Case 1:12-cv-01434-LAK Document 8 Filed 04/23/12 Page 1 of 5

USDS SDNY
UNITED STATES DISTRICT COURT DOCUMENT
SOUTHERN DISTRICT OF NEW YORK ELECTRONICALLY FILED
.......................................... X DOC #:
TOTO, INC., DATE FILED: _7/25//2
Plaintiff,
-against- 12 Civ. 1434 (LAK)

SONY MUSIC ENTERTAINMENT,

Defendant.

MEMORANDUM AND ORDER

LEWIS A. KAPLAN, District Judge.

Plaintiff Toto, Inc. (“Toto”) in 1977 entered into a recording agreement with CBS
Records, Inc., a predecessor in interest to defendant Sony Music Entertainment (“Sony”). It also
entered into subsequent agreements in 1983 and 1993. It here claims that Sony has breached the
recording agreements, chiefly by underpaying royalties allegedly owed, and seeks damages, an
accounting, and a declaratory judgment.

Perhaps the principal point at issue with respect to the unpaid royalties claim relates
to Toto’s assertion that royalties with respect to music distributed through what Toto calls Download
and Mastertone Providers (such as iTunes, eMusic, amazon.com, and Verizon Wireless) should have
been paid under a clause governing royalties with respect to master recordings leased to others.
Sony, for its part, contends that royalties for digital downloads, mastertones, and ringtones are
governed by the so-called Audiophile Provision, not the “lease” provision. It moves to dismiss (1)

so much of the contract claim as relates to alleged underpayment with respect to digital exploitation
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for failure to state a claim upon which relief may be granted, and (2) the claim for breach of the

implied covenant of good faith and fair dealing on the ground that it is duplicative of the breach of

contract claim.

1. The portion of the motion that deals with digital exploitation rests first on
Sony’s contention that the Audiophile Provision' unambiguously governs all digital exploitation of
the works in question. Section 3(a) of the amendment provides that “[n]otwithstanding any
provision of the [1983] Agreement to the contrary, the royalty on an ‘Audiophile record’ . .. will
be as follows . . ..” Section 3(b) then states:
“As used in this paragraph 3, the term ‘Audiophile records’ shall mean Records
(other than audiovisual Records) marketed in specially priced catalog series by
reason of their superior sound quality or other distinctive or artistic characteristics
(all Records made for digital playback are Audiophile records), and the term
‘Standard Records’ shall mean Records other than Audiophile Records and
audiovisual Records.”
Sony argues that the parenthetical statement that “all Records made for digital
playback are Audiophile records” inevitably means that whatever Sony has provided to download
and mastertone providers such as iTunes are Audiophile Records within the meaning of the

agreement and therefore that the appropriate royalty is that applicable thereto.

The question whether a contract is ambiguous is one of law.> And while

The Audiophile Provision entered the parties’ contractual framework in a 1986 amendment
to the 1983 agreement.

Similar language appears in a 2002 amendment to both the 1977 and 1983 agreements,
which is said to have extended the “Audiophile Provision” to the 1977 agreement.

E.g., Lockheed Martin Corp. v. Retail Holdings, N.V., 639 F.3d 63, 69 (2d Cir. 2011); J4
Apparel Corp. v. Abboud, 568 F.3d 390, 396-97 (2d Cir. 2009); Red Rock Commodities,
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4 there is substantial

courts frequently resolve this question “by reference to the contract alone,
support for the view that “evidence of the context in which a contract was executed always is
admissible because words, whatever their apparent clarity, take on meaning from the circumstances
in which they are used.” In either case, the existence of ambiguity depends upon whether there is
reasonable basis for difference of opinion as to the meaning of the contract.

Sony’s proposed construction of the Audiophile Provision does not appear
to be implausible. But Toto contends that it does not apply here for a number of reasons. First,
there is nothing to substantiate Sony’s implicit claim that downloads, mastertones, and ringtones are
“marketed in specially priced catalog series by reason of their superior sound quality or other
distinctive technical or artistic characteristics.” Second, adoption of Sony’s proposed interpretation
would make the Audiophile Provision applicable to music compact discs, yet Sony allegedly has not
computed royalties with respect to CDs under the Audiophile Provision. Finally, the language of
the agreements, taken as a whole, suggests that the Audiophile Provision applies only to Sony’s
direct sales. Moreover, the technological and commercial context in which the Audiophile Provision

was agreed upon is not at all clear from the papers before the Court and seems quite likely to have

a bearing on the determination of whether the contract is ambiguous.

