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UNITED STATES DISTRICT COURT DISTRICT OF MINNESOTA



ECO BDT, S.A., Eco Business Consulting Group, S.A., Renewable Resources, LLC, and Wu Chuan Yi,



Case No. 0:14-cv-03416-MJD-BRT



Plaintiffs and, Counterclaim Defendants,



MEMORANDUM IN SUPPORT OF MOTION TO COMPEL ARBITRATION AND DISMISS OR STAY PROCEEDINGS BY DEFENDANTS



v. Blue Diamond Technologies, Ltd. and Andrew Butler, Defendants and Third-Party Plaintiffs, v. Sergio J. Castillo, and Ronald L. Smith, Third-Party Defendants.



INTRODUCTION



Plaintiffs and Defendant Blue Diamond Technologies, Ltd. (“BDT”) are shareholders in a joint venture gone bad. Under the joint venture’s governing agreement, certain corporate actions must be undertaken only with unanimous consent or vote of the shareholders. If the shareholders cannot reach unanimity on those actions, then deadlock ensues and the joint venture agreement calls for binding arbitration. The bulk of the issues in this lawsuit implicate that section of the joint venture agreement that requires shareholder unanimity. Because the parties cannot agree on how to take action, they
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must submit their claims to binding arbitration. Therefore, Defendants move this Court to compel arbitration and to dismiss or, alternatively, to stay these proceedings. BACKGROUND I.



The Parties and Formation of the Joint Venture Defendant BDT is a company that focuses on facilitating collaborative



technological innovations that promote variable forms of energy and environmental sustainability while minimizing detrimental impacts on the environment. Declaration of Andy Butler, ¶ 5 (hereinafter, “Butler Decl.”). BDT owns proprietary technologies which generate renewable energy and extract optimal value from recyclable materials. One such technology, the patented Recyclejet Technology, uses high pressure water jets to pulverize waste tires into a fine rubber powder that can be utilized in multiple commercial applications. Id., Ex. A. Defendant Andy Butler is a member and Chairman of the ECO BDT Board of Directors. Id. ¶ 2. Plaintiff Eco Business Consulting Group, S.A. (“ECO BCG”) is a Panamanian corporation with its principal place of business in Panama City, Panama. Sergio Castillo is the President and CEO of ECO BCG.



ECF No. 1, p. 1.1



Plaintiff Renewable



Resources, LLC (“Renewable”) is an Oregon limited liability corporation with its principal place of business in Portland, Oregon. Ronald Smith is President and CEO of Renewable. Id. Plaintiff Wu Chuan Yi is a resident and citizen of Taiwan. Id.



1



Citations to court-filed documents in this matter will be in the format “ECF No. __, p. __.” CORE/3001212.0005/111251830.1
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ECO BCG, Wu, Smith2 and BDT entered into a joint venture agreement (“JVA”) dated May 18, 2011, creating a joint venture corporation called ECO BDT, S.A. (“ECO BDT”). Butler Decl. ¶ 6, Ex. B.



ECO BDT is a Panamanian corporation with its



principal place of business in Panama City, Panama. ECF No. 1, p. 1. The primary purpose of ECO BDT was to develop, market and sell waste tire recycling projects in an international market. Id. at 3. According to JVA § 4.02, ownership of ECO BDT was distributed in equal shares among the parties, with BDT owning 25%, ECO BCG owning 25%, Wu owning 25% and Smith owning 25%. Butler Decl., Ex. B at 3. II.



Intellectual Property Ownership Under the JVA Notwithstanding the parties’ ownership interests in ECO BDT, the JVA makes



clear that the parties maintained ownership over their individual Marks and intellectual property.



