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UNITED STATES DISTRICT COURT
FOR THE
DISTRICT OF VERMONT

STATE OF VERMONT,
Plaintiff
v.
MPHJ TECHNOLOGY INVESTMENTS,
LLC,
Defendant

)
)
)
)
)
)
)
)

Docket No. 2:13-cv-170

MPHJ TECHNOLOGY INVESTMENTS, LLC’S MOTION
FOR SANCTIONS UNDER RULE 11,
28 U.S.C. § 1927, AND THE COURT’S INHERENT AUTHORITY
Defendant MPHJ Technology Investments, LLC (“MPHJ”) respectfully moves this Court
to impose sanctions under FED. R. CIV. P. 11(b & c), 28 U.S.C. § 1927, and the Court’s inherent
authority. The background, facts, and law relevant to demonstrating MPHJ is entitled to the
relief requested by this Motion are set forth in the accompanying Memorandum. On the basis of
the presentation made in that Memorandum, MPHJ respectfully requests this Court enter
Findings and an Order finding that the conduct of the Plaintiff State of Vermont and its counsel
have violated the requirements of Rule 11(b), and requests this Court to impose such sanctions as
are permitted under Rule 11(c)(4). 28 U.S.C. § 1927, and as this Court finds appropriate, and as
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Burlington, Vermont 05402-0369
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Case 2:13-cv-00170-wks Document 38 Filed 02/07/14 Page 2 of 2

MPHJ may show itself to be entitled in the accompanying Memorandum and subsequent
briefing.
Dated:

Burlington, Vermont
February 7, 2014

/s/ Andrew D. Manitsky
Andrew D. Manitsky, Esq.
Gravel & Shea PC
76 St. Paul Street, 7th Floor, P. O. Box 369
Burlington, VT 05402-0369
(802) 658-0220
amanitsky@gravelshea.com
and
W. Bryan Farney (Pro Hac Vice)
Cassandra Klingman (Pro Hac Vice)
Farney Daniels PC
800 South Austin Ave., Ste. 200
Georgetown, Texas 78626
(512) 582-2828
bfarney@farneydaniels.com
cklingman@farneydaniels.com
Attorneys for Defendant
MPHJ Technology Investments, LLC
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Foti Fuels, Inc. v. Kurrle Corp.
Supreme Court of Vermont
December 13, 2013, Filed
No. 12-195
Reporter: 2013 VT 111; 2013 Vt. LEXIS 117; 2013 WL 6516384
L. Brooke Dingledine of Valsangiacomo,
Foti Fuels, Inc. and Robert A. Foti v. Kurrle Detora & McQuesten, Barre, for DefendantsCorporation, Payjack, LLC and James J. Kurrle Appellants.
Judges: Present: Reiber, C.J., Dooley, SkoNotice: THIS OPINION IS SUBJECT TO
glund, Burgess and Robinson, JJ.
MOTIONS FOR REARGUMENT UNDER
V.R.A.P. 40 AS WELL AS FORMAL REVISION BEFORE PUBLICATION IN THE VER- Opinion by: REIBER
MONT REPORTS.
Prior History: [**1] On Appeal from Superior Court, Washington Unit, Civil Division.
Geoffrey W. Crawford, J. (motions for summary judgment). Michael S. Kupersmith, J. (final judgment).
Disposition: Affirmed as to defendant’s counterclaim under the Vermont Consumer Fraud
Act; reversed and remanded with respect to the
trial court’s grant of judgment as a matter of
law on defendant’s counterclaims for breach of
contract and breach of the covenant of good
faith and fair dealing.
Core Terms

business, agreement, transaction, party,
consumer, breach, contract, motion, act,
damage, judgment, claim, matter of law,
non-competition, fuel, jury, counterclaims,
remedy, commerce, provision, evidence,
gasoline, requirement, term, consequential
damages, trial court, distributorship, commerce,
purchase, renewed
Counsel: Christopher D. Roy of Downs Rachlin Martin PLLC, Burlington, for PlaintiffsAppellees.

Opinion

[*P1] Reiber, C.J. Plaintiff Robert Foti sold
most of his fuels business to defendant James
Kurrle and agreed to sell gasoline to defendant through his retained wholesale distributorship. When their business relationship soured
after several years, plaintiff sued defendant for
one month’s nonpayment of gasoline and
other claims. Defendant counterclaimed for
breach of contract, breach of the covenant of
good faith and fair dealing, and violation of the
Vermont Consumer Fraud Act (CFA), all arising from his [**2] original purchase of plaintiff’s business. Defendant now appeals the
court’s judgments as a matter of law on these
counterclaims in favor of plaintiff. We affirm in
part and reverse in part.
[*P2] In 1976, plaintiff began selling and distributing gasoline and other fuels from a facility on Route 2 in Montpelier, Vermont. He
formed two corporations to run his business:
Foti Fuels, Inc., consisting of an Exxon-branded
retail gasoline station, a convenience store, a
petroleum bulk storage tank, and a wholesale
fuel distributorship supplying retail stations with
gasoline; and Foti Fuels Enterprises, Inc., a
transportation company that delivered gasoline
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cated that the provision was to survive closing,
the parties later executed a separate noncompetition agreement outlining similar, but
more specific, terms regarding the prohibited
competition. The new agreement prohibited
plaintiff from engaging in “any business
which is in competition with the business of retail sale of gasoline and/or the operation of a
convenience store by [defendant].” The language barring plaintiff’s participation in the petroleum-transportation business remained the
[*P3] The parties structured the purchase,
same in the new agreement. Finally, the new
which closed on March 1, 2004, pursuant to
agreement called for the first installment paythree agreements. [**3] First, an asset-purment on January 1, 2005, one year later than
chase agreement dated November 8, 2003 trans- the less-specific non-competition provision conferred to defendant nearly all of Foti Fuels’ as- tained in the asset purchase agreement.
sets, with the primary exception of the
wholesale fuel distributorship. Second, a stock- [*P5] Soon after closing, plaintiff’s retirement and moving plans were delayed. [**5] For
purchase agreement conveyed ownership of
Foti Fuels Enterprises, the transportation com- several months in 2007 and 2008, plaintiff
worked as a salesman and delivery coordinator
pany, to defendant. Finally, a post-closing
for Packard Fuels, a retail diesel and homeagreement outlined the arrangements concerning plaintiff’s remaining wholesale fuel distribu- heating-oil company that delivered its products
directly to its customers. Even so, plaintiff aptorship. The post-closing agreement provided
that defendant would manage, rent storage space peared to maintain a close business relationship with defendant. Packard would purchase
to, and purchase gasoline for his retail station
from plaintiff’s remaining wholesale distributor- its diesel and home heating oil from plaintiff’s
wholesale distributorship, which defendant
ship for five years, at which point defendant
would have the first opportunity to purchase the managed, and defendant’s transportation company would deliver it to Packard.
distributorship if plaintiff chose to sell it. This
way, plaintiff could develop his new business in
[*P6] The legal dispute between plaintiff and
Arizona while retaining his health insurance
defendant
arose from a breakdown of the arthrough the wholesale distributorship, which had
rangements
established by the five-year postonly two customers besides defendant’s retail
closing
agreement.
Coincidentally, this agreestation.
ment was set to terminate at around the same
time that Exxon planned to withdraw from the
[*P4] The asset-purchase agreement conNew England market, which left both plaintained a five-year non-competition provision
for $30,000 in consideration, to be paid in five tiff and defendant scrambling to rebrand their
businesses. Before plaintiff could do so, defenequal annual installments. The provision prohibited plaintiff from directly or indirectly en- dant signed an agreement to rebrand with
Shell that required him to stop doing business
gaging or taking an interest [**4] in “any
business which is in competition with the busi- with plaintiff and to purchase gasoline from a
competing distributorship, Evans Motor Funess of [the defendant]” within a ten-mile radius of the acquired operations, whether as an els. At the same time, plaintiff’s two remaining
customers also decided to end their business
owner, officer, director, employee, or otherwith plaintiff in favor of purchasing gasoline
wise. The provision similarly barred plaintiff
[**6] from Evans. Finally, defendant agreed to
from managing, financing, owning or controlling any interest in a fuels-transportation busi- deliver gasoline to plaintiff’s former customers through his transportation company. Left
ness in Maine, Vermont, or New Hampshire.
without any customers for his distributorship,
Although the asset-purchase agreement indito other retail stations. In 2000, he offered to
sell his business to defendant. Because defendant did not have experience in the fuels industry, the two agreed that plaintiff would train
and employ defendant as a manager for several years before executing purchase agreements for the business. Plaintiff expressed that
he would move permanently to Arizona after
selling his Vermont business, and had already
begun to develop a similar business in Tucson.
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plaintiff terminated all business relations with
defendant.

terclaim, arguing that the court should not
have considered plaintiff’s motion because
plaintiff did not raise the argument that the CFA
[*P7] Both plaintiff and defendant raised
did not cover the transaction until after trial,
claims arising from the termination of their busi- and further that the court erred in holding that
ness relationship. Many of these claims were
the transaction was not “in commerce.” Defendisposed of before trial, and we now limit our
dant also appeals the court’s judgment as a matanalysis only to those three counterclaims by de- ter of law on the breach of contract and breach of
fendant raised in his appeal.1 Defendant’s
the covenant of good faith and fair dealing
counterclaims are for breach of contract and
counterclaims arising from the non-competition
breach of the covenant of good faith and fair
provision.
dealing — both of which arise from plaintiff’s
alleged violation of the non-competition proI.
vision through his employment by Packard Fuels — and for consumer fraud, based on plain[*P10] We first address defendant’s claim
tiff’s allegedly false promises to move to
that the trial court erred in granting plaintiff’s reArizona, to abide by the non-competition agree- newed motion for judgment as a matter of
ment, and to sell the distributorship to defenlaw on defendant’s CFA claim. We address this
dant within three to five years.
argument de novo because the issues it raises
are strictly matters of law. State v. Neisner, 2010
[*P8] Plaintiff moved for judgment as a mat- VT 112, ¶ 11, 189 Vt. 160, 16 A.3d 597.
ter of law under Vermont Rule of Civil Proce[**9] We therefore evaluate it by the same standure 50(a) on these counterclaims after the close dard that the trial court applied to plaintiff’s reof evidence. The trial court granted the monewed motion, and consider the evidence
tion as to the first two counterclaims and con“in the light most favorable to the nonmoving
cluded that the defendant failed to establish dam- party, excluding the effect of modifying eviages. However, after explaining that it needed
dence.” Vincent v. DeVries, 2013 VT 34, ¶ 9,
more time to research whether the CFA cov- ___ Vt. ___, 72 A.3d 886 (quotation omitted).
ered the fuels business transactions at issue,
Judgment as a matter of law is appropriate if
the court submitted the CFA counterclaim to the “there is no legally sufficient evidentiary bajury. The jury awarded $520,000 in actual dam- sis for a reasonable jury to find for that party on
ages and $2,000,000 in punitive damages
that issue.” V.R.C.P. 50(a)(1). We will there[**8] to defendant on the CFA claim. The
fore reverse only where “no evidence exists that
court, however, granted plaintiff’s renewed mo- fairly and reasonably supports the jury’s vertion for judgment as a matter of law under
dict.” Vincent, 2013 VT 34, ¶ 9, 72 A.3d 886. We
Rule 50(b) and vacated the damages award, rea- conclude, as the trial court did, that the CFA
soning that the CFA did not, as a matter of
does not apply to this transaction as a matter of
statutory interpretation, cover this fuels busilaw. Because there is no legally sufficient eviness transaction because it did not occur “in
dentiary basis to support the jury’s verdict, we
commerce” as defined in the CFA.
affirm.
[*P9] Defendant appeals the court’s order of
judgment as a matter of law on the CFA coun-

A.

