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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF CALIFORNIA
SAN JOSE DIVISION

EMBLAZE LTD., ) CaseNo. 5:11ev-01079PSG
)
Plaintiff, ) ORDER RE: APPLE’S MOTION STO
V. ) EXCLUDE EMBLAZE'S DAMAGES
) EXPERTS
APPLE INC, )
) (Re: Docket Ncs. 428 and 430)
Defendant )
)

Before the court are a pair Daubert motions filed by Applén this patent cask The
motionsseek to excludéhe opinionof Emblaze damages<perts Catharine Lawton and David

Teece After considering thparties’ respective argumenis boththe papers and at the hearing,

the court holds thdtawton and Teesmay testify at trial, subject to the restrictions laid out below.

|. BACKGROUND

A. Lawton’s Damages Analysis

Lawton’s report analyzed the accused Apple products usirgpiteled“income

approach method? The income approach

! See Docket Nos. 428 and 436ee also Daubert v. Merrell Dow Pharm., Inc., 509 U.S. 579
(1993).

2 See Docket No. 463-6, Ex. A at 464-67. Tellingly, Lawton and Agldenages expert James
Malackowskieach adopt the income approach, albeit with very different results.
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is a method used to value intellectual property assets based on the present value of the
future income stream generated by an asset. There are three major inputsctantiee in
approach: (1) expected future cash flows from the agyetconomic life of the asset; and
(3) business risk associated with the realization of the cash flow stream. Tdeakés/to
estimate the present value of incremental profits generated by the asset ex@notsic

life, taking into account the riskssociated with generating those profits. Once the present
value of the incremental profits is determined, these profits are split in somemann
between the licensor and licensee, typically in the form of a royaltyti¢cis omitted}

Usingthe incane approachLawton calculated thadditional gross profit margin on each of the
accused products from the date Apple’s http treaming (“HLS”) was includedThis
calculation served as a “high end” starting péantthe reconstruction of the hypotheticalalty
rate* becauseéhe accused products include noatented features.

Lawton’srate analysishen turned tehe Georgia-Pacific factors® Lawton concluded that
factor 2—the rate paid for comparable patentsupported minimum royalty rates in the range of
$.10 to $3.10 per accused product uriihe other factors were either neutral (factors-@ add
12-13) or supported an increddeypothetically negotiated royalty rate (factorsI).” Lawton
concluded that the facts of this case supported a $2.00 per unit royalty for handdvare a

1% royalty for software and application reveriue.

% See Docket No. 463-5, Ex. A at 464; Docket No. 463-18, Ex. O at 100 (d#ingomic Damages
in Intellectual Property).

* Docket No. 463-4 at 8 (“Using the Income Approach, Lawton analyzed the exosspopfit
margin on each of the accused products beginning from the date HLS was launched in that p
That led her to the data poi#[], which she candidly acknowledged was on the ‘high badause

it included nonpatented features as w#ll.

® See Docket No. 463-6, Ex. A at T 924 (“The foregoing analysis—because of the impossibility

rodu

of

apportionment described previously—does not measure the contribution of the 473 Patent alone

| am relying on this analysis [to] provide additional economic data that wowldrirthe
hypothetical negotiation.”see also Docket No. 463-16, Ex. M at 164:21-165:5 (noting the
addition of live streaming in June 2009 was an “incremental addition” to the accused $roduct

® See Georgia-Pacific Corp. v. U.S Plywood Corp., 318 F. Supp. 1116, 1120 (S.D.N.Y. 1970).
’ See Docket No. 463-6, Ex. A at 525.

