IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

RONALD A. KATZ TECHNOLOGY
LI CENSI NG L. P., : ClVIL ACTION

Pl ai ntiff, :
V.

VERI ZON COVMUNI CATI ONS, | NC.,

and CELLCO PARTNERSHI P d/b/a : NO. 01-5627

VERI ZON W RELESS, :
Def endant s.

Newconer, S.J. Cctober _ , 2002
OPI NI ON

Currently before the Court is the Plaintiff Ronald A
Katz Technol ogy Licensing , L.P.’s (hereinafter referred to as
RAKTL) Motion to Conpel Discovery from Defendant Verizon
Communi cations I ncorporated (hereinafter referred to as VCl).
The Plaintiff seeks to conpel the production of docunents and
certain depositions. For the reasons stated bel ow, RAKTL' s
notion is granted in part, and denied in part.

| . BACKGROUND

RAKTL brought this suit alleging the infringenent of
fourteen patents in the area of interactive tel ephone technol ogy.
RAKTL named two defendants, Cellco Partnership and VCI. VC
nmoved for Summary Judgnment on the grounds that it is nerely a
hol di ng conmpany, and therefore, does not provide any services
t hat make use of the alleged technology. This Court allowed
RAKTL limted discovery into the issues raised in VCI's Mtion

for Summary Judgnent. Ronald A. Katz Technology v. Verizon
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Communi cations I ncorporated, No. 01-CVv-5627 (E.D.Pa. filed Jan.
23, 2001)(ordering limted discovery).

Foll ow ng this order RAKTL sought extensive discovery
fromVC. RAKTL noticed the depositions of fourteen potenti al
W t nesses, requested a deposition under Federal Rule of Cvil
Procedure 30(b)(6) on a total of twenty-two topics, and nade over
fifty-eight docunent requests. A dispute arose over the
propriety of these requests, leading to the current notion. In
its notion, RAKTL seeks to conpel the production of docunents in
response to 23 of its docunment requests. Further, RAKTL seeks to
conpel the depositions of three wi tnesses: Lawence T. Babbio,
Bruce S. Gordon, and Tinothy MCallion. The notion also seeks to
conpel a deposition pursuant to rule 30(b)(6) as to “VCl's
i nvol venent in and coordination of the devel opnent and inposition
of nationw de or conpany-w de standards or goals for the
provi sion of any aspect of any Verizon Accused Service.”

Plaintiff’s Mdtion to Conpel Appendix A RAKTL v. VO, (E.D. Pa.

2002) (01-CV-5627). W now turn to the nerits of RAKTL's notion to
conpel this discovery.

I'1. LEGAL STANDARDS

Resol vi ng di scovery disputes is the responsibility of
the District Court. “For good cause, the court may order
di scovery of any matter relevant to the subject matter involved

in the action.” FED. R Cv. P. 26(b)(1)(2002). Wile the scope



of discovery under this rule is broad, it is far fromunlimted.
The rule requires the District Court, when considering a notion
to conpel, to determ ne whether the material sought is rel evant

to the “subject matter of the litigation.” See United

Steel wrkers of Am v. Allegheny Ludlum Corp., 2002 W

31002836(W D. Pa. 2002)(stating that a court nust determ ne what
is properly part of the litigation). The court must prevent
di scovery from being used as a fishing expedition. Zuk v.

Eastern Pa. Psychiatric Institute, 103 F.3d 294, 299 (3d Cr.

1996) .

In addition to limting discovery to material relevant
to the subject matter of the litigation, Rule 26 provides for
further limtations. A court may limt discovery when it is
“obt ai nabl e from sone other source that is nore convenient , |ess
burdensonme, or | ess expensive.” FeD. R Qv. P. 26(b)(2)(2002).

In addition, discovery should not be allowed when “the burden or
expense of the proposed discovery outweighs its |likely benefit.”
FED. R QV. P. 26(b)(2)(2002).

