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| Limited v. Z-Line Designs, Inc. et al

Do

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICTOF CALIFORNIA

LF CENTENNIAL LIMITED, a British
Virgin Islands corporation,

Plaintiff,

V.

Z-LINE DESIGNS, INC., a Nevada
corporation; and DOES 1-100, inclusive

Defendant]

Case No.: 16¢v929 JM (NLS)
ORDER:

(1) GRANTING PLAINTIFF'S EX
PARTE MOTION FOR
PROTECTIVE ORDER [Dkt. No. 46];

(2) DETERMINING JOINT MOTION
FOR DETERMINATION OF
DISCOVERY DISPUTE No. 1 AND
GRANTING IN PART AND
DENYING IN PART DEFENDANT'S
MOTION TO COMPEL [Dkt. No. 57];
and

(3) DETERMINING JOINT MOTION
FOR DETERMINATION OF
DISCOVERY DISPUTE No. 2 AND
GRANTING PLAINTIFF'S MOTION
TO COMPEL [Dkt. No. 56].

16cv929 JM (NLS)

. 58
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The parties recently filed multiple diseery motions. First, plaintiff LF
Centennial, LTD (LFCL) filed a motion for ptective order to preclude the deposition

one of its in-house counsel, Bonita Leurigefendant Z-Line Designs then filed a

competing ex parte motion to extend the oi&ry cutoff, and in it included substantive

arguments regarding a distinct discovessue regarding requests production (RFPSs)
that Z-Line served on LFCLThe court ruled on the discovesytension, ordered furthg
briefing for the protective order, and ordd that Z-Line’s RFP issue be briefed
separately as “Joint Matn for Determination of Dismvery Dispute No. 1.”

Meanwhile, before Joint Motion No. 1 wastually briefedLFCL filed another
joint discovery motion regarding its owrFRs, which the court construes as “Joint
Motion for Determination of Ricovery Dispute No. 2.”

l. Procedural History Relevant to All Motions.

This is an action for breach of a licemgiagreement that resulted from patent
litigation between the predecessor of LFQId&-Line. After a year of litigation the
parties entered into a licensing agreenf@greement) dated July 26, 2013, where
LFCL’s predecessor Whalen Furniture Maaxtiring, Inc. (WFM), along with LFCL,
granted a worldwide license to Z-Linertmnufacture and sell Tstands covered by the
patents. Z-Line agreed to pay a 5% tgyan U.S. sales in return. Both LFCL and
WFM are named as partiesttee Agreement because agttme it was entered into,
LFCL was in the process of purchasing WEMSssets, including the subject patents.
Once that purchase was conipl LFCL asserted thatdloutstanding royalties were
owed exclusively to LFCLLFCL now believes that Z-Line is not paying all royalties
and filed this action for breach of contrdmteach of covenant gfood faith and fair
dealing, and for an accounting.

Z-Line filed a motion to dismiss this actidor lack of jurisdiction. It argued that
WFM is an indispensable third party undle 19 because WFand LFCL are both
parties to the Agreement. Dkt. No. 35-17.pZ-Line noted that WFM'’s joinder would

destroy diversity, which would require a remanidhis action to state court based on |
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of diversity jurisdiction. LFCL counterdtiat although WFM was initially a party to thie

Agreement, WFM’s rights terminated wheRCL purchased its assets, including the

patents at issue.

The district judge found that LFCL made ewidentiary showing of a valid transfer

of all assets from WFM to LFCL:

In response to Z-Line’s challenge to the validity of the WFM
assignments, LFCL comes forwlawith the declaration of
Bonita Leung, Sr. Legal Couelsfor LFCL, who submits a
copy of the U.S. Patent affdademark Office’s January 30,
2014 Notice of Recordation of Assignment, showing that
assignor WFM assigned PatentdN&811 and ‘485 to assignee
LFCL. The declaratin also establishes that, in May 2013,
LFCL purchased all other assets of WFM.