8 Seeid. Apple does not seek exclusion of Lawton’s opinion regarding damages resulting fron
software and application revenue.
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B. Teece’s Expert Opinion on Digital Convergence and Network Effects

Teece was retained by Emblaze “to address three topics: the convergence between
computing and communications, network effects in software, and the implicationgaif dig
convergence and network effects for licensing the '473 patent at issue in €S cas

II. LEGAL STANDARDS

Expert testnony may only be admitted in a manner consistent with the Federal Rules g

Evidence Daubert, Kumho Tire Co. v. Carmichael ° andmore recenappellate court progeny
A. Daubert Generally

Federal Rule of Evidence 702 allows admission of “scientific, technical, or other
specialized knowledge” by a qualified expert if it will “help the trier of faainderstand the
evidence or to determine a fact in isste.Expert testimonynust be both relevant and reliable to
be admitted pursuant to Rule 752When considering expert testimony, the trial canves‘as a
‘gatekeeper’ to exclude junk science that does not meet Federal Rule of Evidesoe(iélity

standards ¥

% See Docket No. 428-1, Ex. 1 at Y 14.
19526 U.S. 137 (1999).

1 see Apple Inc. v. Motorola, Inc., Case N02012-1548, 2014 WL 1646435
(Fed.Cir. Apr. 25, 2014).

12 see Daubert, 509 U.Sat589 (If scientific, technical, or other specialized knowledge will assig
the trier of fact to understand the evidence or to determine a fact in issue” ari' egyaiestify
thereto.).

13 eeid. at 597.

To summarize: “General acceptance” is not a necessary precondition to the
admissibility of scientific evidence under the Federal Rules of EvidencthéRules of
Evidence—especially Rule 702-do assign to the trial judge the task of ensuringdha
expert’s testimony both rests on a reliable foundation and is relevant to thehaskl.a
Pertinent evidence based on scientifically valid principles will satisfy tlesgnds.

14 Estate of Barabin v. AstenJohnson, Inc., 740 F.3d 457, 463 (9th Cir. 2014 Kumho Tire Co.

v. Carmichael, 526 U.S. 137, 147-48 (199%en. Elec. Co. v. Joiner, 522 U.S. 136, 142 (1997);

Daubert, 509 U.S. at 5890. A district court’s decision to admit expert testimony uridembert

in a patent case follows the lawtbe regional circuit.See Micro Chem.,, Inc. v. Lextron, Inc.,

317 F.3d 1387, 1390-91 (Fed. Cir. 2003) (“Whether proffered evidence should be admitted in
3
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An expert withess may provide opinion testimony if: (he*testimony is based oip
sufficient facts or dat&;(2) “the testimony is the product of reliable principles and methods; ang
(3) “the expert has reliably applied the principles and methods to the factsaafs#i’> Under
Daubert, courts consider (1) whether a theory or technique “can be (and has been) tested;” (2
“whether the theory or technique has been subjected to peer review and publicalitthg (
known or potential rate of error;” and (4) whether there is “general acceptdribe’raethodology
in the “relevant sentific community.™®

The inquiry into admissibility of expert opinion isféexible one,” whereshaky“but
admissible evidence is to be attacked by cross examination, contrary evidcehatteation to the
burden of proof, not exclusiort” “UnderDaubert, the district judge is ‘a gatekeeper, not a fact
finder.” When an expert meets the threshold established by Rule 702 as expl&haaban, the
expert may testify and the jury decides how mwelight to give that testimony®

A trial courtthusmust be sure that its review of expert testimony focuses “solely on
principles and methodology, not on thexclusions that they generate.”™Daubert and Rule 702
are safeguards against unreliable or irrelevant opinions, not guaranteaecthess.®® “A judge

must be cautious not to overstep its gatekeeping role and weigh facts, evaluateetiieess of

conclusions, impose its own preferred methodology, or judge credibility, including thieildre

trial is a procedural issue not unique to patent law, and tmere®review the district coust’
decision whether to admit expert testimony under the law of the regionat,diene the Fifth
Circuit.”).
15 Fed. R. Evid. 702ee also Sundance, Inc. v. DeMonte Fabricating Ltd., 550 F.3d 1356, 1360
(Fed. Cir. 2008) (Patent cases, like all other casare governed by Rule 702. There is, of cours
no basis for carving out a special rule as to experts in patent cases.”).
'® Daubert, 509 U.S. at 593-94.
1" Primiano v. Cook, 598 F.3d 558, 564 (9th Cir. 2010) (citibgubert, 509 U.S. at 594, 596).
181d. (quotingUnited States v. Sandoval-Mendoza, 472 F.3d 645, 654 (9th Cir. 20086)).
'% Daubert, 509 U.S. at 595.
20i4j Ltd. Partnership v. Microsoft Corp., 598 F.3d 831, 854 (Fe@ir. 2010).
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of one expert over anotheThese tasks are solely reserved for the fact fintfet:That the
gatekeeping role of the judge is limited to excluding testimony based on ble@ranciples and
methods is particularly essential in the context of patent dam&y@he FederaCircuit “has
recognized that questions regarding which facts are most relevant dertiahlculating a
reasonable royalty aréor the jury.”?

