United States Court of Appeals

Fifth Circuit
FILED
IN THE UNI TED STATES COURT OF APPEALS
FOR THE FI FTH CIRCUI T August 5, 2005

Charles R. Fulbruge llI
No. 03-10837 Clerk

LYRI CK STUDI GS, | NC.,
Pl ai ntiff-Counter Defendant-Appell ee,
V.
Bl G | DEA PRCDUCTI ONS, | NC.,

Def endant - Count er - Cl ai mant - Appel | ant .

Appeal fromthe United States District Court
for the Northern District of Texas

Before SMTH, DENNI' S, and PRADO Circuit Judges.
PRADO, G rcuit Judge:

Appel l ee Lyrick Studios, Inc. (“Lyrick”) contends that
appellant Big |dea Productions, Inc. (“Big ldea”) breached their
agreenent under which Big |dea provided Lyrick with an excl usive
license to distribute children’s cartoon progranms. Lyrick sued
over this breach, and the jury found in its favor. Big |dea
appeal s, arguing that Lyrick cannot satisfy the requirenent that
all transfers of copyright (such as exclusive |icenses) nust be
in witing and signed by the transferor. Because there is no
sufficient witing here, we reverse the judgnent.

Phil Vi scher founded Appellant Big |Idea Productions, Inc. to

fi nance and mar ket “Veggi eTales,” a conputer-ani mated Christi an-



themed children’s cartoon he created, featuring the characters
Bob the Tomato and Larry the Cucunber. Oiginally, Big Idea

i ndependently distributed Veggi eTal es to nenbers of an

organi zation called the Christian Bookstores Association (“CBA’).
The prograns were successful, and Big | dea eventually entered
into a contract with a third party to distribute to the CBA
Veggi eTal es’ sales continued to grow.

Wth this success, Big Idea wanted to sell its products to a
| arger audience. To do this, Big |dea began negotiating with
Lyrick Studi os, which had experience with its own successful
children’s prograns. |In February 1997, Timdott, Lyrick' s CEQ
sent Big ldea the first of three docunents that are critical to
this case. This docunent was a proposal for distribution of
Veggi eTal es to the “general marketplace.” It ended with the
caveat that “for both of our protection, no contract will exist
until both parties have executed a formal agreenent.” Big ldea’' s
vi ce president of licensing and devel opnent, Bill Haljun, sent
the second critical docunment—a fax that |isted several issues
still to be decided. The next day, the parties discussed the
i ssues in a phone call and agreed to resolve them Haljun faxed
Clott a few days later, noting that “Phil is ecstatic.”

Shortly afterwards, Lyrick prepared a 16-page contract.

This draft agreenent was never signed. |In fact, several draft
contracts (and suggested revisions to the drafts) were sent back
and forth over the years. There were several sticking points,

2



including DVD distribution rights, rights to stuffed animals, the
possibility of a “key man” provision, and even the term of the
contract. The parties agree that no formal “long-fornf contract
was ever signed.

Despite lacking a formal signed contract, in March 1998,
Lyrick began distributing Veggi eTal es vi deocassettes. The
cassettes were i medi ately successful; both parties nade a
significant profit fromthe relationship

The negotiations over a witten contract continued until
June 1999, when the fourth and final draft was prepared by
Lyrick. Like the other drafts, this one was never signed. At
sone point around this tine, the parties’ relationship becane
strained. One point of contention involved the rights to stuffed
animals, or as the parties referred to them plush. The parties
eventual |y signed an agreenent (“the plush letter”) transferring
plush rights in VeggieTales fromLyrick to Big |dea.

In March 2001, Lyrick was acquired by H T Entertai nnent, a
London-based children’s entertai nnent conpany, but it continued
to distribute VeggieTales. |In Decenber 2001, Big |dea inforned
Lyrick that it was going to use a new distributor. In response,
Lyrick sued Big |dea.