1

The disposed-of claims include plaintiff’s claims for: (1) breach of contract for defendant’s nonpayment of one month’s supply of gasoline, (2) breach of the covenant of good faith and fair dealing for defendant’s gross neglect in managing the wholesale
-fuel distributorship, [**7] (3) breach of the non-compete agreement for defendant’s failure to pay the final installment, and (4)
breach of fiduciary duty owed by defendant to the fuel distributorship. Defendant’s counterclaims for (1) unpaid fees for transporting plaintiff’s distributorship’s gasoline, (2) intentional or negligent interference with contractual relations for interfering with defendant’s opportunity to deliver gasoline for Evans, (3) breach of the post-closing agreement for failing to pay for his management of plaintiff’s wholesale distributorship, and (4) breach of the covenant of good faith and fair dealing regarding this management
were also disposed of prior to trial.
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[*P11] As an initial matter, we address defendant’s contention that the court improperly considered plaintiff’s renewed motion for judgment as a matter of law because, according to
defendant, the motion raised a novel issue not
presented in plaintiff’s original motion under
Rule 50(a). A motion for judgment as a matter
of law must be made prior to submission of
the case [**10] to the jury, V.R.C.P. 50(a)(2),
and “must specify the judgment sought and the
law and facts upon which the moving party relies.” EBWS, LLC v. Britly Corp., 2007 VT 37, ¶
10, 181 Vt. 513, 928 A.2d 497. These requirements of timely filing and specificity place
the nonmoving party on notice of potential evidentiary deficiencies and provide the opportunity to “cure any defects in proof, if possible.”
Id. ¶ 10; see also Advisory Committee Notes,
1991 Amendment, F.R.C.P. 50(a) (“In no event
… should the court enter judgment against a
party who has not been apprised of the materiality of the dispositive fact and been afforded
an opportunity to present any available evidence bearing on that fact.”).

fraud claim advanced in its original motion.
Even before the end of plaintiff’s case in chief,
the court expressed its concerns regarding
whether the sale of plaintiff’s businesses constituted a consumer transaction for the purposes
of the CFA. In addressing the issue, the court indicated: “I think that the consumer fraud statute only … applies to consumer transactions,
broadly speaking… . This isn’t a consumer
transaction.” The parties engaged in a brief discussion, during which defendant argued that
the transaction fell within the scope of the CFA
because plaintiff was engaged in the
[**12] business of selling businesses and because the transaction involved the transfer of real
property. The court specifically noted: “I
brought it up because I think it’s a valid point
to raise and I wanted to get people thinking
about it before we got down to the instructions.” The court, unwilling to make a ruling
without the benefit of additional briefing, urged
defendant to provide authority for the proposition that the CFA covered this type of transaction.

[*P12] If the trial court declines to grant a motion for judgment as a matter of law, the moving party may renew its request after trial.
V.R.C.P. 50(b). The grounds for the renewed motion are limited to “those specifically raised
in the prior motion.” Samuels v. Air Transp. Local 504, 992 F.2d 12, 14 (2d Cir. 1993) (discussing analogous federal provision); Meriwether v. Coughlin, 879 F.2d 1037, 1044 (2d Cir.
1989) (“Because a [Rule 50(b) motion] is technically a renewal of a motion for a directed
[**11] verdict, it cannot assert a new ground
[for relief].”). The prohibition on raising novel
arguments in a Rule 50(b) motion serves the
rule’s underlying purposes: to permit parties to
correct evidentiary shortcomings and to avoid
unfair surprise. Samuels, 992 F.2d at 14; see also
5A J. Moore et al, Moore’s Federal Practice
50-89 (2d ed. 1993) (noting that requiring previous motion and limiting grounds is “in keeping with the spirit of the rules to avoid tactical
victories at the expense of substantive interests”).

[*P14] The following day, during plaintiff’s
motion for judgment as a matter of law, the parties again engaged in a lengthy discussion regarding the act’s applicability to the transaction. Defendant, in fact, had submitted to the
court a brief arguing that the CFA covered the
sale of plaintiff’s business, emphasizing the
broad remedial purpose of the statute and analogizing this case to other covered transactions.
Plaintiff responded that defendant failed to present evidence establishing that plaintiff was a
“seller” of businesses or that defendant was a
“consumer” as required under the statute, and
that the comprehensive nature of the agreement obviated any potential claim under the
CFA. The court reiterated its concern that defendant [**13] had not offered evidence to
prove that plaintiff met the statutory definition
of a seller and that the transaction was not,
therefore, a consumer transaction. The court
noted, “[i]t’s not really the property, tangible or
intangible, that’s being transferred that’s a hang
-up. It’s the parties and the nature of the transaction.” The court again reserved judgment, stating “I’m thinking at this point we’ll be giving

[*P13] Here, plaintiff’s renewed motion did
not raise a claim distinct from the consumer
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it to the jury and giving you folks the chance
to brief this further after the verdict if it becomes appropriate.” At the court’s behest,
plaintiff clarified in its renewed motion its position regarding the scope of the CFA.

of the Vermont CFA and Section 5 of the Federal Trade Commission Act (FTCA) are
nearly identical. Compare 9 V.S.A. § 2453(a)
(“Unfair [**15] methods of competition in commerce, and unfair or deceptive acts or practices in commerce, are hereby declared unlaw[*P15] It is beyond question that defendant
ful.”) with 15 U.S.C. § 45(a)(1) (“Unfair
was on notice of the precise nature of plainmethods of competition in or affecting comtiff’s argument and, indeed, the court’s con- merce, and unfair or deceptive acts or practices
cerns with respect to the act’s applicability to
in or affecting commerce, are hereby declared
a private business transaction. Accordingly,
unlawful.”). The Vermont Legislature expressly
plaintiff’s argument in the renewed motion for instructed the courts to construe the CFA to
judgment as a matter of law was not new,
parallel the construction of Section 5 of the
but rather a fuller explanation of the argument FTCA. See 9 V.S.A. § 2453(b) (“[I]n construpresented in plaintiff’s original motion. Coning subsection (a) of this section, the courts of
sidered in this light, defendant had ample oppor- this state will be guided by the construction
tunity to respond to plaintiff’s argument.
of similar terms contained in Section 5(a)(1) of
EBWS, 181 Vt. 513, 2007 VT 37, ¶ 10, 928
the Federal Trade Commission Act as from
A.2d 497.
time to time amended by the Federal Trade Commission and the courts of the United States.”).
B.
[*P19] In the case at hand, we must interpret
[*P16] We now turn to the substance of defen- the act’s central provision: the prohibition of
dant’s [**14] argument, that the trial court
unfair or deceptive acts or practices that occur
erred in refusing to apply the CFA to the trans- “in commerce.” Sawyer v. Robson, 2006 VT
action at issue. In granting plaintiff’s renewed
136, ¶ 11, 181 Vt. 216, 915 A.2d 1298. The CFA
motion for judgment as a matter of law, the trial does not define “in commerce,” and our case
court held that there was no sufficient evidenlaw interpreting the term is limited. See Carter
tiary basis for the jury to find that the transac- v. Gugliuzzi, 168 Vt. 48, 54, 716 A.2d 17, 22
tion occurred “in commerce,” as defined by
(1998) (determining that the ordinary meaning
the CFA.
of “in commerce” “obviously applies”
[**16] to broker that sold real estate through[*P17] A party violates the CFA if he or she en- out Chittenden County); Wilder v. Aetna Life
gages in an unfair or deceptive act or practice
& Cas. Ins. Co., 140 Vt. 16, 18, 433 A.2d 309,
in commerce. See Christie v. Dalmig, Inc., 136 310 (1981) (noting that “[t]he business of inVt. 597, 600, 396 A.2d 1385, 1387 (1979).
surance is clearly within commerce”). In SawBoth the Attorney General and injured private
yer, we noted that the “scope of potential
parties may prosecute violations of the CFA. Pri- plaintiffs and defendants under the CFA was devate parties are encouraged to prosecute CFA
liberately broadened over time.” 181 Vt. 216,
violations by the act’s provision allowing treble 2006 VT 136, ¶ 11 n.7, 915 A.2d 1298. Aldamages and attorney’s fees, but they must
though the CFA originally permitted only the
meet additional standing requirements. Specifi- Attorney General to enforce its provisions, the
cally, the private party must be a consumer
Act was amended to permit private causes of
who was harmed by the unfair or deceptive act action by individual consumers. Id. Later, the
or practice. 9 V.S.A. § 2461(b).
language was further broadened to expand
the possible range of defendants from “sellers”
[*P18] The Legislature passed the CFA as a
complement to federal law to promote honest and “solicitors” to include “other violators.”
Id.; see also 9 V.S.A. § 2461(b). Nevertheless,
competition and to protect the public. See 9
the fact that the Legislature created broad catV.S.A. § 2451. Indeed, the operative language
egories of potential plaintiffs and defendants
ANDREW MANITSKY