For example, §§ 3.01 and 3.02 state that “BDT owns and shall retain



ownership of all its Marks and other intellectual property rights[,]” and “[e]ach party shall retain ownership of all of its Marks and other intellectual property rights.” Butler Decl., Ex. B at 2. More specifically, § 3.04 states that BDT owns rights and intellectual property over a Water Jet Waste Tire Recycling System known as “Recyclejet[,] for which a United States patent has been filed with the US Patent Office (application #613924151) that includes intellectual property rights, including, but not limited to, all patents, copyrights, trademarks, trade secrets, know-how, ideas, inventions, and any other proprietary rights in and to the Recyclejet Systems.” Id. In recognition of the value of 2



Although the preamble to the JVA asserts that Renewable Resource Systems, LLC is a party to the JVA, Renewable was not organized in the state of Oregon until May 20, 2011, and therefore did not exist on the date the JVA was executed. Butler Decl., Ex. C. CORE/3001212.0005/111251830.1
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these individual ownership rights, JVA § 3.04 requires ECO BDT to “cooperate in the protection and enforcement of patent issued rights regarding [BDT’s] Recyclejet Systems Technology.” Id. at 3. III.



Rights, Duties and Management Responsibilities for ECO BDT The JVA outlines explicit rights, duties and management responsibilities for the



Joint Venturers. For example, JVA § 5.01 directs that ECO BDT “shall be managed by its officers and directors[,]” and “[t]he Directors shall manage and control the affairs of the Joint Venture to the best of [their] ability and shall use their best efforts to carry out the business of the Joint Venture.” Id. Each director has “complete authority and discretion in the management and control of the business of the Joint Venture . . . and shall make all decisions affecting the business of the Joint Venture.” Id. Accordingly, “any action taken shall constitute the act of, and serve to bind, the Joint Venture.” Id. In accordance with JVA § 5.01, BDT appointed two Directors to ECO BDT’s Board (Andy Butler as Board Chairman and Devron Kobluk as Board Secretary). Smith was appointed as the Treasurer, Castillo was appointed as the President, and Wu was appointed as a Board member. Butler Decl. ¶ 7, Ex. B at 3. In addition, JVA § 5.02 states, in relevant part, that “[n]o action may be taken by ECO BDT in connection with any of the following matters without the unanimous vote or consent of the shareholders”: a.



The compensation of a Director of Shareholder;



b.



Any sale of substantial assets within the Joint Venture;



c.



The liquidation or dissolution of the Joint Venture;
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d.



Any transaction whereby the Joint Venture engages in an agreement with a third party to carry out a commercial partnership, agreement or joint venture;



e.



Any transaction which involves a change in ownership, merge [sic], sale, or consolidation of the Joint Venture;



f.



Any material acquisition of assets or a third party involving an excess of US$100,000;



g.



Any capital expenditure over US$10,000;



h.



Any change in dividend policies;



i.



Any filing on behalf of the Joint Venture for voluntary Bankrup[t]cy, or consenting to the institution of continuation of any involuntary Bankrup[t]cy proceeding, or admitting in writing of the inability to pay debts generally as they become due, or making of a general assignment for the benefit of creditors;



j.



The opening of new bank accounts or credit lines, weather [sic] it be from a bank or private entity, or any type of lien or guaranty resulting in a liability to the Joint Venture;



k.



Any increase or decrease in capital;



l.



Any transaction to take the Joint Venture public, or the issuance of additional shares to incorporate new shareholders;



m.



Any modification of the Corporate Bylaws or Powers of Attorney to represent the Joint Venture.



Id. at 3–4.



Further, the JVA states that, if certain actions requiring unanimous



shareholder vote or consent “cannot be unanimously taken, then, in order to eliminate ECO BDT from being deadlocked the deadlocked proposed action will be submitted to binding arbitration . . . .” Id. § 5.04.



CORE/3001212.0005/111251830.1
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IV.



Corporate Deadlock Has Ensued A few years into the Joint Venture, the parties’ relationship soured. Butler was



systematically excluded from ECO BDT’s governance. He was excluded from ECO BDT meetings, has not been consulted with or advised on any decisions affecting the joint venture, and has not otherwise been involved in the management or control of ECO BDT, despite his role as ECO BDT’s Board Chairman.