This lawsuit is primarily based on Lyrick’s clainms that Big
| dea breached its exclusive license/distribution agreenent by
entering into an agreenent with the new distributor. During
di scovery, Big |dea produced a docunent that Lyrick now contends

3



is the third crucial docunent—a Novenber 1997 internal
menorandum by Bill Haljun. Haljun wote this neno in response to
a Big lIdea enpl oyee’s question about the 10-year termwth

Lyrick. In his nmeno, Haljun replied that “[w] e agreed over the
phone to his contract . . . . | would say that we have an
agreenent in force.” Lyrick had not seen this interna

menor andum before litigation.

The case proceeded to trial. After the close of Lyrick’s
evi dence, Big |dea noved for judgnent as a matter of |aw, arguing
that any contract for an exclusive |icense of a copyrighted work,
such as Veggi eTales, had to be in witing. The district court
denied this notion, and the case went to the jury. The jury
found that there had been a contract and that Big | dea had
breached it. As a result, the jury awarded Lyrick damages of
$9, 071,973 for lost profits on videocassettes and DVDs. The
district court entered judgnent for this anmount, along with
$750,000 in attorney’'s fees. The judgnent amount al so included
$14, 540 in damages for breach of the plush letter; Big |dea
agreed to this $14,540 award before trial and does not appeal it.
The court also permitted Lyrick to collect on a $500, 000 bond Big
| dea posted when it obtained a prelimnary injunction preventing
Lyrick fromdistributing Veggi eTal es products. Big |dea now

appeals the district court’s denial of its notion for judgnent as

a mtter of law W reviewthis ruling de novo. Arsenent v.



Spi nnaker Exploration Co., LLC, 400 F.3d 238, 248 (5th Cr.
2005). Judgnent as a matter of law is proper when “there is no
legally sufficient basis for a reasonable jury to find for [a]
party on [an] issue.” Feb. R QGv. P. 50(a)(1).

Under 8§ 204(a) of the Copyright Act, “[a] transfer of
copyri ght ownership, other than by operation of law, is not valid
unl ess an instrunment of conveyance, or a note or nenorandum of
the transfer, is in witing and signed by the owner of the rights
conveyed or such owner's duly authorized agent.” 17 U S.C. 8§
204(a). A grant of an exclusive license is considered a
“transfer of copyright ownership.” 17 U S.C. § 101 (2005).
Section 204(a)’s requirenent, while sonetines called the
copyright statute of frauds, is in fact different froma statute
of frauds. Konigsberg Int’l, Inc. v. Rice, 16 F.3d 355, 357 (9th
Cir. 1994). Rather than serving an evidentiary function and
maki ng otherw se valid agreenents unenforceabl e, under § 204(a)
“a transfer of copyright is sinply ‘not valid wthout a
witing.” 1d. The witing in question “doesn’t have to be the
Magna Charta; a one-line pro forma statenment will do.” Effects
Assocs., Inc. v. Cohen, 908 F.2d 555, 557 (9th Cr. 1990). Nor
does the witing have to contain any particul ar | anguage. Radi o-
Tel evi sion Espanola S. A v. New Wrld Entnmit, Ltd., 183 F.3d 922,
927 (9th Gr. 1999) (“No magi ¢ words must be included in a

docunent to satisfy 8§ 204(a).”). It nust, however, show an



agreenent to transfer copyright. 1d; see also Playboy Enters.,
Inc. v. Dumas, 53 F.3d 549, 564 (2d Cir. 1995).! An after-the-
fact witing can validate an agreenent fromthe date of its
i nception, at |east against challenges to the agreenent by third
parties. Billy-Bob Teeth, Inc. v. Novelty, Inc., 329 F.3d 586,
591 (7th Gr. 2003); Magnuson v. Video Yesteryear, 85 F.3d 1424,
1429 (9th Gr. 1996); Inperial Residential Design, Inc. v. Palns
Dev. Goup, Inc., 70 F.3d 96, 99 (11th Cr. 1995); Eden Toys,
Inc. v. Florelee Undergarnent Co., Inc., 697 F.2d 27, 36 (2d G
1982). The parties both agree that the issue whether the
parties’ undisputed witings satisfy 8§ 204(a) is one of law Cf
Tel evi si on Espanola, 183 F.3d at 924 (deciding the issue on a
nmotion for sunmmary judgnent); Konigsberg, 16 F.3d at 356(deci ding
the issue on a notion to dismss).

