covenant and noving to dismss its
claimfor infringenment of the '519 Patent. Whether a covenant not

to sue divests the Court of jurisdiction depends on what is

covered by the covenant. See Revolution Eyewear, Inc. v. Aspex

Eyewear, Inc., 556 F.3d 1294, 1297 (Fed. G r. 2009). Therefore,

the Court nust determ ne whether Frontline's unilateral covenant
not to sue is sufficient to divest the Court of jurisdiction over

CRS s countercl ai ns.

10



3. Appl i cation

CRS argues that the Court retains jurisdiction to issue
a decl aratory judgnent because the Covenant only covers a portion
of CRS s products and because the Covenant limts CRS s future
busi ness opportunities.

a. Covenant’'s Limtation to Portion of CRS s
Pr oduct s

CRS argues that an actual case or controversy remnains
bet ween the parties because the Covenant limts Frontline’s
agreenment not to sue only to a portion of CRS s products and only
covers certain clains of the '519 Patent.® Cpp’'n 3-4. The Court
| acks jurisdiction over CRS s counterclains referring to the 519
Pat ent .

To renove jurisdiction over a declaratory judgnment, the
Covenant need only cover past and present activities that are
potentially infringing or future infringing activities of

sufficient imrediacy and reality. See Benitec, 495 F.3d at 1345-

46. In Benitec, the Federal GCrcuit affirnmed the dism ssal of
Nucl eonics, Inc.’s (“Nucleonics”) declaratory judgnent

countercl aimagai nst Benitec Australia, Ltd. (“Benitec”),
regardi ng a patent for human gene-silencing therapy. [d. at 1349.
Nucl eoni cs planned to engage in human gene-sil encing therapy,

whi ch woul d have been considered infringing activity after it

6 Specifically, CRS argues that an actual controversy

exi sts because the Covenant |imts Frontline’s promse not to sue
only to the portion of CRS s SubFi nder products that perform
substitute fulfillment “via a comrunications link.” Opp’'n 3.
Furthernore, CRS argues that, based on the definition of

SubFi nder, the Covenant only relates to clains in the '519 Patent
that recite the |l anguage “via a communication link.” Id. at 3-4.

11



filed a new drug application (“NDA”) with the U S. Food and Drug
Adm ni stration. Nucleonics represented that it did not plan to
file an NDA until “at |east 2010-2012, if ever.” The court was
uncertai n when Nucl eonics woul d engage in the potentially
infringing activity and, therefore, Nucleonics failed to show an
actual controversy of sufficient imediacy and reality to warrant
a declaratory judgnment with regard to human application of the
gene-silencing technology. 1d. at 1346-47.

The parties do not cite to and the Court is not aware
of any precedential cases holding that a covenant not to sue
di vests the court of jurisdiction only when the covenant refers
to all of the clainms in a particular patent. But the D strict of

New Jersey considered the issue. See Hoffman-La Roche, Inc. V.

Myl an, Inc., No. 09-1692, 2009 WL 4796736 (D.N.J. Dec. 9, 2009).

There, Hoffman-La Roche (“La Roche”) sued Myl an Pharnmaceuti cal s,
Inc. (“Mylan”) for patent infringenment. Myl an counterclai ned that
the patent was not enforceable and not infringed by Mylan’s
generic product. La Roche identified claimsix of the patent as
being infringed and granted a covenant not to sue for
infringenment on the remaining clains, clains one through five. La
Roche argued that the covenant divested the court of jurisdiction
over those unasserted clains. The court first noted that the
Federal Circuit has “not specifically address[ed] partial
covenants” and that there is nothing to suggest that parti al
covenants are subject to a different rule than covenants covering
an entire patent. 1d. at *7. The court also noted that La Roche’s

counsel took the position that the covenant was “w thout

12



exceptions or |limtations” regarding future infringenent actions
for the unasserted clains. |d. The covenant, therefore, was
sufficiently broad to divest the court of jurisdiction over the
counterclains relating to clainms one through five of the patent
at issue. |d.

Here the Covenant expressly includes CRS s SubFi nder
products that performsubstitute fulfillnment “via a
comruni cations link.” Although CRS takes issue with this
| anguage, CRS has not shown that an actual controversy continues
to exi st notw thstandi ng the Covenant. CRS has not shown that it
has any products that sinultaneously do not perform substitute
fulfillment “via a comuni cations link” and are potentially
infringing the '519 Patent. Indeed, CRS fails to show that any of
its products are not covered by the Covenant but still subject to
an infringenent suit by Frontline under a claimin the 519
Patent. Finally, CRS fails to show its products could be the
subj ect of another suit based on the clains in the '519 Patent
that do not recite the phrase “via a comuni cations link.” The
Court, therefore, lacks jurisdiction over CRS s counterclains

regarding the '519 Patent.’

! Whet her CRS may devel op a future product that could be
subject to suit under the 519 Patent is not before the Court.
The Court notes, however, that it cannot base jurisdiction on the
mere possibility that CRS may devel op a future product that does
not performsubstitute fulfillment via a comrunications |ink
where CRS fails to show it has engaged in any preparations for
maki ng or using a product that could be subject to an

i nfringenment action by Frontline notw thstanding the Covenant.
See Benitec, 495 F.3d at 1346; Dodge-Requpol, Inc. v. RB Rubber
Prods., Inc., 585 F. Supp. 2d 645, 651 (M D. Pa. 2008)
(“[Defendant’ s] fear of litigation over future products does not
preclude [Plaintiff’s] covenant not to sue fromelimnating

13



b. Covenant’s Limtation to CRS Under Present
Owner shi p

CRS argues that an actual case or controversy renains
bet ween the parties because the Covenant significantly limts
CRS s future business opportunities. Opp’'n 4-5. CRS has not shown
an actual controversy of sufficient inmediacy and reality to
warrant a declaratory judgnment and the Court, therefore, |acks
jurisdiction over CRS counterclains regarding the '519 Patent.

