IN THE UNITED STATESDISTRICT COURT
FOR THE DISTRICT OF KANSAS

EVOLUTION, INC,,

Plaintiff,
CIVIL ACTION
V.
No. 03-2315-KHV
PRIME RATE PREMIUM FINANCE
CORPORATION, INC., &t. al.,

Defendants.
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MEMORANDUM AND ORDER

Evolution, Inc. brings suit againg Prime Rate Premium Finance Corporation, Inc., Southeast
Fideity Corporationand BB& T/SEFCO L L C, dlegingcopyright infringement and breachof contract. This

matter comes before the Court on Rantiff’ sFirst Motion For Partial Summary Judgment (Doc. #24) filed

February 28, 2004, and Defendants Cross M otion For Summary Judgment (Doc. #28) filed March 22,
2004. For reasons stated below, the Court overrules both motions.

Summary Judgment Standards

Summary judgment is appropriate if the pleadings, depositions, answers to interrogatories, and
admissons onfile, together with the affidavits, if any, show no genuine issue asto any materid fact and that

the moving party isentitled to ajudgment asamatter of law. See Fed. R. Civ. P. 56(c); accord Anderson

v. Liberty Lobby. Inc., 477 U.S. 242, 247 (1986); Vitkusv. Beatrice Co., 11 F.3d 1535, 1538-39 (10th

Cir. 1993). A factud disputeis”materid” only if it “might affect the outcome of the suit under the governing

law.” Anderson, 477 U.S. a 248. A “genuing’ factua dispute requires more than a mere scintilla of
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evidence. |d. at 252.
The moving party bearsthe initid burden of showing the absence of any genuine issue of materid

fact. Ceotex Corp. v. Catrett, 477 U.S. 317, 323 (1986); Hicksv. City of Watonga, 942 F.2d 737, 743

(20th Cir. 1991). Once the moving party meets its burden, the burden shifts to the nonmoving party to
demondtrate that genuine issues remain for trid “as to those digpogtive matters for which it carries the

burden of proof.” Applied GeneticsInt'l, Inc. v. First Affiliated Sec., Inc., 912 F.2d 1238, 1241 (10th

Cir. 1990); see dso Matsushita Elec. Indus. Co., Ltd. v. Zenith Radio Corp., 475 U.S. 574, 586-87

(1986); Bacchus Indus., Inc. v. Arvin Indus, Inc., 939 F.2d 887, 891 (10th Cir. 1991). Thenonmoving

party may not rest on its pleadings but must set forth pecific facts. Applied Genetics, 912 F.2d at 1241.

“[W]e mug view the record in a light most favorable to the parties opposing the motion for

summary judgment.” Deepwater Invs., Ltd. v. JacksonHole Ski Corp., 938 F.2d 1105, 1110 (10th Cir.

1991). Summary judgment may be granted if the nonmoving party’ sevidenceis merely colorable or is not
ggnificantly probative. Anderson, 477 U.S. at 250-51. “Inaresponseto amotion for summary judgment,
aparty cannot rely on ignorance of facts, on speculation, or on suspicion, and may not escape summary

judgment in the mere hope that something will turn up at trial.” Conaway v. Smith, 853 F.2d 789, 794

(10th Cir. 1988). Essentidly, the inquiry is “whether the evidence presents a sufficient disagreement to
require submissionto the jury or whether it is so one-sided that one party must prevail as a matter of law.”
Anderson, 477 U.S. at 251-52.

Factual Backaround

Thefollowing factsare either uncontroverted or, where controverted, set forth dternatively in the

light most favorable to each party.




Evalution owns the copyright on the “PF2000,” “Agents Tool Box” and “V oice Communication
Sarver” software! Southeast Fidelity Corporation (“ SEFCO”), a Florida corporation which engaged in
the insurance premium financing business in Talahassee, Horida, acquired licenses to use this softwareto
manage its accounts.