The witing requirenent serves several purposes. First, it
ensures that a copyright will not be inadvertently transferred.
Ef fects Assocs., 908 F.2d at 557. Second, it “forces a party who
wants to use the copyrighted work to negotiate with the creator
to determ ne precisely what rights are being transferred and at

what price.” 1d. Third, it provides a guide for resolving

Y'I'n Playboy, the Second Circuit held that a statenent
readi ng “payee acknow edges paynent in full for the assignnent to
Pl ayboy Enterprises, Inc. of all right, title and interest in and
to the following itens: [a description of a painting followed]”
was insufficient to transfer copyright under § 204(a). 53 F.3d
at 560.



di sputes; the parties can look to the witing to determ ne
whether a use is inproper. 1d. |In this way, the witing

requi renment “enhances predictability and certainty of copyright
owner shi p—=Congress’ [s] paranount goal’ when it revised the

[ Copyright] Act in 1976.” Id. (quoting Conmunity for Creative
Non- Vi ol ence v. Reid, 490 U S. 730, 749 (1989)).

Here the parties dispute whether Big Idea and Lyrick have a
witing that neets 8§ 204(a)’s requirenent. Lyrick contends that
8§ 204(a) is satisfied with a series of docunents—the letters
between Hal jun and Clott and the internal Haljun nenorandum Big
| dea responds that the letters were just proposals and never
showed a final agreenent. Big |Idea also argues that Haljun's
internal neno is not the kind of witing that can satisfy §
204(a) .

Resolving this issue requires us to exam ne the docunents.
In the first docunent—the February 1997 letter fromTimdott of
Lyrick to Bill Haljun of Big | dea—the openi ng paragraph

describes the letters contents as “our proposal.” The rest of
the letter sets out provisions such as territory, term rights,?

products, and the distribution of proceeds. The final paragraph

2 Al'though the “rights” section discussed distribution of
Big | dea prograns, Lyrick’s letter did not actually state that
the licensing rights were exclusive. An express exclusive
| i cense provision does not appear until the draft |ong-form
contracts. These long-formcontracts were never signed, and
Lyrick does not rely on them



contains sone critical |anguage: “If the above terns are
acceptable to you we wll begin drafting a fornmal agreenent. (O
course, for both of our protection, no contract wll exist until
both parties have executed a formal agreenent.)”

The second docunent that Lyrick relies onis Bill Haljun's
faxed response. The cover sheet for this fax states, “Here is
our agreenent to proceed and the remaining issues and
under st andi ngs which we need to resolve prior to signing a form
docunent.” The faxed letter reads, in part, “W agree to proceed
to formalize this relationship as quickly as possible with
bi ndi ng agreenents, subject to the following clarifications and
additions. Hopefully, we can resolve these issues pronptly and
begin the selling process . . . with the July trade show” A
Iist of changes and proposals foll owed.

The final docunent is an internal nmenorandum witten by
Hal j un in Novenber 1997, over six nonths after his fax and
directly responding to a concern about the proposed 10-year term
It describes the parties’ negotiations and indicates that, “W
agreed over the phone to his contract and thanked himvery nuch.”
In recalling the discussions, Haljun indicates that Big |dea
requested a mninmumvolunme term but Lyrick did not accept it.
Continuing, the neno states that Big | dea suggested sone
revisions to the draft long-formcontract and that Lyrick had not
yet responded to those revisions. The nenpo concludes with
| anguage that Lyrick finds critical:
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Net of all this—when we told Timdott we accepted his
proposal and we woul d go forward on that basis, and they
have printed catal ogs, represented our products and
gotten them on tel evision, designed plush, and paid for

sone research, | would say that we have an agreenent in
force.
This nmeno was never sent to Lyrick. In fact, Lyrick sawit for

the first tinme during discovery.

Lyrick contends that these three docunents constitute a
sufficient witten agreenent. This assertion raises two primary
issues. First, do the first two faxes indicate that they are
prelimnary in nature or do they contain an actual contract?
Second, can Haljun’s internal nmenorandum constitute a “a note or
menor andum of the transfer?”