I11. RAKTL'S LEGAL THEORIES IN RESPONSE TO VCI'S MOTI ON

We first turn to the legal clains raised by RAKTL in
order to determ ne what discovery is relevant to the subject
matter of this action. This should not be confused as an inquiry
into the nerits of these clains. At this stage the issue is not

whether a party may ultimately prevail on a theory, but whether



the allegations are sufficient to justify the discovery sought.

Jackam v. Hospital Corp. of Am Mdeast, Ltd., 800 F.2d 1577,

1579-80 (11th G r. 1986); see In re Towner Petrol eum Co.

Securities Litigation, 1986 W. 2444 at *4(E.D. Pa. 1986).

RATKL seeks discovery to support the inposition of
parental liability of VC. RAKTL appears to accept the basic
prem se of VCI’'s Sunmary Judgnent Motion, that VCI does not
directly provide any services which could infringe on RACKTL’ s
patents. Rather, if there was any infringenent it occurred
t hrough subsidiaries of VCI. RAKTL clains that three theories
are at issue in this case that cause VCI to be liable for the
actions of its subsidiaries. First, RAKTL clains that VCl is
liable for infringenent as the alter-ego of its subsidiaries, a
theory also commonly referred to as piercing the corporate veil.!?
Second, it clains that VCI is |liable under an agency theory.
Specifically, RAKTL clains that VCl’'s subsidiaries were acting as
agents of VCI when they allegedly infringed on RAKTL's patents.
Third, RAKTL clains that VCl is |iable becasue they induced
infringenment by its subsidiaries.

A. ALTER EGO LIABILITY- Pl ERCI NG THE CORPORATE VEI L

The Plaintiff argues that the docunents and depositions

requested will lead to the discovery of adm ssible evidence

“ile the preci se nonmencl ature of the doctrine is not clear, the | ega
st andards governing the doctrine are identical whether courts call it alter-
ego liability or piercing the corporate veil. Phoenix Canadian G| Co., Ltd

v. Texaco, Inc., 842 F.2d 1466, 1476 (3d Cr. 1988).
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concerning whether VCl is susceptible to alter-ego liability
t hrough piercing the corporate veil of its subsidiaries. Holding
a parent liable for the actions of a subsidiary is the exception

rather than the rule. United States v. Best Foods, 524 U. S. 51,

55-56 (1998). Traditionally, piercing the corporate veil has been

an equitable renmedy. Pearson v. Conponent Tech., 247 F.3d 471,

484 (3d Cir. 2001). This extraordinary renmedy is used "when the
court nust prevent fraud, illegality, or injustice, or when
recognition of the corporate entity would defeat public policy or

shield soneone fromliability for a crinme." Zubik v. Zubik, 384

F.2d 267, 272 (3d Cr. 1967). Further, the fraud that a court
seeks to prevent by enploying this doctrine nust be fraud
facilitated by the use of the corporate form [d. at 273

(footnote omtted). See also Anerican Bell Inc. v. Federation of

Tel. Workers of Pa., 736 F.2d 879, 889 (3d Cr.1984) (stating

that piercing is warranted when a subsidiary “was created nerely

to avoid the effect of ... laws"); Operating Engi neers Pension

Trust v. Reed, 726 F.2d 513, 515 (9th Cir.1984) (evaluating the

"fraudul ent intent behind the corporation"); Luckett v. Bethlehem

Steel Corp., 618 F.2d 1373, 1379 (10th Gir. 1980)("[a] court will

disregard the corporate entity where fraud or illegal or
i nequi tabl e conduct is the result of the use of the corporate
structures").

