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UNITED STATES DISTRICT COURT

FOR THE EASTERN DISTRICT OF CALIFORNIA

ADVANCED STEEL RECOVERY, LLC,
Plaintiff/Counter-defendant,
V.
X-BODY EQUIPMENT, INC., JEWELL
ATTACHMENTS, LLC, J.D.M.L., INC. dba

STANDARD INDUSTRIES, and ALLSTATE
PAPER & METAL RECYCLING CO., INC,,

Defendants/Counterclaimants.

Plaintiff Advanced Steel Recovef&SR) sues defendants X-Body Equipment,
Inc. (X-Body) and Jewelttachments, LLC (Jeweh)alleging defendants’ “Acculoader” produgt
infringes ASR’s patent. X-Body and Jeweléti an amended answend counterclaims
(“FACC”) on October 17, 2017. FACC, ECFoN76. ASR filed a motion to dismiss
counterclaims four through eleven,iorthe alternative fioa more definite statement or to strike.

Mot., ECF No. 85-1. The court submitted the motwithout hearing. Having read the moving

i

L ASR also sues Standard Industries andtétésPaper & Metal &ycling Co., but these

No. 2: 16-cv-00148-KIM-JDP
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parties have been independerstgvered from the present case, priteedings have been stayed

with respect to Standard and Allstate pendimgoutcome of the infringement claims and

counterclaims in the action. ECF No. 23.
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papers and reviewed the record and the agple law, the court now GRANTS the motion in
part and DENIES the motion in part.
l. BACKGROUND

The court has summarized a portiorhe relevant background in this case
elsewhere and incorporates that summary by referédeeOrder onMarksmanHearing, ECF
No. 101, at 2—-4. In brief, this is a patent casectbunterclaims assertedrbdeelate largely to a
prior patent case. The inventions in bothpghé&ent-in-suit and the prigatents at issue are
mechanical means of compangiscrap metal and refusearshipping containers.

The history of prior patetitigation between the partiedso is relevant here. AS
previously litigated a patemfringement claimagainst X-Body in this districtAdv. Steel
Recovery, LLC v. X-Body Equip., Inblo. 2:12-cv-01004-GEB-DAD (E.D. Cal. filed Apr. 16,
2012) (the “Prior Litigation”).In that case, the presidimystrict Judge entered summary
judgment against ASR, finding X-Body had muftringed United States Patent Nos. 8,061,950
(“the ‘950 patent”) and 7,744,330 (“th&30 patent”) held by ASRAdv. Steel Recovery v. X-
Body Equip., In¢.2014 WL 3939356, at *7 (E.D. Cal. Augjl, 2014). The District Judge also
denied X-Body’s motion for attorney’s feaader 35 U.S.C. § 285, finding X-Body had not
demonstrated the case was exceptiander the standard set forth@ttane Fitness, LLC v.
ICON Health & Fitness, Ing¢572 U.S. 545, 554 (2014). Order on Mot. for Att'y Fees, Prior
Litigation, ECF No. 95.

. LEGAL STANDARD

Under Rule 12(b)(6) of the Federal Rutd Civil Procedurea party may move to
dismiss a complairfor “failure to state a @im upon which relief can bgranted.” A court may

dismiss “based on the lack of cognizable legaltheo the absence of icient facts alleged

under a cognizable legal theoryBalistreri v. Pacifica Police Dep/©901 F.2d 696, 699 (9th Cirn.

