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IN THE UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF ILLINOIS
EASTERN DIVISION

SLOAN VALVE COMPANY, )
)
Aaintiff, )
) CaséNo. 10-cv-00204
V. )
)
ZURN INDUSTRIES, INC., and )
ZURN INDUSTRIES,LLC, )
)
Defendants. )

MEMORANDUM OPINION AND ORDER

AMY J. ST. EVE, District Court Judge:

Zurn Industries, Inc. (“Zurn”) has moddo exclude the testimony of Sloan Valve
Company’s (“Sloan”) expert, JukuBallanco. For the reasons dissed below, the Court grants
the motion in part without objection, grants thetion in part, and denies the motion in part.

BACKGROUND

This is a patent infringement caseolving U.S. Patent No. 7,607,635, entitled Flush
Valve Handle Assembly Proving Dual Mode Operation (W&lSonpatent”). TheVNilsonpatent
“relates to flush valves for use with plumbing fikts such as toilets, and more specifically to
improvements in the bushing of the actuating handle assembly that will provide for user-
selectable, dual mode operatioithe flush valve.” (R. 314-Wilsonpatent, col.1, Il. 6-10.) It
provides a mechanism that allows a usesetect one of two flush volumes based on the
direction of actuation of the hamd| a full flush volume to evaate solid waste from the bow! or

a reduced flush volume to remove liquid waste., ¢ol. 1, Il 11-19, col.2, II. 27-33.)
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Cross sectional representats of the preferred embodinteof the invention are
reproduced below for reference. These figsteswv the handle (38), bushing (68), and plunger
shank (80) for both a full flush (Figure &hd for a reduced flush (Figure 65eg id.col. 3, 11.

15-20.)

Figure 5

As depicted in Figure 5, in the full flush mqdee user pushes the handle (38) down, which
causes the plunger shank (80) lidesalong the horizontal main axi8) and hit the relief valve
stem at a location (108) thastdts in a full flush volume. See id.col. 5, 11, 9-19.) As shown
in Figure 6, in the reduced-volume flush maithe, user pulls the haredup, which causes the
plunger shank (80) to tilt and sichlong an angled axis (B), as compared to the horizontal axis,
and hit the relief valve stem at a lower contachp(i10). This results a reduced opening of
the relief valve, and thus a reduced volume of watgee (d.col. 5, 11, 19-34.)

On January 28, 2013, Sloan served the fixgteft Report of Julius Ballanco (“Ballanco

IM. (R.554-1, Ballanco I.) Mr. Ballandatends to offer testimony regarding the alleged
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infringement of the ‘635 Patent by the accused produtdsat(5.) Mr. Ballanco opines that

Zurn directly and indirectly infringes clas 1, 4-8, 10-12, 14, 19, 29-31 and 33-34 of the Wilson
patent. Mr. Ballanco conducted an element-l@mant analysis of the asserted claims as
compared to Zurn’s accused prothucMr. Ballanco also offerspinions regarding price erosion.

In reaching some of his opinions in Ballanctr. Ballanco relied on certain test data
generated by John Gredat Made to Measure (the “Gyer Report”). Made to Measure
prepared CAD animations to reflect the traskthe plunger of the Zurn handle. Made to
Measure also provided positional coordinate datae midpoint of thg@lunger in a spreadsheet
form. Because this data was inaccurate, Made to Measure re-ran the CAD animations and the
positional coordinate data. Mr. Bley reflected tingsv data in his report (the “Bley Report”).

On April 5, 2013, Sloan served Zurn witls@cond expert report from Mr. Ballanco
(“Ballanco 11”). In Ballanco I, Mr. Ballanco reddd on the new, second set of test data set forth
in the Bley Report. During his deposition May 8, 2013, even Mr. Ballanco disavowed the
CAD data upon which he had relied for certain apis in Ballanco | and instead relied on the

Bley Report data.

*On April 5, 2013, the Court permitted Sloan’s es@ment of its expert witness John Gregor, a
technician with Made to Measure (“M2M”), witti2M’s owner, Sven Bley. (R. **.) Both of

these experts conducted the measurements of tiésZdual Flush Handle. Mr. Bley directly
supervised Mr. Gregor’s work. Immediatelygorto Mr. Gregor’s scheduled deposition, Mr.
Gregor and Mr. Bley informed Sloan that MBregor could not go forward with his deposition
because he suffers from severe anxiety. Slloam informed Zurn’s counsel and offered Mr.