Similarly, BDT has been



precluded from participating in any of the mandatory annual shareholder meetings, receiving any mandatory dividend payments, or being allowed to carry out its management responsibilities, despite being a 25% shareholder of ECO BDT. Butler Decl. ¶¶ 8–9, Ex. B at 3. When Butler dared to question Plaintiffs about their corporate governing practices and demanded supporting documentation, Plaintiffs commenced this lawsuit asserting a multitude of claims. The bulk of those claims relate to an action listed under JVA § 5.02 and must, therefore, be referred to arbitration under § 5.04. In particular, Plaintiffs’ contractual, quasi-contractual, and declaratory-judgment claims (Counts I–IV of the Complaint) allege, in essence, that Defendants are violating Plaintiffs’ exclusive rights to the Recyclejet technology. See ECF No. 1, pp. 15–18. Defendants’ counterclaims also implicate § 5.02. See ECF No. 6, pp. 27–42. These claims form the heart of the parties’ dispute. Further, there are several grounds for corporate deadlock that Defendants were not able to confirm until recently because Plaintiffs refused to produce responsive documents. Only after Defendants filed a preliminary injunction motion did Plaintiffs
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produce the bulk of their documents. This took place over the course of the last 2–3 months. In reviewing documents to prepare for depositions, Defendants uncovered even more support for the fact that the disputes in this case belong in arbitration. For example, although Defendants suspected that Plaintiffs had improperly made capital expenditures greater than $10,000 without unanimous shareholder consent and approval in violation of JVA § 5.02(g), see ECF No. 6, p. 22 (¶ 33), it was not until Plaintiffs produced their last few rounds of documents that Defendants’ suspicions were confirmed. Butler Decl. ¶ 16, Ex. G. In addition, although Defendants had heard that Plaintiffs were purportedly negotiating a potential sale of the prototype and/or entering into a joint venture in New Mexico using the Recyclejet technology—without Defendants’ consent or approval in violation of JVA § 5.02(d)—on reviewing Plaintiffs’ recent document production Defendants have confirmed these suspicions until having the chance to review Plaintiffs’ recent document production. Indeed, it appears the scope of that arrangement was extensive and well-defined, and the financial components of the deal were significant. Defendants knew nothing of it. See Butler Decl. ¶ 17, Ex. H. Moreover, Defendants learned, by reviewing Plaintiffs’ recent document production, that one of Plaintiffs’ principals, Ron Smith, requested and presumably filed a credit application without Defendants’ knowledge—and therefore without unanimous shareholder consent or vote. This is a violation of § 5.02(j). Butler Decl. ¶ 18, Ex. I. As part of the Joint Venture, ECO BDT constructed and maintained a prototype which was initially housed at a facility in Stillwater, Minnesota. ECF No. 1, p. 2. On September 19, 2014, Defendants were locked out of the Stillwater facility. ECF No. 6, p.



CORE/3001212.0005/111251830.1



7



CASE 0:14-cv-03416-ADM-BRT Document 54 Filed 11/02/15 Page 8 of 16



25. In May 2015, Plaintiffs moved the prototype to a different facility in Ramsey, Minnesota (“Ramsey facility”). Butler Decl. ¶ 19.



Defendants were neither consulted



nor advised about the lock-out or the move of the prototype to the Ramsey facility, nor did they consent or otherwise vote on either action. Id. Plaintiffs have claimed that they are not required to give Defendants access to the Ramsey facility because the prototype is not owned by ECO BDT—rather, it is owned outright by another joint venture, Reuibi Environmental Science Technologies, of which ECO BDT is a part. Defendants dispute Reuibi’s ownership of the prototype. Butler Decl. ¶ 20. Only relatively recently, though, have Defendants learned of Plaintiffs’ plans to possibly move the prototype again—this time to China. Further, it was not until Defendants received Plaintiffs’ recent document production that Defendants learned how imminent such a move was—and still might be. Butler Decl. ¶ 21, Ex. I. Moving the prototype to China, and thus essentially wresting it from the custody and control of ECO BDT, is tantamount to a “sale of substantial assets within the Joint Venture,” and thus would require unanimous shareholder consent or vote. JVA § 5.02(b). Defendants object to such a move, and therefore corporate deadlock has arisen. ARGUMENT The Court should grant Defendants’ motion to compel arbitration because Plaintiffs signed a valid, enforceable arbitration agreement that covers the bulk of the parties’ claims and the central issues of this case. Further, under the FAA this Court should dismiss or, alternatively, stay these proceedings until the parties arbitrate their claims.
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I.