On April 15, 1997, Evolution and SEFCO entered a License Agreement which gave SEFCO a
“angle dte, non-exclusve, non-transferable” license for the PF2000 software and options.  PF2000

Agreement at Pt I, T 1.1, Exhibit A to Plantiff’s Memorandum (Doc. #25). The PF2000 License

agreement stated that the “Licensee is drictly prohibited from transferring the Licensed Software to any
other entity without the written consent of Evolution.” Id. at Pt. 11, 1 1.3.

On Ay 30, 1997, Evolution and SEFCO entered a License Agreement which gave SEFCO a
license for Agents Tool Box software. That agreement states that “ Evolution hereby grantsto Customer,

and Customer hereby accepts, subject to the terms and conditions providedinthis Agreement, asngle Site,

non-exclusive, non-transferable, single user license to use in the United States” Agents Tool Box

Agreement at PX. I1, 1 1.1, Exhibit C to Hantiff’s Memorandum (Doc. #25).

OnSeptember 27, 2000, Evolutionand SEFCO entered aLicense Agreement whichgave SEFCO

! The record revedsthat plaintiff has copyright registrations for PF2000 and Agent’s Tool
Box, see Hantiff’s Initia Disdosures (Doc. 30) filed March 22, 2004 91 2(r) and (9), but it contains no
evidence of copyright regigration for “Voice Communication Server.” Memorandum In Opposition To
Plantiff’ sMotion For Partial Summary Judgment And In Support Of Defendant’s [sic] Cross Motion For
Summary Judgment (“Defendants Memorandum™) (Doc. #29) filed March 22, 2004 at 2.

Regidration of a copyright is a prerequisite to filing an infringement action. 17 U.S.C. § 411(a)
(“no actionfor infringement of the copyright of any work shal be ingtituted until registration of the copyright
damhasbeenmade’); seeaso M.G.B. Homes, Inc. v. AmeronHomes, Inc., 903 F.2d 1486, 1488 (11th
Cir. 1990) (regidtration isjurisdictiona prerequigte).
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agngle user license for Voice Communication Server software and options. The agreement stated that
“Cusgtomer is grictly prohibited from trangferring the Licensed Software to any other entity without the

written consent of Evolution.” Voice Communication Server Agreement at Pt. 11, 9 1.3, Exhibit B to

HRaintiff’s Memorandum (Doc. #25).

Evolution did not consent to the transfer of any license.
Under the PF2000 and VVoice Communication Server agreements, a user is defined as “each

computer termina which has access to the database.” PF2000 Agreement at Pt. I1, 1.1 and Voice

Communication Server Agreement at PX. I1, 11.1. The Agents Tool Box agreement does not define the

term “user.”
Regarding third party use, the PF2000 and V oice Communication Server agreements provide that
“use of said licensed programsis gtrictly restricted to Customers[sic] own internd operations,” and that

“Cugtomer shdl not use the licensed programs to service the accounts of third parties” PF2000

Agreement at Pt. |, 12, Voice Communication Server Agreement at Pt. I, 2. Thesetwo agreementsaso
provide that “[t]he Licensed Programs are soldly for customers [sic] own interna operations.” PF2000

Agreement at Pt. 11, 1.2, Voice Communication Server Agreement at Pt. 11, 11.2. The AgentsTool Box

agreement also provides that “ Customer use of said licensed programsis strictly restricted to Customers

[sic] own operations.” Agents Tool Box Agreement at Pt. I, § 2.

Each of the three agreements state that it “shdl dso govern al other products ddivered to

Customer by Evolution.” PF2000 Agreement at Pt. 1V, 1 1, Voice Communication Server Agreement at

Pt. 1V, 11, Agents Tool Box Agreement at Pt. 1V, § 1.

All three agreements address confidentidity. The PF2000 and Agents Tool Box agreements
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provide asfollows:

Customer acknowledges that the Licensed Programs . . . are commercialy vauable
proprietary products of Evolution, and are CONFIDENTIAL INFORMATION and
TRADE SECRETS disclosed to Customer on aconfidentid basis under this Agreement.
Customer agrees it will not, without firgt obtaining Evolution’'s written consent, disclose
such Confidentiad information and Trade Secrets to any person, firmor enterprise, usefor
its own benefit or make copies of such Confidentia information or Trade Secrets except
asexpresdy permitted under this Agreement, and it will take dl reasonable stepsto protect
the confidentidity thereof including ingtructing its employees and agents of Customer’s
obligations hereunder. Titleto, and ownership of, the Licensed Programs shdll at dl times
remain with Evolution.

