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Natural Alternatives Int’l, Inc.,

V.

Creative Compounds, Inc.,

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICTOF CALIFORNIA

Case No.: 15-cv-02081-JM-AGS
Plaintiff,
ORDER:

(1) GRANTING NAI'S MOTION FOR
Defendantt A PROTECTIVE ORDER [Doc. 49];

(2) GRANTING IN PART AND
DENYING IN PART CREATIVE
COMPOUNDS, INC.'S MOTION
FOR A PROTECTIVE ORDER [Doc.
54];

(3) GRANTING IN PART AND
DENYING IN PART NAI'S MOTION
TO COMPEL DISCOVERY
RESPONSES [Doc. 82]; AND

(4) MODIFYING SCHEDULING
ORDER

Defendant, an ingredient supplier, seneptial customers a “blast email” that ¢

doubt on plaintiff’'s patents for a brand-namerkout supplement, while offering to s

its own generic version of that supplemerd atgnificantly lower price. After filing sui
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plaintiff Natural Alternatives International,dn argued that the “lda email” waived the

attorney-client privilege by publicly exposing otherwise confidential leg
communications. Now before the Court areis@s motions relating to NAI's efforts {
depose opposing counsel (and lakw firm) and to compel # production of emails th;
NAI alleges have lost #ir privileged status.
|. BACKGROUND
DefendantCreative Compounds Inc., sent its fateful ‘last email” to potentia
buyers of the workout supplement betaaaia, including some of plaintiff NAI’
customers. Inthe email’s text, set out in full below, Creative suggested that NAlI's b
CarnoSyn® beta-alanine patenivere invalid and thatonsumers may now purcha
generic beta-alanine fro@reative at great savings:

If you or your customers have preusly requested or required the
trademarked Beta Alanine, weould like you to know that Creative
Compounds is now offering Beta Alanifog sale at a significant cost savings
versus our competitors. In the pashess have avoided selling Beta Alanine
and prices have been kept high byemés owned by Natal Alternatives
International, Inc. (“NAI”).

We have reviewed ten patents owry NAI and have discovered that
NAI appears to have admitted that thoééhe patents are invalid, as construed
by a court in Delaware in 2011. NAI has never again sued another party or
these three patents aftée Delaware case.

NAI has also sued Woodbolt Distrition in Texas for infringement of
three other patents. However, Woodlibdtd for reexamination of two of the
NAI patents initiallyinvolved in the suit, and [thgatent examiner has held
that the claims that cover Beta Alae compositions in those patents (as
opposed to claims covering methodsusing Beta Alanine) are invalid. NAI
has appealed, but in ordir succeed, NAI will have to prove that each of
multiple alternative bases for invaliditgached by the patent examiner are
incorrect.

We have reviewed this issue inpdle and are confident enough in our
conclusions to begin sourcing BetaaAine. If you have any questions, or
would like to realize a significant cosavings on Beta Alanine by sourcing it
from Creative, please contact meyour earliest convenience.
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NAI alleges that this email violates thenbeam Act, California Unfair Competition Law,
and California False Advertising Law, agell as being trade libel and intentional
interference with a prospiee economic advantage underli@ania common law. NAI

also claims that Creativeurrent litigation counsel, Nelsdwolte, consulted in draftin

©Q

this mass email, and thatetremail itself waives the attzey-client privilege as t

O

Creative’s patent analysis.

—

Creative now seeks a protective ordeprievent NAI from deposing attorney Nojte

and the Nolte Law Firm. In its papers anadaurt, NAI stated that it wished to ask Nqlte

about his patent investigation and hisntounications with Creative concerning NA

patents. Unsurprisingly, Creative assént the information sought is privilegéd.

In a related issue, NAI moves to comgelcovery responses concerning emails fthat

Creative designated as privilegencluding over one hundred ellsasent or received by
Creative’s consultant Derek Corneliuswasll as a single email between Creative and

another company, NuCare Pharmaceuticals witts Nolte’s deposition, NAI asserts that

the emails are subject to disclosure bseatamong other things, Creative waived |the

privilege by sending out the above email.

