UNIQUE INDUSTRIES, INC. v. 965207 ALBERTA LTD.

UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF COLUMBIA

UNIQUE INDUSTRIES, INC.,

Plaintiff, Civl Action No.:  08-1095 (RMU)

V. Re Document Nos.: 38, 39, 40, 41, 42, 50
965207 ALBERTA LTD.,

Defendant.

MEMORANDUM OPINION

RE-OPENING DISCOVERY FOR A PERIOD OF NINETY DAYS; SANCTIONING PLAINTIFF 'S
COUNSEL FOR FAILING TO COMPLY WITH THE COURT’S SCHEDULING ORDERS; DENYING
WITHOUT PREJUDICE THE PARTIES’ CROSSM OTIONS FOR SUMMARY JUDGMENT;
DENYING THE PLAINTIFF 'SMOTION FOR LEAVE TO AMEND
I. INTRODUCTION

The defendant is the holder of two design pestéor numerical and star-shaped sparklers,
a type of firework that throwsff sparks when lit. The plaifit a company that also produces
numerical and star-shaped sparklers, commendégddtion seeking a dechtory judgment that
its products do not infringe on tlefendant’s design patents. eTplaintiff also challenges the
validity of the defendant’s patents. The defaridaaintains that its patents are valid and has
asserted counterclaims against thanlff for patent infringement.

This matter is now before the court on thetipa’ cross-motions fosummary judgment.
The defendant has filed motions for summary judgt that its design pents are not invalid,
that the plaintiff's products infnige on those patents and tha ghaintiff's infringement has

been willful. The plaintiff, in turn, has mogddor summary judgmerthat its products are non-

infringing. In addition, tk plaintiff has moved to amend its pleadings to supplement the factual
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allegations underlying its affirnime defenses, to raise new affative defenses and a new claim
and to add new defendants to the suit.

In its submissions, the plaintiff relies on eviderof prior art that was not disclosed to the
defendant until after the close of discovery. As discussed below, the plaintiff's failure to
disclose this evidence before the discovegdiine — indeed, on the eve of the deadline for
filing motions for summary judgment — indicatesast an utter lack of diligence and at worst
bad faith. This conduct constitgta clear violation of this cos scheduling orders. It also
prejudices the defendant, whichsvdeprived an opportunity tavestigate or properly address
this new evidence before preparing its finattemtions and motions feummary judgment.

Most troubling, however, is the fact that this newidence may prove to be very relevant to the
validity of the patents at issue.

Because of the public interest in assessiegvdlidity of the patents, as well as the
availability of less drastic measures to mitigate phejudice to the defendant, the court shall not
disregard this evidence, as the defendant suggkstiead, the court shall re-open discovery for
a period of ninety days to permit the defendanbgportunity to investigatthe evidence of prior
art disclosed after the discovery deadline.aAssult, the court denies without prejudice the
parties’ cross-motions for sunamy judgment with leave to mew those motions following the
close of this period of additional discovery. miigate the resulting prejudice to the defendant,
the court orders plaintiff's couabkto pay the reasonable attorisefees and costs incurred by the
defendant as a result of the pléits failure to comply with thecourt’s orders. Lastly, the court
denies the plaintiff’s motion for leave &mend on the grounds of undue delay and unfair

prejudice.



The plaintiff manufactures and markets party supplies such as balloons, paper goods,

II. FACTUAL & PROCEDURAL BACKGROUND

wrapping paper and novelty products, such as sparklers. Compl. § 5. In early 2008, the

defendant contacted the plaintiff asserting that the plaintiff’s sparklers violated two design

patents held by the defendant: U.S. Design Patent Nos. D447,207 (“the *207 Patent™) and

D451,164 (“the 164 Patent”). Id. § 6; Def.’s Mot. for Claim Construction at 1. The *207 Patent

is for a “Set of Numerical Sparklers,” represented by the below figure:
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Def.’s Mot. for Claim Construction, Ex. A (*207 Patent).
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The 164 Patent is for a star-shaped sparkler represented by the below figure:




Def.’s Mot. for Claim Constrction, Ex. B ('164 Patent).

In June 2008, the plaintiff commenced this@tseeking a declaragojudgment that its
line of sparklers does not infringa the defendant’s design paten&ee generallZompl. In
September 2008, the defendant responded to thplamt by asserting counterclaims of patent
infringement. See generallfCountercl. The plaintiff answered the counterclaims in October
2008, denying the defendant’s allegations of patdnhgement and asserting a variety of
affirmative defenses, including patenvalidity and inguitable conductSee generalhlAnswer
to Countercl.; Am. Answer to Countercl.

At the initial statusearing held in early Novemb2008, the court established deadlines
for the exchange of expert repg) final contentions and theosle of discovery. Minute Entry
(Nov. 3, 2008). These deadlines were based laayetyates proposed by tparties in the joint
report they submitted prior to the hearirfgee generallyoint 16.3 Scheduling Report (Oct. 27,
2008). The court ordered that discovery aiility would close on January 26, 2010, with the
case on damages to follow the resolution of motfonsummary judgment on the issue liability.
Id.

In July 2009, the court gramtehe defendant’s motion tosihniss the plaintiff's defense
of inequitable conduct because that clains wat pleaded with $iicient particularity” Mem.

Op. (July 22, 2009) at 3-8. In the same ruling, ¢burt resolved the parties’ cross-motions for
claim construction.d. at 8-17. The court construed the 'Z8&tent and the 164 Patent in the

following manner:

! More specifically, the court concluded althougk plaintiff alleged that the defendant had
engaged in inequitable conduct by knowingly withholding from the Patent and Trademark Office
(“PTO") prior art invalidating its two design patentise plaintiff had not identified what prior art
the defendant withheld from the PTO and had gledino factual allegations suggesting that the
defendant specifically intended to mislead the PTO. Mem. Op. (July 22, 2009) at 7-8.



The '207 Patent is construed as the ornataledesign of a set of sparklers, as
shown in Figures 1-5 of the patent. elpatented design includes all of the
sparklers illustrated in the drawingagcluding the number-shaped sparklers and
the “?”-shaped sparkler. €herm “set” encompasses sparklers that belong or are
used together, regardless whether they are packaged or sold together or
separately.

The '164 Patent is construed as the ornataladesign of a star-shaped sparkler, as
shown in Figures 1-4 of the patent.