Case 2:13-cv-00170-wks Document 38-2 Filed 02/07/14 Page 7 of 11
Page 6 of 10
2013 VT 111, *P19; 2013 Vt. LEXIS 117, **16

does not eliminate the threshold inquiry of
whether the transaction was “in commerce” —
a question we intentionally avoided deciding
in Sawyer. Id. ¶ 10 n. 6. Here, we must decide
whether the transactions at issue were “in commerce” for the purpose of defendant’s CFA
counterclaim.
[*P20] Courts in states with similar statutes
have found that the “in commerce” requirement narrows [**17] the statute’s applicability. The Massachusetts Consumer Protection
Act, for example, broadly defines its equivalent of the “in commerce” requirement to include any trade or commerce directly or indirectly affecting the people of the state. Mass.
Gen. Laws ch. 93A, § 1. Reading the statute as
a whole, however, the state’s highest court
has held that “in commerce” necessarily limits
the act’s application to the “business context.” Lantner v. Carson, 374 Mass. 606, 373
N.E.2d 973, 977 (Mass. 1978). The “in commerce” language, in particular, limits the
act’s application to the consumer context. Commonwealth. v. DeCotis, 366 Mass. 234, 316
N.E.2d 748, 752 (Mass. 1974) (holding that act’s
purpose is to provide “a more equitable balance in the relationship of consumers to persons conducting business activities”). Similarly,
the New Hampshire Consumer Protection Act
broadly defines its equivalent of the “in commerce” requirement. N.H. Rev. Stat. Ann. §
358-A:1. Nevertheless, the state’s highest court
has determined that the act’s scope “is narrower than its broad language may suggest.” Ellis v. Candia Trailers & Snow Equip., Inc.,
164 N.H. 457, 58 A.3d 1164, 1171 (N.H. 2012).
In particular, the court has held that “[r]emedies under [**18] the Consumer Protection Act
are not available where the transaction is
strictly private in nature … [as] the purpose of
the Act is to ensure an equitable relationship
between consumers and persons engaged in
business.” Hughes v. DiSalvo, 143 N.H. 576, 729
A.2d 422, 424 (N.H. 1999) (quotations omitted). The Massachusetts and New Hampshire
holdings echo other state courts. See Zeeman v.
Black, 156 Ga. App. 82, 273 S.E.2d 910, 913
(Ga. Ct. App. 1980) (holding that state consumer fraud act covers only wrongs commit-

ted in context of public consumer marketplace); Nelson v. Lusterstone Surfacing Co.,
258 Neb. 678, 605 N.W.2d 136, 141 (Neb. 2000)
(holding that state consumer fraud statute prohibits acts or practices that affect public interest).
[*P21] For similar reasons, we hold that the
“in commerce” requirement narrows the CFA’s
application to prohibit only unfair or deceptive acts or practices that occur in the consumer marketplace. To be considered “in commerce,” the transaction must take place “in
the context of [an] ongoing business in which
the defendant holds himself out to the public.”
Zeeman, 273 S.E.2d at 915. Further, the practice must have a potential harmful effect on the
consuming public, and thus constitute a
breach of [**19] a duty owed to consumers in
general. Id. By contrast, transactions resulting
not from “the conduct of any trade or business” but rather from “private negotiations between two individual parties who have countervailing rights and liabilities established under
common law principles of contract, tort and
property law” remain beyond the purview of
the statute. Id. (quotation omitted).
[*P22] This interpretation reinforces the
Act’s underlying purpose of consumer protection. See Rathe Salvage, Inc. v. R. Brown &
Sons, Inc., 2012 VT 18, ¶ 8, 191 Vt. 284, 46
A.3d 891 (requiring plaintiffs to prove that they
are consumers to recover under CFA); Carter,
168 Vt. at 56, 716 A.2d at 23 (articulating three
-element test for “deceptive” acts or practices
that emphasizes effects on consumers); Christie, 136 Vt. at 601, 396 A.2d at 1388 (quoting F.T.C. v. Sperry & Hutchinson Co., 405 U.S.
233, 244 n.5, 92 S. Ct. 898, 31 L. Ed. 2d 170
(1972)) (adopting United States Supreme Court
formulation of FTCA factors emphasizing public policy and injury to consumers to determine
whether act is “unfair”).
[*P23] This interpretation of the CFA also comports with the accepted understanding that its
federal counterpart, the FTCA, protects consumers in the general [**20] public. See 15
U.S.C. § 45(n) (“[T]he Commission shall have
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no authority under [Section 5 of the FTCA] …
to declare unlawful an act or practice on the
grounds that such act or practice is unfair unless the act or practice causes or is likely to cause
substantial injury to consumers … .”); Cal. Apparel Creators v. Wieder of Cal., 68 F. Supp.
499, 506 (S.D.N.Y. 1946) (“Where the unfair
competition arises out of a controversy essentially private in its nature, the Federal Trade
Commission lacks jurisdiction.”). Statutory protection of consumers serves an important function because, in certain respects, the consumer marketplace is tilted against buyers in
favor of sellers. Individual buyers often hold less
bargaining power and knowledge about the
products they are purchasing than do sellers,
and they face barriers to pursuing their claims
if they are wronged in a transaction. Common
law remedies are frequently inadequate for addressing wrongs committed against individual
consumers because the costs of litigation often outweigh the rewards. See Spinner Corp. v.
Princeville Dev. Corp., 849 F.2d 388, 391
(9th Cir. 1988) (noting that Hawaii’s consumer
fraud act “is designed to provide [**21] encouragement to people whose damages are relatively small by granting to them, if successful, treble damages”).

tractual wrongs. See Winey v. William E. Dailey, Inc., 161 Vt. 129, 136, 636 A.2d 744, 749
(1993) (cautioning against “confusing principles [**22] of contract with principles of fraud
so that the elements of fraud are made out by
a mere breach of contract”).

[*P25] Here, the parties’ transaction does not
constitute a transaction “in commerce” for
CFA purposes because it did not occur in the
consumer marketplace. First, plaintiff held his
offer out to defendant only, not to the public
at large. See Zeeman, 273 S.E.2d at 913-14. Second, the transaction did not involve products,
goods or services purchased or sold for general
consumption, as those terms are generally understood, but rather the sale of an entire business from one party to another. See 539 Absecon Blvd., L.L.C. v. Shan Enters. Ltd. P’ship,
406 N.J. Super. 242, 967 A.2d 845, 868 (N.J.
Super. Ct. App. Div. 2009) (declining to expand scope of consumer fraud statute to include sale of ongoing business from one group
of owners to another). Third, the transaction’s high level of customization — which
was achieved through particularly negotiated
contract terms rather than boilerplate language
— does not typically occur in the consumer
marketplace. See Cetel v. Kirwan Fin. Grp., Inc.,
[*P24] Broadening the scope of the CFA to en- 460 F.3d 494, 514-15 (3d Cir. 2006) (determining that New Jersey Consumer Fraud Act
compass transactions that do not occur in the
consumer marketplace would not serve the did not cover participation of physician
[**23] groups in employee welfare benefit
CFA’s aim of public protection. In purely private transactions, remedies available through plans in part because of plans’ customization).
well-established principles of contract, tort,
and property law are adequate to redress wrongs. [*P26] Defendant was free to pursue his
claims through the common law remedies availTherefore, granting a remedy that benefits
able to any party. Because the transaction did
only the buyer in a purely private transaction
would create an imbalance arbitrarily favoring not occur “in commerce” as we interpret that
phrase in the CFA context, we do not adone party. Cf. Lantner, 373 N.E.2d at 977
(when both parties have equal bargaining power, dress the CFA’s other requirements.
“arming the ‘consumer’ [with additional legal
remedies] … does not serve to equalize the po- II.
sitions of buyer and seller. Rather, it serves to
give superior rights to only one of the parties, [*P27] Finally, defendant contends that the
court erred in granting plaintiff judgment as a
even though as nonprofessionals both stand
on an equal footing.”). Additionally, expanding matter of law on defendant’s claims stemming
from plaintiff’s alleged breach of the nonthe CFA to cover purely private transactions
would allow the act to subsume the common law competition agreement that accompanied the
claims traditionally employed to remedy conANDREW MANITSKY
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business sale.2 We agree that the court should
have sent the case to the jury on those grounds
and therefore remand.

for the first installment payment constituted adequate consideration for this contract modification. On remand, it is the terms of this stand
-alone agreement that must govern the issue.

A.
[*P28] Before proceeding, we address which
of two separate documents purporting to bar
plaintiff from competing with defendant’s business governs the analysis. As stated above,
the asset-purchase agreement contained a noncompetition provision that, among other
things, barred defendant from engaging in “any
business which is in competition with the business of [the defendant].” A separate non-competition agreement specified that plaintiff agreed
not to compete with defendant’s “business of retail sale of gasoline and/or the operation of a
convenience store.”
[*P29] We conclude that the latter agreement
governs the contractual relationship between
the parties. Parties are generally free to alter or
amend the terms of their contractual arrangements by mutual assent provided all requirements are met for a valid contract, including
adequate consideration. See Archambo v. Lawyers Title Ins. Corp., 466 Mich. 402, 646
N.W.2d 170, 176 (Mich. 2000) [**25] (“It is
hornbook law that parties to a contract are not
forever locked into its terms. They are at all
times free to alter, amend, or modify their agreement.” (quotation omitted)). Moreover, “[i]t is
a basic tenet of contract interpretation that specific terms are given greater weight than are
general terms.” In re Adelphia Bus. Solutions of
Vt., Inc., 2004 VT 82, ¶ 15, 177 Vt. 136, 861
A.2d 1078 (citing Restatement (Second) of Contracts § 203(c) (1981)). Here, the stand-alone
agreement represented a modification of the
terms, defining more specifically the precise
scope of the agreement not to compete. Further, the year-long reprieve defendant obtained

B.
[*P30] We turn now to the substance of defendant’s breach of contract and good faith and
fair dealing counterclaims. These counterclaims
were based on plaintiff’s alleged violation of
the non-competition agreement by working for
Packard Fuels. Defendant argued that Packard delivered diesel fuel to several of defendant’s existing customers and planned to establish [**26] a potentially competing retail
gasoline station. After the close of evidence,
plaintiff moved for judgment as a matter of law,
arguing that defendant’s counterclaims should
not go to the jury because defendant failed to
show damages.
[*P31] The court granted plaintiff’s motion.
It held that failure to establish lost profits is fatal to a breach of contract claim based upon
an alleged violation of a non-competition agreement. In doing so, the court specifically rejected using consideration as the measure of
damages and observed that “other evidence regarding damages from any breach of contract
or breach of covenant in good faith is speculative.”
[*P32] We reject the court’s rationale because a party claiming breach of contract may
seek relief based on more than one theory of
measurement of damages. Broadly speaking,
the correct measure for recovery in breach of
contract cases is:
(a) the loss in the value to [the nonbreaching party] of the other party’s
performance caused by its failure or
deficiency, plus