1 At a November 21, 2016 hearing, Creatiargued that in deciding the Nojte
deposition issue, this Court shdweonsider the fact that €ative might raise an advice-of-
counsel defense in the future. The Courerdhat Creative pleadem such defense |n
the answer, the time to amend pleadimgs long since passednd Creative never
requested an opportunity to angkeits pleadings to include thdefense. Thus, the Court

will proceed as though Creative is not intending to make the advice of its attorpeys

component of its litigation strategy, but willsit this issue should Creative later assert
such an argument.
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Il. DISCUSSION
A. Creative’s Motion for a Protective Order as to the Deposition
of Nelson Nolte andhe Nolte Law Firm
The taking of attorney depositions in this district is controlled by the so-(
Shelton test, which was first set out #nelton v. American Motor Corp., 805 F.2d 1323

1327 (8th Cir. 1987). Although the Ninth Gt has not yet explicitly adopted it, our

district has routinely applied the test to sitoas where, as here party seeks to take th

deposition of opposingounsel concerning the instant litigatioBee Textron Fin. Corp. v.

Gallegos, No. 15cv1678-LAB (DHB), 2016 WL 4169128t *2 (S.D. Cal. Aug. 5, 2016

(“Shelton is generally considered the leading authority, and has been adopted
district.”).

In Shelton, the Eighth Circuit described the many policy reasons that militate a
allowing depositions of opposing counsel, including disrupting the adversarial s

lowering the standards of the professionllicly attorney-client communications, addi

rallec
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ysten
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to the “already burdensome time and costs of litigation,” and providing an unfair glimps

into the opponent’s litigation strategy05 F.2d at 1327. NevertheleSagiton held that

an opposing attorney’s deposition might bernamated in the “limited circumstances” |i

which the proponent dhe deposition showed:

1. “no other means exist to obtain the information than to depose opposing
counsel;”

2. “the information sought is levant and nonprivileged;” and

3. “the information is crucial to #preparation of the case.”

805 F.2d at 1327 (citations omitted).

NAI focuses its argument primarily on whether the information it wishes to @

from Nolte is privileged, buthat addresses only one o&#ie three prongsSetting aside¢

the privilege issues (addressed belowy avhether other means exist to glean
information, NAI has not shown how depositige opposing legal team is crucial to

case. NAI argues that it wis to know the steps Noltedk in investigating and makin
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the legal conclusions and opinions set out eémail. That information would certain
be relevant to some of NAl'slaims. But NAI does not explain, and this Court’s ¢
research has not disclosed, how that inforomatvould be critical to any element of any
its causes of action or would be necessargléar up any critical factual issues |
unresolved by other discoveryeawes. Thus, the Court cdudes that NAI has not m
its burden undeghelton and grants Creative’s motion for afective order as to that isst
B. NAI's Motion to Compel Document Disclosures

In NAI's motion to compel document disclosures, it seeks the production @
emails sent or received by consultant De@eknelius, plus one additional email fron
Creative employee to a NuCare employee. alprivilege log, Creative disclosed t
existence of each of these ailg, but refused to produce them on the grounds of atto
client privilege and (except as to two emgil®rk product privilege.NAI argues: (1) any
assertion of attorney-client privilege is wad/by the initial email itself; (2) Cornelius
not a Creative employee and therefore caimmunications with him fall outside tt
attorney-client privilege; and (3) commuaations between NuCare and Creative are
privileged.

Because it impedes the trdthding process, the “attorneytent privilege is strictly

construed.”United States v. Ruehle, 583 F.3d 600, 607 (9th Cir. 2009) (citation omitte

Thus, the “party asserting the privilege beahesburden of proving el essential elemen
of this eight-part test:

(1) Where legal advice of any kind seught (2) from arofessional legal
adviser in his capacity as such, (Be communications relating to that
purpose, (4) made in confidence (5) by the client, (6) are at his instance
permanently protected (7) from disclosy himself or by the legal adviser,

(8) unless the protection be waived.