PF2000 Agreement at Pt. IV, 2. TheVoice Communication Server agreement providesin relevant part

asfollows

Customer expresdy acknowledges that Evolution is the sole owner of dl right, title and
interest in and to the Licensed Programs. . .. Customer acknowledgesthat the Licensed
Programs includes Intellectud Property. . . . Customer agrees it will not, without first
obtaining Evolution’ s written consent, disclose such any [sic] Intdllectud Property to any
person, firmor enterprise, use for its own benefit or make copies of such Intellectual
Property except as expresdy permitted under this Agreement, and it will take dl
reasonable stepsto protect the confidentidity of the Intellectua Property thereof including
indructing its employees and agents of Customer’s obligations hereunder. Title to, and
ownership of, the Intdlectua Property shdl at dl times remain with Evolution. * * *

Customer agrees to take al reasonable steps to protect the Intellectual Property from
unauthorized copy or use. * * *

Customer recognizes and acknowledges that Evolution dedres that the Intellectud
Property remain confidentid. Customer will not, during or after termination of this
Agreement, disclose any informationwhatsoever reaingto the Intellectua Property or the
terms of this Agreement to any person, firm, corporation, association, or other entity for
any reason or purpose whatsoever.

Voice Communication Server Agreement at Pt. 1V, T 2.

All three License Agreements provide that they shal be governed by Kansas law. PF2000

Agreement at Pt. 1V, 9, Voice Communication Server Agreement at Pt. IV, 19, Agents Tool Box
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Agreement at Pt. IV, 9.
SEFCO initidly paid Evolution about $42,066.00 for software licensing fees. In addition, it paid

monthly user fees. Declaration Under Pendty Of Perjury Of James R. Swedt, 111 1 4, in Defendants

Supplementa Exhibit (Doc. #32) filed March 25, 2004. SEFCO ran the Evolution software on 11

computers in Talahassee, to manage its accounts and record data concerning itsbusiness. The software
licenses permitted SEFCO to input and retrieve data pertaining to itsbusinessand suchdataremained the

sole property of SEFCO. Affidavit Of James R. Sweat, 111 13, Exhibit A to Defendants Memorandum

(Doc. #29). Becausethe software was password-controlled, SEFCO had to obtain anew password from
Evolution every three months.

On March31, 2003, SEFCO mergedinto BB& T/SEFCO, LLC.2 The next day, April 1, 2003,
BB& T/SEFCO, LLC wasdissolved and itsparent company, BB& T Corporation, absorbed itsassets and
ligbilities and took over the SEFCO business. BB& T Corporation immediately transferred the SEFCO
assets and lidhilities to Branch Banking and Trust Company, its wholly owned subsdiary, which in turn
trandferred them to its own wholly owned subsidiary, Prime Rate Premium Finance Corporation (“Prime

Rate’).2 The end result was that on April 1, 2003, SEFCO’ s businesswas merged with Prime Rate, and

2 Therecord does not revea detailsof the merger or the merger agreement. Therecord only

reveals that on February 28, 2003, SEFCO and BB& T Corporation executed a letter agreement which
provided that SEFCO would merge into BB& T/SEFCO, LLC, awhally owned subsidiary of BB& T
Corporation. Theregfter, the assetsand lidhilitiesof BB& T/SEFCO, LLC would betransferred to BB& T
Corporation, which would transfer such assets and liabilities to Branch Banking and Trust Company (its
whally owned subgdiary), which in turn would transfer such assetsand lighilitiesto itsown wholly owned
subsidiary, Prime Rate Premium Finance Corporation, Inc.

3 The record does not reved the states in which BB& T/SECFO, Prime Rate and Branch
Banking and Trust Company wereincorporated. In responseto Evolution’ sfactua alegation, defendants
(continued...)
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Prime Rate continued to run the old SEFCO business. Affidavit Of James R. Sweet, [l 4. After the

acquisition, Prime Rate maintained the same employees and management for SEFCO business. 1d. 5.

