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IN THE UNITED STATES DISTRICT COURT
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- - -
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- oOo -

P R O C E E D I N G S

(REPORTER'S NOTE: The following hearing took

place in open court, beginning at 12:05 p.m.)

THE COURT: Good afternoon, everyone.

(The attorneys respond, "Good afternoon, Your

Honor.")

THE COURT: Let me have you put your appearances

on the record for me, please.

MR. LOBBIN: Good afternoon, Your Honor. Steven

Lobbin of the Eclipse Group, San Diego, California, with

Elizabeth He.

MS. HE: Good afternoon.

THE COURT: Good afternoon.

MR. LOBBIN: On behalf of Toshiba America

Information Systems.

THE COURT: Okay. Thank you.

MS. HEANEY: Good afternoon, Your Honor. Julie

Heaney for Staples.

THE COURT: Okay.

MR. GATTUSO: Good morning, Your Honor.

Dominick Gattuso of Proctor Heyman for Newegg. I have Ken

Baldauf and Dan Brean from The Webb Law Firm. Mr. Baldauf

is going to do the argument for Newegg.

THE COURT: That's fine.
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MR. FLYNN: Good afternoon, Your Honor. Michael

Flynn from Morris Nichols. I'm here on behalf of a series

of defendants: Flixster, Hulu, LinkedIn, Netflix, Office

Depot, Sears, Trip Adviser, Walgreen, and Yelp.

THE COURT: Did any of your clients wish to be

heard today?

MR. FLYNN: Ms. Heaney will be speaking for the

same motion on behalf of Staples.

THE COURT: All right. Thank you.

MR. BRAUERMAN: Good morning, Your Honor.

Steve Brauerman from Bayard. I'm joined by my co-counsel,

Benjamin Yang of Russ August & Kabat on behalf of plaintiff

Data Carriers.

THE COURT: Thank you.

MR. BRADY: Good afternoon, Your Honor. Kevin

Brady.

THE COURT: Good afternoon.

MR. BRADY: Eckert Seamans. With me is my

colleague Jill Agro. We're here on behalf of IP Navigation.

THE COURT: Thank you. You can all have a seat.

So we're here on multiple related matters all

here involving the same plaintiff, Data Carriers, and we

have multiple motions that are pending to be argued.

The way I want to proceed I'd like to first

hear the motion by Staples. I believe they may be the only
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remaining party that wants to argue that motion. Then we'll

hear the Toshiba motion. Then we'll hear the counterclaim,

the motion by the counterclaim defendants, Data Carriers

and IP Nav. And for each motion we'll have a back and

forth, and then we'll move to the next one.

So whoever is up for Staples can go first.

MS. HEANEY: Good afternoon, Your Honor. Julie

Heaney for Staples.

THE COURT: Good afternoon.

MS. HEANEY: Staples' motion to dismiss is on a

very specific issue that this Court has not previously ruled

on. It was a fairly brief motion, and my comments are brief

as well.

Our point is that Data Carriers' allegation that

Staples directly infringes its method claim, claim 5 of the

asserted patent, by making, importing, offering for sale

and/or selling products or services should be dismissed as

a matter of law because a method claim cannot be infringed

by making, importing, offering for sale and/or selling

products or services. It can only be directly infringed by

performing the method.

The key case in which we rely for that is the

Round Rock case that was attached to our reply brief.

THE COURT: As I understand it, in Round Rock,

there were only method claims in that patent whereas the
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'198 patent has system claims as well; isn't that correct?

MS. HEANEY: That is correct. I believe claim 1

and its dependent claims are system claims but claim 5,

which is the one that is alleged in the patent, is a method

claim.

THE COURT: Have you heard anything further

since the time you filed the motion from the plaintiff as

to whether they're limiting their asserted claims just to

claim 5?

MS. HEANEY: No, they haven't done anything as

far as amending or indicating in discovery what they intend

to do.

THE COURT: If we were to grant the relief you

are seeking here, how would that impact the further progress

of the case?

MS. HEANEY: Well, it would limit their case to

the allegation of using the method of claim 5 in the patent,

and I expect they would need to amend their complaint to

remove the other allegations that fail as a matter of law.

THE COURT: Is there anything else?

MS. HEANEY: That's all, Your Honor.

THE COURT: All right. It is narrow, as you

said. Let me hear from the plaintiff, please.

MR. WANG: Good afternoon, Your Honor. Ben

Wang from Russ August & Kabat on behalf of Data Carriers,
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the plaintiff in the case.

THE COURT: Good afternoon.

MR. WANG: It is a narrow issue, Your Honor.

And as counsel mentioned, the key case that they are relying

on is the Texas District Court case, Round Rock. In that

case, as you acknowledged, all the claims in suit were

method claims but, importantly, the Court in Round Rock

relied on a case called NTP Inc. v Research in Motion, a

Federal Circuit case. I did want to bring to your Court's

attention, Your Honor, that in that case, the Court decided

that it did not need to decide the broad issue of whether a

method claim could be infringed by other means aside from

use.

In a more recent case, the R&L case also

from the Federal Circuit, the Court stated: We need not

decide whether a method patent can be directly infringed by

offering to sell the patented method in order to resolve

this appeal.

So in both R&L Carriers, a very recent case,

and in NTP, the Federal Circuit has expressly put aside the

issue of whether you can infringe a method claim through

use. That is essentially what the defendant's motion to

dismiss is trying to do, trying to establish. As a set

precedent of law, you can't do that. We think this is

unnecessary, and there is no legal basis to do so, Your
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Honor.

THE COURT: So is it your view that a method

claim can be infringed by something other than use?

MR. WANG: Your Honor, it is our view that that

is unsettled. And, in my personal opinion, I can imagine

situations where that might actually be the case. So this

morning, I was trying to think of an analogue. Maybe in a

trade secret case.

So, for example, let's say I knew the secret

formula for Coca-Cola and I were to sell it to you. You

would then be able to make Coca-Cola using the secret

formula; and I think that is somewhat similar.

But, Your Honor, my point is the law is unsettled

as to whether or not you can really allege infringement by

use of method claim; and I don't think a 12(b)(6) motion is

the proper procedural step to address that issue.

THE COURT: Are you asserting any claim other

than claim 5 against Staples?

MR. WANG: Your Honor, claim 5 is alleged in

the complaint as an exemplary claim. I don't think that

Form 18 requires us to actually identify specific asserted

claim, and I don't think the Court's local rules required

us to do so either.

There will be a time when we have to identify

the accused product. We will then presumably get more
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technical discovery that we can review. Then after that,

we will provide our infringement contentions, which will

identify the asserted claims. Presumably later on in

litigation, we can amend that, if need be, and weigh good

form. So I don't see Form 18 in the pleadings standards

as requiring us to actually state which claims we are

asserting at this time.

THE COURT: Again, you are not limiting as of

today your assertions just to claim 5.

MR. WANG: We are not, Your Honor. The

complaint reads at least claim 5.

THE COURT: Okay. Is there anything else?

MR. WANG: No, Your Honor.

THE COURT: Okay. Ms. Heaney, is there anything

further?

MS. HEANEY: I'd like to respond to the point on

whether the law is well settled that a method claim cannot

be infringed or can only be infringed by performing the method.

I believe the law is well settled. For example,

in i4i v Microsoft Corporation, in 2010, the Federal Circuit

held that direct infringement occurs only when someone

performs the claimed method.

