UNITED 5TATES OF AMERICA by A

BEFORE THE FEDERAIL TRADE COMMISSION 1\"“%.

In the Matter of
RAMBUS INC,, Gocket Mo, 9302

a corporation.

R " W N T

ORDER DENYING RESPONDENT'S
APPLICATIONS FOR REVIEW OF FEBRUARY 26, 2003, QRDER (GRANTING
COMPLAMNT COUNSEL'S MOTION FOR COLLATEEAL ESTOPPEL) AND
FEBREJARY 28, 2003, ORDER (GRANTING COMPLATST COUNSEL'S MOTION
TOCOMPEL DISCOVERY RELATING TO SUBJECT MATTERS AS T
WHICH RESPONDENT®S PRIVILEGE CLAIMS WERE INVALIDATED ON
CRIME-FRAUD GROUNDS AND SUBSEQUENTLY WAIVED); DENYING
RESPONDENT'S REQUEST TOR RECONSIDERATION OF THE
IEBEUJARY 26 ORDER; AND GRANTING EESPONDENT'S REQUEST
FOR RECONSIDERATION OF THE FEBRUARY 28 ORDER
Un Febrary 26, 2003, the Hon. James B, Timeny, presiding in the above-captionsd
proceeding, entered an Ornder granling Complaint Counsel’s Motion for Collateral Estoppel
{“February 26 Order”™). Thersafter, on February 28, 2003, Judge Timony emtered an Crder
gratting Comyplaint Counsel’s Motion to Compel Discovery Relaring to Subject Matters as to
which Regpondent™s (Rambus, Inc.). privilege claims werg invalidaled on erime-raud grounds
and subseguently waived (“Febreary 28 Order”™). Respondent subsequently filed sepamate
Applications tor Review that the Court certify the February 26 and 28 Orders for immediate
interloemtory review by the Commission pursuant to Commussion Rule 3,230, 16 CE R, §

3.23{b). In the alternative, Fespondent filed Requests for Reconsideration of both the February

26 and 28 Orders seeking reversal. Respondent argues that Tudge Timony “made gricvous




errors”’ while “mrying hard 1o “clear the decks™ of open motions i Lthis maller prior to his
retiremnent in late Febrmary. Complaint Counsel asserts that Judge Timony's inttal rulings were
carrect and that Respondent has failed to provide sufficient reason why the Court should
recomsider thase ralings or permit an interlocutory appeal of thess i1ssues to the Commiszion. For
the reasons set forth below, Respondent’s: Applications for Review are BENIED; Eequest for
Feconsideration of the February 26 Order is DENIED: and Reguest for Reconsidetation of the

February 28 Order is GRANTED.

L. Background

A, Collateral Estoppel Motion

On Fehruary 12, 2003, Complaint Counsel filed a Motion Seeking Recognition ol the
Collateral Catoppet Bffect of Prior Factual Findings that Respondent Rambus Ine. Destroyed
Material Evidence in Anticipation of Future Litigation. Complaint Counsel assarted that, based
ot the decisions of the Distriet Court for the Eastern District of Virginia in Ramieeg fee v
Infineon Technologies 4G, 155 F.5upp.2d 668 {E.D. Va. 2001){fnfineon . the Federal Circuit in
Rambus Inc. v. Infineon Techaologies AG, 318 F.3d 1081 {4th Cir. 2003 infincon £, and the
principle of collateral estoppel, it wus established definidvely that Respomdent’s document
retention policy was created in anticipation of patent infringsment hitigation conceming patents
relaiing to Respondent’s participation, ffom 1991-96, in an industry standard-setting
organization, the Joint Electronics Device Enginesring Coumncil (“JEDEC™), and was intended to
destroy documents that would be hanntul in such litigation. Respondent, in its Opposition,
usserted that the Federal Cireuit’s decision in Infineon 7T Tully vacated fajineon Tand, therefore,

all findings trom Mfineen S were 2 nulbily and without any collateral estoppel effect 1 the mstant




matter. The February 26 Order by Judge Timony granted Complaint Counsel’s motion and gave
collaieral estoppel sffect to thres findings of fact made by the district court in fafincoa 1

In myineon I, Respondent alleyged Infineon infringed on various patents relating to
computer random access memory {“EAM™ held by Respondent. Infineon counter-claimed
alleging that Respondent commuitted frand undur Yirginia state Lusw by ool disclosing varous
RAM-relaled patents held or applied for by Respondent whils it participated in JEDEC.

Draring trial, the district court entered a judgment as a matter of law (“TMOL™) in faver off
infinecn, holding nfineon Gid nat infringe on any of Bespondent’s patents.  The court permitted
the frand counter-claims to go to the jury and the jury retorned a verdiet that Respandent
comrmitted fraud as to two types of BAM technology, SDRAM and DDRAM. Following post-
trial motions, the district court permitted the jury verdict to stand aganst Rambus as to fraud
concerning SDEAM. The district court grantad Respondent’s mation for a FAWVOL as to DDEAM
but detied Respondent’s maotions for a TMOL or new trial concermung SDRAM. n sum. the

district court nttimately entered a judgment holding that: {1) Infineon did not infringe any patents

! The three findings of fact held to be subject to collateral estoppel are:

1. When “Rambus instituted its docurment retention policy in 1993, it did so, “in
patt, [or the purpose of getling rid of documents that might be harmful
litigation.™

2. Fambus, at the Gme it iroplumented its “document reiendon policy,” “[e]leurly . . .

contemplated that it might be bringing patent infringement suits during this
timeframe” iF1ig ¢fforls 1o persuade semi-conductor manufacturers W Heense “its
JEDEC-related patents™ “were not successful.™

Rambus's “dosument destruetion’ was done “in anticipation of htigation.™

[ ]
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held bv Respondent; (2) Respondent did ot conunit frand with regard to DDREAM; and (3) that
Fespondent did commit fraud with regard to SDRAM.

The district court alse awarded over $7.1 million in attorney fees to Infineon as the
prevailing party in a patent inftingernent suit pursnant to the anthority of 33 T1.8.C. § 285, The
district court based the award of attorney fees on three independent grounds: {1) Respondent’s
claim construction and infringement positions; (2) fraud as inequitable conduct; and (3} Titigation
misconduct by Respondent.

COm appeal, the Federal Cirguil, in frfineon I, affirmed-in-part, reversed-in-part, vacated-
in-part, and remanded the case w the disinet court. The Federal Circuit reversed and vacated the
JMOL on infringmens clzims. T also reversed the distriet count’s denial of the Respondent’s
post-tdal TMOL on the SDRAM fraud verdict. Tt affirmed the post-trial TMOL grant on the
DDEAM claims. |

While the district court awarded attomey fecs on the three independent prounds noted
ahove, on appeal Respondent only challenged the claim construction and fmud wrounds for the
award and did “not contest the district comrt’s holding of litipahion misconduer” or make a
showing that the holding on this point was “claarly erronecus.” fufimeca 7F, 318 F.3d at 1106
In remanding the attornsy fee award 1ssue to the district court, the Federal Circuit held that while
litigation misconduct could alone wstify the award of attormey tees by the district court, under
4% 285 where attomey fees are awarded Sulel;;r on the basis of Ltigation misconduct, “the amournt
of the award must bear some relation to the extent of the misconduct.” Id. The Federal Circuit
summarized its position on the wward of attorney tees and litigation misconduct by Respondent

as followrs:




I surm, given s court’s holdings on claim construction and fraud and the lack of the
apporticmment between the award and the mizconduct, this court vacates the attomey fees
award and remands ta the distriet court. On remand, the dismict court may consider
whether Infineon remains a prevailing a party, and if 50, whether an award 14 warranted.
If'the cowrt determines that an awartl is wartanted, it will have the apportunity to set the
amoun of the award (o Tedress the liigagon miscondct.

fd.