B. Section 284 and th&eorgia-Pacific Factors

35 U.S.C. § 284 provides that updmting for the claimant, the court shall award the
claimant damages adequate to compensate for the infringement, but in no evaanless t
reasonable royalty for the use made of the invention by the infringer, togethénterest and
costs as fixed by the courtlhfringement ompensation can be tpatentees “lost profits” or the
“reasonable royalty he would have received through 4emgth bargaining?* The goal of the
damages award is not to punish the infringer, but rather to make the patentee vésuertamning
what the patent holder would have made “had the infringer not infrirfgetithe burden of
proving damages falls on the patent&®.”

No lost profits are claimed in this cadeawton’s reporinsteadproposes per unit
damages assessment for Apglalleged infringement of theatent claims in suft’ The

Georgia-Pacific factors are used in the “hypothetical negotiation” approach to determining a

21 Apple Inc. v. Motorola, Inc., 2014 WL 1646435, at *19.
221d.
231d. (citing i4i, 598 F.3d at 856 (“When the methodology is sound, and the evidence relied uf
sufficiently related to the case at hand, disputes about the degree of relevaimteamya(above
this minimum threshold) may go to the testimony&ght,but not its admissibility.”);
Micro Chem., 317 F.3d at 139%.
24 Lucent Technologies, Inc. v. Gateway, Inc., 580 F.3d 1301, 1324 (Fed. Cir. 2009).
% 1d.
% 1d.
27 See Georgia-Pacific, 318 F. Supp. at 1120.
5
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reasonable royalt§® The hypothetical negotiation approach “attempts to ascertain the royalty
upon which the parties would have agreed had they successfully negotiated areaigestm
before infringement begarf® “The hypothetical negotiation tries, as best as possible, to recreate
the ex ante licensing negotiation scenario and to describe the resultiemegt&®
The Georgia-Pacific factorsconstitutea non-exhaustive list of fifteen factors to consider i
determining what reasonable royalty would result from the hypothetical négyufta The

Georgia-Pacific court explained:
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A comprehensive list of evidentiary facts relevantyéneral, to the determination of
the amount of a reasonable royalty for a patent license may be drawn frospaatas of
the leading caseslhe following are some of the factors mutatis mutandis seemingly more
pertinent to the issue herein:

1. The royalties received by the patentee for the licensing of the paseiitt, jproving or
tending to prove an established royalty.

2. The rates paid by the licensee for the use of other patents comparable to the patent
Suit.

3. The nature and scope bétlicense, as exclusive or nerclusive; or as restricted or
non+estricted in terms of territory or with respect to whom the manufacturedqbnody
be sold.

4. The licensos established policy and marketing program to maintain his patent
monopoly by not licensing others to use the invention or by granting licenses under specia
conditions designed to preserve that monopoly.

5. The commercial relationship between the licensor and licensee, such as, wbgther t
are competitors in the same territamythe same line of business; or whether they are
inventor and promoter.

6. The effect of selling the patented specialty in promoting sales of other profitines
licensee; that existing value of the invention to the licensor as a generssdebhis
non-patented items; and the extent of such derivative or convoyed sales.

7. The duration of the patent and the term of the license.

8. The established profitability of the product made under the patent; its conhmercia
success; and its current pdguity.

9. The utility and advantages of the patent property over the old modes or devices, if any
that had been used for working out similar results.

N N DN
o N O

8 eid.