After the merger, Prime Rate used aloan processing program which it had developed interndly,
and it entered dl new SEFCO busness into its system in Florence, South Carolina. On April 3, 2003,
SEFCO informed Evolution that Prime Rate had its own premium finance software program; that as it
converted agents to Prime Rate, the business would go on the Prime Rate system; and thet it needed to

maintain the SEFCO license for a while. Evolution continued billing SEFCO, and Prime Rate paid the

monthly user fees. Evolution, however, did not cash the checks, Rantiff’s Initid Disclosure (Doc. #30)
filed March 22, 2004, 11 2m-p. Ingead, it demanded from Prime Rate new licensing fees totaling

$86,445.00. Declaration Under Pendty Of Perjury Of James R. Sweat, 111 6. Prime Rate responded

that it was only usng Evolution software at the SEFCO branch in Talahassee on the 11 computers for
which SEFCO was licensed.

Prime Rate and itsaffiliatesdid not attempt to illegdly copy the Evolution software, and they did
not intend to use the Evolution software after Prime Rate transferred the SEFCO datato its own system.
On dure 30, 2003, three months after the merger, Prime Rate transferred the last SEFCO data to its
computer system in South Carolina.

Evolution contends that Prime Rate used the software which it had licensed to SEFCO. Prime

Rate, SEFCO and BB& T/SEFCO contend that SEFCO continued to exigt after dissolutionto wind up its

3(...continued)
gate that BB& T/SEFCO was organized under North Carolinalaw. It providesno record citetion for this
dlegation.
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business and carry out the merger agreement; that SEFCO used the software for three months to wind up
its pre-merger business and retrieve proprietary business information; that SEFCO did so on computers
for whichit waslicensed; that Prime Rate did not record new transactions on Evolutionsoftwareafter April
1, 2003; that Prime Rate did not use the Evolutionsoftware; and that any “use’ of Evolution software was
by SEFCO.

OnJdune 11, 2003, Evolution filed suit againgt Prime Rate, SEFCO and BB& T/SEFCO, dleging
that (1) Prime Rate and BB& T/SEFCO infringed its copyrights in PF2000 (Counts | and I1), Voice
Communication Server (Counts I11 and 1V) and Agents Tool Box (Count V and VI); and (2) SEFCO
breached the License Agreements for PF2000, Voice Communication Server and Agents Tool Box
(Counts VI, VIII and IX). Complaint (Doc. #1) filed June 11, 2003. Plaintiff seeks summary judgment
on dl dams except its copyright infringement clams as to Voice Communication Server (Counts |11 and
IV).4 Plantiff argues that as a matter of law, defendants infringed the copyrights for PF2000 and Agents
Tool Box and breached the license agreements as to dl three copyrights by using the software and

trandferring the non-exclusive licenses. Haintiff’s Firg MotionFor Partial Summary Judgment (Doc. #24)

filed February 28, 2004. Plaintiff specificaly arguesthat becauseit did not consent to transfer the SEFCO
licenses, BB& T/SEFCO and Prime Rate were not entitled to usethe software after the merger. Plantiff's
Memorandum (Doc. #25) at 1-2.

Defendants seek summary judgment ondl Evolutionclams, arguing that as amatter of law (1) they

did not “transfer” or makeimpermissble “use’ of the Evolutionsoftware whenthey retrieved their business

4 Apparently because it has not registered the VVoice Communication Server copyright,
Evolution does not seek summary judgment on Counts 111 and 1V.
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data from it; (2) SEFCO’s change in form of ownership did not occason a transfer which required
Evolution's consent; (3) even if atransfer occurred, Evolution could not withhold consent because of its
obligationof good faithand far deding; and (4) any breach of the license agreements wasnot materid and

the licenses could not be terminated. Defendants Memorandum (Doc. #29) at 7-19.