1990).
Althougha complaintneedcontain only “a short and plastatement of the claim
showing that the pleader is entitled to relieéd R. Civ. P. 8(a)(2), in order to survive a moti

to dismiss this short and plairmstment “must contain sufficientdtaal matter . . to ‘state a
2
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claim to relief that is plausible on its face Ashcroft v. Igbal556 U.S. 662, 678 (2009) (quotir
Bell Atl. Corp. v. Twomb|y550 U.S. 544, 570 (2007)). A complaint must include something
more than “an unadorned, the-defendant-unlyvhermed-me accusation” or “labels and
conclusions’ or ‘a formulaic recitation tie elements of a cause of actionld. (quoting
Twombly 550 U.S. at 555). Determining whethercenplaint will survive a motion to dismiss
for failure to state a claim is“aontext-specific task that reges the reviewing court to draw of|
its judicial experience and common sensiel”at 679. Ultimately, theaquiry focuses on the
interplay between the factual allegations of theplaint and the dispositive issues of law in th
action. SeeHishon v. King & Spaldingd67 U.S. 69, 73 (1984).

In making this context-ggific evaluation, this court nsticonstrue the complaint
in the light most favorable tie plaintiff and accept as trtiee factual allegations of the
complaint. Erickson v. Pardus551 U.S. 89, 93-94 (2007). This rulees not apply to “a legal
conclusion couched as a factual allegatioRapasan v. Allain478 U.S. 265, 286 (198§uoted
in Twombly 550 U.S. at 555, nor to “allegations that contradict matters properly subject to
judicial notice” or to material attached toincorporated by reference into the complaint.
Sprewell v. Golden State Warrio266 F.3d 979, 988-89 (9th Cir. 2001). A court’s
consideration of documents attached to a comiptat incorporated byeference or matter of
judicial notice will not convert a motion toshiss into a motion for summary judgmentinited
States v. Ritchje842 F.3d 903, 907-08 (9th Cir. 200Bgrks Sch. of Bus. v. Symingtéd F.3d
1480, 1484 (9th Cir. 1995¢pmpare Van Buskirk v. Cable News Network,, 1284 F.3d 977,
980 (9th Cir. 2002) (noting that even thougurt may look beyond gadings on motion to
dismiss, generally court is limited tade of the complaint on 12(b)(6) motion).
1. DISCUSSION

ASR contends the counterclaims are deficient in three primary respects: (1
are barred by the California litigation priviled@) counterclaimants arcollaterally estopped by
the prior District Judge’s order on the fee motimthe Prior Litigation, and (3) the counterclai
are so indefinite as to not provide adequmattce of the nature of the counterclaims being

asserted under either Rule 9(b) or Rule 8e Gburt addresses each argument in turn. Becau
3
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the court largely grants the marti to dismiss with leave to amd, it does not address the motig
to strike or motion for a more deftaistatement except where necessary.

A. California Litigation Privilege

The California litigation privilege, cofiied in California Civil Code section
47(b)(2), does not apply federal causesf action. Oei v. N. Star Capital Acquisitions, L|.@86
F. Supp. 2d 1089, 1098 (C.D. Cal. 2006) (collecting ¢a%kss well settled that the Supremag
Clause of the United State®Stitution grants Congress the o preempt state and local
laws. As a result, it is equally well settled thia California litigation privilege does not apply |
federal causes of action[.]”). Thus, the Gairfia litigation privilege does not apply to
counterclaims nine and elevdor violations of the Lanima Act and the Sherman Act,
respectively.

With regard to state law claims, the prdgk applies to a communication
“(1) made in judicial or quasi-judicial pceedings; (2) by litigants or other participants
authorized by law; (3) to achietlee objects of the litigtion; and (4) thghas] some connection
or logical relation to the action.Silberg v. Andersqrb0 Cal. 3d 205, 212 (1990) (collecting
cases). The California Supreme Court has hg@datedly that “the paly of encouraging free
access to the courts was so important as to eeg@ppplication of the privilege to torts [beyond]
defamation.”ld. at 215. The litigation privélge is absolute, applying “adl publications,
irrespective of theimaliciousness.”Silberg 50 Cal. 3dat 216 (emphasis in originalee also
Oei, 486 F. Supp. 2d at 1100 (citing cases in whinchats and coercive communications were
privileged when made in coaation with litigation). The pvilege covers prelitigation
communications relating to proceedings actuatigtemplated in gooiith and under serious
consideration.Action Apartment Assn., Inc. v. City of Santa MopddaCal. 4th 1232, 1251
(2007).