2

Plaintiff also argues that the evidence was insufficient as a matter of law for the jury to conclude that plaintiff breached the
non-compete agreement. This argument was never raised in either plaintiff’s motion for judgment as a matter of law under Rule 50(a),
or in its renewed motion under Rule 50(b). Rather, plaintiff explicitly argued that the basis of both motions was the “contention
that the [non-competition provision breach] claim fails because [defendant] has failed to establish damages.” Therefore, because this
issue was not [**24] raised in either of plaintiff’s motions for judgment as a matter of law, we do not address this issue on appeal. Likewise, we do not address whether the non-competition agreement permits apportionment of damages proportional to defendant’s loss in the event that the jury finds that plaintiff breached the agreement.
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(b) any other loss, including incidental or consequential loss, caused by
the breach, less

computing damages does not necessarily preclude the jury from awarding damages if there
is “sufficient evidence from which it could
have made a reasonable determination of dam(c) any cost or other loss that [the nonages.” Id.; see also Smith v. Country Village
breaching party] has avoided by not
Int’l, Inc., 2007 VT 132, ¶ 9, 183 Vt. 535, 944
having to perform.
A.2d 240 (rejecting damages recovery where
evidence could not establish either direct or conMcGee Constr. Co. v. Neshobe Dev. Inc.,
sequential damages).4 In particular, when a
156 Vt. 550, 557, 594 A.2d 415, 419 (1991)
plaintiff has sought consequential damages as a
[**27] (quoting Restatement (Second) of
result of a breach of a non-competition proviContracts § 347); see also WSP, Inc. v. Wyo.
sion, we have stressed that “[t]he proper meaSteel Fabricators and Erectors, Inc.,
sure of damages for breach of a non2007 WY 80, ¶ 21, 158 P.3d 651 (“As a
competition agreement is the plaintiff’s
type of consequential damages, lost profprovable loss and not the gain accruing to the deits are merely one measure of damfendant by reason of the breach.” Vt. Elec. Supages.”).
ply Co. v. Andrus, 135 Vt. 190, 192, 373
A.2d 531, 532 (1977). Moreover, a litigant
[*P33] Here, defendant claimed consequenmust establish that consequential damages “pass
tial damages in the form of lost profits from the
the tests of causation, certainty and foreseeabilloss of three particular customers.3 It is also
ity, and, in addition, be reasonably supposed
clear, however, that defendant sought in the al- to have been in the contemplation of both parternative to measure its loss by the value of
ties [**29] at the time they made the conthe non-competition agreement, as evidenced by tract.” A. Brown, Inc. v. Vt. Justin Corp., 148
the separate consideration assigned to that arVt. 192, 196, 531 A.2d 899, 902 (1987).
rangement. Defendant expressly contended that
it paid $30,000 for the non-competition agree[*P35] In this case, we agree with the trial
ment but received nothing in return.
court that defendant failed to establish consequential damages with the type of specificity that
[*P34] In order to award consequential dam- would permit a fact finder to make an approages based [**28] on lost profits, the jury
priate and rational award. See Ferrisburgh Remust “estimate the amount within reasonable
alty Investors v. Schumacher, 2010 VT 6, ¶
limits based upon the evidence before it.” Lem- 26, 187 Vt. 309, 992 A.2d 1042 (noting, in afnah v. Am. Breeders Serv., Inc., 144 Vt. 568,
firming post-verdict judgment for defendant,
580, 482 A.2d 700, 707 (1984). Difficulty in
3

Given our conclusion regarding the insufficiency of the evidence to establish consequential damages, we need not address
plaintiff’s contention that defendant failed to properly plead its claim for these damages. See V.R.C.P. 9(g) (“When items of special damage are claimed, they shall be specifically stated.”); see also Vineyard Brands, Inc. v. Oak Knoll Cedar, 155 Vt. 473,
483, 587 A.2d 77, 82 (1990) (lost profits are special damages that must be specifically stated).
4

We recognize that our language in Smith was perhaps overbroad and may have led to confusion with respect to the elements necessary to establish a breach of contract as opposed to the evidence necessary to permit the recovery of either direct or consequential damages as a result of that breach. See 183 Vt. 535, 2007 VT 132, ¶ 9, 944 A.2d 240 (“To prove breach of contract, plaintiff must show damages.”); id. ¶ 10 (“Failure to prove damages is fatal to a claim for breach of contract.”); see also Ianelli v. U.S.
Bank, 2010 VT 34, ¶ 16, 187 Vt. 644, 996 A.2d 722 (citing Smith, 183 Vt. 535, 2007 VT 132, ¶ 10, 944 A.2d 240) (“If damages are not proven, a breach of contract claim will fail.”). Failure to prove damages is fatal not to an action for breach of contract, as it would be for most tort actions, but rather to recovery on the basis of those damages. The overbroad language in Smith derived from our holding in Dufresne-Henry Engineering Corporation v. Gilcris Enterprises, Inc., 136 Vt. 274, 388 A.2d 416
(1978). Dufresne-Henry dealt with a suit to recover the value of services rendered, an action based on quantum meruit rather
[**30] than breach of contract, and the failure to adequately establish damages therefore precluded any recovery. Id. at 277, 388
A.2d at 419. In Smith, we also cited Donovan v. Towle, 99 Vt. 464, 472, 134 A. 588, 591 (1926), which was an action for
fraud in which, unlike breach of contract, “fraud without damage, or damage without fraud, will not sustain [the] action.” In
Smith, the real issue, although inartfully framed as a failure to establish damages, was that the alleged breach never occurred because the plaintiff was never entitled to the losses he sought to recover.
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that “[plaintiff] identifies no evidence in the record whatsoever that would support such a
large award of damages” in claim for breach
of covenant of good faith and fair dealing).
[*P36] Defendant alleged that it lost diesel revenue of about $60,000 a year from three former customers: [**31] Packard Fuels, J.M. McDonald, and Bolduc Auto Salvage. Defendant
also alleged that it suffered a reduction in transportation revenue from home-heating oil of
about $80,000 a year, excluding the impact of
a potential offset for a brief period. Even assuming that defendant could establish that the lost
revenues were caused by a breach, see A. Brown,
142 Vt. at 196, 531 A.2d at 902, the jury had
“nothing at all to go on” in determining any corresponding loss of profits, as the trial court
noted. Absent any understanding of profit margins, the jury would be unable to rationally
translate these lost revenues into a reasonable estimate of lost profits. The trial court, therefore, properly declined to submit the claim for
consequential damages to the jury.

dition to such damages” in non-competition
case based on Louisiana law); see also D. Dobbs,
Law of Remedies § 4.1(1), at 552 (2d ed.
1993) (“Restitution is often an appropriate remedy for breach of an enforceable contract,
whether or not there is a ‘rescission’ of that contract.”). When awarded to remedy a breach of
contract, restitution is an appropriate remedy at
law for the unjust enrichment that would occur if a breaching party to the contract were permitted to retain the benefit of the plaintiff’s performance. Tour Costa Rica, 171 Vt. at 124,
758 A.2d at 802; see also Restatement (Second) of Contracts § 373(1) (1981) (“[O]n a
[**33] breach by non-performance … the injured party is entitled to restitution for any benefit that he has conferred on the other party by
way of part performance or reliance.”).5 Indeed, such a measure of the loss suffered by a
plaintiff may be the most appropriate where
consequential damages, such as lost profits, are
speculative and thus difficult to establish.

[*P38] We hold that defendant is entitled to
claim the return of the consideration as an alter[*P37] Nevertheless, defendant’s inability to
native form of contractual relief if the jury conestablish consequential damages does not fore- cludes that plaintiff breached the terms of
close all remedies for a breach of nonthe non-competition agreement. In light of the
competition agreement. Consequential damages potential remedy of the consideration refund, we
are merely one way to determine a remedy in
hold that [**34] the trial court erred in granta breach of contract action. Cf. Tour Costa Rica ing plaintiff’s motion for judgment as a matv. Country Walkers, Inc., 171 Vt. 116, 124,
ter of law on defendant’s claims arising from the
758 A.2d 795, 802 (2000) (discussing range of non-competition agreement and therefore rebreach of contract remedies in promissory esverse and remand on this issue.
toppel case, including expectation damages, restitution, [**32] and reliance damages). RestiAffirmed as to defendant’s counterclaim under
tution, or a refund of the consideration paid, may the Vermont Consumer Fraud Act; reversed
be available as an alternative measure of dam- and remanded with respect to the trial court’s
ages. See Morris v. Homco Int’l, Inc., 853
grant of judgment as a matter of law on defenF.2d 337, 346 (5th Cir. 1988) (citing Restatedant’s counterclaims for breach of contract
ment (Second) of Contracts § 373 (1979) in sup- and breach of the covenant of good faith and
port of “general rule” that “restitution may be
fair dealing.
had only as an alternative to damages for actual losses resulting from a breach, not in ad-

5

The Restatement (Second) of Contracts limits the availability of contractual restitution damages of this type by expressly excluding situations in which the injured party “has performed all of his duties under the contract and no performance by the other party
remains due other than payment of a definite sum of money for that performance.” § 373(2) (emphasis added). This limitation
does not apply to this case because plaintiff’s performance due under the non-compete agreement was not a payment but rather fulfillment of his promise to not compete.
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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF NEBRASKA
ACTIVISION TV, INC.,
Plaintiff,
and
8:13CV215
MPHJ TECHNOLOGY INVESTMENTS
LLC,
Intervenor-Plaintiff,
vs.

ORDER ON PRELIMINARY
INJUNCTION

PINNACLE BANCORP, INC.,
Defendant,
and
JON BRUNING, Attorney General of
Nebraska; DAVID COOKSON, Chief
Deputy Attorney General of Nebraska; and
DAVID LOPEZ, Assistant Attorney General
of Nebraska (in their official capacities),
Defendants and
Intervenor-Defendants..

This matter is before the court on the preliminary injunction motions, Filing No. 53
and Filing No. 85, of intervenor MPHJ Technology Investments, LLC. (“MP

The

Nebraska Attorney General issued a cease and desist order against plaintiff Activision’s
counsel for attempting to send letters to potential patent infringers. Filing No. 7-11, Ex.
F. Activision filed a preliminary injunction which this court granted in two separate
orders and one amended order.

Filing Nos. 31, 38 and 41.