Bley as a substitute witness to testify about the measurements taken by Mr. Gregor. Sloan told
Zurn that Mr. Gregor “is experiemg grave health concerns thpsevent him from testifying . . .

" (R.. 484-4.) Although Zurn challenged thdstitution of the expert witnesses, under the
circumstances, the Court permitted Sloan to substitute Mr. Bley for Mr. Gregor.

3



LEGAL STANDARD FOR DAUBERT MOTIONS

“The admissibility of expet testimony is governed by Federal Rule of Evidence 702 and
the Supreme Court’s opinion Daubert v. Merrell Dow Pharmaceuticals, In&09 U.S. 579,
113 S. Ct. 2786, 125 L. Ed. 2d 469 (1993)8wis v. Citgo Petroleum Corb61 F.3d 698, 705
(7th Cir. 2009). Rule 702 provides, in relevpatt, that “[i]f scietific, technical or other
specialized knowledge will asst the trier of fact[,] . . . a witness qualified as an expert by
knowledge, skill, experience, training or edusafimay testify thereto in the form of an
opinion. .. .” Id. See also Happel v. Walmart Stores, J662 F.3d 820, 824 (7th Cir. 2010).

Under the expert-testimony framework, dsyserform the gatekeeping function of
determining whether the experstenony is both relevant and rafile prior to its admission at
trial. See id.Power Integrations, Inc. v. Fairchild Semiconductor Intern.,,lid¢1 F.3d 1348,
1373 (Fed. Cir. 2013)Jnited States v. Pansies76 F.3d 726, 737 (7th Cir. 2009) (“To
determine reliability, th court should consider the proposegbert’s full range of experience
and training, as well as the rhetlology used to arrive [at] a pattlar conclusion.”). In doing
so, courts “make the following inquiries beforavatling expert testimony: first, the expert must
be qualified as an expert by knladge, skill, experience, trdng, or education; second, the
proposed expert must assist thertof fact in determining a relant fact atssue in the case;
third, the expert’s testimony mus¢ based on sufficient facts ottaand reliable principles and
methods; and fourth, the expert must have reliapplied the principlesral methods to the facts
of the case.”Lees v. Carthage Collegél4 F.3d 516, 521-22 (7th Cir. 2018ge also Stollings
v. Ryobi Tech., Inc725 F.3d 753, 765 (7th Cir. 201Bower Integrations711 F.3d at 1373;

Pansier 576 F.3d at 737.



An expert may be qualified to remdopinions based on experience alo8ee2000
Advisory Committee Notes to Ru2. “[T]he text of Rule 702>gressly contemplates that an
expert may be qualified on the basis of expegenin certain fieldsexperience is the
predominant, if not the sole basis fograat deal of reliable expert testimonyd. In addition,
the Committee Notes add:

If the witness is relying solely or primarily on experience, then the witness must

explain how that experience leads to the conclusion reached, why that experience

is a sufficient basis for thepinion, and how that experiemis reliably applied to

the facts. The trial court's gatekeepingdtion requires more than simply “taking
the expert's word for it.”

(1d.)

The Seventh Circuit has repeatedly stdbed “genuine expertise may be based on
experience or training.’United States v. Con297 F.3d 548, 556 (7th Cir. 2002) (quotifyus
v. Urban Search Mgmt1,02 F.3d 256, 263 (7th Cir. 1996)). “[W]hile extensive academic and
practical expertise in an area is certainly sufitito qualify a potential witness as an expert,
Rule 702 specifically contemplates the admission of testimony by experts whose knowledge is
based on experienceTrustees of Chicago Painters & Decorators Pension, Health & Welfare,
& Deferred Sav. Plan Trust Funds v.yg&dInt'| Drywall & Decorating, Inc, 493 F.3d 782, 787-
88 (7th Cir. 2007) (citations and quotations oedjt As such, courts “consider a proposed
expert’s full range of practicaixperience, as well as acadermr technical training, when
determining whether that expeés qualified to rendean opinion in a given areald. (Quoting
Smith v. Ford Motor C9215 F.3d 713, 718 (7th Cir. 2000)).