Ltd. v. Standard Chartered Bank, 140 F.3d 420, 423-24 (2d Cir. 1998).

Burger King Corp. v. Horn & Hardart Co., 893 F.2d 525, 527 (2d Cir. 1990) (collecting
cases); accord Fay v. Oxford Health Plan, 287 F.3d 96, 104 (2d Cir. 2002); Hanson v.
McCaw Cellular Commc 'ns, Inc., 881 F. Supp.911,916-17 (S.D.N.Y. 1995), aff’d, 77 F.3d
663 (2d Cir. 1996).

Fireman’s Fund Ins. Co. v. Siemens Energy & Automation, Inc., 948 F. Supp. 1227, 1233-
34 (collecting authorities); see also Arias v. Mut. Cent. Alarm Serv., Inc., 182 F.R.D. 407
(S.D.N.Y. 1998); Hanley v. Lark Deli Corp., 2 F. Supp. 2d 534, 537 (S.D.N.Y. 1998);
Hanley v. Sevilla Rest. & Bar, No. 96 Civ. 3193 (LAK), 1997 WL 30954, at *2 (S.D.N.Y.
Jan. 24, 1997).
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In all the circumstances, the Court is not yet in a position to make even the
threshold determination whether the Audiophile Provision is unambiguous. It certainly is not in a

position to decide, even assuming that it is unambiguous, what its unambiguous meaning may be.

2. Sony next argues that, even if there were no Audiophile Provision, Toto has
not sufficiently alleged that the lease provision would apply to digital downloads under the
agreements. Of course, there is no reason that it had to. It has alleged the existence of a contract,
that Sony underpaid it in breach thereof, and that it suffered consequential damage. So what Sony
actually is trying to accomplish here with respect to the contract claim is to obtain a determination
that one of the universe of bases for Toto’s allegation of underpayment — viz. that Sony has not paid
Toto 50 percent of its net receipts from music download and mastertone providers — is not valid as
a matter of law.

The essence of Sony’s position is that Toto in substance has conceded that
what Sony has done is to “license” music download and mastertone providers, that it contends that
“lease” and “license” are synonymous, that it is wrong in that respect, and that the lease provision
does not apply because Toto has alleged no facts that would permit the conclusion that Sony
“leased” the music to the music download and mastertone providers.

Sony ultimately may have the better of this argument. But, given the entire
record — including Toto’s allegation that “[a]fter January 1, 2005, Sony leased the Masters to third
party Music Download and Mastertone Providers, so that th[ey . . . ] could distribute music
downloads, mastertones, and ringtones to the public” (Cpt § 24) — the Court cannot now dismiss the
claim that Sony breached the contract by failing to pay royalties for music downloads under the

lease provision of the agreements.
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3. The second claim for relief purports to allege that Sony breached the implied
covenant of good faith and fair dealing “by and through its conduct and actions described in the
Complaint, and by other actions not presently known to Toto . .. .” (Cpt § 47).

“New York law . . . does not recognize a separate cause of action for breach
of the implied covenant of good faith and fair dealing when a breach of contract claim, based on the
same facts, is also pled.”® All of the conduct and actions relied upon in the complaint are alleged
to constitute breaches of the parties’ written contracts. To that extent, the second claim is
duplicative and must be dismissed. Nor may it stand insofar as it relies upon “other actions not
presently known to Toto,” as the complaint to that extent alleges no facts which, if proven, would

give rise to any right to relief.

For the foregoing reasons, defendant’s motion to dismiss the complaint [DI 3] is

granted to the extent that Claim II is dismissed for failure to state a claim upon which relief may be

Aot

Lewis A. Ka 1
United States Dlstrl Judge

granted and denied in all other respects.
SO ORDERED.

Dated: April 23, 2012

Harris v. Provident Life & Accident Ins. Co., 310 F.3d 73, 81 (2d Cir. 2002); see also L-7
Designs, Inc. v. Old Navy, LLC, 647 F.3d 419, 434 n.17 (2d Cir. 2011).