Here, the FACC does not identify with specificity the customers with whom A
allegedly communicated, with the exception d¢if $tate Paper & Metal Recycling and Standat
Industries.SeeFACC { 51. Nor does it show whether thasistomers to whom ASR allegedly

asserted X-Body’s infringement played any roléhiea Prior Litigation omwere threatened with
4
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litigation themselves. Thus, pted the FACC makes it impobg to decipher whether these
communications were “in furtherance” of littgan. Under Rule 12(b)(6), dismissal is not
appropriate where the applicability of an affative defense is not shown on the face of the
complaint. E.&J. Gallo Winery v. Andina Licores S,Alo. CV F 05-0101 AWI LJO, 2006 WL
1817097, at *4 (E.D. Cal. June 30, 2006) (citihwgpten v. California251 F.3d 844, 851 (9th Ci
2001)). The privilege might apply here, but beeaitiss not clear on thiace of the complaint,
the court will not dismiss theate law claims on these grounds.

B. Collateral Estoppel

ASR argues that counterclaimants ardaterally estopped ém bringing various
claims based on the frivolity of the Prior Liéitjon as determined in the previously-assigned
judge’s denial of attorneys’ fees in that litigation. Mot. at 7.

When “an issue is actually and nesarily determined by a court of competent
jurisdiction, that determination onclusive in subsequent suifased on a different cause of
action involving a party to the prior litigationMontana v. United State440 U.S. 147, 153
(1979) (citingParklane Hosiery Co. v. Shqré39 U.S. 322, 326 n. 5 (1979)). Collateral estoy
applies when four conditions are met: (1) theesaustake was identical in both proceedings;
(2) the issue was actually litigated and decided in the prior primgeed3) there was a full and
fair opportunity to litigate thessue; and (4) the issue was reseey to decide the merits.
Oyeniran v. Holder672 F.3d 800, 806 (9th Cir. 2012).

Here, ASR must meet aghi burden to show the priorstiiict judge determined th
Prior Litigation was supported by a lack of pabke cause, as they argue he did so decide
impliedly. “When the issue for vikh preclusion is sought is tlealy rational one the factfinder
could have found, then that issuednsidered foreclosie even if no explicifinding of that issue

has been made.Clark v. Bear Stearns & C0966 F.2d 1318, 1321 (9th Cir. 1992) (emphasis

2 The court’s order on claim construction cifégev v. Alcon Labs., IndNo. SACV 15-00336
JVS(JCGx), 2016 WL 9051170, at *12 (C.D. Cakédd22, 2016). Claim Construction Order §
12-13, ECF No. 101. Defendants have moved sepatatsdgonsider the apgphtion of the test
for collateral estoppel articulatedeev Mot. Recons., ECF No. 108Vhile the cart believes
Neevis consistent wittDyeniran defendants disagree. In a sgpa order, the court is denying
reconsideration for failure to raise the argument in the first instance.
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added)see also Stoehr v. Mohamed4 F.3d 206, 208 (1st Cir. 2001) (“An issue may be
actually decided even if it is not explicithedided, for it may have constituted, logically or
practically, a necessary componehthe decision reached in theor litigation.” (citation and
internal quotation marksnaitted)). A party asserting colkxial estoppel “bears the burden of
showing with clarity and certainty whatas determined by th@ior judgment.” Clark, 966 F.2d
at 1321 (citingJnited States v. Laskg00 F.2d 765, 769 (9th Cir. 1979)).