Id. at 16-17.

On January 20, 2010, the court granted thegzajbint motion toextend the January 26
discovery deadline set during timitial status hearing. Minut®rder (Jan. 20, 2010). The court
ordered the parties to complete discgven liability by March 26, 2010, exchange final
contentions by April 12, 2010 and file any naoots for summary judgment by April 27, 2010.
Id.

The parties exchanged final contentiasdirected on April 12, 2010. In its final
contentions, the plaintiff assert#tht the inventor listed for the07 Patent and the '164 Patent —
Alok Sharma, a principal of the defendant — bpgropriated the desigfar these patents from
numerical and star-shapedasklers manufactured by a&€ch company, Drutep Teplice
(“Drutep”), years before Sharnagoplied for his patentsSeeDef.’s Mot. for Summ. J. on
Validity of the Design Patents (“Def.’s Validity M&), Ex. 7 at 1-3. The pintiff also identified
a number of companies and individuals who wlowgrify that the sparklers in the designs
patented by the defendant had been commer@aHylable in Europe, China and Australia
before Sharma applied for his patenis$. Furthermore, the plaintiff attached to its final
contentions a series of photogha purporting to illustrate thesarlier-available sparklerdd.

at 8-15.



None of this evidence regang prior art had been disclosed to the defendant before
discovery closed. Def.’s Validity Mot., Ex. 9'he defendant objected to the inclusion of this
new material in the plaintiff final contentions and initiadea conference call with the
undersigned judge’s law cledn April 15, 2010 to relay itsomcerns to the courid. During
the call, the parties reachedagreement that would permit them to keep the previously-imposed
litigation schedule, which called for the sulssion of motions for summary judgment by April
27, 2010.SeeMinute Order (Jan. 20, 2010). Specifigalhe parties agredtat the plaintiff
would not use any evidence dsged after the discovery dda@ at the summary judgment
stage and the defendant would natv@ for sanctions at that time. Def.’s Validity Mot., Ex. 10.

Accordingly, on April 27, 2010, the defendambved for summary judgment that its
design patents are not invali®ee generallfpef.’s Validity Mot. In addition, the defendant
moved for summary judgment dime issue of infringementSee generallpef.’s Mot. for
Summ. J. that the Pl.’s Star&fglers Infringe Patent D451,16Mef.’s Mot. for Summ. J. that
the Pl.’s Numerical Sparklers Infringe Pat®d#47,207. Finally, the defendant filed a motion for
summary judgment that the plaintgfinfringement has been willfuSee generallpef.’s Mot.
for Summ. J. that the PI.’s InfringemaitPatent D451,164 and D447,207 Has Been Willful.
The plaintiff, in turn, filed a motion for surmary judgment that its products do not infringe on
the defendant’s design patent&ee generallf?l.’s Mot. for Summ. J. for Non-Infringement.

In late May 2010, the plaintiff filed its oppitiens to the defendant’s motions for
summary judgment. In its opposition to the def@nt's motion regarding the validity of its
design patents, the plaintiff assentder alia, that Alok Sharma is not the inventor of the designs
illustrated in the patents. Pl.’s Opp’n to Deialidity Mot. at 6-7. In support of that

contention, the plaintiff has attached to its ofifims the evidence of prior art first disclosed as



part of the plaintiff's final contentiondd., Verified Statement of Kerry Healid.; Verified
Statement of Nick Dale.

Also in late May, the plaintiff filed a mmon for leave to amend its pleadings to
incorporate the evidence of prior attached to its final contention§ee generally?l.’s Mot. for
Leave to Amend. Specifically, the plaintiff sedkave to amend its affirmative defenses to
incorporate the allegation that other compariad been marketing sparklers in the same
ornamental design for years bef@learma applied for his paterd., Ex. A at 14-15, 18-20.
The plaintiff also seeks leave to assert a claim of inequitable conduct against the defendant and
Sharma based on the allegation that Sharma iatexity withheld information about this prior
art in his submissions to the PT@l. at 22-25. Finally, the plairtiseeks leave to add Sharma
and Samrok Canada, Inc., a company controlle8Harma, as defendantstims case. Pl.’s
Mot. for Leave to Amend at 3. The plaintiffdyproposed that the coue-open discovery for a
period of ninety days to pernthe parties to investigate thikegations raised in its proposed
amended pleadingd.

The motions referenced above are ripe fgudidation. The court therefore turns to the

applicable legal standardsd the parties’ arguments.

[Il. ANALYSIS
A. The Court Denies Without Prejudice theDefendant’s Motion for Summary Judgment
on the Validity of Its Patents and Santions Plaintiff's Counsel for Failing to
Comply With the Court’s Scheduling Orders
1. Legal Standard for a Motion for Summary Judgment

Summary judgment is appropriate when pheadings and evidenshow “that there is

no genuine dispute as to any madkfact and the movant is ettéid to judgment as a matter of



law.” FED.R.Civ.P.56(a);see also Celotex Corp. v. Catret77 U.S. 317, 322 (1986);
Diamond v. Atwoo43 F.3d 1538, 1540 (D.C. Cir. 1995). To determine which facts are
“material,” a court must look to the sulstive law on which each claim res#&nderson v.
Liberty Lobby, Inc.477 U.S. 242, 248 (1986). A “genuidispute” is one whose resolution
could establish an element of a claim or defemsk therefore, affect the outcome of the action.
Celotex 477 U.S. at 322Anderson477 U.S. at 248.

In ruling on a motion for summary judgmetite court must draw all justifiable
inferences in the nonmoving party’s favor andegt the nonmoving party’s evidence as true.
Anderson477 U.S. at 255. A nonmoving party, howeweust establish more than “the mere
existence of a scintilla of ewvethice” in support of its positiond. at 252. To prevail on a motion
for summary judgment, the moving party must shibat the nonmoving party “fail[ed] to make
a showing sufficient to establish the existencaroélement essential to that party’s case, and on
which that party will bear the burden of proof at triaCelotex 477 U.S. at 322. By pointing to
the absence of evidence proffered by the rmrnng party, a moving party may succeed on
summary judgmentlid.