Analysis
Plaintiff’sFirst Motion For Partial Summary Judgment
Evolutionseeks summary judgment onitsclams that Prime Rate and BB& T/SEFCO infringed its
copyrights in PF2000 and Agents Tool Box, and that SEFCO breached dl three license agreements by
tranderring them without its consent.  Evolution argues that as a matter of law, Prime Rate and
BB& T/SECFO could not acquire any SEFCO license rights because (1) non-exclusive licenses are not
transferable without the consent of the copyright holder; (2) achange informof ownership causesatransfer

of the licenses; and (3) Evolution did not consent to any transfer. Plantiff’s Memorandum (Doc. #25) at

4,

A. Copyright Infringement

Copyright law grants the copyright owner alimited monopoly to exploit his creetion; “[copyright
law] is intended to motivate the cregtive activity of authors and inventors by the provison of a specid
reward, and to alow the public access to the products of their genius after the limited period of exclusve

control has expired.” Sony Corp. of Am. v. Universd City Studios, Inc., 464 U.S. 417, 429 (1984);

accord Fogerty v. Fantasy, Inc. 510 U.S. 517,526 (1994). To prevail onitscopyright clam, plaintiff must

establishthat (1) it possesses vaid copyrightsand (2) that defendants “ copied” protectable dementsof the




copyrighted works.® Country Kids "N City Slicks, Inc. v. Sheen, 77 F.3d 1280, 1284 (10th Cir. 1996)

(atations and footnote omitted). The existence of a license, exclusive or non-exclusve, creates an
afirmative defense to a daim of copyright infringement. |LA.E. v. Shaver, 74 F.3d 768, 775 (7th Cir.
1996).

The partiesdo not deny that Evolution possesses vdid copyrightsin PF2000 and Agents Tool Box
and that it granted non-exclusve software licenses to SEFCO. They dispute whether SEFCO
impermissbly transferred those licenses by merging with BB& T/SEFCO and Prime Rate. Plaintiff’s brief
readslikealearned treatise, but it does not dearly articulate any andyss whichthe Court can readily apply
to this case. The record suggests that to determine whether a change in ownership condtitutes a transfer
of thelicense in this case, the Court must examine both the gpplicable law withrespect to mergersand the
terms of the license agreements.

B. Merger Law

Whether a merger effectuates an automatic assgnment or transfer of license rightsis a matter of

datelaw. See, eq., PPG Indus., Inc. v. Guardian Indus. Corp., 597 F.2d 1090, 1093 (6th Cir. 1979);

SQL Solutions, Inc. v. Oracle Corp., No. C-91-1079, 1991 WL 626458 (N.D.Cd. Dec. 18, 1991);

Hartford-Empire Co. v. Demuth Glass Works, Inc., 19 F. Supp. 626 (E.D.N.Y. 1937); see dso Hane

D. ziff, The Effect of Corporate Acquisitions onthe Target Company’ sLicense Rights, 57 Bus. Law. 767,

775(2002); BrandonM. Villery, The Trandferability of Non-Exdusve Copyright Licenses. A New Defaullt

5 “Copying’ is regularly used as a shorthand to refer to the infringement of a copyright
holder’ sexclusive rights under a copyright. Gates Rubber Co. v. Bando Chem. Indus., Ltd., 9 F.3d 823,
832 n.6 (10th Cir. 1993).
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Rule for Software in the Ninth Circuit?, 22 Hastings Comm. & Ent. L.J. 153, 157 (1999). Thus, absent

acontrary agreement of the parties, sate merger statutes determine the effect of mergers with respect to
assignment or transferability of licenses.

Inthiscase, themerger agreement isnot a part of the record and the Court cannot determine where
the parties entered the merger agreement or whichstate law controlled the merger. Therecord reveasthat
SEFCO wasaHoridacorporationand that BB& T/SEFCO wasincorporated ina state other thanKansas
and hasitsprinciple place of business in a state other than Kansas. The record does not reved the states
inwhich BB& T/SEFCO and Prime Rate are organized.

Merger datutes are not identicad and the effect of a merger can vary from state to state. For
example, under K.SAA. 8§ 17-7707(d), all rights of each of the congtituent entities“shdl be.. . . deemedto
betransferred to and vested in the surviving or new entity without further act or deed.” Floridaand North
Carolina gtatutes, which are virtudly identical to each other, do not expresdy provide that a merger
effectuates a“transfer” of rights. See F.S.A. § 607.1106; N.C.G.S.A. § 55-11-06.