The FAA Mandates Arbitration of This Dispute Under the Federal Arbitration Act (“FAA”), [a] party aggrieved by the alleged failure, neglect, or refusal of another to arbitrate under a written agreement for arbitration may petition any United States district court which, save for such agreement, would have jurisdiction under title 28, in a civil action or in admiralty of the subject matter of a suit arising out of the controversy between the parties, for an order directing that such arbitration proceed in the manner provided for in such agreement.



9 U.S.C. § 4. The FAA establishes a strong national policy in favor of arbitration. Moses H. Cone Mem’l Hosp. v. Mercury Constr. Corp., 460 U.S. 1, 24 (1983). The FAA provides that arbitration agreements in transactions involving commerce “shall be valid, irrevocable, and enforceable, save upon such grounds as exist at law or equity for the revocation of any contract.” 9 U.S.C. § 2. The statute “leaves no place for the exercise of discretion by a district court, but instead mandates that district courts shall direct the parties to proceed to arbitration on issues as to which an arbitration agreement has been signed.” Dean Witter Reynolds, Inc. v. Byrd, 470 U.S. 213, 218 (1985) (emphasis in original). A motion to compel arbitration under the FAA raises two threshold questions: “(1) whether there is a valid arbitration agreement and (2) whether the particular dispute falls within the terms of that agreement.” Faber v. Menard, Inc., 367 F.3d 1048, 1052 (8th Cir. 2004). The Court’s review is limited to the arbitration agreement itself, Prima Paint Corp. v. Flood & Conklin Mfg. Co., 388 U.S. 395, 403–04 (1967), and it must “leave issues that fall outside this scope of review to the arbitrator to decide in the first instance.” Faber, 367 F.3d at 1052.
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enforceability of the contract containing the arbitration agreement must be decided in arbitration. Buckeye Check Cashing, Inc. v. Cardegna, 546 U.S. 440, 444–46 (2006). The Court must resolve any doubts concerning the scope of arbitrable issues in favor of arbitration. PRM Energy Sys., Inc. v. Primenergy, L.L.C., 592 F.3d 830, 836 (8th Cir. 2010). A.



There is a Valid Arbitration Provision in the JVA.



The JVA expressly provides that, if certain actions requiring unanimous shareholder vote or consent “cannot be unanimously taken, then, in order to eliminate ECO BDT from being deadlocked the deadlocked proposed action will be submitted to binding arbitration . . . .” JVA, § 5.04. Plaintiffs knowingly and voluntarily signed the JVA with the expectation that any instances of corporate deadlock would be submitted to binding arbitration. Defendants have therefore satisfied the first prong under the FAA. B.



Plaintiffs’ Claims, and Defendants’ Counterclaims and Third-Party Claims, Fall Under the JVA’s Arbitration Provision



The parties’ claims in this lawsuit are covered under the JVA’s arbitration provision. As set forth above, the parties to this case are ECO BDT shareholders— Plaintiffs Renewable3, ECO BCG, and Tim Wu, and Defendant BDT each own 25% of the company. See JVA § 4.02. It is clear that the parties intended for ECO BDT to be governed by its directors and shareholders. See id. § 5.01 (“The directors will have



3



Again, it is still an open question about whether Plaintiff Renewable is a proper shareholder because Renewable was not organized in the state of Oregon until May 20, 2011, and therefore did not exist on the date the JVA was executed. That said, for the purposes of this Motion only, Defendants will assume without conceding that Renewable is an ECO BDT shareholder. CORE/3001212.0005/111251830.1
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complete authority and discretion in the management and control of the business of the Joint Venture for the purposes herein stated and shall make all decisions affecting the business of the Joint Venture.”). Further, the JVA contemplates that significant corporate actions would be undertaken only through a unanimous vote (or consent) of all shareholders. See id. § 5.02; for a complete list of those actions, see supra. And, as noted above, if any of these actions “cannot be unanimously taken, then, in order to eliminate ECO BDT from being deadlocked the deadlocked proposed action will be submitted to binding arbitration . . . .” JVA, § 5.04. The mere fact that this lawsuit exists is prima facie evidence that ECO BDT’s shareholders are at impasse over how to manage, control, and act in the best interests of the joint venture. What is more, the bulk of Plaintiffs’ claims in this lawsuit either directly involve an action listed under § 5.02 or necessarily implicate such an action. Indeed, Plaintiffs’ contractual, quasi-contractual, and declaratory-judgment claims (Counts I–IV of their Complaint) allege, in essence, that Defendants are violating Plaintiffs’ exclusive rights to the Recyclejet technology. See ECF No. 1, pp. 15–18. Because the Recyclejet technology is ECO BDT’s capital asset, Plaintiffs’ claims necessarily implicate JVA § 5.02(k).