In assessing the admissibiliby an expert’s testimony, th@ourt’s focus “must be solely
on principles and methodology, not o tonclusions they generate Winters 498 F.3d at 742
(quotingChapman v. Maytag Corp297 F.3d 682, 687 (7th Cir. 20028ee also Stollingg25

F.3d at 765. “The goal @aubertis to assure that experts employ the same ‘intellectual rigor’
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in their courtroom testimony as would be emgldyoy an expert in ghrelevant field.” Jenkins
v. Bartlett 487 F.3d 482, 489 (7th Cir. 2007) (quotkhgmho Tire 526 U.S. 137, 152, 119 S.
Ct. 1167, 143 L. Ed. 2d 238 (1999)). Draubertinquiry is not designed to have the district
judge take the place of the jury to decidiméite issues of credibility and accuracy.apsley v.
Xtek Inc., 689 F.3d 802, 805 (7th Cir. 2012).
ANALYSIS

Zurn seeks to exclude the testimony of Ballanco on three grounds. First, Zurn asks
the Court to preclude Mr. Ballandrom testifying about his analis of the “old” CAD model
prepared by Made To Measure. Sloan does netbto this aspect dhe motion because it
does not intend to elicit anystmony from Mr. Ballanco regairt the old model. Second,
Zurn seeks to exclude Mr. Ballanco’s infrimgent analysis because it contends that Mr.
Ballanco used a claim constructimeonsistent with the Courtjsrior construcon. Third, Zurn
challenges one aspect of Mr. Ballanco’s testim@hgting to price erosio— Sloan’s ability to
charge a $20-$30 price premium if Zurn wereindhe market infringing. The Court will
address each argument in turn.
l. Julius Ballanco

Julius Ballanco is a professional engineghwmore than 35 years of experience in the
plumbing industry. He is a regiséer professional engineer in eighiates, including lllinois. In
addition, he is a certified plumbing designerthg American Society of Plumbing Engineers
(“ASPE"). He served as President of th8E from 2006-2010. Mr. Ballanco is a member of
the American Society of Mechanical Engineard ather professional engineering societies. Mr.
Ballanco received his Bachelof Engineering, with an emphasn mechanical engineering,

from Stevens Institute of Thoology in New Jersey in 1975.



Since 1990, Mr. Ballanco has been self-eayptl as President of JB Engineering and
Code Consulting, P.C. in Munster, Indiana.s Him “provides engineering consulting in the
area of codes and standards, as well as,lphgnmechanical, and figgrotection.” (R. 565-23,
Ballanco | at 7.) From 1967 to 1975, he workeadt time as a plumbing mechanic for Ballanco
Plumbing and Heating Company. From 1979 to 199@eneed as a Seni&taff Engineer and
head of Plumbing and Mechanical EngineeringBuailding Officials andCode Administrators
International, Inc. (“BOCA”). BOCA was “a noprofit model code organization that develops
the National Building, Plumbing, Mechanical, and Fire Prevention Codisk)” Nir. Ballanco
held the primary responsibility for the integpation and promulgatioof the BOCA National
codes.
Il. Ballanco |

Zurn first moves to preclude Mr. Ballanfrom offering certain omiions he rendered in
Ballanco | because he relied on inaccurate @atn he gave those opinions. Namely, Mr.
Ballanco relied on inaccuratetddrom Mr. Gregor’'s Janua2013 CAD model as the basis for
certain opinions regarding the trawdlthe Zurn plunger. Indeedyen Mr. Ballanco admits that

the Made to Measure data upon whichrdleed in Ballanco | was inaccurate:

Q. So can we assume that the original KMestle to Measure reped in its January
2013reportis accurate?
A. No.

Q. Why not?

It turns out in my discussion with M@regor that there was a slight twisting of
the bushing and the point they were honmgn has the fixed point moved ever
so slightly and that distorted the resatgshe end as it was extending out. He
indicated, you know, thalhat's what occurred.