The nonmoving party may defeat summiaiggment through faotl representations
made in a sworn affidavit if he “support[skhallegations . . . with facts in the recor@feenev.
Dalton, 164 F.3d 671, 675 (D.C. Cir. 1999) (quotidgrding v. Gray 9 F.3d 150, 154 (D.C. Cir.
1993)), or provides “dirgdestimonial evidence Arrington v. United State€73 F.3d 329, 338
(D.C. Cir. 2006). Indeed, for the court to accapything less “would defeat the central purpose
of the summary judgment device, which is to weatthose cases insufficiently meritorious to

warrant the expense of a jury trialGreene 164 F.3d at 675.



2. The Court Cannot Determine At ThisTime Whether the Plaintiff Can
Demonstrate the Invalidity of Either Patent at Issue

The defendant argues that ieistitled to summary judgment on the validity of the 207
Patent and the '164 Patent becatleeplaintiff has not produced any evidence of prior art that
would call into question the lidity of those patentsSee generallfpef.’s Validity Mot. The
defendant asserts that althoubh plaintiff produced a smattering of prior art before the
discovery deadline, none of thaior art has any bearing on thesig patents at issue; indeed,
the plaintiff chose not teely on this prior art in its final contention&d. at 2-3. Furthermore,
the defendant states that althoulgh plaintiff disclosed additionalvidence of prior art with its
final contentions, the court should not considiéecause it was produced after the discovery
deadline and the plaintiff agreed notrely on it on summary judgmenid. at 3-4. Thus, the
defendant argues, the plaintiff has produced ndegxe of invalidating prior art and the court
should grant summary judgment to the defent on the validity of the patentil. at 5-6.

The plaintiff responds that there is significant evidence that the defendant’s patents are
invalid. See generallf?l.’s Opp’n to Def.’s Validity Mot. The plaintiff asserts that the
defendant’s designs are entirely comv@mal and therefore not patentabld. at 3-5. The
plaintiff also contendthat summary judgment is precludecedo the defendant’s spoliation of
evidence.ld. at 5-6. More specificall the plaintiff contends th&harma’s patent agent,
George Seaby, discarded the original drawadggedly sent to him by Sharma in connection
with the patents at issuéd. Lastly, the plaintiff ontends that Sharmanst the inventor of the
designs illustrated in the’2(Hatent and the '164 Patenidl. at 6-7. In support of that
contention, the plaintiff relies ondhevidence of prior art first sltlosed as part of its final

contentions — namely, evidence tparklers in the same ornamardesigns had been available



in Europe long before Sharma obtained his design patkhid/erified Statement of Kerry
Healy;id., Verified Statement of Nick Dale.

“A patent is presumed valid and thatyaasserting invalidy has the burden of
persuasion to show the contréday clear and convincing evidenceResearch Corp. Techs. v.
Microsoft Corp, 627 F.3d 859, 870 (Fed. Cir. 2010) (citihgch. Licensing Corp. v. Videotek,
Inc., 545 F.3d 1316, 1327 (Fed. Cir. 2008)). At theseubf an invalidity challenge, “[t]he
challenger has the burden of going fard with invalidating prior art.”ld. (citing Tech.
Licensing Corp.545 F.3d at 1327). “The patentee thas the burden of going forward with
evidence to the contrarye., the patentee must show thag tirior art does not actually
invalidate the patent @hat it is not prior art because thesaded claim is entitled to the benefit
of an earlier filing date.”ld. (citing Tech. Licensing Corp545 F.3d at 132 PowerQasis, Inc.
v. T-Mobile USA, In¢522 F.3d 1299, 1304-06 (Fed. Cir. 200&p¢ord Titan Tire Corp. v.
Case New Holland, Inc566 F.3d 1372, 1376-77 (Fed. Cir. 2008)serving that “[o]nce the
challenger presents initially persuasive evidesfdavalidity, the burden of going forward shifts
to the patentee to present contrary evidence and argument” {icétiing Licensing Corp545
F.3d at 1327)). “Ultimately, theutcome of the trial on this point will depend on whether, in
light of all the evidence, the party challengthg patent’s validity r&carried its burden of
persuasion to prove by clear and convin@mglence that the patent is invalidTitan Tire
Corp., 566 F.3d at 1377 (citingech. Licensing Corp545 F.3d at 1328).

a. Originality of the Defendant’s Patented Designs

The plaintiff begins its attactn the validity of the patefity calling into question the

originality of the defendant’s patented desigi®.’s Opp’n to Def.’s Validity Mot at 2-4&ee

also35 U.S.C. § 171(a) (providirthat “[w]hoever invents angew, originaland ornamental

10



design for an article of maradture may obtain a patent tefr[e]”) (emphasis added).
Specifically, the plaintiff asserts that its mwparklers are based on conventional, existing
designs, such as public domain fonts and eatsigns for birthday candles. Pl.’s Opp’n to
Def.’s Validity Mot at 3-4;see alsd’l.’s Mot. for Non-Infringement, Decl. of Joseph Italiano
(“Italiano Decl.”) 1 3-12, 27-28.Because its sparklers are based on conventional designs, the
plaintiff argues, the defendant’s design pater@nnot encompass the plaintiff's products and

still be valid because the patents would thetberpass conventional, existing designs. Pl.’s
Opp’n to Def.’s Validity Mot. at 2-4see alsdPl.’s Opp’n to Def.’svalidity Mot. at 2-4.

Yet to demonstrate that these conventionalgies invalidate the defendant’s patented
designs, the plaintiff was requiréal offer some evidence thattltonventional designs share the
same overall visual appeacanas the patented desigr&ee Durling v. Spectrum Furniture Co.,
Inc., 101 F.3d 100, 103 (Fed. Cir. 1996) (noting thatseessing whether prior art invalidates a
patent, the court must considenether prior art “create[s] the same overall visual appearance as
the claimed design”). The plaintiff, howeyéias offered no evidence comparing the visual
impression created by the conventional desagrsthe visual impression created by the
defendant’s designsSee generallfPl.’s Opp’n to Def.’s Validity Mot.

