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Plaintiff AdvanceMe, Inc. (“AdvanceMe”) hereby opposes Defendant's Expedited
Motion for Leave to Amend Preliminary Invalidity Contentions and, in support thereof,
respectfully shows the Court as follows:

. PRELIMINARY STATEMENT

As AdvanceMe predicted in its opposition to Defendant's previous motion to amend,
Defendant has brought yet another motion for leave to amend its invalidity contentions to add
allegedly “new” information that was, in fact, readily accessible to it many months ago. All of
the requested amendments concern alleged prior art related to a company called Litle & Co., yet
it is undisputed that Defendant thoroughly and repeatedly interviewed the principal of that
company, Tim Litle, concerning this alleged prior art from April to July of 2006. Indeed, by July
of 2006, three months before the instant motion was filed, Defendant had full and complete
access to all the information that is the subject of this motion. Defendant made no attempt to
include this information in its Amended Invalidity Contentions served on August 30, 2006, nor
did it make any attempt to include this information in its September 13, 2006 motion for leave to
amend its invalidity contentions, which was filed after the deposition of Mr. Litle had been
taken.

In AdvanceMe’s opposition to Defendant's previous motion to amend, AdvanceMe raised
the concern that Defendant's “shifting sands” approach to its invalidity contentions has been
extremely prejudicial to AdvanceMe. The passage of time has made this concern even more
acute. Since the previous motion to amend was decided by the Court, the parties have
completed claim construction proceedings, and have conducted numerous additional depositions
(including the 30(b)(6) deposition of AmeriMerchant). Discovery in this case is drawing to a

close.
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It is far too late for Defendant to make another attempt to add new invalidity contentions in this
case, particularly where the new contentions consist entirely of information that was fully
available to Defendant many months ago. Accordingly, AdvanceMe respectfully requests that
Defendant's motion be denied.

1. FACTUAL BACKGROUND

A. Defendant's Prior Access To Tim Litle

At least as early as April of 2006, Defendant began communications with an individual
named Tim Litle, concerning an alleged prior art process by a company called Litle & Co. that
involved postage financing. On April 26, 2006, contact information was exchanged between Mr.
Litle and Mr. Goldin, the CEO of AmeriMerchant. Declaration of Michael Edelman (“Edelman
Decl.”), Exh. A. On April 27, 2006, Mr. Goldin forwarded an article from Forbes magazine he
had located concerning a customer of Litle & Co. called Exposures, which allegedly references
the postage financing program. Edelman Decl., Exh. B. On June 6, 2006, Mr. Goldin sent a
copy of the 281 Patent to Mr. Litle. Edelman Decl., Exh. C.

On June 19, 2006, almost a month before the deadline for Preliminary Invalidity
Contentions, Mr. Goldin was forwarded further documentation relating to the Litle postage
financing system, including a Promissory Note for Postage Advances, a Security Agreement, a
Demand Promissory Note for Postage Advances, and a Subordination Agreement. Edelman
Decl., Exh. D. This documentation was apparently forwarded by Paymentech, the company that
had acquired Litle & Co. in 1995. 1d.

On June 20, 2006, Mr. Goldin contacted Mr. Litle and attached a “copy of the
schedule/security agreement of the postage financing agreement w/ Exposures.” Edelman Decl.,

Exh. E. The email further stated that “[t]he patent attorneys think it’s enough to 'start' and we
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may ask for testimony from you, etc. that further details how the program worked if needed.” Id.
On June 27, 2006, Defendant continued its discussions with Mr. Litle concerning the alleged
prior art. On that date, Mr. Litle informed Mr. Goldin of yet more details concerning this alleged
prior art. Edelman Decl., Exh. F. Mr. Goldin responded that Mr. Litle’s testimony will help “put
the pieces of the puzzle together,” and further talked about the need to do “automatic
disclosures” for the Court. 1d. The email further stated that “[t]he patent attorney’s know about
your willingness to testify and | will keep you posted well ahead in advance of the progress of
what’s going on.” 1d. On July 7, 2006, Mr. Litle informed Mr. Goldin that he knew of at least
three people who could testify that Litle & Co. had used a method of payment “for catalogs to
pay for their fulfillment bills by diverting some of their proceeds, to the fufiller,” and to “please
let me know what I can do and if you need affidavits or my testimony.” Edelman Decl., Exh. G.