(R. 554-5, Ex. 6, Dep. at 460:20-461:1F)oan does not object tashaspect of the motion to
the extent it pertains only to Mr. Ballanco’stienony that relied on theaccurate date from the
Gregor Report. As such, the Court grants aisisect of the motion witlut objection as to those
opinions in Ballanco | that rely on the CAdd plunger midpoint data from the January 2013
Gregor Report.

Sloan also requests that tipeeclusion is mutual — thas, so long as Zurn does not
introduce or comment on that earli@AD data at trial.” (R. 588 &.) The Court disagrees.
Zurn is free to cross examine Mr. Ballanco oa fitact that he relied on inaccurate data in
preparing his first report because it goes toctrefulness he used in preparing his opinions.
Such information is proper for arjuto consider in assessing whaight to give to his opinions.

At the end of its opening brief, Zurn curdpicontends that the Court also should exclude
the opinions in Ballanco Il because he “introgsiclata that is alsguestionable in its
methodology.” (R. 554 at 13.) Zurn claims, withanly elaboration or development, that the
CAD model in the Bley Report contains a substantial gap between the blue plunger seal and the
bushing. Zurn attempts to expand on this untbgezl argument in its reply brief with new
arguments, and further asserts that Mr. Ballazamot rely on any of the CAD data from the
Bley Report. Zurn, however, failed to develofs tAirgument in its opening brief. Undeveloped
arguments and arguments raised for the first time in a reply brief are w&grdmas v. Colvjn
__F.3d _, 2013 WL 5485143 at * 6 (7th Cir. (&t2013) (undeveloped arguments waived):
United States v. Kenned§26 F.3d 968, 974 n.3 (7th Cir. 2013\ ({Guments raised for the first
time in a reply brief, however, are waiveByacey v. Grondin712 F.3d 1012, 1020 (7th Cir.
2013) (same) See also Emenaker v. Peak81 F.3d 1332, 1339 (Fed. Cir. 2008). Accordingly,

Zurn has waived this argument. Even if Zhad not waived the argument, the challenge goes



to the weight of Mr. Ballanco’s testimony, nota@dmissibility. Zurn idree to rigorously cross
examine Mr. Ballanco on this issue.
lll.  Ballanco II's Reliance on a Particular Claim Construction

Despite this Court’s clairnonstruction Order of September 13, 2012, Sloan and Zurn
continue to argue over the propeteirpretation of the claim term “esxof plunger travel.” In its
claim construction Order, the Court constriaxis of plunger travel” to mean the “axis on
which the plunger travels.” (R. 39MarkmanOrder, at 32). Zurseeks to exclude certain
infringement opinions of Mr. Ballanco on the bakiat he “bases his infringement analysis . . .
on a construction of ‘axis of plunggavel’ that is not what waprovided by this Court.” (R.
554, Zurn’s Memo omaubertMotion, at 9). Zurn also arguésat the Court should exclude Mr.
Ballanco’s testimony as unreliable, citing te flact that his methodology and opinion have
changed in response to criticism by Zarexperts. (R. 603 at 7).

A. Zurn’s “Straight Line” Construction Fails

Specifically, Zurn contends that Mr. Ballaris infringement analysis relies on his
“interpretation that any two pis on the plunger travel patinay define an axis of plunger
travel, whether or not the path traveled byghenger between those two points results in a full
or reduced flush volume.”ld. at 12). This construction congta with Zurn’s interpretation of
the same claim term that “[a]n axis of plungewegl is the axis on which the plunger travels, and
that_entire axis of plunger travel must provaither a full or a reduced flush. Any portion
thereof that does not, by itselffectuate a full or reduced flush volume cannot constitute an axis

of plunger travel.” Id.) (emphasis added).