Instead, the plaintiff reasons that becatiigeconventional designs are similar to the
plaintiff's sparklers and the plaiff's sparklers are, according to the defendant, similar to the
defendant’s designs, the defendsudiesigns must be similar tbe conventional designsd. at
2-4. This argument is flawed. Although Italiastates that he “consutteconventional designs
and that the plaintiff's sparits “resemble” and are “similar’texisting designs for birthday
candles, Italiano Decl. 11 3-10, aeknowledges that the plaintiffsparklers are not identical to

these conventional designd, 11 13-25. Given these diffel@s in appearance, it does not

2 Joseph Italiano was employed by the plaintiff to design its line of sparklers. Italiano Decl. | 2.

11



follow as a matter of logic, as the plaintiff sugtge that any similarity between the defendant’s
patented designs and the ptéfis sparklers necessarily entails a similarity between the
defendant’s patented desigmglahe conventional designs. fact, Italiano suggests in his
declaration that both the plaifits sparklers and the conventidrdesigns which they resemble,
differ in appearance from thefdadant’'s patented designsee, e.g.ltaliano Decl. I 13 (stating
that the plaintiff's “1” sparkler “has the sarmamamentation” as a “1” birthday candle marketed
by the plaintiff but “is noticeably &ferent in ornamental designoim the numeral ‘1’ sparkler of
the 207 patent”)see also id{[{ 14-25. Thus, the plaintiffassertion that its own sparklers
resemble conventional designs does not raise a geolisgue of fact aw the validity of the
defendant’s designs.

The only other evidence offered by the ptdf regarding the originality of the
defendant’s designs — other than the evideng®iof art disclosed &r discovery, which is
discussed below — is a snippet of testimony f@marma’s deposition, in which Sharma testified
that he “tried to make a standastar” when he designed the '1B4tent. Pl.’s Opp’n to Def.’s
Validity Mot., Decl. of Gerard Dunne (“Dunneebl.”), Ex. C. This testimony, however, is of
limited significance at best. As an initial ttea, Sharma’s testimony does not address the
originality of the numerical spart designs in #°'207 PatentSee id. Moreover, even if this
deposition testimony provides some indication of Sharinéstat the time he designed the
star-shaped sparkler, it is weltablished that the originaliof a patented design turns on its
appearance, not the designer’s inté®¢e Gorham Mfg. Co. v. Whil U.S. 511, 524 (1871)
(noting that the patentability af design resides in its appearanseg also In re Harveyl2 F.3d
1061, 1064 (Fed. Cir. 1993) (observing that the foculetourt’s inquiry ito the validity of a

patent is on its appearances rather than its ufe8§ U.S.C. § 103(a) (“Rentability shall not

12



be negatived by the manner in which the inventi@s made.”). Because the originality of the
164 Patent depends on its visuapaprance in relation to the priart, whether Sharma intended
to create a “standard star” (whet¢e that may be) or a “novel stas’not directly relevant to the
inquiry. What would be relevant — evidencegabr art having the same visual appearance as
the defendant’s patented designs — the plain&# not placed in thegerd (with the exception
of the evidence of prior art disclosed after dismgweadline). As a result, the plaintiff has not
raised a genuine issue of material fact with eespo the originality othe plaintiff's designs.
b. Spoliation of Evidence

The plaintiff next argues #t the defendant should not be granted summary judgment
because Sharma’s patent agent, Seaby, failediotain the original drawings that Sharma
allegedly sent to Seaby in connection with theepts at issue. Pl.BGpp’n to Def.’s Validity
Mot. at 5-6. Indeed, the spoliati of evidence can, in certain circstances, can give rise to an
adverse inference against the party thaed to maintain the evidenc&ee Bolger v. Dist. of
Columbig 608 F. Supp. 2d 10, 30 (D.D.C. 2009) (citMgzloum v. D.CMetro. Police Dep't
530 F. Supp. 2d 282, 291 (D.D.C. 2008)). Yet thestduction of evidence, standing alone, is
[not] enough to allow a party who has produceewidence — or utterly inadequate evidence —
in support of a given claim to sunéssummary judgment on that claimTalavera v. Fore648
F. Supp. 2d 118, 133-34 (D.D.C. 2009) (quothog Muhlenbrock v. Billingtor§79 F. Supp. 2d
39, 45 (D.D.C. 2008)xee also Byrnie v. Town of Cromwell, Bd. of EdR43 F.3d 93, 107 (2d
Cir. 2001) (observing that “[ijn bderline cases, an inference of spoliation, in combination with
‘some (not insubstantial) evidence’ for the pldfist cause of action, caallow the plaintiff to

survive summary judgment (citin¢yonish v. United State450 F.3d 112, 126 (2d Cir. 1998)).

13



In this case, the plaintiff has presented atmm evidence that thpatents at issue are
invalid, beyond the evidence of prior art disclosed after the discovery deaéregenerally
Pl.’s Opp’n to Def.’s Validity Mo. In addition, although the pldiff suggests that Seaby had an
obligation to preserve Sharma’s drawings becaasent litigation is alwgs a possibility, it has
cited no authority for this blanket propositioBeePl.’s Opp’n to Def.’svalidity Mot. at 5;see
also Kronish 150 F.3d at 126 (noting “for an adverse iefee to arise from the destruction of
evidence, the party having control over the evidenast have had an oblitjan to preserve it at
the time it was destroyed”). Furthermore, timdy explanation offered for how these records
would have supported its invaligidefense is the plainti§’ vague speculation that these
materials “would help establish whether the draysifor the ornamental designs of the patents
asserted in this matter had been hand drawn bysharmal,] or if the drawings had been made
from pre-existing sparklers already manufacturedtnne Decl. | 1%ee also Bolgei608 F.
Supp. 2d at 30 (noting that for an adverse imfeeegto be warranted, the missing evidence must
have been “relevant’ to the claims or defenstthe party that sought the discovery of the
spoliated evidence, to the extent that a realsienfactfinder couldanclude that the lost
evidence would have supported the claims orrdefef the party thabsght it”). Thus, the
plaintiff has not shown that Siegs alleged failure to maintai@harma’s original drawings

warrants the withholding of sumnyajudgment on the issue of validity.

3 Plaintiff's counsel states in this declaration tt&arma testified that the drawings for [the '207
Patent] were not exact to his drawings becafiggoduction issues. This suggests the patent
drawings were made from pre-existing sparklemnsl, ot photocopies of bent wire with sparkler
materials.” Dunne Decl. {1 11. How the form®uggests” the latter, however, is simply not clear
and is not explained by counsel.

