


Sweet, D.J.

Defendants Daktronics, Inc. and Daktronics Hoist, Inc.
(“Daktronics” or the “Defendants”) move for summary judgment on
the issue of willful infringement, a claim that was brought by
Plaintiff Olaf S&6t Design, LLC (“OSD” or the “Plaintiff”).
Defendants also move for sanctions under 28 U.S.C. Section 1927
in response to Plaintiff’s Rule 37 motion for relief based on
alleged discovery misconduct. For the reasons set forth below,
Defendants’ motion for summary judgment is granted. Plaintiff’s
motion for Rule 37 sanctions is denied. Defendants’ cross-motion

for sanctions under 28 U.S.C. Section 1927 sanctions i1s denied.

Prior Proceedings

The following factual background is set forth only as
necessary to resolve the instant motions. A comprehensive
factual background detailing the ’485 Patent infringement
claims, this Court’s claim constructions, and the denial of
Defendants’ summary judgment motion can be found in prior

opinions of the Court. See 0Olaf Soot Design, LLC v. Daktronics,

Inc., 220 F. Supp. 3d 458, 462 (S.D.N.Y. 2016), reconsideration

denied, No. 15 Civ. 5024 (RWS), 2017 WL 2191612 (S.D.N.Y. May



17, 2017). Familiarity with these opinions, as well as the facts

of this case, is assumed.

The ‘485 Patent covers a winch system designed to move
large theatre scenes on and off stage quickly and efficiently,
replacing the cumbersome counterweight systems that came before

it. Olaf Soot Design, LLC v. Daktronics, Inc., 220 F. Supp. at

358.

On June 25, 2015, Plaintiff, an engineering and design
company specializing in the performing arts, brought this action
alleging patent infringement as to U.S. Patent No. 6,520,485
(“the 7485 Patent”) against Defendants, two corporations engaged
in the manufacture and sale of theatre rigging equipment and

winch systems.

On October 26, 2016, after hearing Plaintiff’s motion for
claim construction and Defendants’ motion for summary judgment,
the Court construed twelve claim constructions on the ‘485
Patent and denied Defendants’ summary judgment motion on the

issue of non-infringement. Dkt. 72.

On May 17, 2017, Defendants’ motion for reconsideration on

this Court’s denial of summary Jjudgment was denied. Dkt. 137.



On October 26, 2017, Plaintiff’s motion to amend its
complaint to add the claim of willful infringement which is now

before this Court was granted. Dkt. 176.

On January 30, 2018, Defendants moved for partial summary
judgment on the basis that they had not willfully infringed on
the ‘485 Patent. Dkt. 200. The same day, Plaintiff moved for
relief under Rule 37, alleging non-compliance with discovery

obligations.

On February 22, 2018, in response to Plaintiff’s Rule 37
motion, Defendants cross-moved this Court for sanctions under 28
U.S.C. § 1927, requesting “costs and attorney’s fees in
responding to [Plaintiff’s] Motion for Relief under Fed. R. Civ.

P. 37.” Dkt. 223, at 1.

On March 14, 2018, Defendants’ motions for partial summary
judgment, Plaintiff’s motion for Rule 37 relief, and Defendants’
motion for Section 1927 sanctions were heard and marked fully

submitted.






Relief under Federal Rule 37

Federal Rule of Civil Procedure 37 (b) provides for
penalties against parties that “fail to obey an order to provide
or permit discovery.” Fed. R. Civ. P. 37(b) (2) (A) (v). When such
a finding is made, district courts have “broad discretion in

fashioning an appropriate sanction” under Rule 37. Residential

Funding Corp. v. DeGeorge Fin. Corp., 306 F.3d 99, 107 (2d Cir.

2002); Fed. R. Civ. P. 37(b) (2) (A).

When discovery orders are disobeyed, courts may strike
pleadings, stay proceedings, hold parties in contempt of court,
render a default judgment, or draw an adverse factual
designation against the disobeying party. Fed. R. Civ. P.

37(b) (2) (A) (1) =(vii).

An adverse factual designation may be appropriate where a
party knowingly fails to produce relevant evidence despite
having control over that evidence, and an obligation to produce

the same. Residential Funding Corp. v. DeGeorge Fin. Corp., 306

F.3d 99, 107 (2d Cir. 2002).