MPHJ then filed for

intervention and also asked for a preliminary injunction. Filing Nos. 50 and 53. The
court granted the motion to intervene. Filing No. 81. In the interim, the Nebraska
Attorney General filed an appeal to the Eighth Circuit. Filing No. 65. The Nebraska
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Attorney General thereafter dismissed the appeal and withdrew the cease and desist
orders against any party or counsel to this litigation and represented the State would not
“issue any cease and desist order directed at or effective against any party or counsel to
this litigation without first providing notice to the affected party and an opportunity to be
heard.” Filing No. 90, p. 2. MPHJ still requests an injunction. The Attorney General
says the issue is now moot, Filing No. 91, as there are no pending cease and desist
orders.
I. Mootness
The court will first address the issue of mootness. The Attorney General argues
that because he has withdrawn the July 18, 2013, cease and desist order, there is no
issue left before the court with regard to either Activision or MPHJ. However, MPHJ
and Activision both disagree. MPHJ contends that the Attorney General did not issue a
withdrawal of the cease and desist order as it relates to Farney Daniel’s dealings on
behalf of MPHJ. The cease and desist withdrawal only dealt with Farney Daniels and
Activision. Further, Activision and MPHJ argue that merely withdrawing the cease and
desist order is insufficient.

Both of these parties filed claims alleging constitutional

violations of their rights.
The court agrees with Activision and MPHJ.

First, the withdrawal does not

address the rights of MPHJ and its representation by Farney Daniels. More importantly,
the withdrawal letter clearly does not admit to liability and indicates the Attorney General
might pursue further courses of action for violation of state law. See Filing No. 95.
Attachments A and B. Finally, the court agrees with Activision and MPHJ that the
Attorney General cannot claim this is a moot issue simply because he withdraw the

2
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cease and desist order.

Making a voluntary decision to stop the unconstitutional

conduct does not create a moot issue.

See, e.g., Center for Special Needs Trust

Administration, Inc. v. Olson, 676 F.3d 688, 697 (8th Cir. 2012) (holding that “[m]ere
voluntary cessation of allegedly illegal conduct does not moot a case; otherwise the
courts would be compelled to leave the defendant . . . free to return to his old ways”).
This is true particularly where the party could repeat the same conduct at a later date.
See Buckhannon Bd. & Care Home v. W. Va. Dep’t of Health & Human Res., 532 U.S.
598, 609 (2001) (“‘It is well settled that a defendant’s voluntary cessation of a
challenged practice does not deprive a federal court of its power to determine the
legality of the practice’ unless it is ‘absolutely clear that the allegedly wrongful behavior
could not reasonably be expected to recur.’”) (citations omitted). It is clear based on the
language of the withdrawal of the cease and desist order that the Attorney General has
not made it “absolutely clear” that further enforcement measures will not occur. For all
of these reasons, the court finds the motion for preliminary injunction is not moot.
II. Preliminary Injunction
The issue, then, is whether MPHJ is entitled to a preliminary injunction in this
case. MPHJ argues that the issues presented in this motion are identical to those
presented previously in the motion by Activision for a preliminary injunction. 1 The court
agrees. The court incorporates by reference the background set forth in Filing No. 41,
pp. 1-3.

Likewise, the court incorporates by reference those sections dealing with

standing, ripeness, and the First Amendment, as it applies to MPHJ and its

1

The court notes for the record that the Attorney General responded to the motion for a
preliminary injunction with his argument about mootness. He filed no additional arguments regarding the
motion for preliminary injunction.
3
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representation by Farney Daniels and Kutak Rock. Id., pp.3-9. The court now turns to
the Dataphase requirements.
The extraordinary remedy of a preliminary injunction should not be granted
unless the movant has demonstrated: (1) the threat of irreparable harm to it; (2) the
state of the balance between this harm and the injury that granting the injunction will
inflict on other parties; (3) the probability that it will succeed on the merits; and (4) the
public interest. Dataphase Systems, Inc. v. C L Systems, Inc., 640 F.2d 109, 113-14
(8th Cir. 1981) (en banc). No single factor is determinative, although the failure to
demonstrate the threat of irreparable harm is, by itself, a sufficient ground upon which to
deny a preliminary injunction. See Adam-Mellang v. Apartment Search, Inc., 96 F.3d
297, 299 (8th Cir. 1996); see also Modern Computer Sys., Inc. v. Modern Banking Sys.,
Inc., 871 F.2d 734, 738 (8th Cir. 1989) (en banc). The burden on a movant to
demonstrate that a preliminary injunction is warranted is heavier when, as here,
granting the preliminary injunction will in effect give the movant substantially the relief it
would obtain after a trial on the merits. Calvin Klein Cosmetics Corp. v. Lenox Lab., 815
F.2d 500, 503 (8th Cir. 1987). “A preliminary injunction is an extraordinary remedy
never awarded as of right. In each case, courts must balance the competing claims of
injury and must consider the effect on each party of the granting or withholding of the
requested relief.” Winter v. Natural Resources Defense Council, 555 U.S. 7, 24 (2008).
In exercising their sound discretion, courts of equity should pay particular regard for the
public consequences in employing the extraordinary remedy of injunction.

Id.

“No

single factor in itself is dispositive; rather, each factor must be considered to determine
whether the balance of equities weighs toward granting the injunction.” United Indus.

4
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Corp. v. Clorox Co., 140 F.3d 1175, 1179 (8th Cir. 1998). “At base, the question is
whether the balance of equities so favors the movant that justice requires the court to
intervene to preserve the status quo until the merits are determined . . . .” Dataphase,
640 F.2d at 113.
At the early stage of a preliminary injunction motion, the speculative nature of the
inquiry into the probability of ultimate success on the merits militates against any
wooden or mathematical application of the test; instead, a court should flexibly weigh
the case’s particular circumstances to determine whether the balance of equities so
favors the movant that justice requires the court to intervene to preserve the status quo
until the merits are determined. Clorox, 140 F.3d at 1179.
1. Merits
MPHJ argues it has a likelihood of success as it relates to the July 18, 2013,
order.

This court has already determined that Activision will likely succeed on the

merits, as the Nebraska Attorney General has not shown any bad faith on the part of
Activision. The court further determined that the letters related to patent infringement
were likely preempted by the federal government. Finally, the court determined that the
cease and desist order operated as a prior restraint against Activision and violated its
right to choose its own counsel. The court has carefully reviewed the complaint filed by
MPJH as well as the motion for a preliminary injunction. The facts are very similar to
those alleged by Activision. For the reasons set forth in the preliminary injunctions
granted as to Activision, based on the facts as applied to MPHJ which are virtually the
same as Activision, the court likewise finds that MPHJ is likely to win on the merits of
this case.

5
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2. Irreparable Harm
“‘The basis of injunctive relief in the federal courts has always been irreparable
harm and inadequacy of legal remedies.’” Bandag, Inc. v. Jack’s Tire & Oil, Inc., 190
F.3d 924, 926 (8th Cir. 1999) (quoting Beacon Theatres, Inc. v. Westover, 359 U.S.
500, 506-07 (1959)). Thus, to warrant a preliminary injunction, the moving party must
demonstrate a sufficient threat of irreparable harm. Id. A showing of irreparable harm
does not automatically mandate a ruling in the plaintiff’s favor; the court must proceed to
balance the harm to the defendant in granting the injunction. Hill v. Xyquad, Inc., 939
F.2d 627, 630-31 (8th Cir. 1991).
MPHJ contends it has and continues to suffer irreparable harm. The cease and
desist order, argues MPHJ, is unconstitutional. Thus its ability to enforce its patents
and hire counsel of its own choosing is impaired. As previously stated, the withdrawal
of the case and desist order does not denigrate the constitutional violations, nor does it
protect MPHJ from future review by the attorney general. The court agrees and finds
that MPHJ has suffered and continues to suffer irreparable harm.
3. Balance of Harm
The balance of harm clearly weighs in favor of MPHJ. As stated in the court’s
ruling on behalf of Activision, “The public has a right to protection from scams and unfair
trade practices. However, Activision’s constitutional right to hire counsel of its choosing
to pursue investigations and lawsuits against infringers is clearly impeded by the cease
and desist order. Further, the federal government has preempted to a great extent the
area of patent law. Allowing the attorney general to interfere might be harmful to the
patent process. Based on the facts as presented, which indicates no bad faith, the

6
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court finds this factor likewise weighs in favor of Activision.” Filing No. 41, at 15. This
same analysis applies to MPHJ. Accordingly, the court finds this factor weighs in favor
of MPHJ.
4. Public Interest
Again, the same analysis applies to this factor. “The public interest is served by
enforcing the Constitution of the United States. This means that Activision and others
have a right to counsel and a right to have counsel pursue their interests. It also means
that Activision and others have a due process right to a meaningful process prior to
issuance of a cease and desist order.” Id. at 15-16. The same analysis applies to
MPHJ, and accordingly, the court finds this factor weighs in favor of MPHJ.
III. Negotiation of a Final Injunction
The defendants have stated in their brief that they will agree to sign some type of
final injunction encompassing the findings this court previously made in conjunction with
the withdrawal of the cease and desist order and the Nebraska Attorney General’s
agreement not to further pursue the cease and desist orders in this case, if the court
determines an entry of a permanent injunction is appropriate. Id. Both Activision and
MPHJ contend that the defendants must agree to a finding that they committed an
unconstitutional violation under 42 U.S.C. § 1983 and must pay some amount of costs
and fees. The court does find that an order permanently enjoining the state defendants
from enforcing the cease and desist orders will likely occur in this case.
The court is ordering the parties to attempt to draft an agreed upon final
permanent injunction and submit the draft to the court within fourteen (14) days of the
date of this order. If that is not possible, the court will order the magistrate judge to
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enter an expedited progression order dealing with this part of the case as to both
Activision and MPHJ and the nonbank defendants, so that that this portion of the case
can proceed to the merits, and the court can enter a permanent injunction or address
the merits on motions for summary judgments.
THEREFORE, IT IS ORDERED:
1. MPHJ’s motions for preliminary injunction, Filing Nos. 53 and 85, are granted,
and defendants Bruning, Cookson and Lopez are enjoined from taking any steps to
enforce the cease and desist order issued to Farney Daniels on July 18, 2013, in any
manner that would prevent or impede the Farney Daniels firm from representing MPHJ
in connection with licensing and litigation of U.S. patents owned by MPHJ with respect
to companies based in, or having operations in, Nebraska. If, however, at some point
during the investigation evidence supports a claim of bad faith, the Attorney General is
free to revisit this preliminary injunction with the court.
2. The parties shall attempt to draft an agreed upon final permanent injunction
and submit the draft to the court within fourteen (14) days of the date of this order. If
that is not possible, the court will order the magistrate judge to enter an expedited
progression order dealing with this part of the case, so that the case can proceed to the
merits and the court can enter a permanent injunction or address the merits on motions
for summary judgments.
Dated this 14th day of January, 2014.
BY THE COURT:

s/ Joseph F. Bataillon
United States District Judge
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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF NEBRASKA
ACTIVISION TV, INC.,
Plaintiff,

8:13CV215

vs.
PINNACLE BANCORP, INC., JON
BRUNING, DAVID COOKSON, DAVID
LOPEZ,

AMENDED MEMORANDUM AND
ORDER

Defendants.