14



c. Inventorship of the Defendant’s Patentedesigns and the Plaintiff's Failure to Comply
With the Court’s Scheduling Orders

Lastly, the plaintiff contendthat the design patents are not valid because Sharma, the
defendant’s principal, did not, fiact, invent those designs. BIOpp’n to Def.’s Validity Mot.
at 6-7. In support of that contention, the pliffiltas submitted statements from two employees
of Octavius Hunt Limited (“Octavius”), British company that markets decoratioigee
generally id, Statement of Kerry Healyd., Statement of Nick DaleBoth of these individuals
state that long before Sharma obtaineddesign patents, Octavilid been purchasing
numerical and star-shaped sparklegom a Czech company, Drutejal. Statement of Kerry
Healy  2;d., Statement of Nick Dale { 2. Sharmstifeed that Drutep was the first company
he used to manufacture numerisparklers. Dunne Decl., Ex. B.

There is no dispute that theapitiff did not disclose any &ence regarding Drutep’s sale
of numerical and star-shapsparklers prior to the Marc@6, 2010 discovery deadlin&ee
Def.’s Validity Mot. at 4-5see generallyl.’s Opp’n to Def.’s Validity Mot. Indeed, the
correspondence submitted by the parties makes clathth plaintiff disclosed these materials,
along with all its evidence concerning numer@adl star-shaped sparklers sold in Europe, China
and Australia, for the first time with its finabntentions on April 12, 2010, Def.’s Validity Mot.,
Ex. 9, just two weeks before the deadline for filing motions for summary judgment, Minute
Order (Jan. 20, 2010). This late disclosure oeclidespite the factahthe defendant had
issued document requests and interrogattoi¢ise plaintiff in December 2008 requiring the
disclosure of all evidence of prior art, Def.’s Validity Mot., Ex. 3, 4.

It is also clear that the plaintiff's failute disclose this evidence prior to the close of
discovery resulted from the plaintiff's lack ofigence in investigating its case. In its October

2008 amended answer to the defendant’s countes|ghe plaintiff challenged the validity of

15



the defendant’s patents and expressly allegedhbadefendant had failed to disclose evidence
of prior art to the PTOSeeAm. Answer to Countercl. 11 343-48. By that time, plaintiff's
counsel must have been aware of sewidentiary basis for these allegatiorfgeefFeD. R. Civ.

P. 11(b)(3) (stating that by presemgia pleading, motion or otherpex to the court, the attorney
certifies that to the best ofshor her knowledge, formed afi@reasonable inquiry, the factual
contentions “have evidentiary suppor, if specifically so identiéd, will likely have evidentiary
support after a reasonable opportunity for furtheestigation or discovety, Furthermore, the
plaintiff was aware of Drutep’s role in the maaciure of the defendant’s sparklers by at least
December 2009, when it deposed Sharmas Blgp’'n to Def.’s Validity Mot., Ex. B.
Nonetheless, the plaintiff did not disclamay evidence regarding tep’s alleged prior
production of numerical and stanagped sparklers until months later, on the eve of the summary
judgment deadline set by the couBef.’s Validity Mot., Ex. 9.

The only excuse offered by the plaintiff finis delay is the suggestion, made in the
declaration of plaintiff’'s counsdihat the investigation that ultimey led to the discovery of this
prior art was sparked by the revelation inu&ry 2010 that Seaby had discarded Sharma’s
original drawings. Dunne Decl. 11 9-13, 18.t ¥ plaintiff has not explained how this
revelation suddenly prompted it ifovestigate the issus prior art or, more importantly, how it
excuses its failure to that point tovestigate the validity of the patentSee id. After all, the
plaintiff had raised the issue wivalidating prior art more thaa year earlier in October 2008.
Answer to Countercl. § 30. Indeed, although counsel exchanged nureerails regarding the
plaintiff's belated document production, at no pamthese contemporaneous discussions did

plaintiff's counsel cite Seaby@estruction of evidence as atjtisation for thelateness of its
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disclosure$. SeeDef.’s Validity Mot., Ex. 9, 10; Dunne €&l., Ex. F; Def.'s Opp'n to Pl.’s Mot.
for Leave to Amend, App. G, H. In sungunsel’s reliance on Seaby’s purported failure to
maintain records appears to be a post hac rédizatian and does not exse counsel’s lack of
diligence.

Moreover, even if there were some justtion for the lateness of the plaintiff's
investigation or its failure to complete discovémefore the discovery deadline, that still would
not excuse the plaintiff's failure to produary evidence regarding this prior art until after the
close of discovery. Had this evidence beadpced on a rolling basis, at least some of the
prejudice to the defendant might have beendeaias the defendant would have been able to
obtain some discovery on these new materiastead, in an act reeking of gamesmanship and
bad faith, the plaintiff waited until discovery closed to prodaitef this evidence of prior art in
a single burst. Def.’s Validity Mot., Ex. 9.

In apparent recognition of the prejudice calisg this conduct, platiff's counsel agreed
that the plaintiff would not relpn any of the evidence disclakafter the discovery deadline at
summary judgment, so that the parties could kkep deadline for filing motions for summary
judgment. Def.’s Validity Mot., Ex. 10; Dunrigecl. § 21 (“During the call . . . referred to by
[the plaintiff], | indicated . . . that | would nose new material disclosed after the close of
discovery for summary judgment inasmuch as celius [the defendantjad stated [that they]
would be prejudiced by the use of such matelistlosed after the @se of discovery.”).

Nonetheless, the plaintiff reneged on thatagrent by relying on thavidence in opposing the

4 Instead, plaintiff's counsel simply asserted, without any explanation or limitation, that the
plaintiff would continue to investigate its caamed supplement its responses to the defendant’s
discovery requests as needed, regardless ofshewdiry deadline. Dunne Decl., Ex. F; Def.’s
Opp’n to Pl.’s Mot. for Leave to Amend, Ex. H.
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defendant’s motion for summayydgment on the issue of valligl Pl.’s Opp’n to Def.’s
Validity Mot. at 5-6.

At the very least, the conduof plaintiff's counsel congutes a clear wlation of the
court’s scheduling order, which required fieties to complete discovery by March 26, 2910.
Minute Order (Jan. 20, 2010). Counsel’s decistdisregard the court-ordered discovery
deadline has clearly prejudiced the defendant, kvprepared its final gdentions and motions
for summary judgment without having had the opyaity to obtain discovery regarding this
newly disclosed evidence.