A court must “consider the extent to which the prevailing

party has been prejudiced by the defaulting party’s





















Besides, Daktronics negotiated and received a
representation and warranty that Hoffend “did not infringe any
intellectual property rights.” Dkt. 236 at 11. Whether a
Daktronics should have inquired into existing patents before the
acquisition is a question for another day. This Court must
determine whether the record contains a triable issue of
material fact concerning Daktronics’ knowledge of the ‘485
patent such that a reasonable jury could find willful

infringement.

Plaintiff then suggests that its outside patent prosecution
counsel, Schwegman, Lundberg, Woessner & Kluth, P.A.
(“Schwegman”), had knowledge of the ‘485 patent, and thus
Daktronics must have “developed intimate knowledge” of the same.
Plaintiff alleges that Daktronics “had to review the ‘485 Patent
against its Vortek patents and formulate a strategy for
responding to the rejections” from the Patent office. (D.I. 215,
p. 18). But this contention is belied by the record evidence,
including direct testimony from Daktronics, and the

communications themselves.

First, the only correspondence between the Schwegman Firm

and Daktronics regarding the ‘485 Patent lends no support to
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Plaintiff’s view that there is “extensive evidence of knowledge”

in the record.

As outside patent prosecution counsel, Schwegman wrote
Daktronics in 2011 to advise it that a response to a USPTO
patent rejection would be drafted, “without requiring any work

on DAK’s end.” Dkt. 204, Ex. B at 2.2

Responding to a similar patent rejection in 2014, Schwegman
advised Daktronics that it would “make a relatively easy
response” to the USPTO and that "“the references cannot legally
be used against us.”3 Dkt. 204, Ex. C. Attached to this email was
a copy of the ‘485 patent, with a note written in réd text by
Schwegman that reads “Not prior art.” Dkt. 204, Ex. D. There is

no evidence that Daktronics reviewed the email attachment, let

2 The 2011 email, from Greg Smock at Schwegman to Brett Wendler
at Daktronics, reads, in substantial part: “I reviewed the first
Qffice Action on this hoist-related patent matter. On first
glance, it appears that the only piece of art being used by the
[USPTO] to reject DAK’s patent claims is not prior art . . . In
short, SLW can appropriately respond to the US Patent Office,
without requiring any work on DAK’s end.” Dkt. 204, Ex. B at 2.

3 The 2014 email, from Michael Mischnick to Brett Wendler, reads,
in substantial part, “I have dug in a little deeper in to the
Office Action for [its patent application].” Mr. Mischnick then
writes, “I believe we can make a relatively easy response based
on the fact that the references that are being cited by the
Office Action technically are not prior art. . .[which] means
the references [to the ‘485 Patent] cannot legally be used
against us.” Dkt. 204, Ex. C at 2.
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alone '485’s individual claims. Nor could it have, as Daktronics
did not have any patent prosecution attorneys on staff. Dkt.

204, Ex. A at 3.

Right or wrong, Daktronics appears to have taken counsel’s

advice by not doing substantive research into the ‘485 patent.

See Wendler Decl. at 4 (“Following counsel’s advice I did not
review the ‘485 Patent”); Id. (“Again, following counsel’s
advice I did not review the ‘485 Patent”). On these facts, a

finding of willful patent infringement, which is “generally []
reserved for egregious cases typified by willful misconduct,” is

inappropriate. Halo, 136 S.Ct. at 1934.

At most, the emails are fairly read as providing Daktronics
with notice of the ‘485 patent’s existence. However, Schwegman
clearly advised Daktronics against further action with regard to
the ‘485 patent. Perhaps Daktronics should have looked into the
matter further, against the advice of counsel, and sought a
second opinion. Nevertheless, there being no evidence that
further action was taken, willfulness cannot be established. See

Radware, Ltd. V. F5 Netowrks, Inc., No. 5:13-cv-0204-RMW, 2016

U.S. Dist. LEXIS 112504, at *13 (N.D.Cal. Aug. 22, 2016)
(dismissing the “incorrect[] suggesti[on] that willfulness can

be proven by negligence; the Supreme Court has ruled that
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(finding “citation to the [patent-in-suit] in multiple
Information Disclosure Statements,” without more, “insufficient

to support an allegation of willfulness”)

Plaintiff devotes a significant portion of its brief to the
argument that whatever knowledge Schwegman had of the Y485
patent should be imputed to Daktronics based on an agency-
principal theory. Plaintiff has not brought to the Court’s
attention a single case holding that knowledge from outside
legal counsel is imputable to a client corporation for purposes

of willful patent infringement. The Court finds no such cases.