On July 10, 2006, Mr. Goldin sent an email to Mr. Litle regarding scheduling a “a phone
conference with our attorneys to do an ‘“interview’ with you about what you’ve told me so far
about your postage financing and similar programs prior to July 1996.” Edelman Decl., Exh. H.
Mr. Goldin stated that the phone conference would be “a chance for our attorneys to hear what
you have told me so far and to determine how to best utilize what you’ve told me to date.” 1d.
Mr. Goldin subsequently sent another email to Mr. Litle on July 13, 2006, thanking him for
“taking the time to speak with myself and the patent attorneys” and noting that “[i]t was very
helpful.” Edelman Decl., Exh. I.

On July 14, 2006, Mr. Goldin sent an email to Mr. Litle to inform him that “Paymentech
found another one of your postage financing agreements (see attached) from the Museum
Publications of America.” Edelman Decl., Exh. J. Mr. Litle responded the next day in an email

noting that the Security Agreement attached to the postage financing agreement “was standard in
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all our Agreements.” Id. Mr. Litle further stated that although Paymentech could probably find
more examples of the postage financing agreements, “my sense is you’ve got what you need.”
Id.

On July 25, 2006, Paymentech faxed to Mr. Goldin a complete set of documents relating
to the Litle & Co. prior art, including a Litle & Co. Member Agreement which contains detailed
information on the reserve account and its role in Litle & Co.’s postage financing program.
Edelman Decl., Exh. K. The next day, Mr. Goldin sent an email to Mr. Litle attaching these
documents and asking Mr. Litle to further clarify the content of these documents. Edelman
Decl., Exh. L.

As the foregoing demonstrates, long before the time Mr. Litle was deposed to record his
testimony, Defendant had received full information about this alleged prior art, reviewed those
documents, communicated with Mr. Litle about the documents, specifically discussed with Mr.
Litle the fact that this alleged prior art might be disclosed, and even discussed the alleged “new”
facts about the reserve account and the third party fulfillment companies that Defendant is now
trying to add to its Invalidity Contentions.

B. Procedural Background

On September 13, 2006, Defendant filed a Motion for Leave to Amend Preliminary
Invalidity Contentions (“Motion to Amend”), seeking to include additional documents and
analysis relating to Litle & Co. and other alleged prior art systems. Docket Entry (“D.E.”) 42,
pp. 6-7. Defendant contended that the information it sought to add “was not actually available
to, or reasonably obtainable by, Defendant at that time” and was only “obtained after several
months of diligent investigation and effort by Defendant.” Id., p. 4. Defendant further argued

that a continuance of the pre-trial deadlines could resolve any prejudice potentially suffered by
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AdvanceMe. Id., p. 8. This motion was filed after the deposition of Tim Litle was taken, yet the
“new” information purportedly learned in this deposition was not included in this motion.
AdvanceMe filed and served its opposition to the Motion to Amend on September 25,
2006. In its opposition, AdvanceMe cited Defendant's violation of the Court’s Patent Rules by
amending its contentions without leave of court. AdvanceMe also cited Defendant's failure to
attach the actual content of its proposed amendments to the motion, and its failure to satisfy the

factors delineated by this Court in STMicroelectronics, Inc. v. Motorola, Inc., 307 F. Supp. 2d

845 (E.D. Tex. 2004). D.E. 58, pp. 10-17. AdvanceMe further predicted that, if the Court was to
grant the motion, Defendant would continue to attempt to make unjustified changes to its
invalidity contentions, and that this “shifting sands” approach would make it extremely difficult
for AdvanceMe to formulate discovery or prepare its case. Id. at pp. 8-9.