I'm not entirely clear on the facts of the case

that plaintiff just cited, but one thing that may have been

happening in this case is that the accused product may have



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10

been software which would raise that issue. That issue

is not present in our case because what the plaintiff has

accused is the operation of the website. They haven't

accused Staples of selling software. The allegation

is the auto-complete features of defendant's website,

www.staples.com, and then they go on to further describe

what the accused features are. But it's not software that

they're accusing, it's the operation of the website. And

the law is that a method claim can only be infringed by

performing the method.

THE COURT: Okay. Thank you very much.

So we'll next hear from Toshiba on the Toshiba

motion.

MR. LOBBIN: Thank you, Your Honor. Good

afternoon. Again, Stephen Lobbin of the Eclipse Group on

behalf of Toshiba Information Systems.

May it please the Court, we're here today to

obviously talk about the standards, pleading standards on

a motion to dismiss. I realize that the bar is low for

meeting those standards, and because this motion was

briefed awhile ago and there has been intervening case

law, some opinions from Your Honor and certainly from the

Federal Circuit, I want to make sure that we address those

as well.

But my concern is, and we've heard a little bit
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today from the plaintiff, that we're really just doing the

bare minimum. And maybe it is the bare minimum, but I think

that given some recent press from some prominent judges

about how do we reign in some of these NPE cases, various

methods that courts may use to try to really put plaintiffs

like this to some specificity, not necessarily at the

pleading stage but I'm here to suggest that maybe there is

some room to do that at the pleading stage.

I'll turn first just to discuss a case that

wasn't briefed, obviously, because it's the K-Tech case

from the Federal Circuit just a couple of months ago. And

although in the K-Tech case, the Federal Circuit said, as

Your Honor has said recently, Form 18 is the standard, the

Court also said for pleading direct infringement, Form 18

is the standard. The Court also said, and I quote, "The

touchstones of an appropriate analysis under Form 18 are

notice and facial plausibility."

So even the Federal Circuit recognizes that, just

Form 18, we don't want to elevate form over substance. The

substance to the analysis is the plausibility standard as

pronounced by the Supreme Court in Twombly and Iqbal. And as

the dissent in K-Tech suggests, there is not necessarily any

discord between applying Form 18 and applying the plausibility

standard pronounced by the Supreme Court.

I'm sure Your Honor, in rendering the decisions
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that you have recently in the Pragmatus case and the Fairchild

case and the Clouding IP case, has looked at the very issue

that I'm discussing. I think that plausibility still has

to enter the equation obviously for indirect infringement

because there is no dispute that plausibility as pronounced

by the Supreme Court is the standard for evaluating claims

of induced infringement, but that also plausibility has to

enter the practical analysis of a direct infringement claim

even if it meets the form of Form 18.

So with that, our motion addressed two issues

because there are two claims against my client, Toshiba

America. The first is the direct infringement and the

second the inducing claim. And let me address the inducing

claim first because I think it's got a lot of merit to the

argument that we've made.

THE COURT: Let me ask you first, did you raise

the challenge to the induced infringement claim in your

opening brief?

MR. LOBBIN: No, we did not.

THE COURT: So shouldn't I consider it waived?

MR. LOBBIN: Well, it was briefed in the

opposition papers and extensively briefed in the reply. And

to the extent that the plaintiff is asking for a waiver, I

don't believe they did. I don't think that was mentioned in

their opposition brief.
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To the extent the Court wishes to entertain a

sua sponte waiver prospect, I would ask for leave to allow

that claim to go forward at least --

THE COURT: Well, I will certainly hear the

argument. You can go on and make the argument for why it

should be dismissed.

MR. LOBBIN: So under the plausibility

standards, you know, again in the recent case law, including

Your Honor's own opinions, the plausibility test is supposed

to be applied under the particular facts and circumstances

of the case at bar. So in this case, we've got a complaint

that was filed March 16, 2012, that was served four days

later on March 20th. The patent at issue expired not just

four weeks later, on April 16th, 2012.

The inducement claim, not that it's relevant but

just as a point of fact, the inducement claim is not alleged

until the second amended complaint, the third pleading, on

June 27th, 2012.

So basically what we've got for an inducement

claim is that, the allegation is that somehow my client,

Toshiba America received notice of this patent on March 20th

and over the next four weeks analyzed the patent, decided

that it wanted to induce infringement, actually did go out

and there and commit acts that induced others and as stated

in the complaint, this would be endusers of Toshiba laptops
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and tablets and various unnamed products, basically any

product that Toshiba sells or serves that can be found on

Toshiba's website, which is basically any of the thousands

of products that Toshiba makes.

So in the space of four weeks, Toshiba got the

complaint, figured out what the patent was, analyzed the

patent, decided they wanted to infringe, committed acts of

inducement of infringement, and those inducing acts created

some damages that this Court should allow go forward as a

plausible real world infringement claim.

My argument would be that it's just not plausible

under the standards announced in Twombly and Iqbal particularly

in the case of the context specific facts of who Toshiba is.

I mean I can't even get an answer from the Tokyo decisionmakers

in three weeks on a very small point of strategy, and you are

telling me that it's plausible for this plaintiff to make an

inducement claim on a four week period of first figuring out,

finding out about the patent, and somehow having the knowledge

and the intent to induce infringement? I just don't think it's

plausible. I think that Rule 12(b)(6) under the standards

gives this Court guidance and the ability to dismiss that

claim.

THE COURT: Now, you are not insisting that

there be pre-complaint knowledge, are you?

MR. LOBBIN: No. That is an issue that Your
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Honor resolved at some of your recent cases, and that was

an issue that we had briefed, but given that the progress

of the law, especially in this court, no, we're not saying

that. But there is no allegation in the complaint that

there was any knowledge, certainly no intent before my

client was served with this complaint.

Turning to the direct infringement claim.

Again, Form 18 may apply, but Form 18 with plausibility I

think is the standard. It's not necessary to say that Form

18 is the rule. If you check off the boxes for Form 18,

you're done. We don't need to investigate plausibility.

I think that the law requires at least some deference to

setting forth why the claim as alleged is in fact plausible.

So here are some problems that the second amended

complaint presents in terms of implausibility. Obviously, the

main point that we made in our motion is that in this context,

who the defendant is, all the products we make, what they've

said about the products in the complaint basically said we

have a patent. The patent claims this. Toshiba does a number

of different things. And so the infringement is, for example,

including, but not limited to, basically everything Toshiba

does.

As a practical matter, we can't figure out what

possibly Toshiba -- what products or what software specifically

that Toshiba buys from third parties, incorporates into its
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products, never uses but sells to its customers, how that

equals infringement by Toshiba. Maybe we'll find out in

discovery, but we think there is enough teeth in the

plausibility standard to analyze that issue now. We're now

in our third pleading, and we think it hasn't been met yet.

THE COURT: Well, I'm having a hard time

understanding how you can argue it's not plausible and also

argue you don't know what it allegedly covers. It does seem

like two different things.

MR. LOBBIN: Well, so my example would be Form

18. We have a patent on electric motors. You make electric

motors. Therefore, you infringe. That's fine. Maybe in

the context of electric motors, I do make electric motors,

so I have no basis to move under 12(b)(6) to dismiss the

complaint.

In this situation, we have a patent that says a

method -- and, again, like the previous defendant, only

claim 5 is highlighted in the complaint. We have a method

for performing a software step that ultimately results in

me, the user, being able to type words in and they're

auto-completed. I get to save time by clicking on that and

I can move about my business.

So in this context, the plausibility argument

is that we don't understand what software is involved. We

don't know how that is incorporated in which of our products
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and how that can translate to Toshiba committing this,

performing these method steps of infringement when all we're

doing is incorporating third-party software, which we still

haven't been told which ones it is, that allegedly performs

these steps, and then selling it to our customers. I mean

basically they have said we have a patent that covers this.