This matter is before the Court on plaintiff Activision TV, Inc.’s (Activision) motion
for a preliminary injunction, Filing No. 8, against defendants Jon Bruning, David
Cookson and David Lopez.

The Court conducted a hearing on the preliminary

injunction on September 19, 2013.

Filing No. 30. Following the hearing, the Court

indicated that it would file two separate orders.

This first order addresses the issue of

whether the law firm of Farney Daniels1 could represent the plaintiff in this case without
running afoul of the Nebraska Attorney General’s cease and desist order (discussed
hereinafter). The second order will be issued at a later date and will address whether
this court has jurisdiction to determine the constitutionality of the cease and desist
order.
BACKGROUND
Activision, through counsel Farney Daniels, believed that certain companies were
violating its patents2 throughout the United States. Farney Daniels sent letters to these

1

Farney Daniels is a patent law firm that represents Activision nation-wide.

2

The patents in this case involve digital signage.

8:13-cv-00215-JFB-TDT
Case 2:13-cv-00170-wks
Doc # Document
38 Filed: 09/26/13
38-4 FiledPage
02/07/14
2 of 3 Page
- Page3 ID
of #
4 1052

companies (five in Nebraska) asking for information to determine if in fact violations
occurred or were occurring.

See Filing No. 7, Exs. C1-C6x. From February to June

of 2013, the Nebraska Attorney General’s Office Consumer Mediation Center
received three complaints regarding patent license solicitation letters sent by
Farney Daniels PC (“Farney Daniels”) and/or an entity named BriPol LLC,
AccNum LLC, or IsaMai LLC, on behalf of an entity named MPHJ Technology
Investments, LLC. Filing 23-1 at ¶ 3. On July 12, 2013, Activision filed this lawsuit
against Pinnacle Bancorp, Inc., alleging patent infringement.

On July 18, 2013, the

Nebraska Attorney General filed a cease and desist letter against the law firm Farney
Daniels.

Filing No. 7, Ex. F. This cease and desist letter prohibited the law firm from

initiating new patent infringement enforcement efforts within the State of Nebraska. Id.
at 2. As a result of the cease and desist order, the law firm of Farney Daniels contends
it is unable to represent Activision in this and other federal court cases.
DISCUSSION
During the hearing, the Court questioned counsel for the Nebraska Attorney
General.

Counsel conceded that this court has complete and exclusive jurisdiction

over patent cases. He further conceded that the cease and desist order is not intended
to keep Farney Daniels from representing Activision in this case or a case in any other
jurisdiction.

He also agreed that counsel for Activision can pursue any of the

prospective infringers that have already been identified and can file suit against any
newly identified potential infringers. Counsel for the Nebraska Attorney General stated
that the cease and desist order only prohibits Farney Daniels law firm from sending out
letters to potential new infringers.
2
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With these concessions, the Court will rule that Farney Daniels can file an
appearance in this case or any other federal cases without running the risk of violating
the State of Nebraska Attorney General’s cease and desist order.

Further, Farney

Daniels and its attorneys may proceed to prosecute their cases, including all discovery,
as it would in any other lawsuit.

THEREFORE, IT IS ORDERED THAT:
1. Activision’s motion for a preliminary injunction, Filing No. 8, is granted to the
extent set forth herein.
2. The law firm of Farney Daniels and the attorneys in that law firm may file their
application pro hac vice in this case.
4. The law firm of Farney Daniels and the attorneys therein are free to represent
their client Activision in this case and any other federal patent case directly or indirectly
associated with this case and the Nebraska Attorney General’s cease and desist order
is not applicable to those cases.

Dated this 26th day of September, 2013.
BY THE COURT:
s/ Joseph F. Bataillon
United States District Judge
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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF NEBRASKA
ACTIVISION TV, INC.,
Plaintiff,

8:13CV215

vs.
MEMORANDUM AND ORDER
PINNACLE BANCORP, INC., JON
BRUNING, DAVID COOKSON, and DAVID
LOPEZ,
Defendants.

This matter is before the court on plaintiff Activision TV, Inc.’s (“Activision”)
motion for a preliminary injunction pursuant to Fed. R. Civ. P. 65.

Filing No. 8.

Activision asks the court to permanently enjoin the Attorney General for the State of
Nebraska from enforcing a cease and desist order entered by him on July 18, 2013,
Filing No. 7, Ex. F.1 This court previously enjoined enforcement of the cease and desist
order as to this case and future federal court cases. Filing No. 31. There is nothing left
for this court to determine in the motion for preliminary injunction other than whether the
State of Nebraska can order counsel for Activision TV, Inc. to cease and desist initiation
of all new patent infringement enforcement efforts in Nebraska.2

1

The Nebraska Attorney General stated that he was investigating possible violations of the
Nebraska Unfair Competition Act and the Nebraska Deceptive Trade Practices Act.
2

Defendants also filed an objection to plaintiff’s exhibits and declarations. Filing No. 35. The
court has reviewed the same and determines that it should be denied. The court has ignored the
hearsay, and only identified that information as is relevant and made its conclusions based on the
uncontested evidence and argument presented to the court.
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BACKGROUND
Activision originally filed this case against Pinnacle Bancorp, Inc., alleging patent
infringement in violation of 35 U.S.C. § 271 et seq.3 Filing No. 1. Activision, acting
through counsel Farney Daniels, PC (“Farney Daniels”), believed that certain
companies were violating its patents4 throughout the United States. Farney Daniels
sent letters to these companies (five in Nebraska) asking for information to determine if
in fact violations occurred or were occurring. See Filing No. 7, Exs. C1-C6. From
February to June of 2013, the Nebraska Attorney General’s Office Consumer Mediation
Center received three complaints regarding patent license solicitation letters sent by
Farney Daniels and/or an entity named BriPol LLC, AccNum LLC, or IsaMai LLC, on
behalf of an entity named MPHJ Technology Investments, LLC. Filing No. 23-1 at ¶ 3.
On July 12, 2013, Activision filed this lawsuit against Pinnacle Bancorp, Inc., alleging
patent infringement.
On July 18, 2013, the Nebraska Attorney General filed a cease and desist order
against the Farney Daniels law firm. Filing No. 7, Ex. F. The cease and desist order
prohibited the law firm from initiating new patent infringement enforcement efforts within
the State of Nebraska. Id. at 2. Following the issuance by the Nebraska Attorney
General of the cease and desist order, Activision amended its complaint to include
Nebraska Attorney General Jon Bruning, and his employees, David Lopez and David
Cookson.

Filing No.

7.

Activision contends that its First Amendment rights are

infringed as a result of the cease and desist order, as it cannot hire and associate with
the counsel of its choice; that its Fifth and Fourteenth Amendment rights to due process
3
4

It is clear that Activision invented the technology that is covered by these patents.
The patents in this case involve digital signage.
2
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have been violated; that federal patent law preempts state law; and that the NoerrPennington doctrine is applicable in this case.

The Attorney General argues that

Farney Daniels is not a party to this lawsuit, and thus the cease and desist order is not
relevant to this lawsuit.
DISCUSSION
A. Jurisdiction
1. Standing
The court must first determine if it has jurisdiction to hear this case. The Attorney
General argues that the cease and desist order applies only to Farney Daniels, and not
to Activision.

Consequently, the Attorney General argues there is no standing for

Farney Daniels, a nonparty, to raise the constitutional issues regarding the cease and
desist order in this lawsuit,5 and further argues the issue is not ripe. Counsel for the
Attorney General agreed in open court that Farney Daniels is prohibited from sending
these letters to new potential violators, similar to those in Filing No. 7, Ex. C1-C6, on
behalf of Activision.
“The issue of standing involves constitutional limitations on federal court
jurisdiction under Article III of the Constitution, which confines the federal courts to
adjudicating actual ‘cases and controversies.’” Potthoff v. Morin, 245 F.3d 710, 715 (8th
Cir. 2001); see Oti Kaga v. South Dakota Hous. Dev. Auth., 342 F.3d 871, 878 (8th Cir.
2003). The threshold question in every federal case is the plaintiff’s standing to sue.
Steger v. Franco, Inc., 228 F.3d 889, 892 (8th Cir. 2000). Without standing, the court

5

The court agrees that Farney Daniels is not a party to this lawsuit. Accordingly, the court will
review the case as it pertains to Activision.
3
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lacks subject matter jurisdiction to hear the suit.

Young Am. Corp. v. Affiliated

Computer Servs., 424 F.3d 840, 843 (8th Cir. 2005).
To acquire Article III standing, “a plaintiff must have a ‘personal stake in the
outcome of the controversy.’” Potthoff, 245 F.3d 710, 714 (8th Cir. 2001) (quoting
Baker v. Carr, 369 U.S. 186, 209 (1962)). To satisfy the burden of establishing Article
III standing, the plaintiff must show: (1) plaintiff suffered an “injury-in-fact,” (2) a causal
relationship exists between the injury and the challenged conduct, and (3) the injury
likely will be redressed by a favorable decision. Eckles v. City of Corydon, 341 F.3d
762, 767 (8th Cir. 2003) (quoting Friends of the Earth, Inc. v. Laidlaw Envtl. Servs.
(TOC), Inc., 528 U.S. 167, 180-81 (2000)); see Lujan v. Defenders of Wildlife, 504 U.S.
555, 560-61 (1992).
“An injury-in-fact is a harm that is ‘concrete and particularized’ and ‘actual or
imminent, not conjectural or hypothetical.’” Steger, 228 F.3d at 892 (quoting Lujan, 504
U.S. at 560); Faibisch v. Univ. of Minn., 304 F.3d 797 (8th Cir. 2002). Additionally, the
injury must be “fairly traceable to the challenged action of the defendant.” Saunders v.
Farmers Ins. Exch., 440 F.3d 940, 943 (8th Cir. 2006) (quoting Lujan, 504 U.S. at 560);
McClain v. Am. Econ. Ins. Co., 424 F.3d 728, 731 (8th Cir. 2005)).

“To establish

standing, a plaintiff must show that it is likely that the remedy she seeks can redress her
injury.” Faibisch, 304 F.3d at 801; see Monsanto v. Geertson Seed Farms, 130 S. Ct.
2743, 2752 (2010) (Article III standing requires that an injury be concrete, particularized,
and actual or imminent; fairly traceable to the challenged action; and redressable by a
favorable ruling).