Federal Rule of Civil Procedure 16(f) prdes that “[o]n motion oon its own, the court
may issue any just orders, including those augkdrby Rule 37(b)(2)(A)(ii)-(vii), if a party or
its attorney . . . fails to obey a scheduling or other pretrial ordes: B Civ. P. 16(f)(1)(C).
Rule 37(b)(2)(A), in turn, expressly authoas the court to impose the following sanctions:

(i) prohibiting the disobedient partfrom supporting or opposing designated

claims or defenses, or from introding designated matters in evidence;

(iii) striking pleadingsn whole or in part;

(iv) staying further proceedingstil the order is obeyed;

(v) dismissing the action or proceeding in whole or in part;

(vi) rendering a default judgment against the disobedient party; or

(vii) treating as contempt of court the failure to obey any order except an order to

submit to a physical or mental examination
Id. 37(b)(2)(A)(ii)-(vii).

Accordingly, the Federal Rules authorize the court to dismiss the plaintiff's claims in

whole or part or prohibit thplaintiff from relying on the evience produced aft¢he close of

As previously noted, under the court’s origisaheduling order, discovery was scheduled to

close on January 26, 2010, Minute Entry (No\2@)8), and was extended to March 26, 2010 at
the parties’ request, Minute Order (Jan. 26, 2010). Although the request to extend the discovery
deadline was filed by the parties jointhgeJoint Stipulation to File Request for an Extension of
Present Schedule, the plaintiff does not dispuettiis request was made at the plaintiff's
insistenceseePl.’s Statement of Material Facts { 6; Def.’s Validity Mot. at 4.
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discovery as a sanction for its failurecmmply with the court’s scheduling ordetd.; see also,
e.g, Tex. Instruments Inc. v. Powerchip Semiconductor Cag87 WL 1541010, at *12
(S.D.N.Y. May 24, 2007) (precludg the defendant from relying on documents produced after
the close of discovery pursuant as a sanctioremuRdle 16(f)). The court, however, is not
persuaded that such severe samdtiare appropriate here, destiite plaintiff's abusive conduct.
The Supreme Court has “emphasized the importanitetpublic at largef resolving questions
of patent validity.” Cardinal Chem. Co. v. Morton Int’l, Inc508 U.S. 83, 100 (1993) (citing
Blonder-Tongue Labs., Inc. v. Univ. of lll. Foundi02 U.S. 313, 330 (1971)). The evidence of
prior art belatedly disclosed by the plaintiff hhe potential at least to weigh heavily in the
court’s validity analysisSee, e.gPl.’'s Opp’n to Def.’s Validity Mot., Statement of Kerry Healy
9 2. Furthermore, the courtgsnfident that less severenséions can minimize the unfair
prejudice that would result from allowing the pl#in- and the court — to rely on this evidence.
See Trakas v. Quality Brands, In¢59 F.2d 185, 187 (D.C. Cir. 198®ioting that dismissal of

a case “is a sanction of last resto be applied only afterss dire alternatives have been
explored without success;.K.S. Eng’rs, Inc. v. White Mountain Gypsum,G@6 F.2d 1202,
1209 (7th Cir. 1984) (noting that the impositioneds severe sanctions, such as the award of
attorney’s fees, may be “sufficiently effeaiin alerting an irrggonsible litigant to the
seriousness of his or her neglgutecting the interests of tlogher litigants in the case, and

vindicating the integrity of the court”).

The court also possesses the inherent authoritggose similar sanctions based on the plaintiff's
bad faith conduct in waiting until just after tblese of discovery to produce this evidence of

prior art, agreeing not to use that information on summary judgment and then simply disregarding
that agreementSee Webb v. Dist. of Columbpiad6 F.3d 964, 971 (D.C. Cir. 1998) (observing

that “[a] district court may order sanctiomsgluding a default judgment, for misconduct either
pursuant to Rule 37(b)(2) of the Federal Rules of Civil Procedure . . . or pursuant to the court’s
inherent power to ‘protect [its] integrity and prevent abuses of the judicial process™ (quoting
Shepherd v. Am. Broad. Cos., |82 F.3d 1469, 1474 (D.C. Cir. 1995))).
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Conversely, simply staying the proceedingpttovide the defendant an opportunity to
obtain additional discovery is nah acceptable alternative. Thdedelant, after all, has already
expended substantial resouraepreparing final conterdns and motions for summary
judgment, which will likely have to bemended to account for any newly discovered
information. Furthermore, allowing additionasdovery will inevitably delay the resolution of
this matter. Finally, staying the proceegs without any addiinal sanction provides no
disincentive for parties who might othereidisregard the court’s scheduling ordesge Smith
v. Georgetown Uniy1993 WL 18927, at *1 n.* (D.D.C. dal4, 1993) (“Plaintiffs sought no
enlargement of time from the court for resporgdio the discovery requests, and sought no
protective order. They cannot simply ignorsativery requests and deadlines, and not incur
sanctions.”).

In light of these considerationthe court will permit the plaintiff to rely on this belatedly
disclosed evidence of prior amd denies without prejudice the defendant’s motion for summary
judgment on the validity of its design paten8eel0A FeD. PRAC. & PrRocC. § 2718 (observing
that “it is within the trial court’s discretion to dersymotion for summary judgment without
prejudice to its being renewed a later time and the court may grant a renewed motion upon a
showing of good cause”). In adidn, the court shall repen discovery to the defendant for a
period of a ninety days to permit the defendanbpportunity to obtaidiscovery regarding the
plaintiff's newly disclosed evidencesee In re Breast Implant Caségl2 F. Supp. 958, 961
(S.D.N.Y. 1996) (“In cases wherdditional information is required to adequately pass on a
motion for summary [judgment], the practice hasioto deny the motion, with leave to renew,

allowing further discovery and development of evidence.”).
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Plaintiff's counsel shall, however, pay the reasonable attorney’s fees and costs incurred
by the defendant in revising it1&il contentions (including theés and costs associated with
preparing new expert repor@hd amending and re-filing itBotions for summary judgment
(including any oppositions and re)eo address the evidencepoior art disclosed after the
discovery deadlin®.SeeFeD. R.Civ. P. 16(f)(2) (providing that “theourt must order the party,
its attorney, or both to paydlreasonable expenses — inchgdattorney’s fees — incurred
because of any noncompliance with this yuleless the noncompliance was substantially
justified or other circumstances make an award of expenses ungest'ajso Burton v. R.J.
Reynolds Tobacco G203 F.R.D. 636, 641-42 (D. Kan. 20@&anctioning plaintiff's counsel
for failing to comply with the court’s schedulimgders and ordering plaiff’'s counsel to pay
attorney’s fees, witness fees and costs assacwith re-deposing witnesses based on evidence
disclosed after the discovery deadline). Plaintiff's counsel shall also pay all reasonable
attorney’s fees and costs incurred by the nigd@t in re-deposing any witnesses who have
already been once deposed, insofar as additimypaisitions are needénladdress the newly

disclosed evidenceSee Burton203 F.R.D. at 641-62.