You do this. Therefore, you infringe.

THE COURT: It sounds like Form 18, doesn't it?

MR. LOBBIN: Well, but if they had alleged that

against me, there is no plausibility there. I don't do that.

You've got to show at least that I actually do something

like that. Right? Because if they said Steve Lobbin is a

defendant here, they can say that so that would pass muster

under Rule 12(b)(6) and Form 18, but the plausibility standard

scratches that surface and looks and says, well, wait a

minute. Is there really any plausible basis for this claim

to go forward against Mr. Lobbin? I don't write software.

I don't use.

THE COURT: Are there some Toshiba products that

are not implicated by the proceedings?

MR. LOBBIN: There are no Toshiba products that

are not implicated.

THE COURT: For instance, a Blu-Ray machine,

does it have a CPU, a display device, an input device, and a

memory?
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MR. LOBBIN: Well, that's not what the pleading

says.

THE COURT: But the pleading incorporates at

least claim 5 of the '198 patent, does it not?

MR. LOBBIN: Yes.

THE COURT: And doesn't the '198 patent say

those things?

MR. LOBBIN: Yes.

THE COURT: All right. So (A) that gives you

further information as to what they're alleging, doesn't it?

MR. LOBBIN: Well, but they don't exclude anything.

THE COURT: That's what I'm trying to find out.

You're telling me there is not a single product that Toshiba

makes that you are able to rule out because every single

product has, for instance, a CPU, a display device, an input

device, and a memory?

MR. LOBBIN: Yes. Well, based upon what they've

said in their charging allegations in paragraph 7. They

said products and services automatically intervene in the

use of computer system, including auto-complete features

of certain devices, including laptops, desktops, software

loaded onto system devices, and the website which includes

all of our products.

So basically they're saying any product you can

get from our list that performs this method, and they don't
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say anything about a CPU, they don't say anything about ...

THE COURT: But they say, their claim is that

you infringe a patent. Their claim isn't you make all these

products, it's that you make products that infringe our

patent. So it seems to me the patent needs to be read as

well and contain some additional information putting your

client on notice as to what is going on here.

MR. LOBBIN: Yes. But although -- yes. So the

patent claim does recite a method step that can be performed

in a CPU, but it's not -- that claim 5 is a method claim. It

doesn't limit itself to certain hardware.

THE COURT: I think you filed a declaration as

well; correct?

MR. LOBBIN: Yes.

THE COURT: Can I properly consider a declaration

on a motion to dismiss?

MR. LOBBIN: Well, I think you can because our

argument is that Toshiba cannot figure out, given its

knowledge of its own products, what the intersection of this

patent claim 5 and the allegation contained in plaintiff's

complaint means to Toshiba in terms of how, why, what do we

have to do to deal with this litigation, which is the whole

notice function of pleading. And for that argument, for me

to make that argument as a lawyer and have any credibility

at all, I have to support it with at least some fact to
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confirm what I'm saying about Toshiba does or doesn't know

or figured out or wasn't able to figure out is actually

true. So that was the purpose of the declaration, and I

think that although I can't cite you a case for the

proposition that factual matter outside the pleadings can be

in some circumstances considered on a motion to dismiss, I

believe that to be the case.

THE COURT: Is there anything else?

MR. LOBBIN: Not at this time. Thank you, Your

Honor.

THE COURT: All right. Let me hear from the

plaintiff.

MR. WANG: Thank you, Your Honor. There is

only one issue in this motion, and this is it. This is

defendants' Rule 12(b)(6) motion. All they argue is that

the complaint fails to identify any specific accused

infringing product of Toshiba. They did not raise the

indirect infringement claim in their opening brief, Your

Honor. And in our opposition brief, we certainly did not

address any arguments directed to our indirect infringement

claim because they were not raised in the opening brief,

Your Honor.

On the direct infringement issue and whether

or not we identify a specific product, we do, Your Honor.

We're well aware of the case law on the pleading standards
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from this Court and also the Federal Circuit and so we tried

to address it when we file our complaints. In fact, we

tried to actually exceed what is required by Form 18. And

that is what we've tried to do here. I understand that

defendants have an objection to it but this is what we tried

to do. And in our view, this meets the notice pleading

standard that is required.

We identified certain electronic devices,

including laptops, all-in-one desktops and software loaded

onto such devices and Toshiba.com. I would like to clarify

that defense counsel apparently believes that by referring

to the website, we're referring to any product listed on

the website. And that is not what we're trying to do, Your

Honor. We're referring to the auto-complete features that

are available on that website.

And then we exceed that even by naming specific

models of laptops that are accused of infringement. The

Excite and Thrive tablets, for example. And sorry, Your

Honor, the Satellite series laptops and the Excite and

Thrive tablets.

So what defendants ultimately have to address

to is there is some requirement that we have to identify

model numbers or maybe they argue we have to identify all

the accused products, but that is not our understanding of

the law from the Federal Circuit or from this Court.
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THE COURT: What is your understanding as to

when you would have to do that?

MR. WANG: Your Honor, I think that a

conservative approach is to at least identify a category

of products, like "or maintains electric motors" and that

is what we tried to do by referring to laptops, all-in-one

desktops, tablets, et cetera.

I think there is recent case law from the

Federal Circuit that says that that might not even be

required. In R&L Carriers -- sorry, Your Honor. In K-Tech,

the Court said we do not read Form 18 or R&L Carriers to

require that a plaintiff identify an accused device by name.

So, sorry, Your Honor. I think Form 18 does

require category of products, but whether or not you have to

actually identify a specific device by name, I don't think

it is a requirement.

THE COURT: Okay. But let's say you survive

this motion. Do you have an understanding as to, and what

confidence can you give to Toshiba that at a certain point

in this litigation, they're going to know exactly what

products you believe are at issue?

MR. WANG: Your Honor, I think they'll no

relatively quickly. As soon as we have our case management

conference, it should trigger a 30 day period where once

that period ends, we have to identify our accused products.
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So I think that will be a good example of where they will

have a list of accused products, that they can then use to

collect the core technical documents that we're allowed to

review to prepare our infringement contentions.

THE COURT: What about the argument that Form 18

is not enough, I also need to conduct a plausibility analysis

on top of that?

MR. WANG: Your Honor, I don't really understand

what the plausibility standard is that defendants are

advocating, but we have a Rule 11 obligation before we file

suit to do a reasonable investigation, and we have done

that. Whether or not there is more that we have to do and

that has to be exhibited in the complaint, I don't believe

that is the case, Your Honor.

But I certainly think that if they review the

complaint which attaches the patent in suit, that Toshiba is

a sophisticated party. They should be able to look at that

and understand what is being accused of infringement.

THE COURT: Is there anything else?

MR. WANG: Your Honor, I hesitate to get into it

but because you heard argument on the indirect infringement

claim, I do want to make a few points there.

The case law is clear that knowledge based on

filing of the suit is sufficient; and that is what we

alleged in our indirect infringement allegation. Defense



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

24

counsel suggests that there is some extra time threshold,

that four weeks is not sufficient to state a claim. But

none of the courts -- none of the cases that have held

that knowledge based on filing of the suit is sufficient,

at least to my knowledge, Your Honor, have imposed some sort

of time threshold requirement, so I do think that is also

inconsistent with the established case law and pleadings

standards.

THE COURT: Okay. Thank you.

Mr. Lobbin, do you have any reply?

MR. LOBBIN: Very briefly, Your Honor. Thank

you for indulging me.