As noted, the record does not reved the states in which BB& T/SEFCO and Prime Rate are
organized, or whichstate law governed the merger agreement. Therefore the Court cannot determinewhat
law gpplies. Genuineissues of materid fact prevent the Court fromdetermining whether, by operation of
law, the merger effectuated a trandfer of license rights. The Court overrules Evolution’s motion for
summary judgment on thisissue.

C. Contractual Provisons Relating To Merger And Transfer

The PF2000 license agreement gave SEFCO a dngle Site, non-transferable license and “ drictly

prohibited [ SEFCO] fromtrandferring the Licensed Software” without plaintiff’ swrittenconsent. PE2000
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Agreement at Pt. 11,  1.1. The Agents Tool Box license agreement gave SEFCO, a single Site, non-

transferable, angle user license. Agents Tool Box Agreement at Pt. 11, §1.1. TheVoice Communication

Server license agreement “dtrictly prohibited [SEFCO] from transferring the Licensed Software” without

plantiff’ swrittenconsent. V oice Communication Server Agreement, Exhibit B to Rantiff’ sMemorandum

(Doc. #25).
Under Kansaslaw, the constructionof awritten contract is ameatter of law for the Court. Wagnon

v. Sawson Exploration Co., 255 Kan. 500, 511, 874 P.2d 659 (1994). The “cardind rule of contract

interpretationisthat the court must ascertainthe parties intentionand giveeffect to that intentionwhenlegd

principlesso alow.” RycoPackaging Corp. v. Chapdle Int'l, Ltd., 23 Kan. App.2d 30, 36, 926 P.2d 669

(1996) (cting Hallenbeck v. Household Bank, 250 Kan. 747, 751, 829 P.2d 903 (1992)). Where a

contract is complete and unambiguous onitsface, the Court must determine the parties’ intent fromthe four

corners of the document, without regard to extringc or parol evidence. Simonv. Nat'| FarmersOrg., Inc.,

250 Kan. 676, 679-80, 829 P.2d 884 (1992).

Asandement of contractua congtruction, whether an indrument is ambiguous is aquestionof law
for the Court. 1d. A contract isambiguousif it contains*provisons or language of doubtful or conflicting
meaning, asgleanedfromanaturd and reasonable interpretationof itslanguage.” 1d. Contractua ambiguity
gppears only when “the gpplication of pertinent rules of interpretation to the face of the ingrument leaves

it generdly uncertain whichone of two or more possible meaeningsisthe proper meaning.” Marquisv. State

Farm Fire & Cas. Co., 265 Kan. 317, 324, 961 P.2d 1213 (1998).

Here, the license agreements do not address the effect of a merger, and they do not define the
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meaning of “transfer” or “non-transferrable.”® The parties have not squarely addressed the issues of
contract interpretationand the Court will not congtruct their argumentsfor them. On thisrecord, the Court
cannot ascertain the parties contractud intent. 1t therefore overrules plaintiff’s motion for summary
judgment.
. Defendants Motion For Summary Judgment

Asstated above, Evolutiondlegesthat (1) Prime Rate and BB& T/SEFCO infringed itscopyrights
in PF2000 (Counts | and 11), Voice Communication Server (Counts 111 and 1V) and Agents Tool Box
(Count V and V1); and (2) SEFCO breached the license agreements for PF2000, V oice Communication
Server and AgentsTool Box (Counts V11, VI and 1X). Defendants seek summary judgment ondl clams,
arguing that (1) they did not “trandfer” or make impermissble “use” of the Evolution software when they
retrieved thar busnessdatafromit; (2) SEFCO’ s change in form of ownership did not occasionatransfer
which required Evolution’s consent; (3) even if atransfer occurred, Evolutioncould not withhold consent
because of its obligation of good faith and fair deding; and (4) any breach of the license agreements was

not material and the licenses could not be terminated. Defendants Memorandum (Doc. #29) at 7-19.