Id. at 607-08 (citations omitted).

15-cv-02081-JM-AGS

wn
of
pft

(D
—

1e.

f 102
1 a
he

rney-

— o~

S

not

14

d).

~%




© 00 N oo o A W N P

N NN RN NN DNNNRRR R R R B R B
0w N O OO N~ W NP O O 0N O 0 W N B O

1. Waiver?
NAI argues that Creative’s “blast email” various participants the beta-alanin
market waived its privilegeo all of the sought-after emails because it disclosec

opinions of its legal counselordlAl bases its argument on tret that “it has been wide

D

the
y

held that voluntary disclosure of thentent of a privileged attorney communication

constitutes waiver of the privilege as &l other such communications on the sg

subject.” Weil v. Inv./Indicators, Research & Mgmt., Inc., 647 F.2d 18, 24 (9th Cir. 1981

In other words, an express mer is found “when a party sicloses privileged informatig
to a third party who is not bound by the prigée or otherwise shows disregard for
privilege by making the information public.Bittaker v. Woodford, 331 F.3d 715, 71
(9th Cir. 2003)

The Court does not agree that the blastiefrom Creative to h@-alanine marke
participants constitutes an egps waiver of the attorneytent privilege. Although the

blast email states some of Creative’s legadatusions, there is nothing in it that conta

or exposes the contents of any privilegednmunication with counsellndeed, there is

nothing in the blast email that suggests thataorney’s legal opimin was even sought ¢
the matter. Thus, NAI's argument fails a¢ thutset. There was maiver whatsoever, s

the Court need not address whether any swaitier would be broadnough to include a

the emails at issue here. Acdmgly, as to that ground, NA motion to compel is denied.

2 At the hearing on this matter on DecemBgeP016, this Court explored wheth
Creative forfeited any respons® NAI's waiver argument byailing to address it in it
papers. Creative's counsel explained thaditenot write about the issue becausg
argued about it at some length at the prior Malver 21, 2016 hearing. After a review
that hearing’s transcript, the Court conclutted Creative did dis@s the waiver argume
there—albeit in a different context and ceming a different motion—and thus will n
be deemed to have forfeited iessponse. Nevertheless, in th&ure, if counsel wishes t
incorporate earlier statements into apm@sse concerning later and different motic
counsel should do so explicitly.
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2. Derek Cornelius’s Employment Status

Next, NAl argues that the emails to dnoim Derek Corneliusannot be privilege
because he is merely an indegdent contractor, not Creativemployee. Creative, in tur
argues that Cornelius is a “functional employkased on his level of interaction with {
company. Creative a@thes to its opposition Cornelius’s affidavit, explaining his ro
the company: he is an indemkent contractor for Creative; he is the sole indivig
responsible for Creative’s product develaprm and research; the board and execy
listen to and follow his guidance on those matteast of his “role as a key decision ma

for Creative” includes being the “primaryténrface with Creative’s patent and litigati

counsel;” when he talks to e, he is seeking legal advian behalf of Creative; he

receives compensation for these activitiegdive’s business makap about 25% of hi
daily work; he has worked with Creative fover twelve years; ankde expects to be
Rule 30(b)(6) witness givendibreadth of his knowledge.

In United Statesv. Graf, the Ninth Circuit adopted the functional employee doct

whereby even non-employees can be cavénethe attorney-client privilege. 610 F.

L
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1148, 1158-59 (9th Cir. 2010). The Ninth Gtcdetermined that Graf, an outside

consultant, was Employers Mutual’s furetal employee, reasoning: “Although he hag
official title, Graf regularly communicated withsurance brokers and others on beha
Employers Mutual, marketed the company&imance plans, manafgs employees, an
was the company's voice in its communications with coundel.’at 1157. The Cou
placed special emphasis on thetfthat “Graf was the company’s primary agent in
communications with corporate counseld. at 1159.