With regard to the induced claim, we're just

focused on the bare plausibility of how in four weeks there

could be inducement. We've got that, the context of this

specific case. We don't have to look at other cases that

probably haven't addressed an issue as unique as this with

where the patent expires less than four weeks after the

defendant knows about the patent. Somehow in that period,

there is all of the requisite state of mind, knowledge,

intent, and endusers actually infringing to form an inducement

claim. We just don't think it is plausible and should be

dismissed.

With regard to the waiver argument, I'll have to

check. If Your Honor is inclined to find that that is not
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addressed in argument and that it has been waived, perhaps

we can raise it again with another motion, but I would ask

that the Court does consider that argument because I think

it's a very strong argument that the inducement claim fails

under 12(b)(6).

THE COURT: Okay. Thank you very much.

So let's move on then to the final motion. It's

the Data Carriers and IP Nav's motion. Who is going to

argue that from the plaintiff?

MR. WANG: Your Honor, I'll argue it on behalf

of Data Carriers.

THE COURT: Okay. Is IP Nav going to wish to be

heard separately?

MR. BRADY: Yes, Your Honor.

THE COURT: All right. We'll hear from you

after we hear from Data Carriers.

MR. BRADY: Thank you.

MR. WANG: Your Honor, we've moved to dismiss

defendant Newegg's amended counterclaim for abuse of process.

Although we're here on a 12(b)(6) motion to test the

sufficiency of the complaint and not the merits, I would like

to start by emphasizing that the long established principle is

that a patentee's infringement suit is presumptively in good

faith and that the presumption can be rebutted only by clear

and convincing evidence.
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Now, that presumption is grounded in pre-Pells

set forth in the Noerr-Pennington doctrine which holds that

those that petition the Government are generally immune from

claims of state law liability and also because patents are

cloaked in an presumption of validity.

Your Honor, I took that from Honeywell v

Universal Avionics, 343 F.Supp.2d 272, at pages 323 to 325

from this court in 2004.

Your Honor, those presumptions are important here

because Newegg's counterclaim as we see it is an attempt by

Newegg to use a Delaware state law claim to chill our rights

to enforce our intellectual property before this court. But

their attempt doesn't work in this instance, Your Honor. If

you parse through their amended counterclaim and even their

opposition brief, what you can tease out is what they are

essentially complaining about are Data Carriers' efforts to

settle this litigation.

To state an abuse of process claim, Your Honor,

they must allege that Data Carriers had an ulterior purpose

and committed a willful act in the uses of the process that

is not useful in the conduct of the proceedings. But there

cannot be any liability where plaintiff has done nothing more

than carry out the process to its authorized conclusion, which

is all we contend Data Carriers has done here.

So let me be more specific about what Newegg is
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arguing constitutes an abuse of process. And if you take a

look at paragraph 51 of their amended counterclaims, that is

where you can actually finally see what they're alleging

constitutes an abusive process. And they raise five points,

Your Honor. They argue that the filing of this suit is an

abuse of process because it was brought to.

One, coerce a settlement and license fee.

Two, obtain a settlement in the amount of a

nuisance value.

Three, coerce a settlement in other matters.

Four, coerce Newegg to attend past and

potentially future auctions for covenants not to sue. And,

Lastly, that the suit was brought to add

inventory to these same past and future auctions.

Your Honor, none of those allegations is

sufficient to state a claim for abuse of process.

On the first point, the law is clear that

efforts to settle an action cannot be construed as a form

of extortion. Rather than abuse of process, the pursuit

of settlement is a valid, legitimate and worthy part of the

process.

Your Honor, that is from Bayer v Sony Electronics

that we cited in the papers. It's also a District of Delaware

case.

Now, Newegg tries to distinguish the Bayer case by
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arguing that the settlement offers made in that case happened

before litigation whereas in this case, Data Carriers filed

suit and then represented out to potentially open up settle-

ment discussions. But we don't believe that is a valid

distinction, Your Honor.

The Bayer court didn't put any conditions on

its statement. They said categorically that rather than

an abuse of process, the pursuit of settlement is a valid,

legitimate, and worthy part of the process. They didn't

condition that in any way on when those settlement talks

began.

And we don't think that there is a reasonable

basis for the distinction, Your Honor. The parties should

be encouraged to discuss their disputes, to try to reach

extrajudicial settlements whether that is before they file

the suit, during litigation, or even after trial.

THE COURT: It would be better if you had reached

out prior to suit, would it not?

MR. WANG: Your Honor, I think it depends on the

circumstances.

THE COURT: Shouldn't the Court at least be

trying to encourage pre-suit discussions?

MR. WANG: I think it's a valid thing to pursue

and attempt, Your Honor. The problem is that there may be

instances where you want to do that and you do do that and
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then you find yourself as a declaratory judgment defendant.

And that's a big concern for plaintiff who may not have the

resources to, you know, go into a jurisdiction that is more

favorable to the defendant. So that is a big risk, Your

Honor. And it's a risk any time you have early discussions

before the filing of the lawsuit. There may be others, Your

Honor, but that is one main concern that comes to mind.

Your Honor, going to the fact about whether

it's a valid distinction to distinguish between settlement

talks before and during or after this litigation. This

court has an established mediation program. That happens

once you file suit. We have been in mediation discussions

with Magistrate Judges Fallon and Burke. They have been

successful. It doesn't always occur after the filing of

suit. So it cannot be an abuse of process, it can't be

wrong to engage in settlement efforts after the filing of

the lawsuit.

Nor do we understand how settlement discussions

can even be coercive to Newegg. They haven't participated

in discussions with us. They seem to suggest that they're

not interested, and they haven't to date. So they haven't

been coerced to do anything, Your Honor. And I think that

also plays into their inability to say that they have been

damaged by any sort of alleged coercion to engage in settle-

ment discussions.
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They also say that it's abusive because Data

Carriers allegedly seeks to obtain a settlement in an amount

that is a nuisance value to Newegg. Your Honor, that

statement is completely unsupported. They don't allege that

a nuisance offer has even been made to Newegg to settle this

case.

It is also inconsistent with some of the other

aspects from the story that they try to tell. For instance,

if you look at our opposition at page 14, they talk about

their prior experiences with a company called IP Navigation.

In those experiences, they argue that IP Nav sought unreason-

able settlement demands. It seems inconsistent to say, on

one hand, Data Carriers is seeking a nuisance value. On the

other hand, they make demands of an unreasonable settlement

amount.

I would also like to point out they make it seem

in their briefs that whatever you consider a nuisance value

that a nuisance value is per se an abuse of process, but the

case they cite for that proposition doesn't actually hold up

Your Honor.

They cite to Bull v McCuskey that is a Nevada

state case. Although that case did involve abuse of process

and nuisance value settlements, the holding was very

different than just a nuisance value settlement. There,

they held there was an abuse of process because of the
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minimal sum of $750 when considered in light of a failure

adequately to investigate before deciding to file suit and

the total absence of essential expert evidence. That is

definitely not the situation in this case, Your Honor.

Now, they also argued that it's an abuse to

coerce a settlement in other matters. They specifically

talk about two other matters in this Texas court. I'll

shorthand them by referring to them as SFA and TQP, Your

Honor. But even assuming that those other matters are in

some way related to Data Carriers, which we will do for

purposes of the 30(b)(6) motion, there is no reason why

global settlements between parties should be discouraged or

be found to constitute an abuse of process.

At least one court has rejected a similar

allegation. We referred to it in our papers, Your Honor.

That is GN Netcom. It's a Colorado case. The cite is 2012

U.S. District LEXIS 132001.

In that case, on a 12(b)(6), the Court rejected

an abuse of process claim that alleged that the complaint

was motivated solely by the ulterior purpose of gaining

unfair leverage in other pending litigation between the

parties. We think it is relevant. We think it is on point,

Your Honor.