The two 1997 faxes, standing alone, do not show that the
parties entered into a final agreenent to provide Lyrick with an
exclusive license to distribute Veggi eTal es prograns. The
February fax fromLyrick indicates that it is a proposal. Mre
inportantly, it expressly states, “Of course, for both of our
protection, no contract will exist until both parties have
executed a formal agreenent.” Big ldea’s fax in response al so
indicates a lack of finality, providing that, “W agree to
proceed to formalize this relationship as quickly as possible
wi th binding agreenents.” This statenent indicates that the fax
itself is not a binding agreenment. Section 204(a) requires sonme
| anguage of finality. Radio Tel evision Espanola, 183 F.3d at

928. Finally, the continuing debate over the draft |ong-form



contracts concerned sone of the terns in the 1997 faxes (such as
the termand the actual products to be distributed), which
further shows that the faxes were not final contracts.

Lyrick attenpts to cure these problens by turning to the
internal Haljun neno. Lyrick argues that “[i]f a witing
executed after litigation has comenced is sufficient to satisfy
Section 204(a), a witing executed shortly after the agreenent
was reached but communicated to the transferee after litigation

has commenced shoul d al so be sufficient Lyrick thus
tries to fit this case in the line of cases where a post-transfer
witing has nmet 8§ 204(a)’s requirenments. We initially note that
when courts have found the post-deal witing sufficient, the
party challenging the witing has been an alleged infringer who
is an outsider to the deal. Billy-Bob Teeth, 329 F.3d at 590
(rival novelty tooth manufacturer); Magnuson, 85 F.3d at 1427
(unaut hori zed distributor); Eden Toys, 697 F.2d at 30-31
(manufacturer of a nightshirt with a simlar print to |icensed
one); Kaplan Co., Inc. v. Panaria Int’l, Inc., No. 96-Cv.-7973,
1998 W. 603225, at *2 (S.D.N. Y. Sept. 11, 1998) (infringing
third-party manufacturer). |In that situation, courts are
hesitant to allow an outside infringer to challenge the timng or
technicalities of the copyright transfer. See Billy-Bob Teeth,

329 F. 3d at 592-93; Magnuson, 85 F.3d at 1428-29; Eden Toys, 697

F.2d at 36. That situation is different fromthe situation here,
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where the parties to the alleged contract di sagree about whet her
a valid agreenent actually exists. Thus, the analysis in these
cases does not apply here, and the cases thensel ves are not

rel evant.

On the other hand, two Ninth Crcuit cases are rel evant,
each for different reasons. One, Konigsberg International, Inc.
v. Rice, addresses a post-transfer letter in the context of a
di spute between the parties to the alleged contract. 16 F.3d 355
(9th Gr. 1994). The other, Radio Tel evision Espanola S. A V.
New Worl d Entertai nnent, Ltd., concerns a purely interna
menor andum t hat was not provided to the other party to the
all eged transfer until litigation. 183 F.3d 922 (9th G r. 1999).

I n Koni gsberg, two novie producers entered into an oral
agreenent with the author Anne Rice. 16 F.3d at 356. Under this
agreenent, Rice would create a story, called a “bible,” that
“could formthe basis for derivative works in various
entertainment nedia.” I|d. R ce wuld then wite a novel based
on the bible and the producers would have two years of novie and
television rights, with an option to extend. 1d. A witten
contract was never signed, although Rice delivered the bible and
i n exchange received $50,000 fromthe producers. 1d. Rice then
wrote a successful novel, The Mummy, based on the bible, but the
producers were not able to exercise their rights. 1d. The