RAKTL has failed to nake sufficient allegations to



warrant discovery into an alter-ego/piercing the corporate veil
claim The Plaintiff has never alleged that piercing the
corporate veils of VCl's subsidiaries is necessary to prevent
fraud, injustice, illegality, or crimnal conduct.? They nerely
alleged “that VERIZON is a well-coordinated, centrally controlled

entity.” Plaintiff’'s Mdtion to Conpel at 10, RAKTL v. VO,

(E.D. Pa. 2002)(01-CV-5627). The United States Suprene Court has
held that a parent corporation’s exercise of the |evel of control
normal |y afforded to stockholders falls short of a justification

to pierce the corporate veil. United States v. Best Foods, 524

U S 51, 61 55-56 (1998). Moreover, RAKTL has failed to allege,
nor could they allege, one of the basic requirenents for any
equitable renedy, that |legal renedies are not sufficient. 19 Am
JUR. 2D, CORPORATIONS § 2243 (2002).°® Considering the failure of
RAKTL to properly nake these necessary allegations, piercing the
corporate veil is not wwthin the subject matter of this case for

purposes of Rule 26. See Uttis v. CGeneral Mtors Corp., 62

F.R D. 560, 562-3 (E.D.Pa. 1974)(refusing to permt discovery

into a theory previously not at issue in the case); Abu-Nassar V.

2An i ndependent review of RAKTL's conplaint finds no allegation of fraud
inits pleading. Even under the liberal federal pleading rules, fraud nust be
plead with particularity. Feb. R Qv. P. 9(b)(2002). No particular clains of

fraud are contained in any of RAKTL’'s subnissions to this Court.

3Inthis case, VCl's subsidiaries are capabl e of paying substantia
danages awards. There is no indication that these conpani es would not be able
to conpensate RAKTL for any and all danages that were caused by their
i nfringenent.



Edl ers Futures, 1991 WL 45062 at 16 (S.D.N. Y. 1991)(findi ng that

di scovery on a claimthat was not validly alleged was “not hing
more than a ‘fishing expedition ).

B. AGENCY LIABILITY

RAKTL further clains that VCl potentially could be
i abl e because its subsidiaries were acting as agents of the
parent corporation. “One corporation whose shares are owned by a
second corporation does not, by that fact al one, becone the agent

of the second conpany.” Phoenix Canadian Gl Co., Ltd. v.

Texaco, Inc., 842 F.2d 1466, 1477 (3d Cr. 1988). VCl may be

liable, however, if it is directing the specific actions of the

al l eged agent. See Mobil Ol Corp. v. Linear Filns, Inc., 718

F. Supp. 260, 272 (D.Del. 1989). Any evidence of this direction
must be centered around the allegedly infringing transaction.

See 1d. Wile there is not sufficient basis to justify discovery
into an alter-ego theory, we find that there are sufficiently
based al l egations to allow RAKTL to pursue discovery into VCl's
direction of its subsidiaries with regard specifically to the use

of the patented technol ogy.

C. I NDUCI NG | NFRI NGEMENT

The final theory that RAKTL puts forward to justify its
requested discovery is that VC is inducing infringement and is

thus in violation of federal |law. The Defendant may be |iable



for infringement if it “actively induce[d] infringenment of a
patent.” 35 U.S.C 8§ 271(b)(2002). Inducenent consists of intent

and an act that causes, aids, or abets infringenent. Witer Tech.

Corp. v. Calco. Ltd., 850 F.2d 660, 668 (Fed. Cr. 1988). The

first stepin this analysis is to determ ne whether the requisite
intent to aid or abet infringenent is present. Synbol

Technologies, Inc. v. Metrologic Instrunments, Inc., 771 F. Supp.

1390 (E. D.Pa. 1991). Under this theory, a party who induces
infringement may be liable as if they thensel ves had infringed,
and accordingly this theory is within the subject matter of

RAKTL’s al l egations in this case.

We now turn to the specific requests contained in

RAKTL's nmotion to conpel .

| V. RAKTL'S REQUESTS FOR DI SCOVERY

A. PRODUCTI ON OF DOCUMENTS

RAKTL's requests for the production of documents can be
organi zed into three groups: those dealing with VCI's role in the
provi sion of services utilizing the technology in question
(Docunent requests 8, 9, 10, 11, 22, 33, 34, 46, 57, 58); those
dealing solely with VCl's subsidiaries’ provision of those
servi ces (Docunment requests 17, 18, 22, 33, 34, 40, 42, 46, 50,

56, 57, 58); and those dealing with the organi zation of VCl's



subsi di ari es (Docunent requests 7, 21, 35, 37, 43, 45, 54).* The
Motion to Conpel the first category of docunments is granted
because these requests seek to discover material relevant to
RAKTL’ s properly alleged clains. The docunents responsive to the
second two categories, however, will not produce any rel evant
information as to either RAKTL's agency theory of liability or
its theory of inducing infringenent. Further, these requests
woul d pl ace an undue burden on VCI. Therefore, the Mdtion to

Conpel the production of these docunents will be denied.