The defendant tries to distinguish the case

by saying that that case the Court didn't actually -- the
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complaint didn't actually have sufficient allegations to

support it. I disagree with that reading, Your Honor. The

Court actually addressed the allegations in that complaint

and just found that they were deficient. It wasn't that

there were no allegations to support the defendant's claim

in that case.

Your Honor, another point on this is even if the

pursuit of global settlement is problematic, that shouldn't

be found as a valid basis for the counterclaim because there

is no allegation of any such global offer has been made.

Newegg doesn't allege that Data Carriers or IP Navigation

has made any effort to settle the case with Newegg that

would involve the other cases. And the absence of any such

allegation also means that they can't allege any damage

from this speculative global settlement that they're talking

about.

Now, what about their allegations based on past

and future auctions, Your Honor? At a basic fundamental

level, Your Honor, this case was not involved in the auction.

Because of that, it makes no sense to say that this case could

be used to coerce Newegg's participation in that past auction.

It just doesn't make any sense to us, Your Honor, that a case

that didn't exist could be used to coerce participation in a

past auction.

Now, aside from that fact, which is clear
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from Newegg's own counterclaims and exhibits they attached,

Newegg's allegation of the past auction are speculative and

they shouldn't be able to form the basis of an abuse of

process, Your Honor. There are no allegations that this

suit was ever used to invite Newegg to participate in a past

auction. There is no allegation that this case was ever

included in the auction, and there is no allegation that

they were in fact coerced to participate in that past

auction, and apparently they did not. And because they did

not, we don't see how they can allege damage from this past

auction which they did not participate in and which did not

involve this case, Your Honor.

Now, the future auctions we don't think are

any better. We think those are wholly speculative about

whether or not there will in fact be a future auction that

could involve this case, and that is tantamount to seeking

an advisory opinion from the Court, Your Honor.

My last point about the auctions is that they

are maybe a creative way for parties to try to find some

other means for extrajudicial settlements, Your Honor.

Newegg argues that these auctions are a perversion of the

American justice system. Now, I doubt Your Honor wants to

wade into that debate, but I just wanted to point out for

background information that these auctions are being used

and they are being found helpful by parties.
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This is a 2010 press release from NASA in which

NASA itself auctioned its own patents using the same auction

brokerage that Data Carriers used, Your Honor. They are

being seen more and more frequently, but I'm not aware of

anything that has held that these auctions are a perversion

of the American justice system, Your Honor.

My last last point on this issue, Your Honor,

is that they shouldn't be allowed to seek discovery for this

claim. Now, they have already stated, they already tried to

state a claim in their original counterclaim. They amended

that, and then even on the 12(b)(6) where we have to assume

the facts they allege are true, which we have done, they

cannot state a claim, so we think that discovery wouldn't

be reasonable, wouldn't be efficient, and is not going to

accomplish anything, Your Honor.

Finally, I do want to end by reiterating the

presumption that Data Carriers is the owner of the patent,

it is presumed to be a valid patent. We are presumed to

have brought this case in good faith. Efforts by Data

Carriers to settle the case, either alone or even assuming

with other related matters, which we don't agree to but we

will assume is true, should be encouraged as part of the

process, Your Honor, and Newegg's attempt to use a state law

claim to discourage such activity we request be denied, Your

Honor.
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THE COURT: Okay. Thank you.

Let me hear from the plaintiff now.

MR. BRADY: Thank you, Your Honor. Kevin Brady

for IP Navigation. I will do my best to not duplicate the

arguments that were made by counsel for Data Carriers. IP

Nav is in a little bit different situation so I want to

highlight some of the distinctions.

As was brought to the Court's attention, this is

an abuse of process in count 3 of the counterclaim. And

Newegg has to allege that a party invoking the process doesn't

have an ulterior, improper purpose, and that there was a

willful act improperly used in the regular conduct of the

proceeding, and that is an act or a threat not authorized by

process or aimed at the objective, not legitimate use of

process. There needs to be some form of coercion to obtain

the collateral damage.

Starting with the first issue, the party

invoking the process. Newegg can't satisfy the first

element because the party invoking the process in this

action is Data Carriers, it's not IP Nav.

IP Nav is not a party to the process. It's not

the plaintiff in this action. Under Delaware authority in

the Wooleyhan case as well as the TruePosition case, the

focus is on the intent invoking the process and that is the

plaintiff. So, therefore, right at the start, IP Nav is not
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a proper party for this.

And along this issue, it's clear there is no

disagreement between Newegg and IP Nav. The cases that they

cite, Newegg cites confirm that the focus of the Court's

attention of this issue has to be the intent of the person

invoking the process.

With respect to the second element, Newegg has

to allege the auction in this case conducted by IP Nav in

July of 2012 for the covenants not to sue that Your Honor

has heard about was improperly used. Again, they have to

allege there was a willful act improperly used, that there

was some threat or some coercion.

Newegg can't satisfy this element because there

was no threat or act on the part of IP Navigation with respect

to the auction and Newegg. As was already mentioned, there

was no -- the patents at issue in the auction were not the

patents in suit in this case, the '198 patent. Therefore, the

auction is really irrelevant to this matter with respect to

the second element of the process claim. It is speculative at

best.

And, again, now, I do want to just address

briefly the standard for the motion because there is a lot

of information that is included in the counterclaim that I

want to address that Newegg has alleged.

While the Court has to accept as true the fact
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in the counterclaim for purposes of the Rule 12 motion, the

Court is not bound to accept legal conclusions couched as

factual allegations where the facts do not permit the Court

to infer more than a mere possibility of misconduct. The

counterclaim has shown that Newegg is not entitled to the

relief they're requesting.

In addition, with respect to the motion to

dismiss, the parties are limited to the four corners of the

complaint or counterclaim in this case. Any exhibits are

matters of public record.

What Newegg has tried to do is sort of

circumvent or cloud this issue by discussing what is

completely irrelevant information.

As was already mentioned, there is the SFA

litigation from 2009, the TQP litigation from 2011 and the

Taurus litigation from 2012 as well as discussions about

postfiling -- in this particular case, postfiling settlement

discussions between Newegg and IP Navigation.

With respect to the SFA, TQP, and Taurus

litigations, they're not relevant to this case. What Newegg

is attempting to do is to paint Erich Spangenberg, as

chairman of IP Nav, as a bad actor for various things

reported in those decisions and by extension, if he was a

bad actor before, then he is a bad actor now so the Court

should take that into consideration. That has nothing to do
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with the factual allegations in this case.

They also want to show Erich Spangenberg of IP

Nav is controlling Data Carriers. One of the problems

is they start to show various facts of there is some sort of

connection, but they can't connect those dots because it

doesn't exist. IP Nav does not control Data Carriers. As

you heard, Data Carriers was the one that initiated the

lawsuit. IP Nav had nothing to do with that. IP Nav is a

consultant for Data Carriers with respect to monetization

of its IP portfolio and that is it. It's an independent

contractor.

Newegg's argument about agency falls on its

face. This is really they have it backwards. They're

arguing that there is respondeat superior. So, therefore,

Data Carriers in essence would be, as the principal, would

be responsible for the acts of IP Navigation, but yet the

facts here, they're trying to make Data Carriers responsible

for what IP Nav has done or has not done. So that, in and

of itself, does not carry the day.

Also, we mentioned that they filed a request for

relief against IP Navigation. The three counts, the three

sections of their relief, paragraphs F, G and H, basically

go to relief requested for Data Carriers. There is a

reference to other applicable statutes, rules, and law on

the specific relief under paragraph F. Paragraph G talks
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about an order enjoining Data Carriers and its agents from

charging or asserting infringement under the '198 patent.