B. Crime=Fraud Exception Moiion

On Tanuary 7, 2003, Complaint Coamsel filed a Motion to Compel Discovery Relating to
Subject Matters as to Which Rambus's Privilege Claims were nvalidated on Crime-Frand
Grounds qnd Subsequent!y Waived. Inthe motion, Complaint Coungel sought to abtain
docwments for which Respondent asserted privilege for (he time period afier Rambus dropped
out of JEDEC in 1396, Complaint Counsel’s motion focused on the dostrme of waiver, arguing
that Respomdent opencd the door w0 post -1996 documents by voluntarily producing pre-1994
documents in litigation involving Hynix.*

Respondent fled its Opposition on January 21, 2003, In it, Respondent claimead that the
doctrine of waiver could not serve as a basis [or requiriong il to produce documents after it
dropped out of JEDEC in 1996. Respondent claimed it had never voluntarily produced
docurnaenis for which it claimed privilege so ne waiver could exist, stating that its production of
documents in prior litigation nvelving Hynix was a “de facte " compelled production and that
the production agresment betwean Respondent and Hynix preserved (he privileged nalure of the

documents.

* Rambus produced nre-19946 dacuments without judicial compulsion to Hynix afier
fosing litigalion on the idenlical issues in litigation involving Infineon and Micron. February 28
Order atn. 1.




The February 28 Order issued by Judue Timony granted Complant Counscl’s molion and
permitred the requested discovery. The Order was not based on the waiver theory advanced by
Complaint Couwesel, Rather, Judee Timony sua sponre based his ruling on the evidence of record
on Respondent’s conduct, imd in particaiar on the resulting factual presumpticons contained in the
Febrnary 26, 2003 Order on Complaint Counzel’s Motion for Defanlt Judgment. The Febeuary
28 Order concluded that this evidence and these factual presuroptions werd a prima fizcie basis
for conciuding that Respondent was involved in fraudulent conduct afier June 1996 (when
Respondent dropped out of JEDEC), and, therefore, the arime- [rawd croeption permiied
discovery by Complaint Counsel of post-Tane 1996 materials otherwise protected by the
attorney-client ot attormney work product privileges.

1l. Apaly d Discussion

A, Certifieation for Tnterlocntory Appesl

Respondent seeks certification of the February 26 and 28 Orders for interlocutory review
by the Commission pursuant to Commission Rule 3.23(h), 16 CFR. 4 3.23(b}. Applications for
review ot a raling by the Adminisorative Law Judge may be made onfy if the applicant meets both
prongs of s two prong test, The first prong is that the ruling must involve “a controlling question
of law or policy as to which there s substantial ground for ditference of opinion.” 16 C.F.R.

§ 3.23(b). Controlling questions ars “not eguivalent to merely a question of law which is
determinative of the case 4t hand. To the contrary, such a question is deemed conoolling onky if
it may contribute to the determination, at an eariy stage, of a wide spectrum of cazes.” fa re

Antometive Breaktbrough Seiences, Ine, 1996 FTC LEXIS 4738 at *1 (Nov. 5 1996).




The second prong is that the Administrative Law Judge must determine “that an
immediate appeal from the muling may materiatly advance the vltimate termination of the
litigation or [that] subsequent review will be an inadequate remedy,” 16 CF.R. § 3.23(b)
{cmphasis added), Tn addition, for discovery orders such as the Febwuary 28 Onder, 1be
Corgrnizsion “generally disfavorls] interloontory appeais, pamicularly those seeking Commission
review of an ALY's discovery rulings.” v re Gillette Co., 98 FT.C. 875, 875, 1981 FTC LEXIS
2. *¥1 (Dec. 1, 1981). “Interlocutory appeals from discovery mlings merit a particularly skepticai
reception, because [they are] particularly suited for resolution by the administative Llaw jadge on
the seetie and particularly conducive to Tepetinve delay.” Ik ve Brisrol-Myers Co., 20 FT.C, 273,
273, 1977 FTC LEXIS 83, *1 (Oct. 7, 1977V, Accord fn re Gillette Co., 98 F.T.C. 2t 875
{“‘reqolution of discovery issues, as 4 general matter, should he Teft to the discretion ol the ATT™).

A review of the February 26 Otder indicates that it does not involve “a conirolling
question of law ot policy.” On its face, the Order only invalves facmal questions, not anes af
law or policy. Since the three faclual issues given collateral estoppel effect are not dispositive of
lhis matter, an ioubediate iterlocutory appeal would not natedally advanes the ulymate
termination of this dispute. Similarly, the non-dispasitive namre of these three factnal issues
means that Respondent will net be harmed by delayiog review of the Fehmary 26 Order, or any
findings thereunder, until a plenary review by the Commission.

Singe the Count grants Respondent’s Request for Reconsideration of the February 28
Order, even considenng certification of the Order until after the Court’s reconsideration is
inappropriate. However, even after the reconsideration, consistent with the Comunission mulings

in Bristol-Muers and Gillefte, the resolution of what is ultimately a discovery issue is best left to

|




the “admpnistrative law judege on the scene.” Moreover, an interlocuory appeal on this issue
would net matetially advancs the nifimate terminaiion of this dispute.

For these reazons, Respondent™s Applications for Review for interlocuatory appeal of the
TFebruary 26 and February 28 Orders are DENIED.

B. Reconsideration

In the alternative, Respondent requests the Court to reconsider and reverse the Orders in
guestion. Motions for reconsideralion should be yranted only sparingly, Karr v. Castle, T68 F.
Supp. 1087, 1090 (1>, Del. 1991). Such motions should be granted only where: (1) there has
heen an intervening change in controlling law; (2) new evidence ig availahle; or (3) thercis o
nead to correct clear error or manifest injustice. Regency Communications, Ine. v. Cleartel
Conmunications, fec., 212 F.Supp.24 1, 3 (D.D.C. 2002). Reconsideraton motions are not
intended to be onportunities “to take a second bite at the apple” and relittgate proviously decided
matters. Greanwald v. Orb Communications & Marketing, fnc., 2003 WL 660844 at *1
(S.ID.NY, Feb. 27, 2003).