producers clainmed that Rice refused their attenpts to exercise
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their option to extend. Therefore they sued. I1d. The district
court dism ssed the case because there was no witing that
satisfied 8§ 204(a). I|d. R ce then sent the producers’ |awer a
letter stating, “[A]ls far as | am concerned, these contracts,
t hough never signed, were honored to the letter.” 1d. The
producers tried to use this letter to reopen the case, arguing
that this letter net § 204(a)’s witing requirenments. |d.
The Ninth GCrcuit disagreed. It determned that R ce’s
letter was not a sufficient witing:
Rice's letter was witten three and a half years after
the alleged oral agreenent, a year and a half after its
alleged term would have expired and 6 nonths into a
contentious |awsuit. Thus, it was not substantially
contenporaneous wWith the oral agreenent. Nor was it a
product of the parties' negotiations; it cane far too
late to provide any reference point for the parties'
i cense disputes. In short, Rice's |etter—though
ill-advi sed—was not the type of witing contenpl ated by
section 204 as sufficient to effect a transfer of the
copyright to THE MUMW.
ld. at 357. Here, the docunent is nore contenporaneous, entered
into during the course of the parties’ exchange of the |ong-form
contracts. But Koni gsberg shows, however, that not all docunents
referring to the existence of a contract, or even admtting that
an agreenent existed, wll constitute a sufficient note or
menor andum of transfer.
Radi o Tel evi sion Espanola is much closer to the situation

here. There a television conpany, Tel evision Espanol a,

negoti ated an exclusive license with a distributor for certain
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progranms. Radio Tel evision Espanola, 183 F.3d at 925.
Afterwards, the distributor’s negotiating agent drafted and
signed an internal neno that |listed the terns of the agreenent.
Id. This nmeno noted that the tel evision conpany was to prepare
the contracts. 1d. Following this neno, the parties exchanged
many letters, faxes, and nenpos, but never signed a contract. |d.
Trying to overcone the |ack of a formal signed contract,
Tel evi si on Espanol a pointed to several different docunents it
clainmed satisfied 8§ 204(a). The first was a fax in which one of
the distributor’s executives referred to a deal between the
parties. Id. at 927. The court concluded that this fax did not
satisfy the witing requirenent:
Surely, the fax references a deal, but it does not
speci fy anyt hi ng about that deal or whether that deal is
for an exclusive license for the program or for other
broadcast rights. A nere reference to a deal w thout any
informati on about the deal itself fails to satisfy the
sinple requirenents of 8§ 204(a). Wthout nore, the
cooment in the Garcia fax is nerely a part of
negoti ati ons rather than an “i nstrunent of conveyance” or
“menor andum of the transfer.”
ld. (citation omtted). The second docunent that Tel evision
Espanola relied on was also a fax. I1d. This fax, also fromthe
distributor, discussed delivering episodes and concludes “[with
nothing further at this tinme, awaiting the contracts.” 1|d. The
court concluded that this fax, too, failed to satisfy 8§ 204(a).

|d. The court noted that the fax did not discuss the exclusive

license and that “The statenent that New Wrld is waiting for the

13



contracts ‘undercuts the hint of finality’ that the fax may
otherwi se contain.” 1d. at 928 (citing Valente-Kritzer Video v.
Pi nckney, 881 F.2d 772, 775 (9th Cr. 1989)). Finally,

Tel evi si on Espanol a clainmed that two ot her docunents were
sufficient witings. The first docunent was the distributor’s

i nternal deal neno, describing the deal in sonme detail, including
the termand the total fee. 1d. The second docunent was a fax
from Tel evi sion Espanol a asking the distributor to confirmthe
contract. 1d. Yet the court found that these docunents, even
when taken together with the previous ones, did not contain
“l'anguage indicating finality.” 1d. Rather, they discussed a
pendi ng contract and negotiations. |d.

In rejecting Television Espanola’s claim the Ninth Grcuit
noted an additional reason why the internal deal nenorandum was
not a sufficient witing. The nenpo could not have satisfied §
204(a) “because it was never communi cated to Tel evi sion
Espanola.” Id. at 928 n.6. Again, not all witings will satisfy
§ 204(a)’s requiremnents.

In general, this case is simlar to Radio Tel evision
Espanol a—prelimnary faxes indicated that a contract woul d be
entered into but did not provide a final contract; an internal
meno, never intended to be given to the other party, described
sonme of the ternms. To be sure, there are al so severa

differences. Haljun’s internal neno indicates that he agreed
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over the phone and that he would say that they had an agreenent
in force. This is somewhat nore final than the interna
menor andum i n Radi o Tel evi si on Espanol a. These differences,
however, do not change the reasoning or the result.