29 Lucent, 580 F.3cht 1324 (Fed. Cir. 2009).
%1d. at 1325.

31 See Georgia-Pacific, 318 F. Supp. at 1120. 3

Case No. 5:11tv-01079PSG
ORDER RE: APPLE’'S MOTIONS TO EXCLUDE EMBLAZE'S DAMAGES EXPERTS




United States District Court
For the Northern District of California

© 00 N o o b~ w N Pk

N N N N N DN DN NN R R R R R R R B Rp R
0o N o 0N WN P O ©OW 0o N O 0N WwN B O

10. The nature of the patented invention; the character of the commercial embodiment o
as owned and produced by the licensor; and the benefits to those who have used the
invention.

11. The extent to which the infringer has made use of the invention; and any evidence
probative of the value of that use.

12. The portion of the profit or of tiselling price that may be customary in the particular
business or in comparable businesses to allow for the use of the invention or analogous
inventions.

13. The portion of the realizable profit that should be credited to the invention as
distinguished from non-patented elements, the manufacturing process, busksess ris
significant features or improvements added by the infringer.

14. The opinion testimony of qualified experts.

15. The amount that a licensor (such as the patentee) and a licensee (such ag#@@ infr
would have agreed upon (at the time the infringement began) if both had been reasonably
and voluntarily trying to reach an agreement; that is, the amount which a prudent
licensee-who desired, as a business proposition, to obtageade to manufacture and sell
a particular article ebodying the patented invention—would have been willing to pay as a
royalty and yet be able to make a reasonable profit and which amount would have been
acceptable by a prudent patentee who was willing to grant a li¢ense.

C. The Entire Market Value Rule

“By statute, reasonable royalty damages are deemed the minimum amaodimbgément
damages ‘adequate to compensate for the infringement.8 most accurately calculate the
minimum amount of infringement damages adequate to compensate for infringéeiccused
product, “it is generally required that royalties be based not on the entire pimauastead on the
‘smallest salable patéepracticing unit.”®** The entire market value rule is a “narrow exception tg
the general rule” requiring royalties to be based on the smallest salablegpatticing unit> “If
it can be shown that the patented feature drives the demand for ammeriit@omponent product,
a patentee may be awarded damages as a percentage of revenues or profablattolibe entire

186

product.”™ “Where small elements of muitomponent products are accused of infringement,

321d.
33 LaserDynamics, 694 F.3d at 66 (quoting 35 U.S.C. § 284).

341d. at 67 (citingCornell Univ. v. Hewlett-Packard Co., 609 F. Supp. 2d 279, 283, 287-88
(N.D.N.Y. 2009)).

3d.
3% |d. (citing Rite-Hite Corp. v. Kelley Co., Inc., 56 F.3d 1538, 1549, 1551 (Fed. Cir. 1995).
7
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calculating a royalty on the entire product carries a considerable riskehztdntee will be
improperly compensated for namfringing components of that product.”

Damages testimony attemptiftg show economic entittement to damages based on
technology beyond the scope of the claimed” inverisarot permissiblé® Thereasoning behind
the entire market value and smallest salable p@t@aticing unitdoctrinesalsois consgstent with
the Federal Circui$ rejection of the “25 percent rule of thumb™Uniloc and the U.S. Supreme
Court’s early apportionment case law, which holds that a patentee “must in everyease gi
evidence tending to separate or apportion the defendant’s profits and the patiantesjes
between the patented feature and the unpatented features.”

[l. DISCUSSION

A. Wholesale Exclusion of Lawton’s Testimony Is Not WarrantegdBut Limits on the
Scope of Her Testimony Are

Apple raisedour essential challenges to the Lawt®opinions, which are persuasive only
in part.

First, Apple argues that Lawton uses an inadmissible base consisting ofsApple’
unapportioned, additional gross margin following Apple’s introduction of HLS in June 2009.

According to Apple, such a base violates the EMVR because this unapportioned maaogin is

371d. at 6768.