4
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In addition to the immutable requirements of Article III, “the federal judiciary has
also adhered to a set of prudential principles that bear on the question of standing.”
Valley Forge Christian Coll. v. Americans United for Separation of Church and State,
Inc., 454 U.S. 464, 474–75 (1982); Oti Kaga, 342 F.3d at 880. Prudential principles of
standing are statutorily imposed jurisdictional limitations separate from and in addition to
constitutional standing requirements. Davis v. U.S. Bancorp, 383 F.3d 761, 767 (8th
Cir. 2004). “By imposing prudential limits on standing, ‘the judiciary seeks to avoid
deciding questions of broad social import where no individual rights would be vindicated
and to limit access to the federal courts to litigants best suited to assert a particular
claim.’” Oti Kaga, 342 F.3d at 880 (quoting Gladstone, Realtors v. Village of Bellwood,
441 U.S. 91, 99–100 (1979)); Elk Grove Unified Sch. Dist. v. Newdow, 542 U.S. 1, 11
(2004) (stating the prudential standing doctrine “embodies judicially self-imposed limits
on the exercise of federal jurisdiction”).
The Attorney General argues there is no showing of a concrete injury to
Activision, as the July 18 cease and desist letter does not mention Activision. The
Attorney General further contends that Activision cannot speculate on what Farney
Daniels might attempt to do in the future on behalf of Activision in the state of Nebraska.
In this regard, the Attorney General states that Activision has not explained who it is
planning to send additional patent letters to in Nebraska, and further, that the cease and
desist letter only prohibits Farney Daniels from sending the letters, not Activision. Thus,
any claim regarding the letter prohibition must be brought by Farney Daniels, not
Activision, argues the Attorney General.

5
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Activision contends that it clearly has standing to raise this issue. The court
agrees. Activision has suffered an injury in fact. Farney Daniels was ostensibly unable
to represent Activision in this case until the court found the cease and desist order did
not apply to this case. Second, the settlement negotiations between Activision and
other defendants in this and other jurisdictions came to a standstill, as the other parties
believed the cease and desist order prohibited them from negotiating with Farney
Daniels on behalf of Activision.

Third, Farney Daniels cannot pursue further

investigations on behalf of Activision in the State of Nebraska. There is no doubt that
this injury is causally related to the cease and desist order and such injury is directed at
Activision’s activities via counsel.

A favorable decision by this court redresses the

respective injuries. Accordingly, the court finds Activision has standing to raise these
issues.
2. Ripeness
The Attorney General also argues this case is not ripe because, as of this date,
no one has incurred any injury as a result of the cease and desist order. “The ripeness
doctrine is drawn both from Article III limitations on judicial power and from prudential
reasons for refusing to exercise jurisdiction.” Nat’l Park Hospitality Ass’n v. Dep’t of the
Interior, 538 U.S. 803, 808 (2003) (quotation omitted).
The judicially created doctrine of ripeness “flows from both the Article III
‘cases’ and ‘controversies’ limitations and also from prudential
considerations for refusing to exercise jurisdiction.” Neb. Pub. Power Dist.
v. MidAm. Energy Co., 234 F.3d 1032, 1037 (8th Cir. 2000) (citing Reno v.
Catholic Soc. Servs., Inc., 509 U.S. 43, 57 n. 18, 113 S. Ct. 2485, 125
L.Ed.2d 38 (1993)). “ ‘Ripeness is peculiarly a question of timing’ and is
governed by the situation at the time of review, rather than the situation at
the time of the events under review.” Id. at 1039 (quoting Anderson v.
Green, 513 U.S. 557, 559, 115 S.Ct. 1059, 130 L.Ed.2d 1050 (1995) (per
curiam)). A party seeking review must show both “the fitness of the issues
6
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for judicial decision and the hardship to the parties of withholding court
consideration.” Pub. Water Supply Dist. No. 10 of Cass Cnty. v. City of
Peculiar, 345 F.3d 570, 572–73 (8th Cir. 2003) (quoting Abbott Labs. v.
Gardner, 387 U.S. 136, 149, 87 S.Ct. 1507, 18 L.Ed.2d 681 (1967)). Both
of these factors are weighed on a sliding scale, but each must be satisfied
“to at least a minimal degree.” Neb. Pub. Power Dist., 234 F.3d at 1039.
Iowa League of Cities v. E.P.A., 711 F.3d 844, 867 (8th Cir. 2013).
For the reasons previously set forth herein with regard to standing and as set
forth hereinafter with regard to patent infringement law, the court finds the issue is ripe
for review. Activision suffered injury, and continues to suffer injury, as a result of the
cease and desist order. Failure to address this issue now will permit continued injury to
Activision.
B. First Amendment
The First Amendment, applicable to the states through the Fourteenth
Amendment, provides that “Congress shall make no law . . . abridging the freedom of
speech . . . or the right of the people peaceably to assemble, and to petition the
government for a redress of grievances. U.S. CONST. amend I. “The hallmark of the
protection of free speech is to allow ‘free trade in ideas’—even ideas that the
overwhelming majority of people might find distasteful or discomforting.” Virginia v.
Black, 538 U.S. 343, 357 (2003) (quoting Abrams v. United States, 250 U.S. 616, 630
(1919) (Holmes, J., dissenting)). An individual’s interest in self-expression is a concern
of the First Amendment separate from the concern for open and informed discussion,
although the two often converge. First Nat’l Bank of Boston v. Bellotti, 435 U.S. 765,
776 n.12 (1978) (identifying “the inherent worth of the speech in terms of its capacity for
informing the public” as “more than self-expression; it is the essence of selfgovernment,” and noting “self-government suffers when those in power suppress
7
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competing views on public issues ‘from diverse and antagonistic sources.’”). The First
Amendment “presupposes that the freedom to speak one’s mind is not only an aspect of
individual liberty—and thus a good unto itself—but also is essential to the common
quest for the truth and the vitality of society as a whole.” Bose Corp. v. Consumers
Union of United States, Inc., 466 U.S. 485, 503-04 (1984); see also Bellotti, 435 U.S. at
776 (noting that the Constitution often protects interests broader than those of the party
seeking their vindication and that the First Amendment in particular serves important
societal interests). The First Amendment affords protection to symbolic or expressive
conduct as well as to actual speech. R.A.V. v. City of St. Paul, 505 U.S. 377, 382
(1992).
The right to free speech encompasses the right to association, which is
constitutionally protected in two distinct senses: freedom of expressive association and
freedom of intimate association. Roberts v. United States Jaycees, 468 U.S. 609, 61718 (1984). Expressive association—the right to associate for the purpose of engaging
in those activities protected by the First Amendment (speech, assembly, petition for the
redress of grievances, and the exercise of religion)—is governed by First Amendment
principles. Id. at 618 (noting that “[t]he Constitution guarantees freedom of association
of this kind as an indispensable means of preserving other individual liberties.”).
Intimate association, characterized as “choices to enter into and maintain certain
intimate human relationships” receives protection as a fundamental element of personal
liberty under the Due Process Clause. Id. at 617-18; Bellotti, 435 U.S. at 778 (stating
“the liberty of speech and of the press which the First Amendment guarantees against
abridgment by the federal government is within the liberty safeguarded by the Due

8
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Process Clause of the Fourteenth Amendment”). These two constitutionally-protected
freedoms can coincide particularly when the state interferes with an individual’s
selection of those with whom they wish to join in a common endeavor. Roberts, 468
U.S. at 618.
A cease and desist order has been considered an unconstitutional prior restraint
on speech when it “prohibits future statements which, although possibly similar to prior
statements, have not yet found to be false, misleading, and deceptive.” Weaver v.
Bonner, 309 F.3d 1312, 1323 (11th Cir. 2002) (noting that there is a “heavy
presumption” against a cease and desist request’s constitutional validity); see also
Pestrak v. Ohio Elections Comn’n., 926 F.2d 573, 578 (6th Cir. 1991) (holding that
“cease and desist orders are a forbidden prior restraint. . . . Prior restraint of speech is
unconstitutional unless certain safeguards are present.”), citing Southeastern
Promotions, Ltd. v. Conrad, 420 U.S. 546, 550 (1975) (“Any system of prior restraint,
however, ‘comes to this court bearing a heavy presumption against its constitutional
validity.’” And stating further that “The settled rule is that a system of prior restraint
‘avoids constitutional infirmity only if it takes place under procedural safeguards
designed to obviate the dangers of a censorship system.’”) Id. at 558-59.
C. Dataphase
The extraordinary remedy of a preliminary injunction should not be granted
unless the movant has demonstrated: (1) the threat of irreparable harm to it; (2) the
state of the balance between this harm and the injury that granting the injunction will
inflict on other parties; (3) the probability that it will succeed on the merits; and (4) the
public interest. Dataphase Systems, Inc. v. C L Systems, Inc., 640 F.2d 109, 113-14

9
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(8th Cir. 1981) (en banc). No single factor is determinative, although the failure to
demonstrate the threat of irreparable harm is, by itself, a sufficient ground upon which to
deny a preliminary injunction. See Adam-Mellang v. Apartment Search, Inc., 96 F.3d
297, 299 (8th Cir. 1996); see also Modern Computer Sys., Inc. v. Modern Banking Sys.,
Inc., 871 F.2d 734, 738 (8th Cir. 1989) (en banc).

The burden on a movant to

demonstrate that a preliminary injunction is warranted is heavier when, as here,
granting the preliminary injunction will in effect give the movant substantially the relief it
would obtain after a trial on the merits. Calvin Klein Cosmetics Corp. v. Lenox Lab., 815
F.2d 500, 503 (8th Cir. 1987). “A preliminary injunction is an extraordinary remedy
never awarded as of right. In each case, courts must balance the competing claims of
injury and must consider the effect on each party of the granting or withholding of the
requested relief.” Winter v. Natural Resources Defense Council, 555 U.S. 7, 24 (2008).
In exercising their sound discretion, courts of equity should pay particular regard for the
public consequences in employing the extraordinary remedy of injunction.

Id.