L this matter, thers have been no imtervening changes in controlling faw or new evidence
since the filing of the February 26 and February 28 Orders. Rather, the sole change is the re-
assignment of this ¢ase to the current presiding judge which occurred due to Judge Timony's
retiremenl on Feburany 28, 2003, Az a result, this review 13 not to determine whether Lhe Court
agrees with the conclusions reached in these Orders or whether it might have reached a different
result, but rather iz specifically limiied to the issue of whether either the Februatry 26 or Fabruary

28 Order i3 in “clear erroc™ or results in a “manifest injustice”.




1. ollateral Estoppel Order
As stated in the February 26 Order:
{Collateral estoppel may be used to bar a party from relitigating an issue on which it has
been fully heard and lost. “[A] party who has had one fair and full opportunity to prove a
claim and has failed in that effort, should not be permuitted to go to trial on the merit of
that claim 3 sceond irne” Blopder-Tongue Laboratortes, Inc, v. University of Hilinois
Foundation, 402 U.5. 313, 324-325 {1971). The purpose of the doctrine is to “protect[]
adversapes fiom, the expense and vexation attending multiple lawseits, conserve|]
judicial resources, and, foster[] reliance on judicial action by minimizing the possibility
of meongigtent dectiones.” Afoatandt v Dnited Sttey, M0 TS 147, 153 (1279); accord
Blonder-Tongue, 402 U5, at 324-25 (“Both orderliness and reasonable time saving in
judicial adininistration require this to be a0 unless some overtiding consideration of
fairness bo a htigant dictates a different cesult in the circumnstances of the particular
case.’").
February 26 Order al 2.
Respondent’s memorandam i support of its motion for reconsideration ¢ites numerous
cases for the general principle that where the mandate of a circuit conrt vacates the decision of a
districr coutt in its entirely, the prior actions of the district coutt are a nullity and nol a foundaion
faor a finding of collateral estoppel. Respondemt’s hMemorandum at pp. 7-10. This general
principle is inapposite to the instant situaton, however. Where a circuit court’s ntandate does
naok fully vacate a decigion of a distriet court, the pordons of the district court decision notl
vacated by the appellate court remain in effect, Mofingry v, Powell Mountain Coal Co,, Ine., 173
F.3d 9211, 923 (4th Cir. 1999)(whers a specific issue is not vacated on appeal, that issue may not
he reliigated oo remand and the district court judgment remains final as to that issue — “entire
mandate [to bef read i 1046™ to determine circuit court’s intent conceming extent of vacawr);

Cowgill v. Roymark Industyvies, Inc.,, 832 F.2d 793, 802 (3d Cir. 19873 When a cournt of appeals

reverses 4 judgment and remands for further consideration ot’a particular issue, leaving other




determinafcns of the mial court intact, the unreversed determinulions of 1he tial court normally
continue to work as an estoppel.”™y; Selomon v, Liberty Counfy, 9537 F.Supp. 1522, 1554-55 (N.I.
Fla. 1997)(a mandate only vacating part of a district court’s decision is limited in natwre ind does
not nullify all prior proceedings), GAF Corp. v. Eastman Kedak Co., 519 F Supp. 1203, 1212-13
(5.D.N.Y. 1981} finality sufficient for law of the case is o sufficient basis for collateral estoppel).
See afso Restatement (2d) of Audgments § 13 (“For purposes of issue preclusion . . | “final
judgmen!” inelwles any pror adjudication of an issue in another action that 13 delcmmined to be
sufficiently firm to be accovded conclusive effect™).

Particulatly instructive on the principle that a partiat vacatur leaves the non-vacated
portions of the trial court decision in effect is The Lniversioy of Colorade Foundation, Inc. v.
Amertean Cyanimid Co., 105 F.Supn. 2d 1164, 1173 (D, Col. 2000)“Colorado Foundarion™),
wiich analyzes a decizion by the Federal Cirenit nsing language in its mandate similar to
Iafineon 11 In Colerado Foundaiion, the district court considered a situation where the
appsllant did ot chaflenge eettain factmal findings by the district court on appeal. The Federal
Cirenst expressdy noted that 1i did not, therefore teview (or vacate) those factaal findings. Rather,
“[s]Juch 2 mandate . . . does not “extinguish’ the underlving trial or deprive the proceedings of
their *standing’ for the purposes of #es judicaza. It simply requires the trial court on remand to
apply the cormect law to the facts already determained to be sufficient to meet the comect legal

standard.” Colorads Foundation, 105 F.Supp.2d at 1175,

Y The University of Colorado Foundation, Inc. v. dmerican Cyanimid Co., 196 T.3d

136G (Fed. Cir. 19993,
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The mandate of the Federal Circuit in Jufineast I can be read as being less than a full
vacatur of the district court’s factual findings as to litigation misconduct by Respondent. It is
clear that where an order is not fully vaeated by a cireuit court’s mandate, those portions which
are not specifically vacated are pot extinguished and remain valid. Theretore, lafineon £ could
well be read ag the Federal Circuit aceepting the district coart™s factual findings on Respondent’s
litigation misconduct and isaning a mandate directing the digtrict eourt on remand to determine if
the lifigation misconduct alone was sufficient to justity any or zll of the initial $7.1 millicn
attormney fee award,  Given this reading, this Court cannot eonclusively determine thag the
findings of the February 26 Order were clearly in error or represents a manifest injustice. Having
failed to meet the applicable standard for review, the Respondent’s Motion for Reconsideration
as to the February 26 Order is DENIED.

2. Crime-Fraud Exception Discovery Order

a. The Crime-Fraud Exception Defined

In order to foster free and unfettered commurications between a clisnt und an attommey
(including full disclosure of past wrongdoings), those communications are “zealousiy protected.”
Haines v. Liggett Group fnc., ¥F15 F2d 81, 90 (34 Cir, 1992). An exception to this principle is
the come-fawd exception. This peotection “ceases to operate at a certain point, namely, where
the desired advice refers uef to prior wrongdoing, but to fure wrongdaoing.” Haines, 973 F.24
£1 at 84 (emphasis in onginal} quefing § Wismore, § 2298,

b. The February 28 Order is Not Clearly Erroneous

The foundation of the February 28 Order 1z comprized of four facmal presumprions set

out in the Febrary 26, 2003 Order on Complaint Counsel’s Motion for Defanit Tudgment.
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These presumptions arose as a resuit of the evidence of record n this martiter ag determined by
Tudge Timony., The presumplions include:
A, Rambus participated 1n TEDEC throneh Tnne 1994;
i, Through this participation, Rambus knew or should have lmoewen the TEDEC
standards for RAM, as developed through June 1996, would infringe on patents
held or applied for by Rambus;

c. Ramhis kocw or shonld have known that these inffingements could potentially
lead Lo substantial licensipg foes or damages for Rambas; and

d. Rambus, before it ceased participation it JEDEC! in June 1996, failed to discioss
the existence of the patents it either held or had apniied for that eounid be infringed
iy the proposed JEDEC standands o the other JEDEC participants.