The docunent requests ained at discovering information
about RAKTL's role in the provision of services using the
pat ented technol ogy are reasonably calculated to lead to
adm ssi bl e evidence. Each of these requests seeks docunents from
t he Defendant VCl, not fromits subsidiaries. The docunents
sought via these requests include conmunications and directives
by hi gh ranki ng enpl oyees of VCl regarding the provision of

services that could infringe on the patents-at-issue.® These

“Thi s categori zation of the docunent requests in issue largely follows
RATKL's own division. Plaintiff's Mdtion to Conpel at 2, RAKTL v. VO,
(E. D. Pa. 2002)(01-CV-5627). The Court, however, can not agree with some of
RAKTI s characterizations of its requests. For exanple, RATKL clains that
Request Nunber 21, which asks for all of the docunents in M. Babbio’s
possession relating to the provision of wireline services, is a request
pertaining to VCl's coordination over the provision of the accused services.
In actuality this request seeks to discover all of M. Babbio' s correspondence
regardi ng the provision of alnpbst any service by a VCl subsidiary.
Accordingly this request is nore properly considered as requesting docunents
relating to the general organization of VCl and its subsidiaries.

> An exanpl e of these requests reads:
Request No. 8
Produce all Communi cations from any officer or director of
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docunents are ained at di scovering conduct on the part of the
Def endant that either induced infringenment by a subsidiary or
directed a subsidiary to infringe; and therefore could

potentially support VCl's liability.

RAKTL' s request for docunments concerning the provision
of services using patented technol ogy by VClI's subsidiaries are
not relevant to either an agency or inducenent theory.® Both of
t hese theories focus on the actions of the Defendant. The
docunents sought in these requests would at best show that a non-
party, a VCl subsidiary, infringed on a patent. They are not

rel evant to establishing the parental liability of VC.

Further, these requests would place an undue burden on
VCI. To obtain the requested docunents VCI would have to search
the files of literally hundreds of subsidiaries who are not even
parties to this action. Accordingly, the burden placed on VCI of

produci ng these docunents clearly outweighs their useful ness.

Several of the requests at issue, specifically requests
33, 34, 46, 57, 58, are either explicitly or inplicitly ainmed at

docunents fromboth VCI and its subsidiaries, and arguably fal

Def endant VCI to any Verizon Subsidiary relating to any

VERI ZON Accused Service
Plaintiff’s Motion to Conpel at Appendix A RAKTL v. VCO, (E D Pa. 2002)(01-Cv-
5627).

®As stated in section 3.A, supra, an alter-ego thoery of liability has
not been sufficently alleged to warrant allowi ng discovery on that basis.

10



into both of the first two categories.’” To the extent that these
requests are ainmed at VCl’'s docunents, they seek evidence

rel evant to the subject matter of the litigation; but to the
extent they seek activities undertaken solely by VC subsidiaries
they are not. Accordingly, the Motion to Conpel is granted with
regard to docunents concerning VCl activity; but not as to

activity that was exclusively undertaken by its subsidiaries.

The third category of requests are irrelevant to any
actual issues in this case, and produci ng the docunents requested
woul d be unduly burdensone on VCI. RAKTL seeks to discover an
i nconcei vabl e nunber of docunents pertaining to the structure and
managenent of VClI's subsidiaries, including: the nanes and job
descriptions of all the officers and directors of the over one-
hundred VClI subsidiaries; organi zational charts of each of these
subsidiaries; and all docunents of VCl and all the minutes from
board neetings of VCI relating to the nmanagenent of those
subsidiaries. Plaintiff’s Mtion to Conpel Appendi x A Request

Nos. 7, 35, 43,and 54, RAKTL v. VCI(E. D.Pa. 2002)(01- CV-5627).