Nov. 30, 2016 Order, Dkt. No. 41, p.3. The court found that Z-Line failed to overcg
LFCL'’s evidentiary showing and noted tlaavalid assignment would negate Z-Line’s

Rule 19 argumentdd. at pp.3-4. It denied the motiom dismiss without prejudice to Z

Line refiling it, if Z-Line ever discovered\alid basis to challengde assignment of the

patents.ld. at p.4.
Il. Legal Standard.

Parties can obtain discovery of non-jigged information so long as it

Is relevant to any party’s claior defense and proportional to
the needs of the case, considgrihe importance of the issues
at stake in the action, the amoumtontroversy, the parties’
relative access to relevant infaation, the parties’ resources,
the importance of the discoveryresolving the issues, and
whether the burden or expense of the proposed discovery
outweighs its likely benefit.

Fed. R. Civ. P. 26(b)(1)Discoverable information need not be admissilide. Once the
propounding party establishes that the regsesks relevant inforation, “[tlhe party

who resists discovery has the burden to show discovery should not be allowed, an
the burden of clarifying, explaining, and supporting its objectio&siperior Commc'ns
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v. Earhugger, In¢.257 F.R.D. 215, 217 (C.D.Cal.2008&e Blankenship v. Hearst
Corp., 519 F.2d 418, 429 (9th Cir.1975) (requirshgfendants “to carry heavy burden ¢
showing why discovery was denied”).

I1l. Plaintiff's Motion for Protective Order.

A. Discovery at Issue.
In discovery Z-Line noticed a Rule 20)(6) deposition to depose LFCL'’s persor
most knowledgeable (PMK). Z-Line thoughattBonita Leung, the in-house counsel

who supported LFCL’s opposition to the motiondismiss with a declaration, would bg

\U

the Rule 30(b)(6) witness. When Z-Lirealned that the PMK witness would not be Nls.

Leung, Z-Line noticed Leung’s persomposition. Both the PMK and Leung
deposition notices contain 22 identical catégpof documents that each witness mus
produce at deposition. In the notice fog MK deposition, Z-Line explains that it
designated “21 subject areas, almost all of Wwidgicectly related to the statements mad
in the Leung Declaration.” Qyn to Mtn. for P.O., p.4.

LFCL filed a motion for protective ordés prevent the deposition of Bonita Leu
that was noticed for March 15, 2017. Tbaurt vacated the Manadepositions of Ms.
Leung and the PMK pending furthleriefing on the motion for protective order. Dkt.
No. 52.

B. Discussion and Order.

LFCL argues that good cause existptevent Ms. Leung’s deposition because
would (1) have to travel over 7,000 milesm where she lives and works in Hong Kor
to attend the deposition; and (2) simply provide same documents and information t
are available from the Rule 30(b)(6) witne&Line counters that since the court relie
on Ms. Leung’s declaration to show a valansfer of assefsom WFM to LFCL, Z-
Line should be allowed to depose Ms. Leuticalso argues that by filing a declaration
Ms. Leung made herself a percipievitness in this case, atitky believe she “is thus t
person most qualified to opine...particularly given that her statements form the bas

the Court’s order on Z-Line’s motion tostniss.” Opp’n to Mtn. for P.O., p.6.
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For good cause, a court may “issue ateoito protect a party from annoyance,
embarrassment, oppressionuadue burden or expenséfiijcluding prohibiting or
limiting a deposition. Fed. R. Civ. P. 2§(1)(A). When seeking to prohibit the
deposition of a company representatiother considerations apply:

When a party seeks the depositadra high-level executive (a
so-called “apex” deposition), cdsrhave “observed that such
discovery creates a tremsous potential for abuse or
harassment.” The court tledore has discretion to limit
discovery where the discovespught “can be obtained from
some other source that is maanvenient, less burdensome, or
less expensive.”

Apple Inc. v. Samsung Electronics Co., | 282 F.R.D. 259, 26263 (N.D. Cal. 2012)
(citations omitted). When deciding whetlan “apex depositionshould go forward,
courts look at “(1) whether the deponéiais unique first-hand, non-repetitive knowled
of the facts at issue in the case andnBgther the party seeking the deposition has
exhausted other less intiws discovery methods.td. at 263 (citations omitted). The
party opposing the deposition carries a heavy burden, so “it is very unusual ‘for a c
prohibit the taking of a deposition altogetladasent extraordinary circumstancedd.