On October 4, 2006, the Court issued an order granting Defendant leave to amend its
preliminary invalidity contentions. D.E. 61. Despite the Court’s order, Defendant never served
nor filed any set of amended contentions pursuant to this order. This is problematic, because the
Motion to Amend only sought leave to amend with respect to certain facts relating to the Litle
prior art, yet Defendant's Amended Invalidity Contentions had contained additional allegations
for which Defendant has never sought leave to amend. As a result, there are numerous
allegations contained in the Amended Invalidity Contentions for which Defendant has never
received permission to assert in this case.

After the Court issued its order granting the Motion to Amend, Defendant wrote a letter
notifying AdvanceMe of its intention to, yet again, seek leave to amend its preliminary invalidity
contentions. Edelman Decl., Exh. M (October 9, 2006 Letter from Joseph D. Gray to Michael

Edelman). Defendant contended that these amendments were necessary to “(1) clarify the types
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of customer identifiers accepted as payment from the customer in the Litle & Company system
and method, and (2) to include additional examples of merchant obligations for which merchants
utilized Litle & Company’s method and system for automated payment.” Id. No explanation
was provided in this motion for why these proposed amendments were not included or addressed
by Defendant in the previous Motion to Amend.

After Defendant's letter was sent, several weeks passed without the Defendant taking any
action. On October 30, 2006, Defendant sent another letter on the subject. Edelman Decl., Exh.
N. AdvanceMe declined to stipulate to Defendant's proposed amendments, emphasizing that the
“new” information contained therein had been available to Defendant many months earlier, and
that Defendant's continual changes regarding its invalidity defense was causing great prejudice to
AdvanceMe. Edelman Decl., Exh. O.

On November 2, 2006, Defendant filed the instant Expedited Motion for Leave to Amend
Preliminary Invalidity Contentions. Defendant's motion seeks to again amend its invalidity
contentions to include additional allegations that were purportedly revealed during the
September 6, 2006 deposition of Mr. Litle. D.E. 74. For the reasons set forth herein,
AdvanceMe urges the Court to deny the instant motion and put an end to Defendant's continual
attempts to modify the scope and content of its invalidity contentions in this case.

1.  ARGUMENT
A. Standard Governing This Motion

A party seeking to amend its patent contentions must show “good cause,” i.e., the same

standard that applies to amend a court’s scheduling order. See FRCP 16(b); STMicroelectronics,

Inc. v. Motorola, Inc., 307 F. Supp. 2d 845, 849 (E.D. Tex. 2004). This good cause standard

“requires the party seeking relief to show that the deadlines cannot reasonably be met despite the
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diligence of the party needing the extension.” STMicroelectronics, 307 F. Supp. 2d at 850

(quoting S&W Enters., L.L.C. v. Southtrust Bank of Alabama, NA, 315 F.3d 533, 535 (5th Cir.

2003); see Ciena Corp. v. Nortel Networks, Inc., 233 F.R.D. 493, 494 (E.D. Tex. 2006). A party

seeking to modify or update its patent contentions must act immediately after it discovers that its

disclosure is incomplete or inaccurate. STMicroelectronics, Inc., 307 F. Supp. 2d at 850.

Trial courts should consider four factors when determining whether to allow a
modification: (1) the explanation for the failure to meet the deadline, (2) the importance of the
thing that would be excluded, (3) potential prejudice in allowing the thing that would be
excluded, and (4) the availability of a continuance to cure such prejudice. 1d. With respect to
the first factor, a party’s failure to meet a deadline due to mere inadvertence “is tantamount to no

explanation at all.” 1d.; S&W Enters., LLC, 315 F.3d at 536; Alt v. Medtronic, Inc., 2006 WL

278868 (E.D. Tex. 2006).

B. Defendant Fails To Adequately Explain Its Failure To meet The Deadline

1. Defendant and Its Counsel Knew of the Details Concerning the
Alleged Litle Prior Art, and Had Full Access to Mr. Litle, Weeks
Before Its Preliminary Invalidity Contentions Were Served.
In order to amend its invalidity contentions under the Patent Rules, a party must first
carry its burden of demonstrating that it acted with diligence. To meet this burden, Defendant

was required to show that “the deadlines cannot reasonably be met despite the diligence of the

party needing the extension.” S&W Enters., LLC, 315 F.3d at 535. The inquiry ends if this

demonstration is not made. See STMicroelectronics, Inc., 307 F. Supp. 2d at 851 (denying

motion to amend due to failure to carry burden of showing diligence, before even reaching issue

of prejudice). Here, the record reflects that all of the “new” contentions that Defendant seeks to
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add were known or readily available to the Defendant as early as July of 2006. Defendant's lack
of diligence in seeking to include these additional contentions compels the denial of this motion.