The vast majority of these docunents have no role in leading to

" These requests use terns wthout specifying, as RAKTL does in other
requests, whether they are asking for docunents form VCl or VCI subsidiaries.
Request Nunber 58 for exanple sinply states:

Produce all DOCUMENTS rel ating to negoti ations, agreenents,

and/ or contracts with local service providers for use of

| ocal networks to provide VERI ZON Accused Services.
Plaintiff's Mdtion to Conpel Appendix A, RAKTL v. VO (E.D. Pa. 2002)(01-Cv-
5627) .
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t he di scovery of evidence relevant to patent infringenent, |et

alone VCl's involvenent init.

Mor eover, the substantial effort that would be required to
produce these vol um nous docunents represents a undue burden on
VCI. Like the previous category, these requests would force VC
to produce docunents not in its possession, but in the possession
of its subsidiaries. Accordingly, RAKTL's notion to conpel these

docunents i s deni ed.

B. DEPGSI TI ON OF MR._BABBI O

RAKTL asks this Court to conpel the deposition of
Law ence T. Babbio, VCl’'s President and Vice-Chairman. At the
current tinme, the burden that attending a deposition would have
on M. Babbio significantly outwei ghs any benefit the deposition
woul d provide to RAKTL. See FeED. R CQv. P. 26(b)(2)(2002). It
appears that M. Babbio could not provide any rel evant
information and that RAKTL has failed to utilize other avail able

means of di scovery.

Currently, it is doubtful that M. Babbio has any
information that would be hel pful to RAKTL. In its notion, RAKTL
nerely states that M. Babbio has personal know edge of highly
probative material. Plaintiff’s Mdtion to Conpel at 14-15, RAKTL
v. VGO, (E D Pa. 2002)(01-CV-5627). RAKTL points to several

publically avail able sources in attenpt to support this

12



statenent. Theses sources, however, only show that M. Babbio is
an inportant executive with high | evel manageri al
responsibilities. These sources are entirely consistent with a
declaration offered by M. Babbio stating that he deals only with
general policy and procedures relating to the managenent of VC
subsidiaries. Defendant’s Response Brief, Ex. A Y4, RAKTL v.

VQ (E. D. Pa. 2002)(01-CV-5627). In his declaration he further
affirmed that he does not have any know edge of what technol ogy
is used in the provision of any of those subsidiaries’ services
which may infringe on the patents-at-issue. Defendant’s Response

Brief, Ex. A 17, RAKTL v. VCI (E. D.Pa. 2002)(01- CV-5627).

Forcing M. Babbio to attend a deposition would be a
| arge and unnecessary burden. No one disputes that M. Babbio
has a very busy schedul e and travels extensively. Defendant’s

Response Brief, Ex. A 10, RAKTL v. VO (E.D. Pa. 2002)(01-Cv-

5627). Moreover, VCI has offered RAKTL ot her w tnesses,

i ncl udi ng other executives.® RAKTL's only response to these

of fers appears to be that these |ower |evel enployees do not know
the information that RAKTL seeks to discover. However, as stated
above, they have not offered any sound basis for concl uding that

M . Babbi o has know edge of any relevant information. Because

8 This court actuall y ordered that the depositions of three individuals
be taken by the niddl e of August. Ronald A. Katz Technology v. Verizon
Communi cations I ncorporated, No. 01-CV-5627 (E.D.Pa. filed July 17,

2002) (ordering depositions of Thomas Tual ke, Al bin Mschner, and WIIliam
Ball). These deposition were not taken by that deadline.
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conpel ling the deposition of M. Babbio would be an undue burden
and RAKTL has failed to make use of |ess intrusive nethods of

di scovery, this portion of RATKL' s notion nust be deni ed.