Indeed, ownership and rights of use for the



Recyclejet technology is central to Plaintiffs’ case. In Plaintiffs’ view, BDT conveyed to ECO BDT a worldwide license to the Recyclejet technology that excludes any other entity—including the technology’s owner, BDT—from using, marketing, or selling the technology. See id., pp. 15 (¶ 53), 16 (¶ 56), 17 (¶¶ 62–63), 18 (¶ 72). Defendants, however, assert in its declaratory-judgment counterclaim that the license conveyed to
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ECO BDT was not exclusive. See, e.g., ECF No. 6, p. 32 (¶ 77). Plaintiffs, therefore, are asserting that ECO BDT has a greater ownership interest in the Recyclejet technology than Defendants believe it does. Put differently, ECO BDT is claiming, in the words of § 5.02(k), an “increase[d]” interest in a capital asset to which Defendants object.4 Deadlock has therefore ensued on this issue, and the matter must be referred to arbitration. In addition, Defendants have consistently highlighted several actions that Plaintiffs have taken without seeking BDT’s vote or consent and to which BDT, had it been given the opportunity, would have objected (thus resulting in deadlock). Those actions include the following:  Plaintiffs initiated this lawsuit against Butler (a Director) and BDT (a Shareholder of ECO BDT), and obtained counsel for ECO BDT, without notifying Butler or Kobluk, both members of the ECO BDT Board of Directors. ECF No. 6, p. 21 (¶ 31).  Plaintiffs have excluded Defendants from meetings and corporate decisions that Defendants, as a director and a shareholder of ECO BDT, were and are required to participate in—including executing agreements between ECO BDT and outside parties. See, e.g., id., pp. 20–21 (¶¶ 27–28); see also Butler Decl. ¶¶ 9–14, Exs. D, E, F. What is more, Plaintiffs admit, in paragraph 38 of their Complaint, that they are engaging in “agreements” and “in depth discussions” 4



One could also frame this issue from Plaintiffs’ perspective: Defendants are claiming a “decrease[d]” interest in a capital asset to which Plaintiffs object. Either way results in deadlock. CORE/3001212.0005/111251830.1
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with additional outside parties “regarding the building of Recyclejet Technology facilities” in “Dubai, California, Missouri, New Mexico, Colorado, Texas, Wisconsin, Georgia, Mexico, and Europe.” ECF No. 1, p. 11. These are express violations of JVA § 5.02(d).