Addittonally, the Febreary 28 Order found that Respondent, after 1996, continued the
process of proscenting patents applied for prior to its dropping et of JEDEC in Junc 1996 that
Respondent knew or should have known from s pariicipation in JEDEC could be of significant
walue to it, Beyond these factual predicates, the Febrmary 28 Onder relied upon the lepal standard
fior establishing the crime-fiaud exception set out in /i re Furgas, 723 F.2d 1461 (10th Cir
1983}, Decided in the contexl of 4 grand jury proceeding, Fargas held that neither a heanng nor
an én camera inspection of docwments is mandatory prior to requiring the production of
documents under the crime-fraud execeplion vnee prima focie evidence of fraud is established by
the party secking discovery. Fargas did not direct that its holding is limited only to the grand
Jjury context and napplicabie to civil proceedings. Since Jadge Timony, relying onthe standard
in Fargas and the factnal presumptions in the Tebrnary 26 Order on Complaint Counsel’s Motion

for Default Judgment, found that Complaint Counsel sutficiently established a prima facfe case

that Respondent used its atlormnuys sfier 1996 W prosceute patents and thercby coptinae




frandulent conduct that hegan before Respondent drapped out of JEDEC in 1996, this Court
cannot conclude that the Febroary 28 Qrder is clearly erroneous.

c. The February 28 Crder Appears Manifestly Uinjnst

While Furgas remains valid, the Court is persuaded by eases such as Haires and Laser
fndusiries, Lid. v. Reliant Technofogivs, Inc,, 167 FR.I. 417 (N.D. Cal. 1994), that a different
procedural standard comirols access to the crime-frand exception in a purely civil contexr. Az a
result, to pernat Complaint Counse! 10 cstablish a prima facie cuse and Lthen o compel
production of decuments withowt providing Respondent with an adequate opportunity to reply,
would represent a manifest injustice since it imevocably could “break the seal of a highly
protected privilege.” Haines 975 F.2d at 96,

In the context of 1 grand jury proceeding, there is 4 subslantial societal nterest In

maintaiping the secrecy of the grand jury’s investigation. In this regard, to permit an entity ihe

opportunity to rebut a prosecutor’s unchalienged presentation of evidence suffiment to establish a
primu facte basis for the crime frand exception could prohibit the "effective detection,
punighment, and deterrence of criminal acts™ Layer Mdnsaries, 167 FR.D. at 426, In contrast,
n the eivil context thare is no conflict between the need for secrecy presented by a criminal
investization and the due process rights of the party from whom discovery is sought. As a result,

onee & parly seeking discovery in a civil matter sstablishes a prima facie case that the crime-

* The decision cited by Respondent, fx re MdF Rusiness Muchine Co., Ine., 167 BR 937
{D. Colo. 1994), dues not establish that Farges does not apply to civil proceedings even within
the Tenth Circuit. Tt fails on this point because Md-L simaply follows the reasoning of the Third
Circuit in Haires without considering the import of iis own Circuit Cournt's decision in Fargas.
Though the Court might agree with the reasoning of ML, 1T is unable 10 determine 1f the WL
courl ignored Fargas, believed it inapplicable, or simply was unaware of it.
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fraud exception may apply, ‘[tke importance of the privilege . . . s well as ndamental
concepts of due process reguire that the party defending the privilege he given the upnortunity to
be heard, by evidence and argoment, 2 the hearing secking the exeeption to the privilege.”
Haines, 375 F.2d at 97. Pot another way, where a fdge “ondertakes to weigh evidence in a
proceeding secking an exception to the privilege, the party invoking the privilegs has the
absolure right to be heard.”™ 7.

Here, Respondent did not have an adequate opportunity to rebut the prima facie case for
invoking the crime-fraud cxeeplion that the Febrpary 28 Onder found exisis. This lack ofan
opportunity for rebuttal by Respondent was compounded by the fact that while Complaint
Croungel’s underlying hMotion to Compel! was based solely on a waiver theory, the Febmary 28
Order was based not on thy waiver issue, buai rather directly on the merits of whether Respondent
engaged in conduct that justities invocation of the crime-frand exceptien.” Assuming that Judge
Timony believed, under Fargus, that Respondent had any right to be heard on the alternative

theoty that he used to resolve the February 28 Order, he may have determined lhat the evidence

and argument put forwurd by Respondent in oppasition 1o Complaint Coungel®s Meation for
Detault Judgment amounted to an indirect rebuttal of the prima jucte case fourd in the February
28 Order. Such indirect rebuttal however, does not provide the procedural due pracess accorded
to Respondent. ““[T]he privilege {ean] be given adeyuate proeetion - . . oniy when the [judec]
undertakes a thorough congideration of the ismue, with the assistance of counsei an both sides of

the dispute.” Laser facdusiries, 167 FR.D. at 428.

* In fact, the February 28 Order never ultimately resulved the waiver issue pat forward by
Complamt Coungel. February 28 Order atn. L
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d. Procecding on the Crime-Fraund Exception [ssue

In theory, the Court could resolve this wssue by looking solaly at the waiver theory
initially advanced by Complamt Counse! in the underlying Motion to Compel. [f] based on the
memaranda rreviously subroatted by the parties, the Court decides to deny the motion based on
the waiver theary, it could issue an ovder and nolhing funther woold be requited. fn re General
Motors Corp., 155 F3d 714, 716 (8th Cir. 1998} Only iF the Court wore inelined to grant the
mation and compel production would it need to go through a Haines-type procedure. Id.
Realistically, however, the genie is out of the bottle on the issue of whather Respondent’s astuz]
conduct (waiver issue aside) amounts (o 4 basis for involking the crime-fraud exception and
permitting the discaovery sought by Complaint Counsel. Tn it2 Opposition 10 the Respondent's
Motion for Reconsideration of the Febmary 28 Order, Complaint Counsel avidly advocated and
adented thiz theors as it own.

It would be highly inefficient to go through an entire Haines-type proceeding {;Il a waiver
theory and then potentially have to go through it a second time on another substantive theory.
Rather, to promoeie judicial coonomy, the Court infends 1o address ali potential theories in support
of mvoking the crime-fraud exception in a single proceeding. As a result, it Complaint Counscl
wishes to advance substantive facts or other theories in support of its once more outstanding
Muotion to Compel, it must fle a3 supplemental memeorandinmn, not +o excesd twent=-tive (25)
pages, within ten (107 days of this Order. T Complaint Counsel files u supplementad
mematandum, Bespondent wilf then have wea (107 davs to Ble 1 supplemental opposition

memotandum, alsa not to exceed bwenty-five (25} pages, Replics will not be cntertained.
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It. after consideration of the parties’ original memoranda and any supplemental bricling,
the Court decides to deny Complaint Counsel’s metion, an order will issue accordingly. If, after
eonsideration of the parties” original memoranda and any supplemental briefing, the Court is
inclined to grant Complant Counsel's motion, it will procesd nsing any additional appropoats
procedural safeguards it deems necessary o ussure due process.
1v., Conclusion

For the reasons set forth above:

L. Respondent’s Applications fir Roview for certification of the February 26 and
February 28 Orders for interlotutory review by the Commission ire DENIED;

2. Respondents’s Motion for Reconsideration of the February 26 Order is DENIED,

and
1 Ezspondent’s Motion for Reconsideration of the February 28 Oxder is
GRANTED.
ORDERET: é&éﬂ’mw—;\
tephen 1. McGuire #

Chief Administrative Law Jadge

Dated: March 26, 2003
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UNITED STATES OF AMERICA woo v /J.
BEFORE THE FEDER AL TRADE COMMISSION ™., .

