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MVEMORANDUM AND ORDER

Ronal d R Lagueux, District Judge

Plaintiff Nestor, Inc. (“Nestor”) filed suit against HNC
Software, Inc. (“HNC') seeking, inter alia, a declaratory
j udgnment of patent invalidity, unenforceability and non-
i nfringenment of HNC s 5,819,226 patent (“the '226 patent”). In
response, HNC filed a conpul sory counter-cl ai magai nst Nestor for
i nfringenment of the ‘226 patent. HNC now noves to voluntarily
dismss its counter-claimfor infringenment pursuant to Federal
Rul e of Civil Procedure 41(a)(2). In addition, HNC covenants not
to sue Nestor for infringenent of the ‘226 patent, and therefore
nmoves to dism ss Nestor’s declaratory judgnent clains (Count |X
of the First Anended Conpl aint) pursuant to Federal Rule of Cvil
Procedure 12(b)(1). For the reasons stated below, HNC s nptions

are granted.

Di scussi on

A HNC s Motion to Voluntarily Dism ss the Infringenent
Counter-C aim



Federal Rule of G vil Procedure 41(a)(2) provides that “an
action shall not be dismssed at the [novant’s] instance save
upon order of the court and upon such ternms and conditions as the
court deens proper.” The purpose of the rule is to allow
voluntarily dism ssal of a claimas long as no other party wll

be prejudiced by the dismssal. See Doe v. Urohealth Sys., Inc.,

216 F.3d 157, 160 (1st Cir. 2000); Alamance Indus., Inc. v.

Filene's, 291 F.2d 142, 146 (1st Cr. 1961). Although the
decision to grant a notion for voluntary dismssal is left to the
di scretion of the district court, “dismssal should be allowed
unl ess clear legal prejudice to the objecting party is shown.”

MA Gammino Constr. Co. v. Great Am Ins. Co., 52 F.R D. 323,

325 (D.R 1. 1971).

Whet her the non-nmovant will suffer plain | egal prejudice by
the granting of a Rule 41(a)(2) notion is typically determ ned by
reference to the followng factors: (1) the non-novant’s effort
and expense in preparation for trial, (2) whether the novant has
denonstrated a |l ack of diligence or occasi oned excessive delay in
prosecuting the action, (3) the sufficiency of the reason for the
need to take a dism ssal, and (4) whether a notion for summary

j udgnent has been filed by the non-novant. See Urohealth, 216

F.3d at 160. Dismssal nay be granted even if all four factors
are not resolved in favor of the novant, and the district court

may al so consider additional factors. See id.



In the present case, all four factors dictate that the
di sm ssal should be granted. HNC s infringenent claimwas
brought as a conpul sory counter-claimto Nestor’s clains for
decl aratory judgnent of invalidity, unenforceability, and non-
infringenment of the ‘226 patent. Although Nestor nade
expenditures in defending the infringenent claim this Court is
m ndful of the fact that it is Nestor who initiated this |awsuit
and necessitated HNC s conpul sory counter-claim WMboreover,
Nestor’'s efforts in defense of the infringenment claimwll be
relevant to the issues of validity and unenforceability of the
‘226 patent, which nust be resolved as part and parcel of the
remai ning anti-trust and tort clains. Therefore, Nestor’s
expenditures were not needlessly increased as a result of HNC s
counter-claimfor infringenent.

HNC has not caused excessive delay or denonstrated a | ack of
diligence in prosecuting its infringenment action. In fact, HNC
is seeking this voluntary di sm ssal because it chose to settle
its infringenment claimagainst the distributor of Nestor’s
products.! This denonstrates that HNC diligently prosecuted its
infringenment action. 1In addition, the resolution of HNC s
i nfringenment claimagainst Nestor’s distributor provides a

sufficient reason for the need to seek a dismssal. Finally, no

1 HNC Software, Inc. v. Transactional Systens Architects
Inc., Case No. 99Cv 1232 TWNLS), S. Dist. Cal.
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nmotion for summary judgnent has been filed in this case.
Therefore, application of the Urohealth factors |leads to the
conclusion that the dism ssal should be granted.

Nestor argues that it will suffer plain legal prejudice if
HNC s voluntary dismssal is granted without the inposition of
two conditions. It asks this Court to dismss the counter-claim
with prejudice, and to condition the dismssal on a prom se from
HNC that it will not bring future infringenent clains agai nst
Nestor, Nestor’s custonmers, or Nestor’s distributors based on the
‘226 patent, any patents derived fromthe ‘226 patent, or any
substantially simlar foreign patents.