Specul ative future business relationships that my
expose a litigant to an infringenent action are not sufficient to
create an actual controversy. Benitec, 495 F. 3d at 1348-49. In
Benitec, in addition to application of the gene-silencing
t echnol ogy to humans, which was subject to a federal safe harbor
provision, the Federal G rcuit al so considered whether future
application of the sanme technology to aninmals, which would not be
subject to the safe harbor, created an actual controversy for
jurisdiction over the declaratory judgment clainms. 1d. at 1348.
Nucl eonics submtted a declaration of its president providing
that it wished to expand its efforts to ani mal husbandry and
veterinary products, that it entered discussions with a supplier
of breeding stock, and that it executed a confidentiality

agreenent with the supplier. 1d. Neverthel ess, Nucleonics failed

subject matter jurisdiction with respect to [Defendant’ s]
declaratory clains.”); see also Cat Tech L.L.C. v. TubeMaster,
Inc., 528 F.3d 871, 880 (Fed. G r. 2008) (concluding that

“whet her there has been neani ngful preparation to conduct
potentially infringing activity remains an inportant elenment in
the totality of circunstances which nmust be considered in
determ ni ng whether a declaratory judgnent is appropriate” after
Medl mmune) .

14



to establish an actual controversy, in part, because its nere
expectation to begin work in this area shortly was of
insufficient i mediacy and reality for a declaratory judgnent.
1d. at 1348-49.

And here, CRS simlarly fails to neet this burden. CRS
argues that the Covenant’s |imtation to CRS under its present
owner shi p does not significantly renove an actual case or
controversy because it prevents CRS from conducting its
busi ness.® |Indeed, CRS clains and provides a sworn declaration
of CRS s treasurer and chief financial officer who swears that
CRS “has entertained offers fromvarious entities over the years
who were interested in acquiring CRS, both prior to and during
this litigation.” Oop’'n 4; DIl Decl. § 4, ECF No. 67-2. CRS
further clains that an entity interested in acquiring CRS
approached it in February 2011, the conpani es executed a
confidentiality agreenment in March 2011, and di scussions
continued into April 2011, until “further tal ks between the
parties were suspended pending further devel opnents in the
litigation.” Qop’'n 4; Dill Decl. 1Y 5-6. Finally, CRS clains that
certain owners are “retired or of retirenent age,” which limts
CRS' s ability to change ownership. Opp’'n 5; DIl Decl. | 8.

CRS has shown how the Covenant mght limt its future
busi ness opportunities. But it has not shown that an actual

controversy continues to exist between the parties of sufficient

8 CRS points to the Covenant | anguage that states that it
“applies only to CRS under its present ownership and control and
shal|l cease to apply if there are any material changes in the
present ownership and control of CRS.” Qpp’' n 4.

15



i mredi acy and reality to warrant the issuance of a declaratory
judgnent.® Benitec’'s representations that it m ght take sone
future action regarding the patented technol ogy were not
sufficient to create an actual controversy, even where Benitec
was actively engaged in pursuing a business relationship that
coul d have subjected it to an infringenent suit. And the sane is
true here. CRS clains that it nmay be subject to infringenent in
the future because of a change in its ownership. And CRS has
shown that it is pursuing a business relationship that could
subject it to an infringenent action by Frontline in the future.
Nevert hel ess, an actual controversy does not exist in the
present, nor has CRS shown that an actual controversy is imm nent
and real .

The Court cannot speculate as to whether CRS m ght be
successful in pursuing new business relationships. Therefore, the
Court wll dismss CRS s counterclains for non-infringenent and
invalidity of the '519 Patent because there is no substanti al
controversy between Frontline and CRS of sufficient imrediacy and
reality to warrant the issuance of a declaratory judgnent. See

Medl nmune, 549 U. S. at 127.

o Nor has CRS pointed to a single legal authority
supporting its argunent that a Covenant’s limtation of future
busi ness opportunities is sufficient to establish an actual
controversy. CRS nakes no attenpt to distinguish the facts of
Benitec, nuch less cite to this precedential decision.

16



CONCLUSI ON

For the reasons provided, the Court wll grant
Frontline' s unopposed Mdtion to Anmend its Anended Conplaint to
renove Count Il for infringenment of the '519 Patent. The Court
will grant Frontline’s Mdtion to Dismss and dism ss

Counterclainms Il and IV. An appropriate order will follow

17



I N THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

FRONTLI NE TECHNCOLOQ ES, | NC., ) ClVIL ACTI ON
) NO. 07- 2457
Pl aintiff,
V.
CRS, | NC.,
Def endant .
ORDER

AND NOW this 22nd day of Decenber, 2011, it is hereby
ORDERED as fol | ows:

(1) Plaintiff’s unopposed notion to amend t he conpl ai nt
(ECF No. 66) is GRANTED, *°

@Plaintiff’s notion to dismss Defendant’s
counterclains relating to the '519 Patent is GRANTED; and

(3) Counterclainms Il and IV of the Arended Answer are
DI SM SSED for |ack of jurisdiction.
AND I T I S SO ORDERED.

S/ Eduar do C. Robreno

EDUARDO C. ROBRENO, J.

10 The Second Anended Conpl ai nt attached as Exhibit B to
the Motion to Dism ss and Amend should be filed of record by
Plaintiff wwthin five days.
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