1. The Court Has Previously Conslered Zurn’s “Straight Line”
Argument

Zurn’s “entire axis” argument is strikinglyrsilar to the “straight line” argument Zurn
presented to the Court during thiarkmanstage of this litigation. In itslarkmanbrief, Zurn
proposed the following construction for the “axigpbdinger travel”: “A staight line upon which
the plunger travels that is coincident witfe longitudinal axis of the plunger.Markman
Order, at 32). The Couttpwever, declined to make tHimitation part of its claim
construction, finding that “Zurn’s proposal of @araght line’ . . . is ungpported by the evidence,
both intrinsic and extrinsic.”lq. at 34). Contrary to Zurn'gresent assertion, the Court has
never construed the ‘635 pateritis of plunger travel” term toequire a straight line or axis
extending for the entiretyf the plunger’s travel. Thereforglr. Ballanco’s interpretation of the
claim term relied upon in his infringement ayg$ does not conflict wh the Court’s claim
construction for failing to require amntire axis or straight line.

2. Zurn’s Counsel Conceded That “A Portion” May Constitute an Axis
of Plunger Travel

During theMarkmanhearing, counsel for Zurn addsed its proposed “straight line”
construction on two separate occasions. Riishout prompting by the Court, Zurn’s counsel
stated that “[w]ith respect to the — does it hovbe only a straight lmor does it have any of
this tilting component, Zurn caedes that the claims recitemprising’ not ‘consisting of.’

Therefore, plunger travel, it hashave an axis somewhere withire path, but it's not limited to

just one particular axis.”"MarkmanHearing, 113:11-16, Aug. 28, 2012) (emphasis added).

Following this statement, the Court directed Zsigounsel to Figure 6 of the ‘635 patent and
asked whether, when the plunger tilts, “[i]s thatessarily a straighhe? And what is your
support for that? | did not see anything in thiensissions to the Cousupporting that the axis

must be a straight line.”ld. 114:10-13). In response, Zurn’s counsel stated:
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| don’t think | understand the questigrgur Honor, because our construction
would allow for the plunger to first tilt into the position; move into it — because
the claims recite ‘comprising’; and themove along an axis, which would be the
straight line. So, a portioof the plunger path would not have — the entire plunger
path does not have to be straightpdktion of it has to include an axis.

(Id. 114:14-21) (emphasis added).

The Court recognizes that Zurn’'s counsel wateast in part, refemig to the fact that the
plunger must initially tilt intgoosition before moving along the axis. That does not, however,
explain counsel’s prior statement that becahseclaim language includes the language
“comprising” the axis of plungerdwel is “not limited to just onparticular axis.” Moreover,
when given the opportunity to provide supportiter‘straight line” constiction, Zurn’s counsel
failed to provide any such support and instead stated'the entire plungr path does not have
to be straight” and “[a] portion of it has to include an axis.” Having explicitly conceded that
only a “portion” of the plunger patihas to include an axis,” Zurn cannot now argue that the
Court must exclude Mr. Ballanco’s expert rddmecause, in accordance with Zurn’s concession,
Mr. Ballanco relied on “a portion” of the plungeath in performing his infringement analysis.
Accordingly, the Court deniesithaspect of Zurn’s motion.

3. Zurn’s “Entire Axis” or “Str aight Line” Constructions Would
Exclude the Preferred Embodiment of the ‘635 Patent

Even putting aside Zurn’s concession atNMtekmanhearing, Zurn’s “entire axis”
argument still fails because it would have the&fbf excluding the ‘635 patent’s preferred
embodiment. Both Zurn’s and Sloan’s experteadhat the preferreembodiment disclosed in
the ‘635 patent would not satisfy a constroctrequiring that the “as of plunger travel”
constitute an entire strdigaxis. (R. 544 at 9).Sge alsdr. 606 at 10) (“Dr. Magee testified that
based on his testing of the Uppeftand the prior art handles, it was his opinion thattiison

patent did not enable one to make and useldimed invention because the inventor Wilson
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made an assumption regarding how the plungeeted that was later determined to be
incorrect.”). Zurn’s expert, Dr. Magee, agd during his depositidhat “the invention
described in the patent would ratve a straight axis of — hooatal axis of plunger travel all
the way across.” (R. 544 at 1@jting Ex. 8, Magee Dep. 114:20-115:13, May 7, 2013). Sloan’s
expert, Mr. Ballanco, agreed with IMagee’s position on this pointld( at 9-10). The Federal
Circuit has clearly stated tha claim construction that excled the preferred embodiment ‘is
rarely, if ever, correct angould require highly persuas evidentiary support.”’Adams
Respiratory Therapeutics, Inc. v. Perrigo 0816 F.3d 1283, 1290 (Fed. Cir. 2010) (quoting
Victronics Corp. v. Conceptronic In@0 F.3d 1576, 1583-84 (Fed. Cir. 199%e also Anchor
Wall Sys. v. Rockwood Retaining WaB40 F.3d 1298, 1308 (Fed. Cir. 2003). Zurn fails to
present such highly persuasievidentiary support.