Regardless of the chosen royalty rate, one way in which the error of apergr
admitted entire market value rule theory manifests itself is in the disclosure ev/émeies
earned by the accused infringer associated with a complete product rathtbetpatented
component only. IfJniloc, we observed that such disclosure to the jury of the overall
product revenues “cannot help but skew the damages horizon for the jury, regardless of tf
contribution of the patented component to this revenudtriilpc USA, Inc. v. Microsoft

Corp., 632 F.3d 1292, 1320 (Fed. Cir. 2011)] (noting that “the $19 billion cat was never put

back into the bag,” and that neither cross-examination nor a curative jury instruetidn c
have offset the resulting unfair prejudice). Admission of such overall revenuehb, valvie

no demonstrated correlation to the value of the patented feature alone, only servedo mak
patentee’s proffered damages amount appear modest by comparison, anditilartifi

inflate the jury’s damages Icalation beyond that which is “adequate to compensate for the
infringement.” 1d.; see 35 U.S.C. § 284.

38 Cornell, 609 F. Supp. 2d at 284-85.

39 Uniloc USA, Inc. v. Microsoft Corp., 632 F.3d 1292, 1318 (Fed. Cir. 2011) (quotBayretson v.
Clark, 111 U.S. 120, 121 (1884)).
8
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focused on the smallest saleable pageatticing unit’® Apple might be right about the
inadmissibility of such a royalty base. But its argument neverthislgszzling, as Lawton plainly
uses a base of every unit of the accused infringing product, not the incremerst@hgrgs Apple
complains about! To the extent Lawton relies upon the incremental gross margin, she does g
her estimate of the hypothetical royalty rate, not the ffaBecause Apple mischaracterizes the
base relied upon the expert, this argunmeust be rejected’®

Second, Apple argues that Lawton uses an inadmissible unit base of every uffit sold.
Here,Apple emphasizes that no Apple units directly infringe. Putting aside the istenicy of
this characterization of Lawtanbase with Apple charactezation describedl®ove, Lawtons
“all infringing unit’ base is not methodologically flawed. Apple does not cite to a single case
suggesting that the royalty base of a hypothetical negotiation must be limitatstdagmed to
directly infringe. Such a rule makes espdgilttle sense in cases like this one, where indirect

infringement by the defendant is alleged and the bulk of the direct infringementati¢bat of

0 See Docket No. 429-4it 16 (Lawton “treats the [gross margin increase] figure as an
unapportioned royalty base, and then awards Emblaze a substantial fraction cfehzdsal upon
the accused technology’s purported value to Apple.”); Apple Slide Deck at 5 ($[] billialyro
base is her “starting point accused device increased profits ($[] per unit) since June 2009").

4! 500 Docket No. 429-6, Schedule 1B.

“2 Even Apple appears to concede this fully in its reiplyot in its slide declat the hearing See
Docket No. 490-5 at 2 (“Emblaze and Ms. Lawton took a risk when they refused to apportion
royalty base, adopted an unapportioned $[] per unit amount as the starting rogaltglied on
incomparable licenses, and then picked a $2 per unit royalty out of thin air.”).

43 Lawton’s use of the margin irehrate estimate, as either amthor”or a“starting point”is
nevertheless problematic in that it is plainly and nothing more than a big nureddoysstify a
small number. Although here the resulting distortion is in the rate, not the basen luavites the
same type ojury error prohibited by the Federal Circuitimiloc. 632 F.3d 1292This she will

not be permitted to do; no reference to Apple’s unapportioned, additional gross margimtpllow
Apple’s introduction of HLS in June 2009 will be permitted.

4 See Docket No. 429-at 56 (“Lawton beigns with a royalty base consisting of more than []
million units of accused products sold (iPhones, iPads, iPod touches, Apple TVs, and Macs) 4
more than [] million units of operating system software upgrades in addition te’s\pglenue
from applications capable of live streaming [].”) (citing Docket No. 429-6, Ek503
Schedule 1B); Apple Slide Deck at 12 (“Lawton’s unit base includes all units sold”).