In the end, we conclude that the faxes thensel ves do not set

out a final signed contract. By their own | anguage, they are

part of negotiations: Lyrick’s initial fax states that “no
contract will exist until both parties have executed a forma
agreenent.” Nor do the faxes satisfy the requirenents when

conbined with Haljun’s internal neno. Like the letter in

Koni gsberg and the nmeno in Radi o Tel evision Espanola, Haljun’s
meno i s not the kind of nmenorandum of transfer envisioned by §
204(a). Satisfying 8 204(a)’s witing requirement with a purely
internal meno that was never intended to be provided to Lyrick
woul d not further the copyright goals of predictability of
ownership. See Effects Assocs., 908 F.2d at 557.

Lyrick alternatively argues that the parties acted as if
they had a deal for several years, nmaking it unfair for Big |Idea
torely on a “hyper-technical” 8 204(a) argument. The N nth
Circuit rejected a simlar argunent in Konigsberg when it
required a witing even in the face of anple evidence of an
agreenent, including that Rice had witten the bible and had been
paid for it. Konigsberg, 16 F.3d at 356. Section 204(a)

requires a witing. Although Lyrick argues that enforcing this
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requi renment would be unjust, we will not add an exception to the
statute.

Attorney’s Fees

Lyrick was awarded $750,000 in attorney’s fees under TEX
Gv. Prac. & REM Cooe §838. 001, which permts a party to recover its
attorney’s fees for successful breach of contract clainms. Big
| dea asks us to reverse this anpbunt and allow Lyrick to recover a
reasonabl e amount to cover the fees for only the breach of the
plush letter claim not the breach of exclusive contract claim

Lyrick contends that Big |dea stipulated that $750, 000 was
reasonabl e anmount of attorney’s fees and thus the award shoul d
stand in full. W read the stipulation differently. 1In the
parties’ pretrial order, Big |dea agreed “that $750,000 is a
reasonabl e and necessary anmount for Lyrick to have incurred in
the prosecution of its breach of contract clains in this action
inthe district court.” (Enphasis added). This stipulation
refers to both clains in the aggregate; it says nothing about the
reasonabl e anount of fees for the breach of the plush letter by
itself. We will remand the attorney’'s fees claimto the district
court for a determnation of a reasonable anmobunt of fees for
Lyrick’s $14,540 recovery for breach of the plush letter.
Bond

Early in the litigation, Big |Idea obtained a prelimnary

i njunction preventing Lyrick fromdistributing Veggi eTal es.
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After trial, the district court determned that this injunction
was wongfully issued and so permtted Lyrick to recover the
entire $500, 000 bond that been posted by Big |dea when it
obtained the injunction. Big |Idea now asks for restitution of

t hat anmobunt because the prelimnary injunction was not, in fact,
wrongfully issued. In response, Lyrick does not argue that
restitution is unwarranted if its judgnent is reversed. |nstead,
Lyrick argues that Big | dea does not have standing to request
restitution; it contends that only the surety can seek this
relief. Therefore, Lyrick asserts that a claimfor restitution
of the bond anpbunt can only proceed in a separate |awsuit brought
by the surety.

Federal Rule of G vil Procedure 65(c) requires an applicant
seeking a prelimnary injunction to give security. |If the party
chooses to provide security through a bond, Rule 65.1 pl aces
certain requirenents on sureties providing that bond. First,
each surety is required to submt to the court’s jurisdiction.
FED. R CQv. P. 65(c). Additionally, “[t]he surety’ s liability
may be enforced on notion wi thout the necessity of an i ndependent
action.” 1d. Lyrick was willing to enforce the surety’s
liability in just this way. It would be inconsistent to permt
Lyrick to recover the bond anmount fromthe surety without filing
a separate action but then, when Lyrick | oses on appeal, to

require the surety to bring a separate lawsuit for restitution of
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t he sanme bond anmount. Further, the surety already submtted to
the court’s jurisdiction when it posted the bond. Therefore, we
vacate the order allowing Lyrick to execute on the bond and
remand.
Concl usi on

For these reasons, we reverse the judgnent of the district
court, vacate the order permtting Lyrick to execute on the bond,
and remand for consideration of attorney’'s fees and entry of an
order for restitution of the bond.

REVERSED AND REMANDED
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