Nor does Daktronics’s sale of ten Vortek units after the
Complaint was filed in this case establish willfulness. Def.
Opp. at 15. As the parties well know, this Court held that there
was no literal infringement of the Y485 patent. Dkt. 72. The
outstanding issue to be resolved with regard to infringement—
equivalent infringement—is a question of fact for the jury.
Accordingly, Daktronics’s sale of ten products post-suit, while
under a reasonable belief of non-infringement—as evidenced by
its motion for summary judgment on non-~infringement—does not
import the type of egregiousness required to establish willful

infringement.
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A finding of no willfulness is consistent with the evidence
in its entirety. There is no record evidence that Schwegman, let
alone Daktronics, knew of the ‘485 patent’s individual claims or
that either party believed there was infringement of any kind
before this suit was filed. See discussion supra. Even if
Schwegman had acquired substantive knowledge of the ‘485 patent
through the course of its work for Daktronics, the record does
not support a finding that such information was shared with

Daktronics.

Because there is no evidence that Daktronics acquired
substantive knowledge of the ‘485 patent—whether on its own or
through counsel—and because such knowledge cannot be imputed,
there are no material facts from which a reasonable jury could
conclude Daktronics had “knowledge of the allegedly infringed

patent and its claims.” Innovations Scis., Inc. v. Samsung

Elecs. Co., 983 F. Supp. 2d 700, 706 (E.D. VA. 2013). Summary

judgment is granted.
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Plaintiff’s Rule 37 Motion is Denied

Where a party “fail[s] to obey an order to provide or

(4

permit discovery,” a district court has “broad discretion in

fashioning an appropriate sanction” under Rule 37. Residential

Funding Corp. v. DeGeorge Fin. Corp., 306 F.3d 99, 107 (2d Cir.

2002); Fed. R. Civ. P. 37(b) (2) (A){(v); Fed. R. Civ. P.

37 (b) (2) (A) . Among the appropriate sanctions, courts may enter
adverse inference instructions, which is a “severe sanction,”
appropriate only where the offending party’s conduct is “willful

or culpable.” R.F.M.A.S., Inc. v. So, 271 F.R.D. 13, 52

(S.D.N.Y. 2010), Luft v. Crown Publishers, Inc., 906 F.2d 862,

866 (2d Cir. 1990).

Plaintiff requests that this Court impose sanctions under
Rule 37 by entering an adverse inference instruction regarding
Daktronics’s pre-suit knowledge of the ‘485 patent. This request
stems from a this Court’s 2017 order that Daktronics produce
“all materials within its custody or control that are responsive
to each of Plaintiff’s Requests for Production” and to designate

a 30(b) (6) witness to testify. Dkt. 128.

Plaintiff argues that Daktronics, in its production of

relevant documents, and its preparation of its 30(b) (6) witness,

18






Defendant’s Section 1927 Motion for Sanctions is Denied

ANY

Under 28 U.S.C. 1927, sanctions are proper where “an
attorney so multiplies proceedings and engages 1in vexatious

conduct 1in bad faith.” In re Auction Houses Antitrust Litig., 00

Civ. 0648 (LAK) (RLE), 2004 U.s. Dist. LEXIS 23351, at *18

(S.D.N.Y. Nov. 17, 2004); 28 U.s.C. § 1927.

Defendant seeks attorneys’ fees and costs based on
Plaintiff’s motion for Rule 37 sanctions, which it calls

“shockingly meritless.”

Bad faith being a prerequisite to an award of attorney’s
fees and costs, and none being found, the motion is denied.
There is no indication that Defendant’s conduct in seeking
sanctions goes beyond “well-intentioned zeal,” to bad faith.

Veneziano v. Long Island Pipe Fabrication & Supply Corp, 238

F.Supp. 2d 683, 694 (D.N.J. 2002).
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Conclusion

Defendants’ motion for summary judgment is granted.
Plaintiff’s motion for Rule 37 sanctions is denied. Defendants’

cross-motion for sanctions under Section 1927 is denied.
It 1is so ordered.

New York, NY

July /7, 2018 -
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ROBERT W. SWEET

U.s.D.J.
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