“No

single factor in itself is dispositive; rather, each factor must be considered to determine
whether the balance of equities weighs toward granting the injunction.” United Indus.
Corp. v. Clorox Co., 140 F.3d 1175, 1179 (8th Cir. 1998) . “At base, the question is
whether the balance of equities so favors the movant that justice requires the court to
intervene to preserve the status quo until the merits are determined . . . .” Dataphase,
640 F.2d at 113.
At the early stage of a preliminary injunction motion, the speculative nature of the
inquiry into the probability of ultimate success on the merits militates against any
wooden or mathematical application of the test; instead, a court should flexibly weigh

10
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the case’s particular circumstances to determine whether the balance of equities so
favors the movant that justice requires the court to intervene to preserve the status quo
until the merits are determined. Clorox, 140 F.3d at 1179.
1. Merits
Activision argues this cease and desist order is unconstitutional under 42 U.S.C.
§ 1983 because it violates the Fifth and Fourteenth Amendment Due Process Clauses
and the free speech clause of the First Amendment,6 interferes with its right to hire
counsel of its choice, federal patent law,7 and the Noerr-Pennington doctrine.8 The
cease and desist order, argues Activision, initially prohibited Activision from seeking its
rights in court to enforce its patents with counsel of its choosing, in violation of the First,
Fourteenth and Fifth Amendments. Further, Activision argues that the cease and desist
order constitutes a taking of its patents without due process as it cannot adequately
prosecute those entities who infringe on the patent.
preempted, absent a showing of bad faith.

In addition, patent law is

Accordingly, Activision argues that the

letters sent by Farney Daniels on behalf of Activision are absolutely immune unless the
activity is a sham.

6

The court likewise notes that the United States Constitution states: “To promote the progress of
science and useful arts, by securing for limited times to authors and inventors the exclusive right to their
respective writings and discoveries.” United States Constitution, Art. 1, § 8, cl. 8.
7

See Christopher v. Harbury, 536 U.S. 403, 415 n.12 (2002) (noting that a number of decisions
have concluded that the right of access to the courts in the Article IV Privileges and Immunities Clause,
the First Amendment Petition Clause, the Fifth Amendment Due Process Clause, and the Fourteenth
Amendment Equal Protection and Due Process Clauses); see also Harrison v. Springdale Water & Sewer
Comm’n, 780 F.2d 1422, 1427-28 and n.7 (8th Cir. 1986) (finding the constitutional right litigants have to
petition courts for redress of grievances impliedly includes a right to counsel); “The right to counsel in civil
matters ‘includes the right to choose the lawyer who will provide that representation.’” Texas Catastrophe
Property Ins. Ass’n v. Morales, 975 F.2d 1178, 1181 (5th Cir. 1992).
8

United Mine Workers v. Pennington, 381 U.S. 657 (1965) (right to petition the government);
Eastern R.R. Presidents Conference v. Noerr Motor Freight, Inc., 365 U.S. 127 (1961) (same).
11
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The court notes there is no doubt the Attorney General generally has the power
to investigate activity that it believes violates state law. Neb. Rev. Stat. § 87-303.03
(1)(a) allows the Attorney General to conduct the investigation and § 87-303.03 (1)(b)
allows the attorney general to issue a cease and desist order against any person
engaged in violation of the Deceptive Trade Practices Act.
The court is deeply concerned about the ability of the Attorney General to issue
cease and desist orders, prior to the conclusion of the investigation, prior to any
negative findings, prior to any hearings, and prior to permitting submission of
documents and evidence by the Farney Daniels law firm. On the contrary, the Attorney
General sent a request for information to Farney Daniels the same day it sent the cease
and desist order, and gave Farney Daniels until August 18, 2013, to respond. Farney
Daniels responded, and no further actions have been taken. The inability of Farney
Daniels to submit such letters to businesses in Nebraska clearly infringes on the First
Amendment rights of Activision to be represented by the counsel of their choice.9
The court finds the cease and desist order in this case is akin to a prior restraint.
“[C]ease and desist orders are a forbidden prior restraint. . . . Prior restraint of speech
is unconstitutional unless certain safeguards are present”). Pestrak, 926 F.2d at 578
citing Southeastern Promotions, Ltd. v. Conrad, 420 U.S. 546, 550 (1975). The Federal
Circuit in the Globetrotter case made this point quite clearly:
Our decision to permit state-law tort liability for only objectively [and
subjectively] baseless allegations of infringement rests on both federal
preemption and the First Amendment. The federal patent laws preempt

9

The court might view this matter very differently if (1) there was an imminent threat of significant
harm to the citizens or the State of Nebraska; or (2) if the investigation uncovered what clearly appeared
to be violations of state law, that reach the standard of “bad faith” as discussed hereinafter. That is not
the case at this point in the investigation.
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state laws that impose tort liability for a patent holder’s good faith conduct
in communications asserting infringement of its patent and warning about
potential litigation. In addition, the same First Amendment policy reasons
that justify the extension of Noerr immunity to pre-litigation conduct in the
context of federal antitrust law apply equally in the context of state-law tort
claims.
....
Accordingly, to avoid preemption, bad faith must be alleged and ultimately
proven, even if bad faith is not otherwise an element of the tort claim. This
preemption is based on the following concept: “A patentee that has a
good faith belief that its patents are being infringed violates no protected
right when it so notifies infringers.” Accordingly, a patentee must be
allowed to make its rights known to a potential infringer so that the latter
can determine whether to cease its allegedly infringing activities, negotiate
a license if one is offered, or decide to run the risk of liability and/or the
imposition of an injunction.
Globetrotter Software, Inc. v. Elan Computer Group, Inc., 362 F.3d 1367, 1374, 1377
(Fed. Cir. 2004) (emphasis added) (internal quotations and citations omitted); see, e.g.,
Mirafi, Inc. v. Murphy, 928 F.2d 410 (Fed. Cir. 1991) (explaining that “bad faith
infringement litigation, [in knowingly asserting an invalid patent, for example] could
violate North Carolina’s Unfair Competition Statute”); Globetrotter Software, Inc., 362
F.3d at 1374 (“State [tort] law claims . . . can survive federal [patent law] preemption
only to the extent that those claims are based on a showing of ‘bad faith’ action in
asserting infringement.”); ClearPlay, Inc. v. Nissim Corp., 2011 WL 3878363 *8-9 (S.D.
Fla. 2011) (finding that federal patent law preempted the state-law claim of violation of
Florida’s Deceptive and Unfair Trade Practices Act); DeSena v. Beekley Corp., 729 F.
Supp. 2d 375, 401 (D. Me. 2010) (finding that bad faith in the publication of the patent
must be established to avoid preemption by patent law for a state law claim under the
Maine Uniform Deceptive Trade Practices Act); Alien Tech. Corp. v. Intermec, Inc.,
2008 WL 504527 *4 (D.N.D. Feb. 20, 2008) (citing the Washington Consumer
13
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Protection Act and explaining that deceptive conduct falls within Washington’s
Consumer Protection Act, and further holding that a finding of bad faith for publicizing a
patent in the marketplace is required in order to survive federal preemption); In re
Innovatio IP Ventures, LLC Patent Litigation, 921 F. Supp.2d 903, 914 (N.D. Ill. 2013)
(stringent bad faith requirement); Zenith Elecs. Corp. v. Exzec, Inc., 182 F.3d 1340,
1348 (Fed. Cir. 1999) (need bad faith).
The court finds Activision is likely to win on the merits as there is no claim or
evidence to date of bad faith. Further, as there is no claim of bad faith, federal law
governing these patents, including sending initial letters to businesses believed to
violate a patent owned by Activision, is preempted by the federal government. Also,
Activision has a First Amendment right to associate with counsel of its choosing without
interference from the state of Nebraska.

In addition, the cease and desist order

operates in this case as a prior restraint on Activision’s speech and association rights.
For these reasons, the court finds Activision is likely to win on the merits.
2. Irreparable Harm
“‘The basis of injunctive relief in the federal courts has always been irreparable
harm and inadequacy of legal remedies.’” Bandag, Inc. v. Jack’s Tire & Oil, Inc., 190
F.3d 924, 926 (8th Cir. 1999) (quoting Beacon Theatres, Inc. v. Westover, 359 U.S.
500, 506-07 (1959)). Thus, to warrant a preliminary injunction, the moving party must
demonstrate a sufficient threat of irreparable harm. Id. A showing of irreparable harm
does not automatically mandate a ruling in the plaintiff’s favor; the court must proceed to
balance the harm to the defendant in granting the injunction. Hill v. Xyquad, Inc., 939
F.2d 627, 630-31 (8th Cir. 1991).
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It is clear in this case that injury has occurred and will continue to occur under the
cease and desist order. Activision’s First Amendment rights are being violated, and it is
questionable whether the Attorney General has the right to maintain the cease and
desist order given the preemption in this area of law. Further, Activision is entitled to
pursue cases in both Nebraska and other courts to the extent of the law. Other cases
have already been impacted, such as the case in the Eastern District of Texas,
Activision TV, Inc. v. Century Link, 2:13CV462 (E.D. Tex. filed June 5, 2013).10 That
case is held in abeyance because of the cease and desist order, and Activision is
almost out of time to serve defendants. Under the cease and desist order, such pursuit
is questionable and affects those in negotiations and lawsuits with Activision.
Accordingly, the court finds this factor favors Activision.
3. Balance of Harm
The public has a right to protection from scams and unfair trade practices.
However, Activision’s constitutional right to hire counsel of its choosing to pursue
investigations and lawsuits against infringers is clearly impeded by the cease and desist
order. Further, the federal government has preempted to a great extent the area of
patent law. Allowing the attorney general to interfere might be harmful to the patent
process. Based on the facts as presented, which indicates no bad faith, the court finds
this factor likewise weighs in favor of Activision.
4. Public Interest
The public interest is served by enforcing the Constitution of the United States.
This means that Activision and others have a right to counsel and a right to have

10

Century Link is also located in Omaha, Nebraska.
15

8:13-cv-00215-JFB-TDT
Case 2:13-cv-00170-wks
Doc # Document
41 Filed: 09/30/13
38-5 FiledPage
02/07/14
16 of 16
Page
- Page
17 ofID17
# 1071

counsel pursue their interests. It also means that Activision and others have a due
process right to a meaningful process prior to issuance of a cease and desist order.
Accordingly, the court finds this factor weighs in favor of Activision.
THEREFORE, IT IS ORDERED:
1.

Activision’s motion for preliminary injunction, Filing No. 8, is granted and

defendants Bruning, Cookson and Lopez are enjoined from taking any steps to enforce
the cease and desist order issued to Farney Daniels on July 18, 2013, in any manner
that would prevent or impede the Farney Daniels firm from representing Activision in
connection with licensing and litigation of U.S. patents owned by Activision with respect
to companies based in, or having operations in, Nebraska. If, however, at some point
during the investigation evidence supports a claim of bad faith, the Attorney General is
free to revisit this preliminary injunction with the court.
2. Defendants’ objection to plaintiff’s exhibits, Filing No. 35, is denied.
Dated this 30th day of September, 2013.
BY THE COURT:
s/ Joseph F. Bataillon
United States District Judge
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