That is related to Data Carriers, not IP Nav. And then

paragraph H is the catchall provision which again is no

specific relief.

With respect to the postfiling settlement

discussions, I'm not going to address those. They're

improper. As I mentioned before, they shouldn't be considered

within the four corners of the counterclaim. There was a

reason we engaged in those discussions. And we offered

information, we offered an affidavit with respect to factual

information showing the distinction of the two companies,

Data Carriers and IP Navigation. That was rejected.

When it became clear to us that Newegg was going

to proceed with the counterclaim no matter what IP Nav said,

we terminated the discussion. So we would respectfully

request the Court reject Newegg's invitation to engage in an

irrelevant sideshow and analyze settlement discussions.

Unless Your Honor has some questions?

THE COURT: Mr. Wang seemed essentially to ask

for a ruling on discovery at this point as well. Do you

think I need to reach a decision as to what discovery might

be permissible regardless of how I rule on your motion?

MR. BRADY: No, Your Honor. Discovery at this

point is not warranted, not called for. The cases address
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that you have to get past the pleading stage to get to

discovery, so I don't think discovery is warranted at all.

THE COURT: All right. Thank you.

MR. BRADY: Thank you, Your Honor.

THE COURT: We'll hear from Newegg.

MR. BALDAUF: Good afternoon, Your Honor. Kent

Baldauf, Jr., for Newegg.

THE COURT: Good afternoon.

MR. BALDAUF: As an initial point, I think it's

a little ironic after sitting through the first two motions

talking about the adequacy of the one line pleading in the

complaint with respect to infringement in comparison to the

14-or-so pages we have in our counterclaim directed to the

specific actions of IP Nav and Data Carriers related to that

claim.

THE COURT: I could see some irony, but the

argument that I think you are getting is not necessarily that

you have failed to provide sufficient detail and notice, it's

just that even taking all of it as true, they argue it doesn't

add up to meeting the elements of the claim that you are

trying to assert.

MR. BALDAUF: And I submit they're wrong.

I think maybe the best place to start is to,

we all kind of dance around these issues in these kind of

cases, but putting aside the fiction that we're supposed
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to perpetuate that these are real existing companies that

have employees and do things. These are a number of shell

companies that have no employees that don't do anything.

The concept if we could have DJ'd Data Carriers somewhere

is laughable. They don't do any business. If we wanted to

DJ them, we would have had to do that here. We couldn't

have pulled them into Los Angeles where Newegg is located

or Pittsburgh where our firm is located. It just couldn't

happen.

Now, I have had a long personal experience with

IP Nav and its clients, if you will. I think we lay out

very clearly in our counterclaim exactly what has transpired

over the last couple of years.

The essence of our claim is that the Data

Carriers' complaint was filed for the improper purpose of

forcing a settlement from Newegg in these other cases by

means of ever increasing litigation expense and driving up

the value for this auction.

Now, we've heard a lot about the auction and

the fact that a specific license or covenant not to sue for

this case wasn't said to be a part of it in the flier. I

submit that is just silly. It's the timing. If you look

at the flyer, it lists all the other cases that Newegg is a

party to, and it lists dozens of Data Carriers cases being

up for auction.



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

42

This case just hadn't been filed yet. For all

we know, that was available at the auction. We just don't

know. We haven't been able to take discovery on that, and

from the publicly available information, we weren't able

to make that determination. But we think the most likely

educated guess is that that would have been up for auction,

likely was up for action as well.

I would like to bring to the Court's attention

some facts that transpired subsequent to the briefing on

this matter. There are two other cases that are mentioned

in our counterclaim: The SFA matter. With the SFA matter,

about a month ago, we got to the point where expert reports

were due. Newegg being the last man standing, everyone else

has settled.

So what does SFA and IP Nav do? They filed a

motion to dismiss with prejudice after we have incurred

upwards of a million dollars in legal expenses. Because,

again, that is the game. That is what is going on here.

Just last week in the TQP matter, which is

another one of these separate independent companies, we took

the 30(b)(6) deposition of TQP. And, stunningly, guess who

was the witness? The designee was David Pridham, who was

the CEO of IP Nav. So this idea that there is not an agency

relationship, it's borderline comical.

IP Nav is the company that directs and makes all
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of these litigation decisions. And that is where the crux

of this, the real problem stems from is that because Newegg

would not settle, despite personally being offered many

bundled settlement opportunities for the various clients,

we then get sued here. Again, another staggered lawsuit

causing us to incur significant damages from a legal expense

perspective with the idea that all of these cases are filed

to force a settlement that is somewhere below the cost of

litigation because that is what has transpired in all of

their cases, and all of the TQP, SFA and now Data Carriers.

Now, I know the Data Carriers cases are newer, but none of

them have ever gone to trial. And we, Newegg, in the SFA

case, we were the closest and they cut and run. There is

one defendant. I don't know what is going on with that one

in a separately filed case.

With respect to the statement that was made by

counsel for IP Nav that IP Nav had absolutely nothing to do

with the decision to file this lawsuit, that is stunning to

me because that is what we asked for from the declaration.

We had tried to resolve this and we said if you tell us that

IP Nav had nothing to do with selecting Newegg as a

defendant in this case in filing this lawsuit, we'll drop

it. That's the information they refused to give us and no

one would sign for it.

Well, why is that? Well, why that is is there
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really isn't a Data Carriers. It's a holding company, and

we would love to find out who is really calling the shots

there, who is involved. That is what we would attempt to

find out through discovery.

And we've heard a lot about the presumption of

validity. Certainly, the patent is presumed to be valid.

We don't dispute that. Later on, when we get to claim

construction and so forth, we can sort that out in greater

detail. However, the cases that they rely upon where

we're talking about traditional lawsuits between competing

companies that are trying to work out settlements, it's all

apples and oranges. None of those cases are even remotely

factually similar to what we're talking about here where

the business of the company is litigation. And the purpose

is to position themselves to obtain settlements that are

somewhere at or near the cost of an adequate defense.

So when you look at that as the ultimate business

purpose and looking at employing the court to further that end

in the way these cases are serially filed by these companies

that really are all intertwined and certainly at a minimum are

the agents of one another, you can see this pattern where the

courts are being used specifically against Newegg to force

Newegg to stretch it resources ever thinner, to cause it to

occur ever increasing litigation expense, and then potentially

to subject it to multiple staggered trials across the country,
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ultimately to force either settlements in those cases or to

get Newegg to come and bid at one of these auctions, which I

suggest is nothing like NASA auctioning off its patents for

sale to the public. What they're auctioning off here is a

license or a covenant not to sue to certain select highest

bidders from these groups of dozens, if not hundreds of

different defendants that they have sued.

Not just Data Carriers, the SFA, TQP. There

is a host of these Erich Spangenberg related companies that

are all run out of IP Navigation. We think it's beyond

question that there is an agency relationship here and the

actions of IP Nav and Data Carriers certainly can be imputed

to one another.

With respect to the damages that Newegg has

suffered, we certainly have articulated that at a bare

minimum, our attorney fees are a damage and we believe that

those parties are jointly and severally liable for those.

The ultimate crux of what we allege is that by

improperly serially filing these cases against Newegg, with

the ultimate purpose to force settlement in the other cases

and then ultimately to drive the value of these auctions,

that that, in and of itself, is the improper purpose.

We believe at a minimum at this stage of the

litigation, a counterclaim should be allowed to proceed and

we could go forward with discovery, and ultimately the Court
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can decide the motion -- I'm sorry, decide the matter on

the merits, if need be, but we think we certainly satisfy

the pleading requirements.