Counterclaimants’ motion fdees in the prior litigatin argued that ASR’s claims

were “exceptionally meritless” and that ASRifated the case in amreasonable manner.”
Req. for Judicial Notice (“RIN”), Ex. 2, (Br Mot. for Att'y Fees), ECF No. 85-3.Judge
Burrell's order on attorney’s fees in the Prigtigation quotes the standhfor an exceptional

case warranting an award of feset forth by the Supreme Court:

An ‘exceptional’ case is simply one that stands out from others with
respect to the substantive strength of a party’s litigating positions
(considering both the governing lawdathe facts of the case) or the
unreasonable manner in which the cass litigated. District courts
may determine whether a case is ‘exceptional’ in the case-by-case
exercise of their discretion, onsidering the totality of the
circumstances. As in the comparable context of the Copyright Act,
there is no precise rule or formula for making these determinations,
but instead equitable stiretion should be exercised in light of the
considerations we have identified.

RJN, Ex. 1 (Prior Order on Att'y Fees, quoti@gtane Fitness, LLC v. ICON Health & Fitness
Inc., 572 U.S. 545, 554 (2014) (quotation marks, intecitations omitted)).The remainder of
the order states only that tharstiard was not met and denies thotion for fees. Prior Order o
Att'y Fees. The order makes nadiings on specific issues.

A finding of both subjective bad faitiné objective baselesssgis not required tg

reach a determination that a case is “excepfiavi¢ghin the meaning of the statut®ctane

Fitness 572 U.S. ab55. A case presenting either subjechead faith or exceptionally meritles$

i

3 The court grants the request for judicial notice of court docun@e¢Reyn’s Pasta Bella, LL(
v. Visa USA, In¢442 F.3d 741, 746 n.6 (9th Cir. 2006) (countsy take judicial notice of court
filings and similar matter of public record).
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claims may, in light of all attedant circumstances, ffigiently set itself apart from mine-run
cases to warrant a fee awaid.

Although many of the issues raisedhe instant counterclaims are common to
those in the fee motion, it is nlegically necessary to construestbther District Judge’s order §
a ruling on those particular issueSertainly such an inferencenst the only rational inference.
As discussed above, the test for finding iderdityssue by implicatioms “when the issue for
which preclusion is sought is the onlyioaal one the factfinder could have foundlark, 966
F.2d at 1321. Th®&ctane Fitnesstandard requires thigal court to consider the totality of the
circumstances and exercis® equitable discretionOctane Fitness572 U.S. at 554. The other
District Judge conceivably could have found phnier case both substantively weak, and even
objectively baseless, as well asessonably litigated, yet not extrdary in the totality of the
circumstances. ASR has not makle requisite showing of “claritgnd certainty” of the issues
determined in the prior order and thus hasmet its burden of demotrating that the order
should be given preclusive effect.

C. Fraud

ASR argues the portions of the complayrounded in fraud do not comply with

Rule 9(b)’s heightened pleadingyrerement. In alleging fraud onistake, a party must state wi

particularity the circumstances cdinigting fraud or mistake. Fed. Riv. P. 9(b). Claims that do

not have fraud as an essential element maytheless be “grounded in fraud” or “sound in
fraud” when they rely on an allegationatnified course draudulent conductVess v. Ciba-
Geigy Corp. USA317 F.3d 1097, 1104-05 (9th Cir. 2003). A party’s pleading of claims
“grounded in fraud” must satisfy the pattlarity requirement as a wholéd. “Averments of
fraud must be accompanied by ‘the who, whdten, where, and how’ of the misconduct
charged.”Id. at 1106 (citation omitted).