In the Matter of
RAMBELS TNC., Docleet Mo, 2302

4 COTPOTALION.

- e et e e et

ORDER DENYTNG RESPONDENT'S
APPLICATIONS FOR REVIEW OF FERRUARY 26, 2003, ORDER {GRANTING
COMPLAINT COUNSEL'S MOTION FOR. COLLATERAT, ESTOFPEL) AND
FEBRUARY 28, 2003, ORDER ({GRANTING COMPLAINT COUNSEL’'S MOTION
TO COMPEL DISCOVERY RELATING TO SUBJECT MATTERS AS TO
WHICH RESPONDENT'S PRIVILEGE CLAMS WERE WYALTDATED ON
CRIME-FRAUD GROUNDS AND SUBSEQUENTLY WAIVED), DENYING
RESPONDENT'S REQUEST FOR RECONSIDERATION OF THE
FEBRUARY 26 QRDER, AND GEANTING RUSPONDENT'S RUIQUEST
FOR RECONSIDERATION OF THE FEBRUARY 28 ORDER
On February 26, 2003, the Hon. James P. Timony, presiding in the above-captioned
proceeding, entered an Order granting Complamg Counsel’s Motion for Collateral Estoppel
(“Febrary 26 Order’”). Thereatter, on February 28, 2003, Judge Timony entered an Order
granling Complaint Counsel’s Moton to Compel Discovery Relating to Subject Matters as to
which Respondent’s {Rambus, Inc.). privilege claims were mvalidated on crime-travd grounds
and subsequently waived (“February 28 Order™). Respondent subsequently filed separate
Applications for Review that the Court certify the Febeuary 26 aod 28 Orders for inumediate
interiocutory review by the Commission pursuant to Commissien Rule 3.23(h), 16 C.FR. §

3.23(b}. In the alternative, Respondent fled Requeats for Reconsideration of both the February

26 and 28 Orders seeking reversal. Respondent argues that jud ge Timony “made grievons




vrrors™ while “irving hard to *clear the deeks™ o[ open motions in this matter poor (o his
ratiremnent in lawe February., Complaint Counsal assarts that Tudge Titnony’s initial rulings were
correct and that Respondent has fazied to provide sufficiem reason why the Court should
reconsider those milings or penmit an interlocutory appeal of these issues to the Commussion. For
the reagons sei forth below, Respondent’s: Applications for Review are DENIED:; Request for
Reconsideration of the February 26 Order is DENIED: and Request for Reconsideration of the
February 28 Ordur is GRANTED.

I. Backoround

A, Collaterail Estoppel Motion

Cm February 12, 2003, Complaint Counsel filed 4 Motion Seekiny Fecognition of the
Collateral Estappel Elfect of Prior Factyal Findmgs that Respondent Rambus Tne. Destrayed
Marerjal Fvidence in Anticipation of Future Litigation, Complaint Counsel asseried that, based
nn the decisions of the Disinet Cowrt for the Eastern Distriet of Vivgima in Ramibng Tne v
Infineon Technologies 4G, 155 F.Supp.2d 668 (E.I.. Va. 2001){#afiacon I), the Federal Circuit in
Rambus Inc. v, nfineon Technolagies AG, 318 F.3d 1081 (4th Cir, 2003)(fmfinean £}, and the
principle of collateral estoppel, it was established definitively that Eespondent’s documment
fetention policy was created in abticipadon of patent infingement litigation coneerming patents
relating to Respondent’s parlicipalion, from 1991-94, in an industry standard-settioe
organization, the Joint Elsctronics Device Engineering Council {*JEDEC™), and was intended to
destroy documents that would be harmtul in such litigation. Respondent, in its Opposition.
asserted that the Federal Circuit's decision in fnfineon I7 fully vacated fafineon [ and, therefore,

all findings from fnfingon T were a nulhity and withoul any collateral cstappel effect in the nstang




matter. The February 26 Order by Judge Timony granted Complaint Counsel’s moton and gave
collateral estoppel effect to three findings of fact made by the district court i fufinecn 1!

In fafineen I, Respondent alleged Infineon infringed on various patents relating to
computer random access memeory { RAM™) heild by Respondent. Infineon counter-clamed
alleginy that Respondent commilled fraud umder Virginia state law by not disclosing various
R AM-related patents held or applied for by Respondent while it participated in JEDEC.

During lrial, the distrdet court entered a judyment as a matter of law (“JMOL™) in faver of
Infineon, holding Infineon did not infringe on any of Regpondent’s patents. The court permitted
the fraud counter-claims to go to the iury and the jury retumed a verdict that Respondent
committed frand as to two bypes of RAM technology, SDBAM and DDRAM. Following post-
trial motions, the district court permiited the jury verdict to stand against Rambus as o fraud
concerning SDRAM. The district court granted Respondent’s motion for 2 TMOL as to DERAM
but demied Respondent’s motions for 1 YMOL or new thal conceming SDRAM. In sum, the

dastrict conrt ultimately entered a judgment hoiding that: (1) Infineon did not mftinge any patents

* The three findings of fact held o be subject to collateral estopypel are:

L. When “Rambus instiluted its document retention policy in 1998, it did so, “in
patt, for the parpose of getting rid of documentis that might be harnmniul in
Litigaton.”

2, Rambus, at the tme il implemented its “document retenlion pelicy,” “[e]learky . . .

contempiated that it might be bringing patent infringement suits during this
timeframe” 1f its efforts to persuade semi-conductor manufacturers to Heense “1s
JEDE  -related patents™ “were nat suceessful.”

3. Rambus’s “document destruction”™ was done “in anticipation of Htigation.™
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held by Respondent; (2) Responcent did not commit fraud with regand to DTIRAM; and (3) that
Respondent did cornmit fraud with regard to SDRAM.

The district court also awarded over $7.1 million in atlomey fes 1o hfineon as the
prevailing party in a patent infringement suit pursuant 1o the authotity of 35 U.S.C. § 285, The
dismrict court based the wward of attomney foes on three mdependent grounds: {1) Respendent’s
claim construction and infringement positions; (2) fraud as ineyuitabie conduct; and {3) litigation
misconduct by Respondent.

O appeal, the Federal Circuil, 1t fnfingen M, affitmed-in-part, reversed-in-part, vacated-
n-part, and remanded the case Lo the district court. The Federal Circuit roversed and vacated the
OL oninfrimgment claims. Tt also reversed the district cowt’s denial of the Respotdent’'s
past-irial TMOL on the SDRAM frand verdict. It affimmed the posi-trial IMOL grant on the
DDRAM claims.