THE COURT: Are you asserting that they have

violated their Rule 11 obligations by filing a suit against

your client here in this court?

MR. BALDAUF: No -- we thought about it. It

certainly was in our initial papers. It struck me as

incredibly odd that Newegg as well as other dozens of

companies could be alleged to infringe when there is

absolutely no way that they could have seen anyone's

software, anyone's code, and a number of those cases were

filed the day after Data Carriers was incorporated. In the

other cases, we have certainly seen some very, very flimsy

infringement contentions. And as I said, we got a walkaway

in SFA when we pushed the matter.

We thought long and hard about it but because

of the stigma and the consequences for counsel, we decided

against it, with the ultimate thought of going after who in

our mind is the ultimate entity or individuals, if you will,

responsible for this, which is IP Navigation.

THE COURT: And in the SFA case or other cases,

has your client sought at the end of the case to recover its

fees and costs?

MR. BALDAUF: In the SFA case, right now we
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do have a motion pending in front of Judge Davis in Tyler,

Texas for our fees. We don't know how that will be resolved.

THE COURT: So I mean I can hear your

frustration and clearly you and your client have lived it.

But I'm not sure. To the extent it's even pertinent, the

sort of policy arguments here, let's assume for the moment

they are. Why is the answer not decide if you think you

have a basis to file a Rule 11 motion on the front end and

then, on the back end, seek to recover your fees and costs

if you can prove that the case was extraordinary and really

should never have been brought.

MR. BALDAUF: For two reasons. First of all,

we're involved in another similar case unrelated to this

group of non-practicing entities with a plaintiff by the

name of Colora. We obtained a judgment of invalidity from

the District Court in the Northern District of California.

It was upheld by the Federal Circuit, and we promptly went

after them for fees and costs. And what do you know, they

went into bankruptcy immediately.

Colora, like Data Carriers, is not a real

entity. There is nothing you can really do because there

are no real assets. They cut and run, they disappear. They

transfer the assets to another holding company.

IP Nav is truly the operating entity here. One

that is calling the shots, we believe. The one that is
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making these decisions. Data Carriers, it really doesn't

exist other than on paper. So whether it's Rule 11, whether

it's going after fees at the end of the case, the relief is

truly not going to be there. We know that. That is just a

game that they play.

I believe the only way to truly address what is

going on here and in this continuing abuse of process that

we see around the country is to allow this claim to proceed

against IP Nav and let us take the discovery and find out

what is going on there? Who is directing the shots? And

what is the reasoning behind filing these cases?

We think we laid out a very compelling story in

our papers, and that is just based upon what is publicly

available. Certainly, they err on disclosing as little as

possible publicly, but we think we have pieced together a

very good story, and we think discovery is hopefully only

going to help develop that further.

THE COURT: And you said a number of things

about the agency theory. I had thought coming in here that

your theory was that IP Nav is an agent of Data Carriers.

Today you seem to be arguing that Data Carriers is an agent

of IP Nav. Or maybe do you think they're both?

MR. WANG: I do. I think it goes back to both.

I think the entire relationship there and with the other IP

Nav entities, it's such an intertwined web. We actually
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attempted to put a chart together of all the various related

entities and where the patents have moved. It's mind

numbing to follow it.

They're sophisticated. There is no question

about it. And they have been extremely successful. It's

not up to me to pass judgment on the business model, and

certainly Mr. Spangenberg, we have taken his deposition a

number of times. He is an extremely man, and I don't think

he apologies to anyone. That is certainly fine from his

perspective.

But we think that litigation for the sake of

litigation and repeatedly selecting Newegg without any

reason other than to force these settlements or ultimately

to force us into this auction position is certainly not a

proper use of process.

I personal have a long history with Newegg. We

started representing them a dozen or so years ago, and we

made the decision that I think Wal-Mart perhaps did this in

these slip and falls years and years ago, but the idea if

you continually settle these cases for some amount below the

cost of defense, the nuisance value, if you will, that you

are seen as a target and you are going to get more and more

of these cases.

And Newegg has not done that. We have tried to

verdict the last two. The other ones, SFA was a walkaway.
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We just tried one in the ITC. The point is we spend a lot

of money when we could have simply settled this case

cheaper.

But there certainly is a larger principle here

involved. And the counterclaim that we put forth we believe

is a very legitimate attempt and proper under the law to

really -- I don't want to say turn the tables, that's not

the phrase I'm looking for -- but to hold their feet to the

fire, if you will, and find out in prosecuting a claim that

what they're doing just isn't right.

THE COURT: Do you think that you heard today a

representation from IP Nav that they did not have anything

to do with the filing and the choosing of your client?

MR. BALDAUF: I did hear that from counsel, but

it's certainly not -- it's who we have been asking for.

THE COURT: So in light of hearing that, now,

would you agree to drop your claim?

MR. BALDAUF: I would not, not without something

from the actual company itself. And with all due respect to

counsel here, I'm sure he is a great guy, a fine lawyer, but

he certainly doesn't have the history of involvement with

these folks in Texas. That I'm concerned whether he even

knows the whole story from his client.

THE COURT: Do you think there is any authority

that requires a patentee or an IP Nav, for instance, to have



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

51

some discussion with a party that they intend to sue prior

to suing them?

MR. BALDAUF: Certainly no authority to that

effect, but would it make sense if you truly thought there

was an issue for infringement that you were concerned about?

Yes, of course, it would make sense from a common sense

standpoint but what they do is consistent with this business

model, sue first/ask questions later regardless of the

merits of the claim.

THE COURT: Is there anything else?

MR. BALDAUF: No. That's all, Your Honor.

THE COURT: You have some time for rebuttal.

MR. WANG: Your Honor, there are several issues

I want to touch upon. But opposing counsel said that, you

know, this concern that we might be DJ'd is laughable and

that if they were to file a DJ, it would be here. But that

is totally speculative.

I'm sure we've all seen cases where a patentee

is sent a letter offering to talk about settlement before

filing suit and the DJ was filed and they used the letter

as the basis to file the DJ, and that is just a risk that a

patentee can fairly decide that it's not worth it, Your Honor.

Counsel also stated for all they know, this case

was in fact included in the auction. Your Honor, if this

case was included in the action, they would know about it.
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Because no other party is interested in the covenant not to

sue involving this case than Newegg. The whole point of

those auctions is to get the interested parties to bid on

these covenants. The fact that Newegg wasn't informed that,

hey, that Data Carriers case you are involved in is part of

the auction should be dispositive, Your Honor.

Let me go back to the suggestion that maybe Data

Carriers should have reached out originally to Newegg. We

just heard from counsel for Newegg they're not engaging in

settlement discussions. That they have a policy of not

doing that. So what would have been the point of an early

settlement discussion with them before filing suit? It

seems like there is only downside for Data Carriers.

Now, counsel talked about a lot of his personal

experience, a lot about Newegg's experience, more stuff

about the other cases, TQP and SFA. A lot of that stuff,

Your Honor, is not in their amended counterclaim. I didn't

actually get everything that he was talking about, but a

lot of the stuff is not in the counterclaim, Your Honor.

But, regardless, they're alleging this conspiracy.

On a 12(b) motion, we'll assume that those facts are true.

We'll assume that Data Carriers is related to these other

entities, that they're all somehow part of this cabal. But

even then, what are they complaining about? They're complain-

ing about efforts to settle a case after litigation and they're
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complaining about efforts to settle a case through an auction.

Efforts to settle a case, Your Honor, do not

constitute an abuse of process. And it doesn't change just

because you're talking about a global settlement as opposed

to a one-off settlement, and it doesn't change just because

you are talking about settlements after litigation has been

instituted and not before litigation has been instituted.