C. DEPOSI TI ONS OF MESSRS. GORDON AND MCCALLI ON

RAKTL’s Motion to Conpel the depositions of Messrs.
Gordon and McCallion is deni ed because neither of themis a party
to this ligation and therefore their depositions nmay not be
noticed. M. CGordon is an executive with a Verizon subsidiary,
Veri zon Services Corporation. Tinothy McCallion is an executive
of another Verizon subsidiary, Verizon California |Incorporated.
VCI is not required to produce for deposition a person who i s not

a party. Trans Pacific Ins. Co. v. Trans-Pacific Ins. Co., 136

F.R D. 385, 392 (E. D Pa. 1991).

Wi | e RAKTL does not dispute that neither M. Gordon,
nor M. MCallion are officers, directors, or enployees of VC,
RAKTL cl ai ms, nonet hel ess, that VC shoul d make them avail abl e
for deposition as managi ng agents. There is no reason to believe
that either of these two gentl enen exercise any manageri al
control over VCI. Wiile they may be managi ng agents of a VC
subsidiary, this does not give themany direct relationship with

t he Def endant.
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D. DEPGSI TI ON UNDER FEDERAL RULE OF Cl VI L PROCEDURE

30(B) (6)

RAKTL requests that this Court conpel a deposition
regarding Topic Five of “Plaintiff’s Notices of Deposition
Pursuant to Fed. R Cv. P. 30(b)(6).” This request is
reasonably calculated to |lead to evidence that may support both
t he agency and inducenent theory of liability. Wile this
request seeks to discover conpany-w de or nationw de activity, it
islimted to VCI'’s role in directing that activity. These
actions go to the heart of any agency liability or inducenent of
infringement. Accordingly, RAKTL’s Mdtion to conpel a deposition

pursuant to Rule 30(B)(6) is granted.

V. CONCLUSI ON

For the above reasons, RAKTL's notion to conpel is
denied in part and granted in part. An appropriate order is

attached to this opinion.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

RONALD A. KATZ TECHNOLOGY

LI CENSI NG L. P., : ClVIL ACTION
Pl aintiff, :
V.

VERI ZON COVMUNI CATI ONS, | NC.,
and CELLCO PARTNERSHI P d/ b/ a
VERI ZON W RELESS, :
Def endant s. : NO. 01-5627

ORDER

AND NOW this day of October, 2002, upon
consideration of the Plaintiff's Mtion to Conpel Discovery (doc.
36), Defendant VCl's response (doc. 42), and Plaintiff's reply

(doc. 45) the followng is hereby ORDERED

1) VvC shall, within ten (10) days, forward all
docunents responsive to Plaintiff’s Docunent Requests 8, 9, 10,

11, and 22.

2) VCl shall, within ten (10) days, produce al
docunents responsive to Plaintiff’s Docunment Requests 33, 34, 46,
57, and 58, however, VClI is not conpelled to produce any
docunents that pertain exclusively to business dealings of VCl's

subsi di ari es;



3) VO shall, within ten (10) days, nake avail able for
deposition a witness capable of testifying regarding Topic 5 on
“Plaintiff’s Notices of Deposition Pursuant to Fed. R Cv. P.

30(b) (6)."

4) The portion of Plaintiff’s notion seeking to conpel
responses to Plaintiff’s Docunent requests 7, 17, 18, 21, 35, 37,

40, 42, 43, 45, 50, 54, and 56 is DEN ED

5) The portion of Plaintiff’s Mtion seeking to conpel
the depositions of Lawence T. Babbio, M. Bruce Gordon, and M.

Tinothy McCallion is DEN ED

6) Plaintiff’s Response Brief to VClI's Summary Judgnent

Mbtion shall be due no |l ater than Novenber 4, 2002;

7) VCI's Rely Brief shall be due no |ater than Novenber

11, 2002;

8) Oral argunent on said notion shall be held on
Novenber 19, 2002 at 9:30 AMin Courtroom 13A, United States

Court house, 601 Market Street, Phil adel phia, Pennsylvania, 19106.