As noted above, the Court cannot determine whether SEFCO’s merger with Prime Rate
effectuated atransfer whichrequired the consent of Evolution. Asdefrom that issue, defendantsessentialy
seek summary judgment on the theory that even if atransfer occurred, they are entitled to judgment as a

meatter of law.

6 The fact that a contract does not define each term does not necessarily mean that the
contract isambiguous in that respect. Ambiguity arises only if the language at issue is subject to two or
more reasonable interpretations and its proper meaningisuncertain. 1d. (ating Security State Bank of Kan.
City v. Aetna Cas. & Sur. Co., 825 F. Supp. 944, 946 (D. Kan. 1993)).
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A. Whether Defendants “Used” The LicensesWhenThey RetrievedBusinessData
The license agreements permitted SEFCO to input and retrieve data pertaining to its business, and
that dataremained SEFCO’ s 0le property. Defendantscontend that SEFCO did not transfer the software
toathird party, but merdly used it to wind up pre-merger business and retrieve its own business data, and
that sad retrieval waswithin the scope of rightswhich plaintiff grantedto SEFCO inthe license agreements.

Defendants Memorandum (Doc. #29) a 7-8. Plaintiff agrees that SEFCO did not make impermissible

use of the software, but arguesthat by using the transferred software, Prime Rate made impermissible use

of the software. Memorandum In Opposition To Defendants Cross M otion For Summary Judoment And

Pantiff’s Reply To Defendants Memorandum In Opposition to Plaintiff’s Motion For Partiadl Summary

Judgment (“Plaintiff's Reply”) (Doc. #36) filed April 14, 2004 & 8.

The PF2000 and V oi ce Communication Server agreementsprovidethat the licensed programs are

“soldy for cusomers [sic] own internal operations” PF2000 Agreement at Pt. 11, T 1.2, Voice

Communication Server Agreement at Pt. |1,  1.2. The Agents Tool Box agreement provides that
“Customer use of said licensed programsis gtrictly restricted to Customers [Sic] own operations.” Agents

Tool Box Agreement at Pt. I, 2. The Agents Tool Box agreement does not define “user,” but the

PF2000 and V oice Communication Server agreements define  user” as* eachcomputer termind whichhas

accessto the database.” PF2000 Agreement at Pt. 11, 1.1, Voice Communication Server Agreement at

Pt 11, 9 1.1
After the merger, Prime Rate used the software on the 11 licensed computer terminds to wind up
SEFCO'’s pre-merger business. Prime Rate entered dl new business from the SEFCO branch office in

Horidainto its sysem in South Carolina Three months after the merger, Prime Rate transferred the last
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remaining SEFCO datato its computer system in South Carolina. I the merger effectuated a trandfer of
license rights, the software was arguably used for purposes other than the interna operations of SEFCO.
As stated above, however, genuine issues of fact remain whether the merger effectuated atransfer. Thus,
the Court cannot find as a matter of law that Prime Rate did not impermissibly usethe software. The Court
therefore overrules defendants motion for summary judgment on thisissue.

B. Whether The Merger Effectuated A Transfer

For reasons stated above, genuine issues of materid fact remain whether the merger effectuated
atrandfer of licenserights. The Court therefore overrules defendants motion on thisissue.

C. Whether Evolution Had Legal Right To Withhold Consent

Defendants contend that if plaintiff’s consent was required to retrieve SEFCO business data,

plantiff could not withhold that consent for the purpose of charging higher fees. Defendants Memorandum

(Doc. #29) at 13. Plantiff responds that SEFCO never sought consent.
Under Kansas law, a duty of good faith and far deding is implied in every contract except

employment-at-will contracts. Danidsv. Army Nat'| Bank, 249 Kan. 654, 658, 822 P.2d 39, 43 (1991)

(good faith duty implied inevery contract); Morriss v. Coleman Co., 241 Kan. 501, 518, 738 P.2d 841,

851 (1987) (covenant not implied in employment-at-will contracts). “The purpose of the good faith

doctrine is to protect the reasonable expectations of the parties.” Flight Concepts Ltd. Partnership V.