Furthermore, it is unclear whether the “esiif straight path” construction proposed by
Zurn is, in practice, even mechanically realizablherefore adoption @urn’s proposal may
have the effect of not only excluding the pate preferred embodiment, but also of limiting the
claims to an embodiment thatghysically inoperable. Zurn citésicent Technologies, Inc. v.
Gateway, Incfor the proposition that “courts may notlraft claims to cure a drafting error
made by the patentee, whether to make them omeoalid sustain their lidity.” (R. 606 at 11)
(citing Lucent Techs., Inc. v. Gateway, 825 F.3d 1200, 1215 (Fed. Cir. 2008)). Theent
court, however, further explained that courtsistrued claims texclude all disclosed
embodiments where “the claim language is ungomis.” Where the claims are “amendable to
more than one reasonable construction,” on ther didued, courts construe claims to sustain their
validity. 525 F.3d at 1215-16. As a result, Zurigstire axis” interpretion cannot be a correct

construction of the “axis gdlunger travel” claim term.

12



B. Mr. Ballanco’s Testimony is Not Suffciently Unreliable to Justify Exclusion

Zurn also argues that the Court shouldleate Mr. Ballanco’s testimony because it is
“unreliable.” (R. 554 at 3). Zurn alleges tiht. Ballanco’s “opinionsare unreliable because
Sloan change[d] the methods used, the data used, and the type of analysis used” after submitting
Mr. Ballanco’s initial expert report. More spiecally, Zurn alleges tht Mr. Ballanco changed
his initial opinion in response to criticism Byrn’s expert, Dr. Magee, by “chang[ing] the
method he used to analyze [the] plunger traagh” and “cherry-pick[ig] any portion of the
path to find a horizontal axis or angled axis of plunger travel.'1d{ at 4-6).

The Court finds Zurn’s “unreliability” argumé&nunavailing. Unlikehe expert report in
the non-bindinglecision cited by Zurn in support of asgument, Mr. Ballanco’s reports do not
dismiss or ignore evidence undermining his ulyileg conclusion. (R. 544 at 3) (citiripil-

Safe, L.L.C. v. A.O. Smith Cor@44 F. Supp. 2d 870 (E.D. Wisc. 2010)). To the contrary, in
performing his infringement analysis, Mr. Ballaneges scientificallyeliable methods and an
interpretation of the claim terms in line witie Court’s interpretation and Zurn’s conceded
interpretation of the “axis of plunger travel” ctaterm. Moreover, it imot apparent that Mr.
Ballanco “cherry picked” favorable evidencethe exclusion of contrary evidence—based on
the Court’s claim construction and Zurn’s cessions, Mr. Ballanco merely identified arguably
reasonable potential candidates for the “axiglafger travel” in the accused devices. Zurn can
certainly challenge Mr. Balleco’s selection of evidenam cross-examination.

While it does appear that Mr. Ballancaaciged his expert opinion in response to
criticism by Zurn’s expertthis by itself is insufficient texclude Mr. Ballanco’s opinions. Mr.
Ballanco did not change his opinion simply besmhis first opinion was proven wrong, nor does

he rely on the same data as was used in hiofiision in reaching a flerent result. Rather,
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Mr. Ballanco altered his opinion in responsevttat was perceived as valid criticism by Zurn
and based his new opinion on a changed method and data set. (R. 544 at 7). The fact that
Mr. Ballanco changed his opinion after submgtims initial experteport cannot, by itself,

justify the exclusion of his ggimony on unreliability groundsZurn is free to question Mr.
Ballanco about this @nge at trial.