So when you get to it, the issues they're complaining about,

Your Honor, just cannot form the basis of an abuse of

process claim.

You know, counsel also complains about this

tax on Newegg's resources. You know, if there is a tax on

Newegg's resources, what they should do is they should just

address the merits of the claim, Your Honor, and they

shouldn't try to cobble together these new theories based on

practices that are established and encouraged in litigation

such as settlements, Your Honor. And if they had any

serious doubts about the merits of the claim, they should

file a Rule 11 motion. And that's the way to address these

issues.

I don't have anything further to say, Your Honor.

THE COURT: Let me ask, to the extent it was

represented that IP Nav had nothing to do with the filing

here against Newegg, are you able to represent that as well?

MR. WANG: Yes, Your Honor. I can represent that.
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Data Carriers is a wholly separate entity

from IP Nav. It's totally unrelated to FSA, TQP, or any

other company that counsel mentioned in his argument, Your

Honor.

We worked with Data Carriers to conduct a Rule

11 analysis. I don't know exactly what IP Nav discussed

in their post-litigations discussions with Newegg but,

frankly, I don't think they would even have the basis to

say how that Rule 11 analysis was conducted, because that

is an analysis that is done by the attorneys in the case,

Your Honor.

THE COURT: Okay. Thank you.

Mr. Brady.

MR. BRADY: Your Honor, just one brief point

on this issue about what was told on the settlement

discussions.

In a letter dated November 5, 2012 I sent to

counsel for Newegg, I represented among other things that

Data Carriers and IP Nav was responsible for authorizing

suit for the patent infringement against Newegg in the

Delaware litigation.

We also offered an affidavit of David Krueger,

who is the chief operating officer of IP Navigation, to

say, among other things, Data Carriers, not IP Nav was

responsible for author rising the suit for patent infringe-
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ment against Newegg in the Delaware litigation. So just to

clear that issue up.

THE COURT: Okay. Thank you very much. We're

going to take a recess, and then I will come back in. You

are free to go to 1:45. I'll come back in as soon as that

to give you some rulings, but we'll be in recess until 1:45

p.m.

(Recess taken from 1:19 p.m. until 1:54 p.m.)

THE COURT: Have a seat.

Well, the motions were all very well argued,

and I find I am happily in a position I'm able to rule. So

I'm going to given you my rulings on all of the motions that

were argued today. I'll do so in the order that they were

argued.

First, we have Staples's motion to dismiss.

This motion is denied.

Even assuming a method claim can only be

infringed by use, an issue that the Court need not decide

today, the '198 patent contains claims that are system

claims as well as method claims. Claim 5 is a method claim,

and it is true that claim 5 is called out in the complaint

but it is called out only as an exemplary asserted claim.

That is how it is pled, and that is what counsel represents

today. So for at least the reason that the plaintiff may

ultimately assert a system claim from the '198 patent, the
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Court finds there is no basis to grant the relief requested

by defendant. Therefore, Staples's motion to dismiss is

denied.

Next is Toshiba's motion to dismiss. This, too,

is denied.

First, concerning the allegations of direct

infringement or Toshiba's challenge to the allegations of

direct infringement, compliance with Form 18 is sufficient

to survive a Rule 12(b)(6) motion with respect to a direct

infringement claim. Here, Form 18 is satisfied. The single

purported deficiency with respect to Form 18 is a failure to

identify the product at issue adequately. The Court finds

that the complaint does adequately identify the accused

products for pleading purposes. Specifically, the complaint

accuses electronic devices, including laptops, all-in-one

desktops, and software loaded onto and used on such devices,

and then goes on further to identify certain examples of

specific or at least categories of specific laptops and

tablets. In the Court's view, this is all adequate to satisfy

Form 18 for pleading direct infringement.

With respect to the challenge to the adequacy of

the allegation of indirect infringement, the Court finds that

Toshiba's challenge has been waived as it was not raised until

the reply brief. But in any event, if the Court were to

reach the challenge, the Court finds that the allegations of
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indirect infringement are adequate. Knowledge of the patent

is alleged from the date of the filing of the complaint; and

for pleading purposes, this is adequate.

Intent to induce infringement is also adequately

pled for pleading purposes. Specifically, the complaint

alleges that the defendant has provided instructions on how

to use the accused instrumentalities.

The Court does note and reminds the parties, I'm

sure you all recognize this, that in this litigation, the

next steps will provide further additional narrowing and

information to Toshiba. There will be a meet and confer

regarding scheduling. There will be a scheduling order, a

case management order. The default discovery rules will

kick in and ultimately the plaintiff will be required to

further identify the accused devices and functionalities and

eventually will have to provide infringement contentions. But

today's dispute is about the sufficiency of the pleading,

and the Court finds that the pleading is sufficient.

Finally, the Court comes to Data Carriers' and

IP Nav's motion to dismiss Newegg's counterclaim for abuse

of process. This motion is granted but with a caveat.

First, I note it's not in dispute the elements

of the Delaware abuse of process claim are, (1), an ulterior

improper purpose, and, (2), a willful act, improperly used

in the regular conduct of proceedings.
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The Court recognizes that the allegations in the

counterclaim are quite detailed. Taking those admittedly

detailed allegations as true, the Court finds nonetheless

that they do not satisfy the elements of a Delaware abuse of

process claim.

As the moving parties have noted, the '198

patent, the patent in suit, is presumed valid and their

suit is presumed to be a legitimate exercise. Largely,

Newegg is complaining about efforts to assert patent rights,

efforts to settle litigation, and efforts to sell or

auction licenses and/or covenants not to sue. All of these

activities under the current law are permitted activities.

The Court does recognize Newegg's concern there

is a problem, perhaps a systemic problem, perhaps one that

reaches well beyond this case and this court involving

litigation brought by NPEs. Those concerns however do not

persuade the Court in this case that the motion pending

before it should be denied.

The caveat is that the Court will permit Newegg

to seek leave to add back an abuse of process counterclaim in

this case if it develops evidence it believes would support

such a claim. In that regard, the Court is open to a request

to pursue discovery of plaintiff and IP Nav. And the Court

hereby directs that the parties discuss the possibility of

such discovery in the context of their forthcoming discussions
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regarding a proposed scheduling order. And we'll get an order

out to you that gives you a time frame for when you need to

submit your proposed scheduling order.

Finally, I note there are still pending on our

docket some earlier motions to dismiss the earlier version of

the Newegg counterclaims. Those motions will be dismissed as

moot in light of the subsequent filing of the updated version

of the counterclaims.

We'll get orders out that just say for the

reasons I have just stated, these are my rulings.

Are there any questions about anything that I

have ruled? Mr. Brady.

MR. BRADY: Your Honor, with respect to the

count 3 and the counterclaim, that's the only reason that

IP Nav is in the case. So I am confused about granting the

motion to dismiss and then allowing discovery.

THE COURT: Well, if that is the only claim that

you are in, you are not going to be a party, but, of course,

you may be subject to discovery as a nonparty but you are not

a party. I think you are right. I take your representation

that that is the only thing you are involved in.

MR. BRADY: Thank you for that clarification, Your

Honor.

THE COURT: Is there anything from the plaintiff?

MR. WANG: No, Your Honor.
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THE COURT: Okay. Is there anything on the

defense side of the room? Any questions? No?

MR. LOBBIN: No, Your Honor.

THE COURT: Okay. We will be in recess. Thank

you very much.

(Hearing ends at 2:33 p.m.)

I hereby certify the foregoing is a true and accurate
transcript from my stenographic notes in the proceeding.

/s/ Brian P. Gaffigan
Official Court Reporter

U.S. District Court
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