Thi s request confuses the | egal standard the Court nust
apply in deciding HNC s notion to dism ss Nestor’s declaratory
j udgnent clains, specifically, whether the covenant not to sue
precl udes the existence of an actual controversy, with the
inquiry this Court nust perform before granting a voluntary
di sm ssal. Although reasonabl e apprehensi on of an infringenent
suit would preclude HNC s notion to dismss Nestor’s clains for
declaratory relief pursuant to Rule 12(b)(1), “the nere prospect
of a second lawsuit” is insufficient to establish plain |egal

prejudi ce. Uohealth, 216 F.3d at 160-61 (quoting Cone v. Wst

Virginia Pulp & Paper Co., 330 U. S. 212, 217 (1947)). For this

reason, Nestor’s objection fails to denonstrate that Nestor w ||

suffer plain legal prejudice if the voluntary dism ssal is



granted. Accordingly, the Court declines to attach any terns or
conditions to the granting of HNC s notion for voluntary
di sm ssal of its infringenent counter-claim

B. HNC s Motion to Dismss Nestor’s Clainms for Declaratory
Rel i ef

Under the Declaratory Judgnent Act, 28 U. S.C. § 2201(a)
(1994), a district court has subject matter jurisdiction over an
action for declaratory relief only where there is an act ual

controversy at all stages of review. See Amana Refrigeration,

Inc. v. Quadlux, Inc., 172 F.3d 852, 855 (Fed. G r. 1999)(citing

Preiser v. Newkirk, 422 U. S. 395, 401 (1975)). An actual

controversy exists where there is (1) a threat or action by the
pat entee creating reasonabl e apprehensi on of an infringenment suit
on behalf of the declaratory judgnment plaintiff, and (2) present
activity by the plaintiff exposing it to liability for patent

infringenment. See BP Chens. Ltd. v. Union Carbide Corp., 4 F.3d

975, 978 (Fed. G r. 1993).

A patentee can noot the existence of an actual controversy,
t hereby divesting the district court of jurisdiction over the
action, by promi sing not to sue the declaratory judgnment
plaintiff for patent infringenent. The Federal Circuit has held
that a covenant not to sue for any infringing acts involving
products “made, sold, or used” on or before the filing date is
sufficient to divest the district court of jurisdiction. See

Super Sack M g. Corp. v. Chase Packaqging Corp., 57 F.3d 1054,
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1060 (Fed. Cir. 1995). A promse not to sue with respect to any
product “previously or currently advertised, manufactured,

mar ket ed, or sold” under the patent “as it presently reads” is
al so sufficient to divest the district court of jurisdiction.
See Anmmna, 172 F.3d at 855.

In the present case, HNC has prom sed that it will not
assert any clains against Nestor for infringenent of the ‘226
patent “in connection with any current or past product, service
or nethod practiced, offered for sale, sold, or manufactured by
Nestor.” Decl. of John Mutch, § 4. At the hearing on this
nmoti on, HNC al so represented to the Court that there is no
di stinction between the sale of software and the |icensing of
software.? As a result of this representation, HNC is estopped
fromasserting that the covenant not to sue does not enbrace
current or past products, services, or nethods |icensed by
Nestor. Consequently, the covenant not to sue renoves the
exi stence of an actual controversy, and this Court is thereby
di vested of jurisdiction over Nestor’s clains for declaratory
relief.

Not wi t hst andi ng HNC s broad covenant not to sue, Nestor
clains to have a reasonabl e apprehension of an infringenent suit
because (1) the covenant does not cover future products

manuf actured or sold by Nestor, (2) the covenant does not cover

2 See Mot. H'g Tr., Septenber 26, 2000, p. 13.
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foreign patents that may have issued or mght be issued in the
future, and (3) the covenant does not extend to sone of Nestor’s
custoners and distributors, to whom Nestor owes a duty of
indemmity. Al three of these argunents nust fail because they
are too speculative to provide a basis for jurisdiction under the
Decl aratory Judgnent Act.

“[Aln actual controversy cannot be based on a fear of
litigation over future products.” Anmana, 172 F.3d at 855.
Simlarly, the existence of foreign patents held by HNC i s
specul ative at the present tine. Al though Nestor clainms that HNC
recei ved a European patent based on the ‘226 patent, no proof of
this patent was presented to the Court. Furthernore, Nestor
concedes that no patent has been issued in Japan, where HNC is
al l egedly prosecuting its ‘226 patent. The Federal Crcuit has
held that the future existence of a reissue patent is too
specul ative to provide the basis for jurisdiction over a
decl aratory judgnent action for non-infringenment. This Court
concludes that the future existence of a foreign patent is
equal |y specul ative and cannot provide the basis for jurisdiction
under the Declaratory Judgnment Act. |In addition, the possibility
that HNC mght file suit in the future against a custoner or
di stributor of HNC to whom HNC may owe a duty of indemity is
al so specul ative, and cannot provide a basis for opposing

di sm ssal of the declaratory judgnent clains.



As a final matter, Nestor urges this Court to confirmits
order dated August 31, 1999 staying discovery and severing the
antitrust clains while allow ng discovery and a separate trial on
the patent issues. Because the absence of an actual controversy
di vests the Court of jurisdiction over all aspects of Nestor’s
declaratory relief claimunder the Declaratory Judgnent Act, the
patent issues can only be resolved by proceeding with the
antitrust and tort clains. Accordingly, Nestor should address
the issue of discovery and a separate trial on the issues of
validity and unenforceability of the ‘226 patent in connection
wth a notion to lift the stay or other appropriate notion.

1. Conclusion

For the preceding reasons, HNC s notion to voluntarily
dismss its infringenment counter-claimis granted w thout
prejudice. HNC s notion to dismss Count | X of Nestor’s First
Amended Conplaint is also granted for lack of jurisdiction over
the subject matter.

It is so ordered.

Ronal d R Lagueux
U S District Judge
January , 2001