To date, the court has been presented with no evidence that the plaintiff shares responsibility for
the abusive conduct of its couns&ee Seismic Int’l Research Corp. v. South Ranch Qil Ca,, Inc.
793 F.2d 227, 230 (10th Cir. 1986) (noting that “a court should, when possible, enter sanctions
against counsel, and not the parties they reptesden imposing sanctions pursuant to Rule

16(f)).

The defendant shall submit a detailed accounting of these expenses, supported by
contemporaneous time records, one week afteremewed motions for summary judgment have
been fully submitted. This accounting shalldoéficiently detailed to permit the court to

ascertain that the expenses resulted from the plaintiff's disclosure of evidence after the discovery
deadline.
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B. The Court Denies Without Prejudice the Parties’ Cross-Motions
on the Issue of Infringement

In addition to the defendant’s motion frmmary judgment on the issue of validity, the
parties have also filed cross-nmais on the issue of infringemer$ee generallpef.’s Mot. for
Summ. J. that the Pl.’s Star&flers Infringe Patent D451,16Mef.’s Mot. for Summ. J. that
the Pl.’s Numerical Sparklers lifige Patent D447,207; Def.’s Mot. for Summ. J. that the Pl.’s
Infringement of Patent D451,164 and D447,207 HasrBWillful; Pl.’s Mot.for Summ. J. for
Non-Infringement. Although it may be possible foe ttourt to resolve thissue of infringement
before addressing the validity thife defendant’s design patergse Pandrol USA, LP v. Airboss
Ry. Products, In¢.320 F.3d 1354, 1364-65 (Fed. Cir. 2003) ésbimg that “patent infringement
and invalidity are separate and distinct es0, the court must address the validity issue
regardless of its ruling on the issue of infringemeeg Sinclair & Carroll Co. v. Interchemical
Corp., 325 U.S. 327, 330 (1945) (stadithat the loweraurts should inqué fully into the
validity of the patent even if is possible to dispose tfie case on the ground of non-
infringement). Furthermore, addressing theassuinfringement beforeesolving the question
of validity may render the teer an advisory rulingSee Altvater v. Freema819 U.S. 359, 363
(1943) (“To hold a patent validlit is not infringed is tadecide a hypothetical case.8ge also
Ditto, Inc. v. Minn. Min. & Mfg. Cq.336 F.2d 67, 69 (6th Cir. 196@he validity question is
of greater public importance than the infringemaestie and it is usuallyne better practice to
first consider the validity issue.”). Fingllalthough the issues phtent validity and
infringement are separate and distinct, the pdggibemains that in the course of investigating
the former issue, additional evidence nb@yuncovered relevant to the latter.

Thus, rather than addressing the issuasbdlity and infringement in a piecemeal

fashion, the court denies withgortejudice the parties’ cross-timns for summary judgment on
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the issue of infringement with leave to re-submit these motions following the close of the
supplemental period of discovery ordered above.

C. The Court Grants in Part and Denges in Part the Plaintiff's Motion
for Leave to Amend Its Pleadings

1. Legal Standard for Amending Péadings Pursuant to Rule 15(a)

Rule 15(a) governs the amendment of plegslj stating generoustigat “[tjhe court
should freely give leave when justice so require€b.R.Civ. P. 15(a). Courts shall
“determine the propriety of amendment on a case by case bHsigis v. Sec’y, U.S. Dep't of
Veterans Affairs126 F.3d 339, 344 (D.C. Cir. 1997). Whether to grant or deny leave to amend
rests in the distriatourt’s sound discretionFoman v. Davis371 U.S. 178, 182 (1962). Such
discretion is not unlimited, howevdaor it is an “abuse of discretiorwhen a district court denies
leave to amend without a “juBting” or sufficient reasonld. at 181, 182Firestonev.

Firestone 76 F.3d 1205, 1208 (D.C. Cir. 1996). Reasoasijtistify a denial of leave to amend
include undue delay, bad faith, repeated failureut@ a pleading’s deficiencies, undue prejudice
to the opposing party, and futility of amendmehtman 371 U.S. at 18Richardson v. United
States 193 F.3d 545, 548-49 (D.C. Cir. 199@aribbean Broad. Sys., Ltd. v. Cable & Wireless
P.L.C, 148 F.3d 1080, 1084 (D.C. Cir. 1998).

Courts require a sufficient basis for derofileave to amend because the purpose of
pleading under the Federal Rut#<Civil Procedure is “to fatitate a proper decision on the
merits,” not to set the stagerfa game of skill in which one misstep by counsel may be decisive
to the outcome.”Foman 371 U.S. at 181-82 (citingonley v. Gibson355 U.S. 41, 48 (1957)).
Under Rule 15(a), the non-movant generally earthe burden in persuading the court to deny
leave to amendCf. Dussouy v. Gulf Coast Inv. Cor®60 F.2d 594, 598 n.2 (5th Cir. 1981)

(endorsing exceptions to the general rule thabtivden of persuasion rests with the non-movant
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in the Rule 15(a) contextyee alsdsudavich v. District of Columbj&2 F. App’x 17, 18 (D.C.
Cir. 2001) (noting that the non-movant “failed to show prejudice frondigtact court’s action
in allowing the [movant’s] motion tamend”) (unpublished decision).