9
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third parties®

Third, Apple argues that Lawton uses no discernable or reliable methodology. Apple
focuses on both therficomparable licenses btigation demandsrelied on by Lawton in her rate
calculation andhe fact that Lawton performs “no specific niaih her rate estimat®. But in
contrast to the expert testimony recently rejected by JudgenK®RNE v. Corp. v. Apple, Inc.,
Lawton’s analysis did not “fundamentally reduce to takimgj[opinion based ofj years of
experience for granted’ Lawtoninstead analyzed licenses afemands for the use of other
patents she concluded were comparable to the hypothetical license at issue hgrethenon
Georgia-Pacific factors. Although Appleremains wellwithin its rights to question whether these
other licensesral cemands are indeed comparaBiéhat ultimate question must be resolved by tH
jury, not this court. The coud'taskhereis simply todetermine whether that Lawton has
identified a sufficient nexus between the licensesdemgandgo the hypothetical license at

issue?®

%> See Chiuminatta Concrete Concepts, Inc. v. Cardinal Indusies,, Inc., 1 Fed. Appx. 879, 884
(Fed Cir. 2001) (rejecting implication that patentéeerequired to demonstrate a otteene
correspondence between units sold and directly mifrqncustomers”).

“® Docket No. 490-5 at 2, 15.
47 CaseNo. 12-cv-02885LHK -PSG,2014 WL 1494247, at *6 (N.D. Cal. 2014).
“8 See ResQNet.com, Inc. v. Lansa, Inc., 594 F.3d 860 (Fed. Cir. 2010).

9 See i, 598 F.3cht 856. An evaluation of the admissibility of licenses in support of a damage
case necessarily weighs two considerations. First, license agreementstrhe “radically
different form the hypothetical agreement” under considerationent, 580 F.3d at 1327.

Second, the jury must have an adequate basis to evaluate “the probative value of those
agreements.’ld. at 1327-28. The patentee bears the burden to prove that licenses are sufficiq
comparable.ld. The FederaCircuit has “long required districbarts performing reasonable
royalty calculations to exercise vigilance when considering past licensashtwlogies other than
the patents in suit.’ResQNet.com, 594 F.3d at 869. “Re-bundled,” untethered licenses
inconsistent “with the other licenseisi'the record, may not be used to support egregiously high
royalty rates.ld. (“The inescapable conclusion is that Dr. David used unrelated licenses on

marketing and other serviecedicenses that had a rate nearly eight times greater than the straight

license on the claimed technology in some cases—to push the royalty up into double figures.
10
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Becausehe court agrees witApple that Lawton’s report does not “do anything to establi
that fthe patentes’demands irApple v. Samsung or the Apple-Motorola license disclosed in the
Apple v. Motorola litigation] are technically and economically similar to the facts” of this,case
Lawton may not rely on those licenses at ttffaApple’s challengevith respect to the pubbdly
available standardsssential technology licensedating to MP3, MPEG-4 and AVC/H.264 is
another story. Here, Apple urges that public information regarding licensing spt should
be excluded not because of an insufficient nexus to this case, but because Apple had psoduc
own licenses to that technology.The Federal Circujthoweverhasapproved the use of “publicly
available information” and aldeeld that the “existence of other facts” or data that could also ha
been relied upon does not make the evidence selected irrelévawen if data are “imperfect, and
more (or different) data might have resulted iettet or more ‘accuratéestimate in the absolute
sense, it is not the district court’s role unBaubert to evaluate the correctness of facts underlyin
an expert’s testimony® Questions about what facts are most relevant or reliable to calculating
reasonable royalty are for the jur’.”In addition, to the extent Lawtahteslting estimates are
impreciseany reasonable royalty analysis “necessarily involves an elemappodximation and

uncertainty.®> Becausehte court does not find that the probative value of these pulligifable

°0 See Docket No. 429-4 at 21 (citing Docket No. 429-6, Ex. 1 at 413-17).

°1 See Docket No. 429-4 at 21-22 (“Lawton should be precluded from opining that unreliable
public information about licenses to MP3, MPEG-4 and AVC/H.264 stanésasasitial
technology would inform the hypothetical negotiation and influence the properyrogi@i when
Apple entered into actual license agreements to use this technology.”).