Counterclaimants allege ASR and its pipal, Nathan Frankel, misrepresented
that X-Body and the Acculoader infringed tB80 and/or the ‘950 pants. FACC |1 85, 86, 95
103, 120, 121, 126-128, 133-135, 142. The First Ame@dedterclaim characterizes these

misrepresentations as thre& X-Body customers “onfarmation and belief[.]”Id. 11 85, 86,
7
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120. Without specifying, the countésims refer to “various statesnts to the press and to the

marketplace as well as ditBcto X-Body’s customers,id. 1 95, 103, and instances in which

“ASR has communicated with X-Boayistomers repeatedly since 201@,"{{ 119, 126. These

allegations fail to identify with specificity (1) velther Frankel was the speaker at all such timg
(2) when the communications were made, (3iclvltustomers or market actors received thes
communications, (4) the mode @dblication, and (5) the exaailsstance of what was saifess
317 F.3d at 1106. ASR'’s statements allegadirfered with X-Bodys economic relations
(counterclaims four and fivefilefamed and disparaged X-Bodypaterclaims seven and eight
deceived X-Body’s consumers (counterclaim himenstituted a fraudulent business practice
(counterclaim ten), and were partapattern of anticompiéve behavior (courrclaim eleven).

InVess the Ninth Circuit instructedistrict courts how téreat the failure to plead
fraud with specificity:

Where averments of fraud are mawd@ claim in which fraud is not

an element, an inadequate aventnaf fraud does not mean that no

claim has been stated. The proper route is to disregard averments of

fraud not meeting Rule 9(b)’s stamdand then ask whether a claim
has been stated.

Vess317 F.3d at 1105 (quotingone Star Ladies Inv. Club v. Schlotzsky’s,|888 F.3d 363,
368 (5th Cir. 2001)). Here, inadequate avermehtsaud are shot through the complaint and
the conduct on which counterclaifisur, Five and Seven throughekéén rest. Disregarding thg
inadequately pled allegationstbis conduct, the court findsdke counterclaims do not state a
claim.

Counterclaimants’ Fourth, Fifth, @mth, Eighth, Ninth, Tenth and Eleventh
Counterclaims are DISMISSED with leaveamend to provide adequate notice of the
counterclaims and the factuabgind on which they are basedA8R can “defend against the
charge and not just deny thhey have done anything wrongKearns v. Ford Motor Co567
F.3d 1120, 1124 (9th Cir. 2009) (internal quotanaerks, citation omitted). Any amendment
must comply fully with Federdkule of Civil Procedure 11.

1
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D. Third Counterclaim: Unenforceability

Counterclaimants also allege ingghle conduct that nkas the ‘731 patent
unenforceable. A prima facie @sf inequitable conduct requirislure of the patentee to
disclose information material to patentabilitythe patent examiner, and specific intent to
deceive or mislead the examiner into granting the patéelbert v. Lisle Corp 99 F.3d 1109,
1115 (Fed. Cir. 1996) (citinijingsdown Med. Consultantistd. v. Hollister, Inc.863 F.2d 867,
872 (Fed. Cir. 1988)). Causes of action for thenfiarceability of a patent based on inequitab
conduct must be pled with the particularity reqdiby Federal Rule of Civil Procedure 9(b).
Exergen Corp. v. Wal-Mart Stores, In675 F.3d 1312, 1326-27 (Fed. Cir. 2009).

The FACC alleges that the listed int@r of the ‘731 patat, Gregory D. Haub,
misrepresented to the U.S. Patent and Trade@éice (USPTO) that he had invented the
subject matter of the ‘731 patemthen he in fact took the path from the Acculoader design.
FACC 1 61. The FACC pleads the circumstancdhkisfmisrepresentain are the patent
application for the ‘731 patent, tite time the patent waapplied for, and thegpeaker is identifiec
as Mr. Haub. Counterclaimantaflegation that Mr. Haub mistl the USPTO is sufficiently
particular to put defendants on iwatand comply with Rule 9(b).

ASR asserts the inclusion of irrelevamaterial in the that count "is generally

problematic from a pleading pgexctive.” Mot. at 11. AR cites no authority for the

e

proposition that this irrelevant neaial causes the claim to faibo long as the essential elements

of the claim are met, inclusiaf irrelevant allegations doe®t cause the claim to fail.