While the district court awarded attomey fees on the three independent grounds noted
above, on appeal Raspondent only challenged the claim constuction and fraud grounds for the
award and did “nor contest the district count’s hobding of litigation misconduct™ or make a
showing that the holding on this point was “clearly ermoneous.” Infinecn ff, 318 F.3d at 1 106
In remanding the attorney fee award issue to the distnct cours, the Federal Circuit held that while
litigation misconduct could alone justfy the award of attomeay fees by the district court, under
% 285 where attomey fees are awarded solely on the basis of litigation misconduct, “the amount
of the award must bear some relation {0 the extent of the mi.smnduct.” Id. The Federal Circuit
smrinarized its position on the award of attomey fees and Titigation misconduct by Respondent

as followwa:




In sum, given this court’s holdings on claim construction and traud and the lack of the
apporttonment between the award and the misconduct, this conrt vacates the altorney fees
wward and remands to the district court. On remand, the district court may consider
whether Infineon remaing a prevailing a party, and if so, whether an award 13 wammnted.

If the court determines that an award is warranted, it will have the opportunity to set the

amount of the award to redress the Itigation rmsconduet.
1id.

B. Crime-T'vaud Excepti atin

G Jamuary 7, 2003, Complaint Counsel filed a Motion to Compe] Discovery Relating to
Subiect Matters as to Which Rambus's Privilege Claims were Invalidated oo Crime-Fraud
Grounds and Subsequently Waived. In the motion, Contplaint Counsel sought to obtain
documients for which Respondent asserted privilege for the time peried after Rambus dropped
out of JEBEC in 1996, Complaint Counsel’s motion focused on the doctrine of waiver, arguing
that Fespondent cpened the door to post -1996 documents hy veluntarily producing pre-1596
dacuments in htigation involving Hynix?

Respondent filed its Oppesition on Fanmuary 21, 2003, 1n it, Respondent claimed that the
doclrine of waiver couwld nol scrve ws 2 basis for requiring it to produce dacurments after it
dropped aut of TEDEC in 1996. Respondent claimed it had never vohmtarily produced
documents for which it claimed privilege so no waiver could cxist, stating thar its production of
dvgurnents in prior litlgation invelving Hynix was a “de fucto ™ competled production and that

the production agreament hetween Eespondotit und Hymix preserved the privileged nature of the

documents.

* Rambus produced pre-1996 documents withont ndicial compulsion lo Hynix sfler
losing litigation on the identical issues 1n litigation involving Infineon and Micron. February 23
(hderatn. 1,




The February 28 Crder issned by Judze Timoeny granted Complant Counsel’s motion and
permitted the requested discovery. The Order was not based on the waiver theory advanced by
Complaint Counsel. Rather, Judse Timony swa sponte based his mling on the evidence of record
an Raspnndent’.s conduct, and in particular on the resulting factual presumptions contained in the
Febriary 26, 2003 Order on Complaint Counsel’s Motion for Defanit Tudgment. The February
28 Order concluded that this evidence and these {actual presumplions wore a prima faciz basis
for concluding that Respondent was involved in fraudulent conduct after June 1996 (when
Bespondent dropped out of FJEDEC), and, thetefors, the crime-fravd exception permitted
discovery by Complaint Counsel of post-June 1996 malcrals otherwise protected by the
attorney-client or anomey work product privileges.

11, Analysiz and Discussion

A Certfication for Interlocn torv Appeal

Bespondent seeks certification of the February 26 and 28 Ovders for interlocutory review
by the Commission pursuamt to Comoission Rule 3.23(b), 16 C.F.R. § 3.23(b). Applications for
review of a tuling by the Administrutive Law Judee may he made anly if the applicant meets both
prongs of a two prong tesi. The first prong is that the ruling must involve “a controlling guestion
of law o7 policy as to which there i3 substantial ground for difference of opinion.™ 16 C.F.R.

§ 31.23(b). Conmolling questions are “not equivalent to merely a question of law which is
determinative of the case at hand. To the coutrary, such a question is deemed controlling only if
it may contribuie to the determination, at an early stage, of a wide spectrum of cases.” [n re

Awtomotive Breakthrough Seiences, Tne, 1996 FTC LEXIS 478 w *1 (Nov. 5 1996),




The second prong is that the Administrative Law Judge must determine “that an
immediate appeal from the roling imay materially advance the uitimate termination of the
litizaton or [that] subsequent review will be an inadeguate remedy.” 16 C.F.R. § 3.23(b)
{emphasis added}. In addition, for discovery orders such as the February 28 Order, the
Commyission *generally disfavor[s] interlocutory appeals, pariicularly those zecking Commission
review of an ALI"s discovery tulings.” fr re Gillerte Co., 38 F.T.C. 875, 875, 1981 FTC LEXIS
2, *1 {Dec. 1, 1981). “Interlocutory appeuls fom discovery rulings merit a particularly skeptical
reception, beeause [they are] partienlarly suited for resolution by the adtministative law judge on
the scene and particularly conducive to repetitive delas”™ Mn re Bristol-Myers Co, 90 F.TC. 273,

73, 1977 FTC LEXIS 83, *1 (Oct. 7, 1977\, Aecord In re (Gilletie Co,, 98 ET.C. at 875
{“resolution of discoviry 1ssucs, as a genersl matter, should be 1eft to the discretion of the ALT™).

A review of the February 26 Order indicates that it does not invelve “a controlling
guestion of law or policy.” On its face, the Order only involves facal questions, not ones of
law or policy. Sinee the three factual issucs mven collulers] estoppel effect are not dispositive of
this matter, an immediate interlocutory appeal would not materially advancs the ultimate
termination of this dispute. Similarly, the non-dispositive nature of these three factual issues
means that Respondent will not be harmed by delaying review of the February 26 Order, or any
fAndings lhersunder, unlil a plenany review by the Commission.

Sinee the Court grants Regpondent’s Request for Reconsideration of the Febroary 28
{Crder, even consideting certificaton of the Order until aller the Court’s reconsderation 1s
inapprapriate.  However, even after the reconsideranon, congistent with the Comrmission Tuiings

in Bristol-Myers and Gilfette, the resolahon of what is ultimaely a discovery issue 1@ best lell to




the “administrative law judge on the scene.™ Moreover, an interlocutory appeal on this issue
vould not materially advance the uitimate tenmination of this dispute.

For these 1easons, Respondent’s Applications for Review for interlocutory appeal of the
February 26 and February 28 Orders are DENIETL

R, Reconsideration

In the alternative, Respondent requests the Court to reconsider and reversa the Ordets in
question. Motions for reconsideration should be granted only sparingly. Karr v Castle, Ta8 F.
Supp. 1087, 1090 ({D. Del. 1991). Such motions shonld be granted only where: (1) there has
been an intervening change in eontolling iaw; (2) new evidence is available; or {3} there s a
need 1o correct clear error or manifest injustice. Regency Communications, Inc. v. Clearfel
Compunications, Ine, 212 F.Supp.2d 1, 3 {D.D.C. 2002). Reconsideration motions are not
intended to be oppornities “*to take a second bite at the apple™ and relitigate previously decided
tatters. (reermwald v, Orb Communications & Mareting, frc., 2003 WL 060844 ar *1
{SDNY. Feb. 27, 2003).