Finally, although Mr. Ballanco’s infringementalysis may be challenged on the data set
used, his choice of methodology, and his ultineateclusions, these arguments go to the
persuasiveness of the expert testimony, not its admissiityith v. Ford Motor C9215 F.3d
713, 718 (7th Cir. 2000) (“The soundness of theul@ainderpinnings of the expert’s analysis
and the correctness of the expedisiclusions based on that analysis are factual matters to be
determined by the trier of fact.”). While Zucertainly disagrees with the conclusions reached
by Mr. Ballanco and the methodology he choseeth them, it can address these issues through
rigorous cross-examination @ial if it so choosesStollings v. Ryobi Techs., In@25 F.3d 753,
766 (7th Cir. 2013)t.apsley v. Xtek, Inc689 F.3d 802, 805, 810-11, 817 (7th Cir. 2012).
Zurn’s unreliability argument fails.

IV.  Ballanco’s Price Erosion Opinions

As the Federal Circuit teaches:

Lost revenue caused by a reduction in theketgprice of a patented good due to

infringement is a legitimate elementaimpensatory damages. Indeed, an

infringer’s activities do more than divertisa to the infringer. They also depress

the price [of the patented product]. Competition drives price toward marginal
cost.

Power Integrations, Inc. v. Fahild Semiconductor Intern., Inc 711 F.3d 1348, 1378 (Fed.
Cir. 2013) (citations omitted). Accordingly, iMfgement damages can include both lost sales

and any price reduction due to infringemelil. The Federal Circuit therefore “recognizels] the
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economic principle of ‘price esion’ in calculating compesatory damages for patent
infringement.” 1d.

In order to prove price erosion damagepatent owner must prove “that ‘but for’
infringement, it would have soits product at higher prices8ynQor, Inc. v. Artesyn Techs.,
Inc., 709 F.3d 1365, 1381 (Fed. Cir. 2013), quoftirgstal Semiconductor Corp. v. TriTech
Microelectronics Int'l, Inc, 246 F.3d 1336, 1357 (Fed. Cir. 2001). In addition, “a credible but-
for analysis must account for the ‘effectaf higher price on demand for the produdtd.

“ Further, because ‘a rational would-be infringelikely to offer an acceptable noninfringing
alternative, if available, toompete with the patent owner rather than leave the market
altogether,” the analysis must consider the impésuch alternate technologies on the market as
a whole.” Id., quotingGrain Processing Corp. v. Am. Maize—Prods. @85 F.3d 1341, 1350-

51 (Fed.Cir. 1999). Further, “the patentee’sg@®rcosion theory must account for the nature, or
definition, of the market, similarities betweany benchmark market and the market in which
price erosion is alleged, and tbiect of the hypothetically areased price on the likely number
of sales at that price in the marketd. at 1357.

Sloan relies on Mr. Ballanco to supportpige erosion damages assertion. Specifically,
Mr. Ballanco opines as follows:

In addition, in light of the fact that marwual mode flush valveare the quickest route

to water savings, in my opinion it isasonable that Sloan could have charged higher

prices for its dual flush valves and hagllithout experiencing an impact on sales

volume if Zurn did not offer a less expensigempeting product. It is my opinion that, if

Zurn had not been able to offer well performing, acceptable manual dual flush handles

and manual dual flush valves from 2006 te pinesent, Sloan would have been able to

increase the price of itsggercut flush valves and handleg $20 - $30 each without any
diminishing sales. A price increase of $280 per water closet it significant in the

context of new building construction otnafitting projects, and it would not stop a
building owner from going “green.”

(R. 554-1, Ballanco | at 45.)
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As an initial matter, in its April 3013 Order, the Coudid not opine on the
admissibility of Mr. Ballanco’s xgert opinions regarding priceasion. Instead, the Court noted
that an expert may render opinidmssed on his experience in a cereea, but the basis of Mr.
Ballanco’s price erosion opiniomgs uncertain. It was unclefaom Mr. Ballanco’s initial
deposition testimony if he relied solely on hipertise. Although Mr. Béanco testified at his
deposition that he had spoken to contractors edmfirmed his price er@@n opinion, he refused
to disclose the identities of@fcontractors to Zurn’s counsalvhen Zurn brought the issue to
the Court’s attention, thCourt ordered another depositmfrMr. Ballanco in order for Mr.
Ballanco to testify regarding the basis fas bpinions on price erosion. After taking this
deposition, Zurn now challenges Mr. Ballareqgualifications under Daubert and Rule 702 to
render such opinions because he made clear #habth basis for such opinions is his experience
in the industry. Zurn contends that Mr. Balto’s price erosion opinion is not based on sound
economic proof or personal experience wgitlte concessions &pecific customefs The Court
agrees.