°2i4i, 598 F.3d at 855-56.
%3 See Micro Chem., 317 F.3d at 1392.
>4i4i, 598 F.3d at 856.
%5 Lucent, 580 F.3d at 132%aper Converting Machine Co. v. Magna-Graphic Corp., 745 F.2d 11,
22 (Fed. Cir. 1984) (“while the damages may not be determined by mere speculgtiesrit
will be enough if the evidence shows the extent of the damages as a matteand jresasonable
inference, although the result may be only approximate”

11
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licensesevidence will be substantialbutweighed by the danger of unfair prejudiéexclusion is
not warranted.

Finally, Apple argues that Lawton has engaged in naked “Apple bashing.” Apple
highlights a mmber choice quotes from Lawtaireport, ranging from a charge that Apple has
“turned into paranoid security Nazis” to various excerpts suggesting Stevis dotbsef or
worse®’ Other quotes focus on Appetliscovery practice¥. This is an easy call. Lawton will
not be permitted to engage in such emotional appeals.

B. TeeceShall Be Restricted to the GeneraExpert Opinion Tendered in His Report

Apple urges that the “degree of abstraction and imprecision of Teece’s opimdassie
themlargely urhelpful “to the trier of fact, and therefore inadequate under Rule 762(#).”
support, Apple points out Teece “mentioned ‘live streaming’ in only a single paragrast of hi
report and used the rest of his report to propound abstract opinions regarding digitalesoeverg
and networleffectdexternalities’ Teece’s‘conclusions” that “follow from the combination of
digital convergence and network externalities” @méy looselyconnected to the facts and

technology at issue in themse®? Teece’s deposition also revealed sizable separation between

% See Fed. R. Evid. 403 (“The court may exclude relevant evidence if its probative value is
substantially outweighed by a danger of one or more of the following: unfaidjme, confusing
the issues, misleading the jury, undue delay, wasting time, or needlessly pgesentulative
evidence.”).

°" Docket No. 429-6, Ex. 1 at 184.
%8 See Docket No. 4294 at 78 (citing Docket No. 429-6, Ex. 1).

¥ The court already addressed objection to evidence and argument suggestingiéfople a
SteveJobs “have always been shameless about stealing great i@eaf®bdcket No. 519 at 3
(“Emblaze shall not offer any evidence or argument regarding Apple or Steve

copying of third party products, ideas or inventions.”). Evideadhis effect will not be permitted
at trial.

%0 Docket No. 428 at 4.

®l Seeid. (citing Docket No. 428-1, Ex. 1 at 1 15-53, 55-58¢ece’s report appears to use
network effects and network externalities interchangeably.

%21d. (citing Docket No. 428-1 at  49).
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facts of this case and Teeszanalysis. At deposition, Teece conceded he was only applying
general principles to the case at the “level of principle” and not engaged ianalfagrcase
specific analysis®® At bottom, Teece'figh-level opinion$* areof limited use tahe factfinder

in resolvingany question of fact at issue in this case.

%3 See Docket No. 428-3 at 24:11-17.

Q. Have you ever prepared an analysis on the impact of live video streaming and the
massive convergence between computing and communications? A. | haven’'t done
anything that specific.

Id. at 43:1-22
Well, there-- my understanding is that [Lawton] did a significant amount of review of the
public record and, you know, what tradexcuse me, what industry analysts, what the
trade press and other commentators refer to. So | wasn't being all théitspece, but |

was just generally referring to the fact that I'm also somewhat familiar wattradde press
because | do follow it to some extent.

Id. at 45:1-48:25

| did have some discussions with Cathy Lawton. | was generally famvitiathe kindsof
things she was referring to.

* % %

So there was some amount of discussion that was had between Cathy and mysglf and m

staff that gave me a feel for some of the materials that she was relying on.