Defendants’ objection to



Plaintiffs’ conduct results in deadlock. In addition, there are several more grounds for corporate deadlock that Defendants were not able to confirm until recently because Plaintiffs refused to produce responsive documents. Only after Defendants filed a preliminary injunction motion did Plaintiffs produce the bulk of their documents. This took place over the course of the last 2–3 months. In reviewing documents to prepare for depositions, Defendants uncovered even more support for the fact that this matter belongs in arbitration. A few examples will illustrate the point:  Although Defendants suspected that Plaintiffs had improperly made capital expenditures greater than $10,000 without unanimous shareholder consent and approval in violation of JVA § 5.02(g), see ECF No. 6, p. 22 (¶ 33), it was not until Plaintiffs produced their last few rounds of documents that Defendants’ suspicions were confirmed. Butler Decl. ¶ 16, Ex. G.  Although Defendants had heard that Plaintiffs were purportedly negotiating a potential sale of the prototype and/or entering into a joint venture in New Mexico using the Recyclejet technology—without Defendants’ consent or approval in violation of JVA § 5.02(d)—Defendants could not confirm these
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suspicions until having the chance to review Plaintiffs’ recent document production. Butler Decl. ¶ 17, Ex. H.  Defendants learned, by reviewing Plaintiffs’ recent document production, that one of Plaintiffs’ principals, Ron Smith, requested and presumably filed a credit application to open a billing account with Ingersoll Rand without Defendants’ knowledge—and therefore without unanimous shareholder consent or vote. This is a violation of § 5.02(j). Butler Decl. ¶ 18, Ex. I.  As part of the Joint Venture, ECO BDT constructed and maintained a prototype which was initially housed at a facility in Stillwater, Minnesota. ECF No. 1, p. 2. On September 19, 2014, Defendants were locked out of the Stillwater facility. ECF No. 6, p. 25. In May 2015, Plaintiffs moved the prototype to a different facility in Ramsey, Minnesota (“Ramsey facility”). Butler Decl. ¶ 19. Defendants were neither consulted nor advised about the lock-out or the move of the prototype to the Ramsey facility, nor did they consent or otherwise vote on either action. Id. Plaintiffs have claimed that they are not required to give Defendants access to the Ramsey facility because the prototype is not owned by ECO BDT—rather, it is owned outright



by



another



joint



venture,



Reuibi



Environmental



Science



Technologies, of which ECO BDT is a part. Defendants dispute Reuibi’s ownership of the prototype. Id. ¶ 20. Only relatively recently, though, have Defendants learned of Plaintiffs’ plans to possibly move the prototype again—this time to China. Although Plaintiffs have asserted elsewhere that CORE/3001212.0005/111251830.1
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it was “long contemplated” that the prototype would eventually be moved to China, ECF No. 30, p. 7 (¶ 33), Defendants have never shared that understanding. Butler Decl. ¶ 20. Further, it was not until Defendants received Plaintiffs’ recent document production that Defendants learned how imminent such a move was—and still might be. Butler Decl. ¶ 21, Ex. J. Moving the prototype to China, and thus essentially wresting it from the custody and control of ECO BDT, is tantamount to a “sale of substantial assets within the Joint Venture,” and thus would require unanimous shareholder consent or vote. JVA § 5.02(b). Defendants object to such a move, and therefore corporate deadlock has arisen. The claims at issue in this case largely involve corporate decisions that fall under JVA § 5.02, and, therefore, require unanimous shareholder consent or vote. Because the parties are at an impasse over how to proceed with these actions, the parties’ claims should be submitted to arbitration in accordance with § 5.04. II.



The FAA Requires Dismissal or a Stay Pending Arbitration Under § 3 of the FAA, a court is required to stay actions subject to arbitration



“until such arbitration has been had in accordance with the terms of the agreement.” 9 U.S.C. § 3; see also Gilmer v. Interstate/Johnson Lane Corp., 500 U.S. 20, 25 (1991) (“[Section 3 of the FAA] provides for stays of proceedings in federal district courts when an issue in the proceeding is referable to arbitration . . . .”). Moreover, courts are vested with the discretion to dismiss actions involving only arbitrable claims. See, e.g., Bird Peak Corp. v. Lawyers Title Ins. Corp., 107 F. App’x 240, 242–44 (2d Cir. 2004)
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(affirming judgment of dismissal entered on motion to compel arbitration). Defendants respectfully request that the Court compel arbitration in accordance with the FAA and the JVA, and that it exercise its discretion to dismiss this action in its entirety or, in the alternative, to stay the action pending arbitration. CONCLUSION For the reasons stated above, Defendants request that the Court grant their Motion to Compel Arbitration and dismiss or, in the alternative, stay this action.



Dated: November 2, 2015



s/Daniel L. Scott Daniel L. Scott (#240837) David D. Axtell (#314596) Benjamin D. Eastburn (#391109) STINSON LEONARD STREET LLP 150 South Fifth Street, Suite 2300 Minneapolis, MN 55402 Telephone: 612-335-1500 Attorneys for Defendants and ThirdParty Plaintiffs Blue Diamond Technologies, Ltd. and Andrew Butler
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