Boeing Co., 38 F.3d 1152, 1157 (10th Cir. 1994) (applying Kansaslaw). Thisimplied duty requires the
parties to an agreement to refrain from “intentiondly and purposely do[ing] anything to prevent the other
paty from carying out his part of the agreement, or do[ing] anything which will have the effect of

destroying or injuring the right of the other party to receive the fruits of the contract.” Danids, 249 Kan.
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at 658, 822 P.2d at 43 (quoting Bonanza, Inc. v. Mclean, 242 Kan. 209, 222, 747 P.2d 792 (1987)).

Two days after the merger, Prime Rate notified plaintiff that it did not intend to continue using the
Evolutionsoftware after it transferred the SEFCO datato itsown system, but that it wanted to maintainthe
SEFCO license for a while. Plaintiff responded by requesting new licensing fees totaling $86,445.00.
Although Evolutionmay not have beenableto withhold consent for Prime Rateto retrieve SEFCO business
datafrom the software, the record indicates that besides retrieving data, Prime Rate used the software for
three months to wind up SEFCO business. On this record, the Court cannot conclusively determine that
a duty of good faith and fair deding required Evolution to dlow such use of its software. The Court
therefore overrules defendants motion on thisissue.

D. Whether Alleged Breach Was Material

Defendants argue that even if the merger effectuated a trandfer, the resulting breach was not

materid and resulted inno damage to plaintiff. Defendants Memorandum (Doc. #29) at 15. Specificaly,

defendants argue that Prime Rate only used the software to process data of pre-existing SEFCO
customers, that it only used the softwareon 11 licensed computers for a period of three months, and that
it paid al monthly user fees during that period. Plantiff replies that the License Agreements contained
absolute prohibitions againg transfer and that atransfer was therefore a materid breach.’

The standard for determining whether a breach was materid must necessarily be “imprecise and
flexible’ to “further the purpose of securing for each party hisexpectationof an exchange of performances.”

Restatement (Second) of Contracts § 241, comment a (1981); see aso HedlthOne, Inc. v. Coumbia

! Defendants argue that plaintiff had no right to terminatethelicenses, but the record contains
no evidence that plaintiff has terminated the agreements.
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Wedey Med. Ctr., 93 F. Supp.2d 1152, 1160 (D. Kan. 2000). In determining whether a breach is

materid, Restatement (Second) of Contracts states that the following circumstances are Sgnificant:

(8) the extent to whichthe injured party will be deprived of the benefit whichhe reasonably
expected;

(b) the extent to which the injured party can be adequately compensated for the part of
that benefit of which he will be deprived;

(c) the extent to which the party falling to perform or to offer to perform will suffer
forfeture

(d) the likelihood that the party falingto performor to offer to perform will cure hisfalure,
taking account of al the circumstances including any reasonable assurances,

() the extent to which the behavior of the party failing to perform or to offer to perform
comports with standards of good faith and fair dealing.

Restatement (Second) of Contracts 8 241. This determination is generally a question of fact. Gordon v.

Matthew Bender & Co., Inc., 186 F.3d 183 (2d Cir. 1999); Ahern v. Scholz, 85 F.3d 774 (1st Cir.

1996); Lerman v. Joyce Intern., Inc., 10 F.3d 106 (3d Cir. 1993). If only one reasonable conclusion is

evident, the Court must address the question as aquestion of law. Gibson v. City of Cranston, 37 F.3d

731 (1<t Cir. 1994). Here, however, one reasonable conclusion is not evident. The record can certainly
be construed as reveding nothing but a technica breach. Given the express language of the license
agreements, however, reasonable minds could disagree on this issue. The Court therefore overrules
defendants motion.

IT ISTHEREFORE ORDERED that PRaintiff’s First Motion For Partid Summary Judgment

(Doc. #24) filed February 28, 2004 be and hereby is OVERRULED.

IT IS FURTHER ORDERED that Defendants Cross Motion For Summary Judgment

(Doc. #28) filed March 22, 2004 be and hereby is OVERRULED.
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Dated this 13th day of August, 2004 at Kansas City, Kansas.

g Kathryn H. Vratil
Kathryn H. Vratil
United States Digtrict Judge
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