Rule 57 – DJ

AMERICAN MACHINE & METALS V. DE BOTHEZAT IMPELLER (09/15/2005)

(PG 185 - “I WONDER IF I CAN STOP PAYING THESE DAMN LICENSE FEES” CASE)

1. K says Π must pay @ least $5K in license fees based not just on products sold utilizing Δ’s patents, but on Π’s total net sales 
2. Π is allowed to terminate w/ at least 6 months notice.  What happens after 6 months?
1) Π’s view of what happens if K is terminated - After 6 months, they continue in business and they don’t have to pay any more royalties
2) Δ’s view of what happens if K is terminated – After 6 months, Π has to go out of business (b/c they can’t sell any of their products); in other words, as long as Π is in bus., they have to keep paying 
3. Who’s right?  Hard to believe that when K was formed, Δ expected to get min. 5000/yr from Π even after Π stopped using the Δ’s patents for as long Π stayed in business (“eco. unreasonable result”)
4. Π doesn’t want to wait for Δ to sue them after they terminate the contract, after 6 months have gone by, and after they miss that first payment

1) They ask court for a Rule 57 DECLARATORY JUDGMENT (DJ) asking if they do terminate their K w/ Δ that they can continue to make their product and don’t have to pay the royalty fee
2) ( This is still limited to cases and controversies

(1) The difference between an abstract question and a controversy is one of degree.
5. What is the virtue of the DJ?  In other words, what is the value to the Π in being able to bring a DJ action, rather than waiting to be a Δ in a coercive lawsuit brought by De Bothezat Δ after 6 mos.
1) By becoming the Π here, they get to control the lawsuit (ie venue)
2) That aside, allows you know ahead of time what your rights are

(1) It allows you to make the termination dec’n knowing what the contract ruling is
(2) You get to know the would-be Π rights are ahead of time which means you don’t have to be in a position where you are risking violating the Π’s rights 

(3) Similarly, if you’re a would-be Π, you get to find out your rights ahead of time so that your rights never get violated 

3) It’s a way of getting the question settled ahead of time, which is better than having somebody’s rights get violated and then we fix it later, b/c the fix is never as good as if your rights were never violated in the first place
6. Once the court tells the Π what the K means, they won’t violate the Δ’s rights:

1) Π will either not terminate the contract (if the DJ goes against them), or 
2) Π will terminate the K and not have to worry about paying Δ 5k in perpetuity 
7. Why does the district judge have a problem w/ this?  What is the issue in this case?
1) The issue is whether or not there was a case or controversy for the district court to decide on
2) Judge says there is no case or controversy b/c Π hasn’t terminated the K yet 

3) Judge feels it’s still contingent – Π might never terminate the K

4) Judge said should terminate the contract and then ask for DJ b4 the 6 mos. grace period runs out

5) But Π doesn’t want to terminate first b/c that might ultimately necessitate them going out of business

8. CCA overruled – said it wasn’t speculative
1) Feels that one of the major virtues of DJ is to know what risks you’re going to be taking if you do decide to do something, therefore Π should know ahead of time how the court will rule
2) Remanded back to DC.  

9. What’s going to happen in DC when we go back and try the contract?
1) De Bothezat would sue for breach of K

2) Look for any memos discussing formula for paying, exactly what happens on termination, similar K they’ve had w/ other people, any industry std for handling this type of K, etc
10. Suppose no DJ allowed, and there was a breach of K case after terminated – would proof be any diff than that utilized in 9 supra?  No! It’d be identical 
11. ( If what were concerned about here is that there’s enough of a concrete context in which to make a dec’n, that’ll be no diff if we wait until after the K is terminated than it is if Π gets a DJ
1) Might as well give him a DJ ruling 

12. Why wouldn’t Δ also want to do this?

1) B/c Δ knows he’s probably wrong about this, and he wants the Π to have to risk having to either go out of bus or keep paying royalties if he terminates 

2) Makes it < likely the Π will terminate the K, if the Π has to do that w/out knowing what his rights are

3) Δ would prefer to keep the Π in dark by stating there is no case or controversy

13. This application is more generally the law
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