At his deposition, Mr. Ballanco confirmedathhis opinion regarding the $20-$30 price
increase is based solely on his “experiendbdéindustry.” (R. 554-7, 5/15/13 Dep at 513; R.
554-4, 2/25/13 Dep. at 218.) Haldiot perform any economic sfad to reach his opinion and
did not conduct any studies to determine whethen’s customers would pay an additional $20
or $30 for a manual dual flush. (2/25/13 Dep. at 218stead, Mr. Ballanco testified that he

based his opinion on:

? Sloan spends several pages of its memorarelpiaining why Mr. Ballanco is qualified to
testify regarding the water savings affordeddimal flush valves and the technological reasons
other products do not provide the same bignefAs Sloan notes, however, Zurn has not
challenged the admissibility of these opinions.
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My years of experience in the professidive worked in this profession a long

time. You know what pricing is anghat you can get away with and what you

can’t get away with. Wateioaservation is a major concern.

So when you can show a savings andieepthat was my thought. | was asked

what | thought you could get more and th#te price | — thelifferential | came

up with.

(1d.)

Mr. Ballanco further testified that he bagbd $20-30 figure on “[tje desire to have
water conservation and what thebpa is willing to pay for thatvater conservation for an easy
changeout.” Id. at 214.) In addition, Mr. Ballancogs#fied that the pce increase applied
“across the board” — in bothweand old construction.Id.)

While Mr. Ballanco may have decades of exgece in the flush valve industry, he is not
an economist and does not have any experiencenducting economic analyses. Further, Mr.
Ballanco does not have experience in the safgioing of flush valves His firm provides
engineering consulting in the area of codes and standards. He does not have the requisite
experience to render an economic analysis régggticing. Simply putMr. Ballanco is not
qualified to render the $2830 price erosion opinion.

In addition, Mr. Ballanco’s methodology is @tiable and lacks an adequate foundation.
Mr. Ballanco did not know the price diffaree between the dual flush and the 1.28 GPF
flushometer — a viable non-infgmg alternative to the dual flush. (5/15/13 Dep. at 519.) He
was not aware of any specific sales where Stmsted to lower its prices to compete with
Zurn’s product during the period afleged infringement or wheredin lost a sale because of its
pricing. Mr. Ballanco also did not conduct olyren any analysis regarding the impact the

effect a higher price would have on the prodiernand. As the Feder@lrcuit has noted, “in a

credible economic analysis, the patentee carrmaw £ntitlement to a higher price divorced from
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the effect of that higher price on demand for thedpct. In other words, the patentee must also
present evidence of the (presuntyareduced) amount of product the patentee would have sold at
the higher price.”Crystal Semiconducto246 F.3d at 1357. As such, his methodology is
unreliable. See idat 1357-58 (affirming district coud’ruling that expert's methodology for
price erosion opinion&as unreliable).

Sloan’s reliance okloneywell Int’l Inc. vHamilton Sundstrand Corpl66 F. Supp.2d
1008, 1032-33 (D. Del. 20013ff'd in part and vacateth part on other grounds370 F.3d 1131
(Fed. Cir. 2004) does not save Mr. Ballanco’sgegcosion opinion. Even if courts have the
discretion to permit price erasi expert testimony without tlepport of an economic study as
Sloan urges, the Court will not permit Mr. Ballanco to do so for the reasons discussed above.
His $20-$30 opinion is not based amyaeliable methodology or analysis.

CONCLUSION
For the reasons discussed ahdkie Court grants in partithout object, grants in part,

and denies in part Zurn’s Motion Exclude Testimony of Julius Ballanco.

Dated: October 15, 2013 ENTERED:

(g | 44

UnitedStateDistrict CourtJudge
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