In this matter, there have been no intervening changes in controlling law or new evidence
since the filing of the February 26 :nd February 28 Orders. Rather, the sole change is the re-
assignment of this case to the cumrent presiding judge which occwred due to udge Timony's
refiremient on Febunary 28, 2003, As 2 result, this review is not to determine whether the Court
agrees with the conclusions reached in these Orders or whelher it might have reached a different
result, but rather is specifically limited to the issue of whether either the February 26 or February

28 Order is in “clear amror’” or results m a “manifest injustice™.




1. Collateral Estoppel Order

A stated o the February 26 Qrder:
Collateral estoppel may be used fo bar a panty from relitigating an issue on which it has
heen fully heard and leat. *[A] party whe has had ong fair and (ul] oppotunity te prove a
claim and has failed in that effort, should not be permitted to go to trial on the merit of
1hat claim a second time.”” Bloader-Torgue Laboratories, fnc. v. Unibversity of Hilinois
Foundation, 402 U.S. 313, 324-3235 {1971). The purpese of the dectrine iz to “protect[]
adversaries from, the expense and vexation attencing mulliple lawsuits, conscrve[]
judicial resources, and, foster[] reliance on judicial action by minimizing the possibility
of inconsistent decisions.” Montang v. United States, 440 1.8, 147, 153 (1979); accord
Blonder-Tougue, 402175, at 324-25 {"Both orderliness and reasonabis time saving in
judicial administration require this to be so unless some overriding considerarion of
fairness to a ltigant dictates a different resnlt an the circumstances of the particular
case.”"h
February 26 Order ar 2.
Resgpondent’s memorandum in support of its motion for reconsideration cites numerons
cases for the general principle that where the mandate of a circuit court vacates the decision of a
dastrict courd o ils eobirery, the prior actions of the disinoet court are a nullily and not a foundaiion
for a finding of collateral estoppel. Respondent’s Memorandur at pp. 7-10. This general
principle is inapposite to the instant sitvation, however. Where a circuit cowrt’s mandate does
not fully vacale a decision of a district court, the portions af the disinct courl decision not
vacated by the appellate court remain in effect. Moffnary v. Powell Mountain Coul Co., Ine,, 173
F.3d 920, 923 (4th Cir. 1999)where a specific issue is not vacated on appeal. that issue may not
be relitigated on remand and the distocl court judgment remaina final as o that issue — *entire
mandate [0 be} read in toto™ ta delermine circuit court’s intent concerning extent of vacatur);

Cowgill v. Raymark Industries, fnc., 832 F.2d 798, 302 (3d Cir. 1987){*"When a court of appeals

raversss a judgment and remands for further consideration of a particular 1ssue, leaving other




determinations of the wial court intast, the unreversed determinations of the trial court normally
continue to work as an csioppel.'; Selomon v Libergy Coungy, 957 F.Supp. 1522, 153435 (N.Dn.
Fla. 19972 mandate only vacating part of a district eourt’s decision is limited in nature and does
not nullify all poor procecdingsy, GAF Corp. v, Eastman Kodak Co., 519 F.Supp. 1203, 1212-13
(S.DNY. 1981 fimality sufficiem for law of the case is a sufficienl bagis for eolluileral estoppel).
See also Resfatement (2d) of fudgmenty § 13 ("For pumposes of issue preclusion . . . “final
judgment’ includes any prior adjudication of an issue in ancther actiop that is determined 10 be
sufficiently firm to be accorded conclusive effect.™).

Particularly instructive on the principle that 2 partial vacatur leaves the non-vacated
portions of the mal court deeision n effect is Fhe Unibversite of Colorado Foundzfion, fre. v,
American Cyarimid Ceo, 103 F Supp.2d 1164, 1173 {D. Cal. 20000 Crlorac; Foundution™),
which analvzes 5 decizion by the Federal Circuit using langnage in its mandate similar to
Infineon I1° In Colorade Foundedon, the distiet court considered a situation where the
appellani did not challenge certain factual findings by the disirict ccurt an appeal. The Federal
Clirenift expressly noted that it did not, therefore review {or vacate) those factual findings. Eather,
“TaJuch a mandate . . . does not “extinguish’ the underlying tal or deprive the proceedings of
their “standing” for the purposes of res fudicata. 1t simply requires the rial court on remand to
apply the correcl law ty the facts already determined 1o be suffieient t meer the correet legal

standard.” Colorade Foundation, 105 F.5upp.2d at 1173.

b The University of Colorado Foundation, fnc. v. American Cvanimid Co., 196 F.3d

1366 (Fed. Cir. 1999).

L1}




The mandate of the Federal Circwnt i frfinecn I can be read as being less than a full
vacamr of the distnet court™s facioal Nndings as 1o igation miscomduct by Responcdenl., 1is
clear that where an orderis not fully vaeated by a circunt court’s mandate, those portions which
are not specifically vacated are not extinguished and remain valid. Therefore, fafineor II could
wedl be read as the Federal Circuit accepting the district court’™s factual findings on Respondent™s
litigation misconduct and issning a muanduate directing the district court on remand to determine if
the litigadon misconduct aione was sufficient 1o justity any or all of the inttial $7.1 million
antorney fee award.  Given this reading, this Court carmot conclusively determine that the
findings of the February 26 Order were clemriy in error or represents 4 manifest injustice. Having
faiied to meer the applicabls standard for review, the Respondent’s Motion for Reconsideration
as to the Febmary 26 Onder is DENIED.

2. Crime-Frand Excepiion Discavery Order

a. The Crime-Fraud Exception Defined

In order to foster free and underterad communications between a client and an attorney
(including full disclosure of pust wiongdaings), those communications are “zeulously protected.”
Huines v. Liggett (Group Ing, ¥T5 F2d 8190 (3d Cie. 1992). An excepiion to ths principle 13
the crime-fraud exception. This protection “ceases to operate at a certaln point, namely, whers
the desired advice refers nof to prior wrongdoing, bul 1o future wrongdoing” Hainey, 975 F 24
§1 at 84 {emphasis in original) guoting 8 Wigmore, § 2298,

h. The Fehroary 28 Order is Nat Clearly Erronseous

The foundation of the February 28 Order is comyprised of four factual presumptions set

out in the February 26, 2003 Order on Complamnt Counsel’s Motion for Default Judgnent.

il




These presumptions arase as a result of the evidence of record mn this matter as determined by
Judge Timony. The presumptions include:
a. Rambus pariicipated in JEDEC through June 19946,
b. Through this participation, Rambus knew or shouwld have knowa the JEDEC
standards for RAM, as developed through fene 1996, would infringe on patents
helid ar applied for by Rambus;

c. Rambus knew or should have known that these infringements could poteniially
lead to substantial icensing fees or damages for Rambns; and

d. Rambus, before it ceased participation in JEDXEC in Junc 1999, fuiled to disclose
the existence of the patents it either hebd or had applied for that could be infringed
by the propossd JEDEC standarts to the other TEDEC participamts.