Defendant claims that it needs to amend its invalidity contentions because “Mr. Litle’s
deposition testimony revealed ‘new facts’ that were previously unknown by, and unavailable to,
Defendant.” D.E. 74, p. 5. The evidence clearly reveals this contention to be false. For
example:

. Beginning in April of 2006, Defendant had full and complete access to Mr. Litle,
and Mr. Litle began providing verbal and written information to Defendant at
that time. Edelman Decl., Exhs. A and B.

. In June of 2006, Defendant forwarded documents related to the postage financing
program to Mr. Litle, including a Promissory Note, a Security Agreement, a
Demand Promissory Note and a Subordination Agreement. Edelman Decl., Exh.
D.

. On June 27, 2006, Mr. Litle sent an email to Defendant stating that he had
reviewed these documents and that there were at least three other individuals
who would have knowledge of the postage financing program. Edelman Decl.,
Exh. F.

o On July 7, 2006, Mr. Litle specifically informed Defendant of his recollection
that payments were made to third-party fulfillment companies, i.e., the very same
information that Defendant claim that it “discovered” in September. Edelman
Decl., Exh. G.

) On July 10, 2006, Defendant sent an email to Mr. Litle asking him if he would be
available for an “interview” with Defendant's attorneys “about what you’ve told
me so far about your postage financing and similar programs.” Edelman Decl.,
Exh. H. This interview took place on July 12, 2006, and Defendant sent an email
to Mr. Litle the following day thanking him for participating in the interview,
stating that it was “really helpful.” Edelman Decl., Exh. I.

o On July 25, 2006, Paymentech faxed to Mr. Goldin a complete set of documents
relating to the Litle & Co. prior art, including a Litle & Co. Member Agreement
which contains detailed information on the reserve account and its role in Litle &
Co.’s postage financing program. Edelman Decl., Exh. K.

. On July 26, 2006, Mr. Goldin sent an email to Mr. Litle attaching a complete set
of documents concerning the postage financing program and asked him to clarify

AdvanceMe, Inc.'s Opposition To Defendant's CASE N0.6:05-cv-424
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a few final details concerning the content of these documents. Edelman Decl.,
Exh. L.

As this evidence demonstrates, Defendant did not learn anything “new” in September, but
rather knew all of the same information in July of 2006, before its Amended Preliminary
Invalidity Contentions were ever served. Further, even if there existed any details that Defendant
was unaware of, Defendant had full and complete access to Mr. Litle and therefore any such
details were fully available to Defendant. There is no conceivable excuse for Defendant's failure
to include this information in its Amended Preliminary Invalidity Contentions served on August
30, 2006.

Defendant's only excuse for this blatant lack of diligence is that it somehow discovered
“new” information during the deposition of Mr. Litle on September 6, 2006. This argument is
baseless.

First, there is no reason why Defendant needed to take the deposition of Mr. Litle in order
to include the information in its Preliminary Invalidity Contentions (or in its Amended
Contentions). Defendant had full and complete access to Mr. Litle since at least April of 2006,
and Mr. Litle had made clear he was fully ready to cooperate. Further, Mr. Litle had already
specifically provided Defendant in April with the very same information that it now seeks to add
in November. The fact that Mr. Litle repeated information in his deposition that Defendant
already knew and had available to it five months earlier is simply irrelevant. The relevant
question is when the information was first available to Defendant, not when this information was
regurgitated in the form of deposition testimony.

Second, even assuming that Defendant learned something “new’” on September 6, 2006,
this is still an inadequate excuse because Defendant failed to act diligently even after that
deposition was taken. If, in fact, Defendant truly believed that this information needed to be
included in its invalidity contentions, it should have immediately brought a motion to amend to
include such information. Rather than doing so, however, Defendant instead filed a motion to

amend on September 13, 2006 seeking to add different information concerning the Litle prior art.