Further, “[w]hen a witness sgpersonal knowledge of facts ned@t to the lawsuit, ever

a corporate president or CEOsigbject to deposition.” ‘Alaimed lack of knowledge, by

itself it is insufficient to preclude a deposition.rd.

The court sees the test for ordering'@pex” deposition as useful to determine
whether in-house counsel Layshould be deposed in addritito the PMK. First, there
is no showing that Ms. Leung has any uniqust#hand information that she can add t
the PMK topics. Initially, Z-Lme noticed the PMK depositiorOnly when it learned thg
Ms. Leung would not be the PMK it then ra&d her deposition on topics identical to
those in the PMK notice. But LFCL &#he right to designate its own PMKeeFed. R.
Civ. Proc. 30(b)(6) (stating the noticedyanization must “deghate one or more

officers... [who] must testify about inforrian known or reasonably available to the

5
16cv929 JM (NLS)

ge

ourt

0
1t




© 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

organization”). Further, Ms. Leung’s dejiam appears repetitive because it covers t
same information addressed in the Pelgposition, and the PMK deposition is a less

intrusive discovery method for this samémmnation. Because a PMK “deponent nee

not have personal knowledge oéttlesignated subject matter[F.C.C. v. Mizuho Medy
Co. Ltd, 257 F.R.D. 679, 681 (S.D. C&009) (citation omitted) (Stores, J.), there is no

reason to believe that the PMK will not adeqlyatestify to the mattes noticed in either
deposition notice.

Considered altogether, the court findatthFCL has carried its heavy burden to
show that a protective order is needegrevent Ms. Leung’s deposition, as allowing i
would pose an undue burdemdaexpense on LFCL and Mseung that would outweigh
the duplicative testimony M4 .eung would provideSee In re Google LitigatiQr2011
WL 4985279, at *2 (N.D. Cal. Oct. 19, 201(Henying deposition of Google’s Presidel
because party seeking the deposition didshotv “that [Google President] has unique
and first-hand knowledge of the facts of this case, or that [it] has exhausted other |
intrusive methods of discovery”). Accordingly, the cdBRANTS LFCL’s motion for
protective order. Z-Line must condube deposition of LFCL'’s designated PMK by
May 8, 2017

C. Joint Motion for Discovery Dispute No. 1.

In this discovery dispute, Z-Line seeto compel further responses to two
categories of RFPs it propounded to LF{IL) documents that would establish wheth
the Asset Purchase Agreem@iPA) in fact conveyed all 0?WFM’s assets to LFCL ang
whether adequate consideratisupports the conveyanceHR Nos. 1-4, 6, 10-11); and
(2) documents that explain the relatibipsamong Whalen LLC on the one hand, and
WFM and LFCL on the other (RFP Nos. 12-26-22), including the direction of the
payment of royalties (RFP Nos. 17-18).

A. Conveyance of Assets to LFCL.

Z-Line asked for this information in tiRFPs: the APA (No. 1), closing date of
the APA (No. 2), date APA was signed (N&), identification of parties who signed the
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APA (No. 4), consideration paid for the patie (No. 6), which ass®were purchased by
LFCL (No. 10), and considerati paid for purchase of thehatr assets (No. 11). LFCL
produced heavily redacted copies ¢ #51-page APA and &ademark and Patent
Assignment (TPA). Z-Line complains thatormation that identified the assets
transferred, the amount of the consideratang the identities of the signing parties w4
all redacted. Z-Line argues it needs thisrmation so it cameview whether LFCL
actually purchased all of WFM’s asséts reasonable consideration and if WFM
forwards all royalties to LFCL. Z-Line ga this informatiorwill help it determine
whether it has a valid basis¢ballenge the validity of thassignments, which goes to t
issue of diversity jurisdiction. LFCL argu#sat the RFPs are overbroad. For exampl
in RFP No. 10, Z-Line asks for “docmts and communications sufficient to
demonstrate which assets of WFM wereghaised by LFCL.” LFCL argues that the
only WFM assets relevant in this case the ‘311 patent and the ‘485 patent.