* % %

| didn’t look at any specific documents produced by Apple or Emblaze. Q. Did you review

the patenin-suit in this litigation? A. Yes, | did have access to that, and | think | read it
online early on. Q. But that’'s not listed as a document you relied upon in forming your
opinion, correct? A. That is correct. Q. Did you speak to anyone about theipagerht-

in this litigation? A. Besides counsel, no. Q. And when you spoke to counsel about the

patentin-suit litigation, how many times would you estimate that you spoke to counsel
about the patent-suit? A. Maybe once. It wasn’t as to the details. | was just simply
aware that there was a patent litigation going on around certain Emblaze.p&emnd
what was your understanding based on your conversation with counsel as to what the
techrology in the patent- in that patenta-suit is? A. That they that the patents were
accused of- well, excuse me- that Apple was accused of infringing EmblazEmblaze’s
patents or some of Emblaze’s patents in its streaming technologies, itsihasée
streaming technologies. Q. And is it your understanding that the jpatgunt-- there’s
only one patentr-suit-- covers all streaming, all types of streaming? A. No.

Id. at 49:6-24.

Q. Some- did you review the complaint in this case? A. At one point, yes. | thought I'd
answer that in response to your earlier question. | think | had seen it online. Q. Well, m

earlier question was whether you had reviewed the petentit. That means just the
actual patent document. A. Oh, okay. Then | misunderstood. Q. Oh, I see. A. Only

inasmuch as there was some discussion of that, | think, in the complaint. Q. |seé. So ju

to go back to my earlier question about whether you had reviewed the ipasertt-you

didn’t actually go onlike, Google Patents and look at the actual patent that was filed, the
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NeverthelessRule 702permitsgeneralprinciplestestimonywithout substantive connection

to the facts of a cas@’he committee explains:

If the expert purports to apply principles and methodkédacts of the case, it is
important that this application be conducted reliably. Yet it might also be important in
some cases for an expert to educate the factfinder about general principlest exer
attempting to apply these principles to theafic facts of the case. For example, experts
might instruct the factfinder on the principles of thermodynamics, or bloodgpttr on
how financial markets respond to corporate reports, without ever knowing about otdrying
tie their testimony intohe facts of the case. The amendment does not alter the venerable
practice of using expert testimony to educate the factfinder on gene@plasn For this
kind of generalized testimony, Rule 702 simply requires that: (1) the expert béequélj
the testimony address a subject matter on which the factfinder can be assatezkpgrt;
(3) the testimony be reliable; and (4) the testimony “fit” the facts of the®ase.

Because Teece’s geneexpert testimonyn digital convergence and network etifalls into this
caegoryof permissible testimony, exclusion is not warranted merely on the ground®#uat has
not sufficiently grounded his testimony in tloase. Teecemaygenerally opinghat digital

convergencand network effects could have affected the hypothetical negotidigtrthat is it.

issue? A. No. I'm not a technical expert, and it wouldn’t necessarily convey muc
meaning to me.

Id. at 53:5-56:8

Q. Can you recall any specific facts about this case that Ms. haetsonally told you

that shaped the content and scope of your opinion? A. No-- Notreally. Because, as |
said, it was, you know, more whatwhat are the- kind of the relevant background factors
here that eventually, you know, a jury will need to understand to properly appreeiate t

context of any future or any hypothetical licensing negotiation. Q. And when yaki spe

about the “relevant background factors,” do you mean the relevant backgroundyfaators
learned from MsLawton or relevanbackground factors you know from your research as
an economist? A. Well, I would say it's primarily the latter, but | didn’t want m

testimony-- testimony to be shaped in a way that was unhelpful to the Court, so | needed to

get some overall focus dhe issues at hand in this litigation. Q. But you can’t name
recall any specific case fact that you learned fromIMsiton that would help to focus on
the issue at hand? A. Well, you know, théhe obvious points that thisthat the patents
atissue implicated streaming, that, you know, the history seemed to indicate thatvgspl
a bit of a Johnngomelately to the streaming party, ardand that, you know, there came
a point in time where- where Apple did successfully develop softwargrenHTTP
protocol that enabled it not to just catch up,-bitut also to get ahead 4nin video
streaming.

%4 See Docket No. 428-1 at 49-58.
% Fed. R. Evid. 702, Advisory Committed®tes(2000).
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IT IS SO ORDERED.

Dated: June 25, 2014

éAUL S. GREWAL i

United States Magistrate Judge
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