2. The Plaintiff's Motion for Leave to Amend Is Unduly Delayed and
Would, if Granted, Unfairly Prejudice the Defendant

The plaintiff has moved to amend its pleaditmsclude additionahffirmative defenses
concerning the alleged invalidity tfe defendant’s design paten&eePl.’s Mot. for Leave to
Amend,Proposed Am. Compl. & Am. Answer {1 23-36:-46. The plaintiff also seeks leave to
supplement its pleadings with a claim ofgoéable conduct, based on allegations that the
defendant and Sharma withheld information rdgey prior art when tby applied for the '207
and '164 Patentsld. 11 56-69. Both the newly proposedioi and the proposed defenses are
based on the evidence of prior art disclosed after the close of disc@e=yd | 23-30, 36-46,
56-69;see also supr®art Ill.A.2.c. Lastly, th plaintiff seeks leave @®dd Sharma and an entity
known as Samrok Canada, Inc. as defendarntssraction. Pl.’s Mot. for Leave to Amend,
Proposed Am. Compl. & Am. Answer {1 3-4.

The plaintiff contends thahe court should grant it leave amend its pleadings because
it requested leave to amend piiiy after receiving the new evidence of prior art, the new
evidence is crucial to its defense against thengément claims and the public interest demands
a full exploration into the validity of a patehtPl.’s Mot. for Leave to Amend at 4; Pl.’s Reply
in Support of Pl.’s Mot. for Leave to Amend at 2-Bne plaintiff also regests that the court re-
open discovery for a period of ninety dayp#&ymit the parties to obtain additional discovery

regarding these new allegationd. at 3. The defendant resporitiat the plaintiff's motion

o The plaintiff also contends, as it did in its oppositio the defendant’s validity motion, that its

discovery of this new evidence was delayed bgtsy’s allegedly wrongful destruction of certain
materials sent to him by Sharma. Pl.’s Mot.lfeave to Amend at 4. As previously discussed,
however, this contention is not crediblBee suprdlart I1l.A.2.c n.3.
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should be denied because the plaintiff was nogetil in investigating #se new allegations and
acted in bad faith in failing to disclosaeyaevidence regarding these new allegations during
discovery. Def.’s Opp’n to Pk’Motion for Leave to Amend &t5. In addition, the defendant
asserts that it would be prejudiced big tlast minute addition of new allegationigl. at 7.

As noted above, both undue delay and prepiglistify the denial of leave to amenSee
Foman 371 U.S. at 17&Richardson 193 F.3d at 548-4%ee als® FED. PRAC. & PROC. § 1488
(noting that “courts have not allowed amendméntise made that seek to add new claims or
theories, parties, or new defessor counterclaims to the action when allowing the amendment is
deemed to be unduly burdensome, given the stagaich the litigation has advanced”). Here,
the plaintiff’s motion for leave to amend cometeathe preparation ofkpert reports, after the
close of discovery and after the subsion of motions for summary judgmer8ee generally
Pl.’s Mot. for Leave to Amend. The tardinegghe plaintiff’s motion is not excused by the
plaintiff’s failure to discoveevidence of prior art until aftéhe close of discovery, for as
previously discussed, the pléffis purported failure to uncovehis evidence earlier in the
litigation resulted from its lack afiligence in investigating its cas&ee suprdPart I111.A.2.c.

The plaintiff's failure to seek leave to amd until after the close of discovery and the
submission of summary judgment briefs constitaiesinjustifiable lack ofliligence that plainly
weighs against granting leave to amend.

Moreover, it is clear that such a lasinute amendment would, if permitted, unfairly
prejudice the defendant. Although the defendétthave an opportunity to obtain discovery
regarding the evidence of prior artdiosed after the discovery deadlisee suprdPart
l1l.A.2.c, the addition of new parties, new deges and new claims would necessitate yet

additional discovery and result in even more delage In re Vitamins Antitrust Litig217
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F.R.D. 30, 33 (D.D.C. 2003) (denying the pldfig motion for leave to amend, which would
have resulted in new claims that the defenelantld be forced to deal with after discovery,
because “[a]llowing the addition diis claim at this time [would] create[] an undue delay in trial
preparation and would thus be praicial”). This prejudice, coupledith the plaintiff's lack of
diligence in investigating its case and seekingddavamend its pleadings, justifies denial of the
plaintiff's motion for leave to amendsee Acosta-Mestre v. Hiltont'| of Puerto Rico, Inc.156
F.3d 49, 51-52 (1st Cir. 1998) (hahdj that the district court dinot abuse its discretion in
denying the plaintiff’'s motion to amend the cdaipt to add an additional party because the
motion, which was filed near tlidose of discovery, was tardy and the plaintiff lacked any
sufficient excuse for delaying so lobgfore moving for leave to amen@gecker v. Dist. of
Columbig 258 F.R.D. 182, 184-85 (D.D.C. 2009) (demythe defendants’ motion for leave to
amend their answer on the grounds of undue dedaguse the motion carpears after the filing

of the answer and after discovery had closatirmotions for summary judgment had been filed);
see also Cameron v. Thornbur@83 F.2d 253, 258 (D.C. Cir. 1993) (affirming the district
court’s denial of a motion for leave to amaeon the grounds of undue delay because leave to
amend was not sought until fifteen montheamotions to dismiss had been filed);
Williamsburg Wax Museum, Inc. v. Historic Figures, J184.0 F.2d 243, 247 (D.C. Cir. 1987)
(affirming the denial of a motion for leave amend on the grounds of undue delay because the
motion came years after the plaintiff filed its ficomplaint and after the close of discovery and
after the court had resolved a motion for sunmymadgment). The court therefore denies the

plaintiff's motion for leave to amend.

10 The denial of the plaintiff's motion for leave to amend does not preclude the plaintiff from
relying on the evidence of prior art disclosed after discovery to attack the validity of the
defendant’s patents. The plaintiff's operatpleadings include an affirmative defense of
invalidity, invoking,inter alia, 35 U.S.C. § 103, prohibiting patts for inventions anticipated by
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V. CONCLUSION
For the foregoing reasons, the court denighaut prejudice the parties various motions
for summary judgment, denies tpkaintiff's motion for leave t@amend, sanctions the plaintiff's
counsel based on his failure tagdby the court’s scheduling ordand re-opens discovery for a
period of ninety days. An Order consistertwthis Memorandum Opinion is separately and

contemporaneously issued thigth day of February, 2011.

RICARDO M. URBINA
United States District Judge

prior art. Am. Answer to Countercl. § 31. The evidence of prior art is plainly relevant to that
affirmative defense.
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