The U.S. Patent and Trademark Offichstice of Recordation of Assignment,
dated January 30, 2014, shows that WFM assdidtaent Nos. ‘311 and ‘485 to assigrn
LFCL, with an effectivedate of May 31, 2013Seeleung Decl., Dkt. No. 38-1, Ex. 1.

Less than two weeks after the assignmentreesrded, Peter Attishat LFCL sent a

letter to Z-Line on February 11, 2014, askingpitontinue its royalty payments to WFM,

as “100% of those payments are then passed through to LFCL. None of these roy
are retained by WFM.” Attisha Decl. 1 4, DNo. 38-3. Apparently LFCL wishes to
keep this arrangement for administrative purgpas its principal place of business is
the British Virgin Islands and it has no bank accounts in the United States, only in
Macau. Leung Decl. 1 9, Dkt. No. 38-1.

The court finds that LFCL need not praguan entirely un-rextted version of the
APA under RFP No. 1. It need only produce thlevant parts asqeested in RFP Nos
2-4 and 6. That information is relevant because it pertains to the question of whetl
there was a bona fide transfer of the pateratsdhe subject to the royalties. In its initig

response LFCL said it would produce this information, yet in the production redacts
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identities of the signatories and the date ghature. Because the information sought
relevant and WFM offered to produce it, the c@BIRANTS in part Z-Line’s motion
and orders LFCL to prode further responses RFP Nos. 2-4 and 6 April 21, 2017.
This information can be producedtgect to the protective order.

The courtDENIES in part Z-Line’s motion with respect to RFP Nos. 10 and 1

since the transfer of any other assets wouldeatlevant to royalties at issue in this
litigation. Whether WFM retainecertain assets or transfetradditional assets to LFC
will have no bearing on the amount of royalttekine owes on the ‘311 and ‘485 pate
under the Agreement.

B. Relationship Among Whalen LLC, WFM and LFCL.

The parties did not provide any backgnduas to Whalen, LLC and why Z-Line
seeks information about it. So the caentiewed LFCL'’s opposition to the motion to
dismiss, where it explained that Whalen,(lvas created afteréhAPA was executed,
and that it and LFCL are wholly owned sulbarces of Li & Fung Limited. Leung Decl.
1 8, Dkt. No. 38-1. Bonita Leung asked Z&ito direct any communications relating

the audit to Ken Whalen of Whalen LL@hich “was done merely for Z-Line’s

convenience and to reduce the parties’ adstraiive burden in negotiating with respeg

to the Agreement and LFCL.requested audit.md. § 10.
1. Whalen LLC Formation.
Z-Line asked for Whalen LLC'’s articled incorporation (No. 12), where they

S

nts

were filed (No. 13), the filing and annual fgesd (No. 14), the required reports prepared

(No. 15), identities of Whalen’'s members (N®), the financial status of Whalen (No.
20), its franchise tax reports (No. 21) aldannual managemergports provided to
investors (No. 22). LFCL sponded that it is an entity distinct from Whalen, has no
control over Whalen, and thus has ngmssive documents in its possession.

As Ms. Leung explained in her declaratj®Vhalen LLC and.FCL are members
of the same corporate family because theyeach wholly owned subsidiaries of Li &

Fung. Leung Decl. T 10, Dkt. No. 38-1. tAts point there is not enough information
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before the court to indicate that LFCL esises any control over Whalen LLC. The
court thereforddENIES Z-Line’s motion to compel fuher responses to Whalen LLC.
This denial is without prejudice to Z-Lirseeking third-party discovery from Whalen
LLC. Any third-party subpena regarding this inforation must be served #\pril 21,
2017

2. Payment of Royalties.

Z-Line requested all corspondence between WFM abBCL pertaining to the
royalties to be paid by Z-Lin@No. 17) and documents thetiow WFM has forwarded tc
LFCL all royalty payments (No. 18). hesponse to both RFPs, LFCL produced a on
page letter dated “July , 2016” that states:

This letter is to confirm our agement that in the event that
Whalen furniture manufacturingnc. ("WFM") receives any
royalty payments from Z-Line B&ns, Inc. in connection with
the above-mentioned Licem#&greement, WFM will
immediately deliver such paymsrto LF Centennial Limited
("LF Centennial"). Furthermet WFM acknowledges that as a
result of WFM's assignment dfe 8,079,311 and 8,191,485
patents to LF Centennial, WFM has no rights to, or interest in,
any royalty payments relating the License Agreement or any
other benefits of the Licengggreement. WFM acknowledges
that all such rights and intests belong to LF Centennial.

The letter is signed by Alba Wylie, WFM’s Secretary.

Z-Line argues it is entitled to sek @rrespondence regarding the royalty
payments so it can verify whether the “adistrative business reasons” proffered for
having WFM work as a “servicer” for the payments is corroborated by the actual
communications between WFM and LFCLECL argues that the request for “all
correspondence” is overbrohdcause it would call for docuants not related to WFM’s
assignment of rights to the patents.

The court finds that RFP Nos. 17 andsBgk relevant information as to the
payment of royaltiespecific to the patentand the request cannm overly burdensom

as Z-Line represents thathihs made less than 20 royaltypeents. To the extent the
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RFPs may be construed asmgpbeyond the scope of the pate the court narrows ther
to only those royalty payments madaeder the Agreement. Thus, the cdaRANTS in
part Z-Line’s motion to compesnd orders LFCL to produce Bpril 28, 2017 “All
correspondence between WFM and LFCL pentgno the royalties to be paid by Z-Lir

pursuant to the Settlement Agreement” (No. 17) and “Documents sufficient to shov
WFM has forwarded to LFCL all royalgyayments sent to WFM by Z-Limmirsuant to
the Settlement Agreemé(ilo. 18, as modified). W WFM’s Secretary’s letter may
show that WFM does not have any rightshe royalties paid by Z-Line, under Rule 1§
the discovery sought is relevant and LHGis not met its burden to show it is overly
burdensome to produc&ee Earhugge257 F.R.D. at 217.

D. Joint Motion for Discovery Dispute No. 2.

A. The Licensing Agreement.

In this discovery motion LFCL seeks fimaal information necgsary to determine
whether Z-Line has paid sufficient royaltiesder the AgreemenBefore LFCL filed
this suit, it sent a letter to Z-Line asking Bm audit to cover the six quarters from July
26, 2013 to December 31, 2014. Dalton Decl. ExThe letter also asked Z-Line to
identify the number of licensed products selden submitting a royalty payment per th
Agreement, which the Agreement reqgsisnd which Z-Line had never donlel. Z-Line
responded that it need only provide a rementifying the number of licensed product
sold during the preceding quarter; it also ghat it had “been supplying the dollar vald
of products sold in order to allow youdalculate the royalty [and it would] no longer
provide the dollar value and only provide the number of products’ sblaton Decl. Ex.
3. Z-Line also objected to the six-quarderdit, arguing that because the Agreement
called for only annual audits,araudit term was limited to four quarters, and not &ilx.

The Agreement calls fdahe following action:

111
111
111
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3.1. [WFM and LFCL, collectigly] Whalen hereby grants Z-
Line...a nonexclusive worldwallicense to ...the Accused
Products. Z-Line agrees toyp#/halen a per Licensed Product
royalty of five percent (5%d)ased on the net sales amount...said
royalty to be paid quarterly to Whaland provided with a report
identifying the number of Licensed Products sold during the
preceding quarter.

3.2 Any audits to verify the amounts of the royalty payments
will be conducted annually gn agreed upon third party
accounting firm to be paid by Whalen.
Dalton Decl., Ex. 1 (emphasis added). To dateine has not allowed an audit nor ha
provided information sufficient to alloWFCL to verify the amounts of royalty
payments.
B. Discovery At Issue.
LFCL served RFPs on Z-Line on Septber 29, 2016 asking for specific financi
documents, as those documents are defimédte Agreement. They include all
documents regarding the licensed products that reflect sales (No. 1), revenue (No.

allowances and credits (No., 3ax and shipping chargesmturns (No. 4), net sales

amount (No. 5), and communications pertagnio those categories of documents (Nos.