Furthermore, the motion to strikeelevant material should not lgganted as allegations releval
as background to other claims a@ wholly irrelevant to the conlgint as a whole. A motion tc
strike “should not be granted unlesss clear that the matter twe stricken could have no possi
bearing on the subject matter of the litigatiolNéveau v. City of Fresn892 F. Supp. 2d 1159,
1170 (E.D. Cal. 2005) (citation omitted). Thus, thedlzounterclaim is notdbject to dismissal,

E. Sixth Counterclaim: Malicious Prosecution

The elements of a prima facie casenaflicious prosecution are (1) a judicial

proceeding favorably terminated; (2ck of probable cause; and (3) malidélla v. Cole 4 Cal.
9
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App. 4th 1327, 1335 (1992). Federal patent pa@empts state-law tort liability for a
patentholder’s good faith conducteéommunications asserting infgement of its patent and
warning about potential litigationGlobetrotter Software, Inc. v. Elan Computer Group,,|I862
F.3d 1367, 1374 (Fed. Cir. 2004) (citidgnith Elecs. Corp. v. Exzec, Int82 F.3d 1340, 1355
(Fed. Cir. 1999)). To succeed on such a clamanterclaimants must show the litigation-relat
communications were made in bad faitt. at 1367. “Bad faith incldes separate objective an
subjective components.Dominant Semiconductors Sdn. Bhd. v. OSRAM GraR#HF.3d 1254
1260 (Fed. Cir. 2008) (citinglikohn Gaming Corp. v. Acres Gaming, Int65 F.3d 891, 897
(Fed. Cir. 1998)).

Counterclaimants allege ASR initiated ghreor litigation thatterminated in their
favor, FACC {{ 110, 111, without probable caudef 112, and for a malicious purpogk,

1 113. They allege ASR’s malicious purpose teasbtain market advantage rather than to
enforce a valid patent, but they do so on information and belief only, alleging no concrete
from their own knowledge regarditige intent of ASR or its proipals. This pleading however
does not defeat the claim, as malice may Berried from the conduct difringing a meritless
claim. Drum v. Bleau, Fox & Associates07 Cal. App. 4th 1009, 1020 (2008yerruled on
other grounds by Rusheen v. Coh&n Cal. 4th 1048 (2006).

The objective and subjective bad faigressary to overcome federal preemptid
underZenith Elecs. Corp182 F. 3d 1340, is substantially comgnt with the lack of probable
cause and malice required to statclaim for malicious prosetton. The counterclaims set out
facts that, taken as true, make a plausible caséh&trior Litigation was initiated in bad faith.

Counterclaimants claim ASR nevegerformed any prelitigation investigation of whether the

attachment point between thentainer packer piston-and-cylindenit and the container packef

was met by the doctrine of equivalents. FATL@8. In addition, thegllege the difference
between the two products was “visible througtuesory inspection of the accused Acculoade
product and was not hidden from viewld. § 37. They assert ASR'’s discovery responses in
prior litigation show ASR knew the contain@acker piston-and-cylder attachment point

limitation was notnfringed. Id. 1 40. If true, as the court mwssume they are, these factual
10
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allegations make out a coloralidase of bad faith. The malicious prosecution claim is not
preempted for failure to show bad faith.

Accordingly, plaintiff's motion talismiss is DENIED as to the malicious
prosecution claim.

V. CONCLUSION

For the foregoing reasons, plainsffnotion to dismisss GRANTED as to
counterclaims Four, Five, Seven, Eight, Nine, @ed Eleven. Plaintif6 motion to dismiss is
DENIED as to counterclaims Three and Six.isTdrder resolves filing ECF No. 85. The court
grants counterclaimants leaveamend to cure the deficiencie®idified in this order, within
twenty-one (21) days of the @ethe order is filed.

IT 1S SO ORDERED.

DATED: October 13, 2020. m A ﬁ /

CHIEFFQ/"ED STATES DISTRICT JUDGE
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