Additionally, the February 28 Order fonnd that Respondent, after 1994, continued the
pracess of proseculing patenis applied for prior to its dropping out of JEDEC in June 1996 that
Respondent knew or should have known from its participation in JTEDEC could be of significant
valug o it. Beyond these factual predicates, the February 28 Order relied upon the leml stundard
tor establishing the crime-frand exception set oul i fr re Fargas, 733 F.2d 1467 {10th Cir.
1983). Decided in the context of a grand jury proceeding, Fargas held that nefiher a hearing nor
an in camera inspection of documents is mandatory prior to requiting the production of
documents under the come-fraud exeeption once prima facie evidence of fraud is established by
the partv sesking discovery. Foreas did not direci that its helding is limited only to the grand
jury context and inapplicable 1o civil procoedings, Since Judge Timony, relving on the standard
in Fargor and the factual presumptions in the Febrmary 26 Order on Complamt Conpsel’s Motion

for Defauli Judgment, found that Complaint Counsel sufficiently established a prima ficte case

that Respondent used its atiomneys afler 1996 (o prosecute patents and thersby continue




fraudulent conduct that began befora Respondent dropped out of TEDTC in 1996, this Court
cannat canciude that the Tebruary 28 Order is clearly emronsous.

C. The February 28 Order Appenrs Manifesiby U'njnst

While Margas romaits valid,* the Court is persuaded by cases such as Haines and Laver
Ifndustries, Lid v. Reliont Technolopies, fnc., 167 FR.D. 417 (N.D. Cal. 1998), that a differen:
procedural standard controls aceess o the erime-faud exceplion in s purely civil context. Asa
result, to permil Complant Counsel to establish a prisu focie case and then to compel
production of documents withoot providing Respondent with an adequate opportunity to reply,
wouid represent a manifest injustice since it irrevocably could “break the seal of a highly
protected privilege,” Haines 975 F.2d at 96.

In the context of a grand jury proceeding, ther2 is a substantial societal interest in
mainlgining the secrecy of the grand jury’s investigation. Tn this regard, to permit an entity the
opportunity to Teébut a proseentor’s unchallenged presentation of evidence sufficient to estahiish a
prima facie basis for the crime fraud cxecption could prohibit the “effecdve detection,
punishment, and deterrencs of criminal acts.” Laser fadusirles, 167 FR.D, at 426. In contrast,
in the civil context there 18 no conflict between the need for secrecy presented by a criminal
investigation and the due process rights of the party from whom discovery is sought. As a result,

once a party seeking discevery in a civil matter establishes a prime fheie ¢ase that the crime-

* The deetsion cited by Eespondent, fi re M&L Buriness Machine Co_, Inc., 167 BR. 937
(D). Colo. 1994), does nor establish that Fargees does nat apply o civil proceedings even within
the Tenth Circuit. Tt fails on this point because M&EL simply follows the reasoniny of the Third
Circuit in Haines without considering the import of its owe Clreuit Court’s decision in Fareas.
Though the Cowt might agres with the reasening of Md&L, 1t 1s unable to determine 1§ the M&L
eourt ignored Furgos, believed it inapplicable, or simply was unaware of it.
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fraud exception may apply, ‘[tlhe importance of the privilege . . . as well as fondamental
congepts of due process require that the party defending the privilege be given the opportunity to
be heard, by evidence and argument, at the hearing seeking the exception o the privilege.”
Haines, 375 F.2d 2t 97, Put ancther way, where a judge “undertakes to weigh evidence in a
nroceeding seeking an exception to the privilege, the party mvoking the privilege has the
ahsolute right to be heard.”™ &g

Here, Respondent did not have an adequate opportunity to rebut the prima facfe case tor
invoking the tmime-frand cxeeption that the February 28 Order found cxists. This lack of an
opporunity for rebmttal by Respondent was compoimded by the fact that while Complaint
Counzel’s underlying Motion to Compel was based solely on a waiver theory, the February 28
{Order was based not om the waiver issoe, ot rather divectly on the merits of whether Respondent
engaged i conduct that justifies invocation of the crime-frand exception,”  Assuming that Tudge
Timony believed, under Fargas, that Respondent had any nght to be heard on the alternatve
theory that he used to resobve the Febmary 28 Crder, he may bave deterrnined that the evidence
apd argument put forward by Respondent i opposition to Complaint Counsel’s Motion for
Default Tudgment amounted te an indirect rebuttal of the prima facie case found in the February
28 Order. Such indirect rebultal bowever, Jogs not provide the procedural due process aecorded
to Respondent. “[Tlhe privilegs [can] be given adequale proleciion . . . only when the [judze]
undertakes a thorgugh consideration of the iasue, with the assistanee of eounzel on both sides of

the dispute.” Laser Mmadusipies, 167 FR.D. at 428

* In fact, the February 28 Crder never ultimately resolved the waiver issue put forward by
Complaint Counsel, February 28 Order atn. 1.
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d. Proceeding on the Crime-Fraud Exception Issue

Tn theory, the Courl could reselve this issue by looking solchy af the waiver theory
mitially advanesd by Complaint Counsel in the underlying bMotion to Compel. If, based on the
memaoranda proviously submitted by the parties, the Court decides to deny the motion hased on
the waiver tieory, it could issue an order and nothing firther would be required. In re General
Motors Corp., 153 F.3d 714, 716 (8th Cir. 1998}, Only if the Court were inclined to grani the
motion and sompel production would it need to go through a Haires-type procedurs. fd,
R.ealistically, however, the genie i3 out of the bottle on the issue of whether Respondent’s actual
conduct (waiver issne aside) amounts to a basis for involdng the crime-frd exception and
permitting the discovery songht by Commplaint Counsel. In its Opposiian (0 the Respondent’s
Motion for Beconsideration of the February 28 Order, Complaint Counsel avidly advocated and
adopted this theory as its own.

It would be highly inefficient to go through an entice Haires-type proceading on a walver
theory and then potentially have to go through 1t a second time on angther substantive theory.
Rather, to promote judicial economy, the Court intends to address all potential theories in support
of invoking the crime-fraud exception in a single proceeding. As a result, if Complaint Counsel
wishes to advance substantive facts or other theories in support of its once more outstanding
Motion to Compel, it must file 4 supplemental memorandum, not to exceed bwenty-five (23)
pages, within len (107 days of thiz Order. If Complaint Counsel files a supplemcntal
memorandum, Respondent will then have ten {10} days to file a supplemental oppositisn

memaorandm, also not to excead twenty-five (23) pages. Replies will not be entertained.
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I, after consideration of the parties’ original memoranda and any supplemertal briefing,
the Court decides to deny Complaint Counsel”s motion, an order wilk issue accordingly. TF, alter
consideration of the parties” original memeranda and any supplemental briefing, the Court is
inclined to grant Complaint Counsel’s motion, it will proceed nsing any additional spproprate
procedural safeguards it deenis necessary to assure due process.

iV, ugion

For the reasons set forth above:

L. Respondent’s Applications for Review for certification of the Tebruary 28 and
February 28 Orders for interlocutory review by the Commizsion are DENTED:;

2 Respondents’s Motion for Reconzideration of 1the February 26 Order is DENIED,
and

3. Respondent’s Motion for Reconsideration of the Februaty 28 Order is

GRANTLD.

ORDERET:

/Stephen . MeGuire 4
Chief Administrative Law Judge

Dated: March 26, 2003
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