AdvanceMe, Inc.'s Opposition To Defendant's CASE N0.6:05-cv-424
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At the time that motion was filed, the deposition of Mr. Litle had already been taken and
Defendant admits it was fully aware of all the information which is the subject of the instant
motion. Yet, Defendant's September 13, 2006 motion entirely omitted this information, and
Defendant then waited several weeks after that motion was granted to file the instant motion.
This is the very opposite of reasonable diligence. A party seeking to modify or update its
contentions in a patent case must act immediately after it discovers that its disclosure is

incomplete or inaccurate. STMicroelectronics, Inc., 307 F. Supp. 2d at 850. Here, itis

undisputed that any details known to Mr. Litle were fully available to Defendant when its
Preliminary Invalidity Contentions (and its Amended Contentions) were due. 1d. at 852 (stating
that good cause could be shown based upon new information during discovery which, “despite
all possible diligence, was not available when the Disclosures were originally due”) (emphasis

added). Accordingly, the Court should deny Defendant's motion.

C. AdvanceMe Faces Considerable Prejudice if the Court Grants Defendant’s
Expedited Motion

In its prior opposition to Defendant's previous motion for leave to amend, AdvanceMe
explained that Defendant's continuous attempt to shift its invalidity contentions is causing
extreme prejudice to AdvanceMe’s ability to conduct discovery and prepare its case. The
passage of time has made these concerns even more acute. AdvanceMe has already taken the
30(b)(6) depositions of AmeriMerchant and First Funds, and has engaged in an extensive amount
of other discovery and pretrial preparation. Defendant's previous successful attempt to amend its
contentions has already caused AdvanceMe to have to duplicate prior efforts; any further
amendment of its contentions would be even more damaging.

Defendant argues that even if AdvanceMe suffers prejudice from its proposed
amendments, discovery in this action does not close for nearly four more months. D.E. 74, p. 9.

Defendant is incorrect. Fact discovery in this action is set to close on July 17, 2007. Written
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discovery by the parties has already been served, and the parties have already produced
responsive documents. The parties have already taken numerous depositions and have noticed
an additional 12 depositions to take place over the next few weeks. The expert discovery period
is fast-approaching. Inserting brand-new invalidity allegations into this case at this late stage
will create an even more chaotic situation than Defendant's previous amendments.

Indeed, Defendant has taken the position that AdvanceMe has already exhausted its
interrogatory limit, and will not respond to any further interrogatories in this case. If Defendant
is correct, this means that AdvanceMe will be unable to explore the basis of the Defendant's new
allegations through written discovery. Further, AdvanceMe has already taken the 30(b)(6)
depositions of AmeriMerchant and First Funds, but these amendments were not part of the case
when the depositions were taken.

The unfairness of the situation which would be created by Defendant's amendments is
also clear. Though Defendant delayed for six months in attempting to include the “new”
information, Defendant now contends that it needs “expedited” treatment of this motion to
prepare for the 30(b)(6) deposition of AdvanceMe. Yet, Defendant fails to disclose to the Court
that AdvanceMe itself has already taken the 30(b)(6) depositions of AmeriMerchant and First
Funds. It is clearly inequitable to permit Defendant to have the benefit of the new amendments
for its 30(b)(6) deposition, after having delayed for months such that the amendments were not
part of the case when AdvanceMe took its own depositions.

D. If the Court Is Inclined to Grant This Motion, AdvanceMe Again Requests
That the Court Place Appropriate Conditions

As described herein, AdvanceMe submits it is clear that Defendant has not acted with
diligence and therefore that its motion to amend should be denied. AdvanceMe’s greatest

concern, however, is that it needs finality in this process so that it can prepare for trial, and
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Defendant's never ending requests for amendment of its invalidity positions makes it impossible

for AdvanceMe or the Court to obtain this finality.

IV. CONCLUSION

For all of the reasons stated above, AdvanceMe requests that the Court deny Defendant's

Expedited Motion for Leave to Amend its Preliminary Invalidity Contentions.
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