Here, Cornelius falls within the same ftinoal employee analysis as Graf did, ¢
thus is covered by the attorney-client privileggke Graf, Cornelius affidavit establishe
that he is a regular and intadypart of Creative’s businessspecially when it comes
product development and wamnk with patent counselSee also Memry Corp. v. Ky. Ol
Tech., N.V., No. C04-03843 RMW (HRL), 2007 WR9373, at *2-3 (N.D. Cal. Jan.

2007) (concluding, based on factsdeersuasive than thoseéhand, that a consultant w,
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a functional employee). NAI argues thaerh was little mention of Cornelius at t
depositions of Creative’s principals anchetwise argues this Court should disred
Cornelius’s affidavit, but does not providmy of those depositionsr any contrary
evidence to rebut Cornelius’s sworn testimonfccordingly, the Court concludes th
Cornelius is Creative’s functional employé®,covered by the aftoey-client privilege
and—since this ground and the waiver grounddidated above aredtonly bases offere
to compel his emails—NAI's motion to compaioduction of the 102 Cornelius emails
denied.
3. NuCare and the “Common Interest” Doctrine

Finally, NAI argues that the email froaxCreative employee to a NuCare emplo
IS not privileged, because it is not a comneation drafted to or from an attorney 3
Creative has admitted that no explicit agreements exist with third parties relating
litigation. Creative, in turn, argues thié “common interest” doctrine applieSee United
Satesv. Gonzalez, 669 F.3d 974, 978-79 (9th Cir. 20X2xplaining the “common interes
extension of the attorney-client privilegeln short, the common interest doctrine hg
that two parties with the same interest orepaal interest in litigation can exchange le
communications and notes without those things becoming unprivile§sgid. at 978
(“[P]ersons who share a commuonerest in litigation shoulde able to communicate wi
their respective attorneys and with each otbenore effectively prosecute or defend th
claims.”) (formatting and quation marks omitted). The common interest doct
requires a joint defense agreement, but “it @aclthat no written agreement is require
Id. at 979. Instead, “a JDA may be impliednr@onduct and situation, such as attorn
exchanging confidential communications fraslients who are or potentially may
codefendants or have comminterests in litigation.”ld.

Nevertheless, although Creatasserts there is a common interest between NuC
and itself, there is no declaration or otheidence in the record that would support t
position. For instance, the Court was piaivided a copy of the email to reviemcamera.

As mentioned above, it is €ative’s burden to support igssertion of privilegeRuehle,
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583 F.3d at 608, and it has raine so. Similarly, although Creative contended ir
privilege log that the work product doctrineedded that communic¢@an, there has bee
no showing to justify assertion of that prigkewhere the email is written by a non-attor
to a non-attorney. Creative has not explained the email implicates any attorney we
product. Accordingly, the portion dNAI's motion to compel production of th
document—Entry 9 in the amended privilege lag-granted. Creative shall produce t
document by January 3, 2017.
l1l. CONCLUSION

Creative’s motion for a protective order [D&el] is granted as to the deposition
Nelson Nolte and his firm, and was previoudgnied on all other grounds. NAI's moti
to compel [Doc. 82] is granted as to Enfrpf the amended privilege log and otherw
denied. NAI's motion for a protective ordfdoc. 49] was previodg granted at thg
November 21, 2016 motion hearing.

It has come to the Court’s attention thadgspite the prior adjudication of all oth
motions concerning depositions, those depositions have not proceeded. All rer
depositions must occur yebruary 17, 2017. Expert dmery will be modified such thg
designationsand disclosures of initial experts adeie by March 13, 2017. Rebuttal
contradictory expert designatis and disclosures are due kharch 27, 2017. Expe
discovery shall now close on Apl4, 2017. All pretriamotions are now due by May 1

2017. All other dates in the Court’s dnigl scheduling order remain in effect.

Dated: December 16, 2016 %@L—/—

Hon. Alndrew G. Schopler
United States Magistrate Judge
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