6-10). Z-Line did not serve its responses until January 3, 2017. It stated general
objections to the RFPs but also said—+g@sponse to each one—that it would “produce
documents sufficient to show” the information requested. Z-Line then produced th
actual documents on February 10, 20171 iBdid not include any source documents
such as purchase orders, invoices or otheunments relevant to ks, revenues or the
net sales amounts for the licensed produbtstead, Z-Line produced a 5800 line
spreadsheet that refers to all of itsguots without identifying the licensed products
subject to the Agreement.

C. Timeliness.

Z-Line argues that this motion is latader this chambers’ 45-day rule because
Line served its initial response to the Sepber 29, 2016 RFPs on January 3, 2017.
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no dispute arose on that date because Z-$an@ it would produce documents respong
to each RFP. The actual document proauncticcurred on February 10, 2017, which \
the first indication to LFCL that the resp@sswere insufficient. February 10 thus
constitutes the day the dispute arose. Tasion was filed 35 des later on March 17,
well within the 45-day time limit. For Z-Line to argue that this motion is late when i
produced the actual documents 38 dayg &@fenitial response is disingenuous. The
court overrules Z-Line’s timeliness objection.

D. Discussion.

LFCL requested financial documents related only to the sdilthe licensed
products covered under tAgreement. In responsé;Line produced a QuickBooks
spreadsheet, “which contains a listingafZ-Line products sold domestically within th
relevant time period, not just the salethe products which are addressed by the
Settlement and License Agreement at issue hele.Mtn., p.12 (emphasis in original).
Z-Line also offers to produce additional reports generated by itkignoks application.

It says it cannot produce the source documtr@Esiselves because it sells hundreds o

products in large volumes, and the invoiceffecting these sales would be voluminous.

Z-Line also argues that LFCL could have amticated the spreadsheafiormation at the
Rule 30(b)(6) deposition it toadf its CFO on March 15, 2017.

At issue in this case are LFCL'’s claifios breach of the Agreement and breach
covenant of good faith and fadealing, and request for an@unting. All these claims
are based on a single issue: whether Z-piaid adequate royalties to LFCL under thg
Agreement. LFCL propounded 10 narrowly taitbRRFPs that are specifically tied to t
language in the Agreementhe financial information sait regarding das, revenue,
allowances and credits, tax and shipping glaror returns, netiles amount and the
associated communications are all relevanhe requested accounting for the royalty
payments and whether Z-Line breachedAgeesement and coventof good faith and
fair dealing. Z-Line’s primary resistancettos discovery is that to produce it would b

overly burdensome.
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But Z-Line’s complaints of burdeto not ring true when Z-Line already
contractually obligated itself to make thidarmation available to a third-party auditor,
and also agreed to provide to LFCLr&port identifying the number of Licensed
Products sold during the preceding quartédalton Decl. Ex. 1, 8 3.1. Further, while }
Line says the collection of source docunsenould be burdensome because it “sells

hundreds of products whichgells in large volumes,” LEL seeks information that

relates only to the producssibject to the licenseSeelt. Mtn., p.13. For Z-Line to have

produced a 5800-line document tivatludes sales information fail its products—
without any information to identify the actual products subject to the license—is no
responsive to any of the RFPs, and does notioipgomote the resolution of this lawsu

Finally, it would have been inefficientf&.FCL to question the CFO on 5800 lines of

products, without knowing which of thoseopiucts were actually subject to the licensg.

The court overrules Z-Line’s objectiobhased on undue burden because it faile
carry its burden of showing why discoverytbis highly relevant information should bg
denied. See Earhugge57 F.R.D. at 217. The coUBRANTS LFCL’s motion in full,
andORDERS Z-Line to fully respond to RFP Nos. 1-10 April 28, 2017.

IT1S SO ORDERED.

Dated: April 6, 2017 /% / % %

Hon. Nita L. Stormes
United States Magistrate Judge
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