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9 UNITED STATES DISTRICT COURT
10 NORTHERN DISTRICT OF CALIFORNIA
2 SAN JOSE DIVISION
5 11
£T 12 APPLE, INC.,a California corporation, ) Case No.: 1TV-00630LHK
o O )
%E’ 13 Plaintiff and Counterdefendgnt ) ORDERGRANTING IN PART AND
=2 ) DENYING IN PART MOTIONS TO
-g.?Z) 14 V. ) EXCLUDE CERTAIN EXPERT
22 ) OPINIONS
=5 19 || SAMSUNG ELECTRONICS CO., LTDa )
k= 16 Korean corporationSAMSUNG ) PUBLIC REDACTED VERSION
o3 ELECTRONICS AMERICA, INC, a New York)
= o 17 corporationandSAMSUNG )
- TELECOMMUNICATIONS AMERICA, LLC, )
g 18 a Delaware limited liability company, )
)
19 DefendantgndCounterclaimants )
20 )
21 This Order addresséise partiesmotions to exclude certain expert testima@y October
22 16, 2013, Apple movetb exclude expert testimony of four Samsung experts: (1) Dr. Judith
23 Chevalier; (2) DrJame<earl; (3) Dr.Daniel Schonfeldand (4) Dr.Martin Rinard.SeeApple
24 Mot. (ECF No0.831-2). Apple further movedo preclude Samsung’s experts from testifying about
25 the opinions of Apple’s experts in past caSee idat 24. Samsung filed an oppositiGee
26 Samsung OppHCF No. 85863). Apple filed a replySeeApple Reply ECF No. 9453).
27 OnOctober 16, 2013, Samsungpvedto exclude expert testimony from five Apple
28 experts: (1) Dr. John Hauser; (2) Dr. Christopher Vellturo; (3) Dr. T¥ddry; (4) Dr. Alex
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Snoeren; and (5) Dr. James Sto&eeSamsung Mot(ECF No. 8023). Apple filedan opposition.
SeeApple Opp. ECF No. 8574 ). Samsung filed a replfgeeSamsung ReplyHCF No. 94&4).

The Court held a hearing on tharties’'motions to exclude expert evidence on January 2
2014.SeeECF No. 1198 (DaubertHearing Tr!). Havingconsidered the briefing, relevant law,
and oral argument made at the hearing, the Court GRANTS in partEaNtES in part the
motions to excludexpert evidence
l. BACKGROUND

This case is the secopdtentdispute between the parties over which the undeesigs
presiding. In case number-1846, which the Court in this Order refers td Applel,” the Court
recently issued a ruling on the parties’ pogtl motionsfollowing a jury verdict predominantly in
Apple’s favor.See Apple |ECF No. 2941N.D Cd. Feb. 7, 2014)The present case, which the
Court in this Order refers to agpple 1" is set for a 1day jury trial beginning March 31, 2014,
over a different set of asserted patents and accused dévices

Some of thessues raiseuh the partiesDaubertmotions have been resolved since the
close of briefing. Those issues fall into three groups. Bestysung challengespple’s damages
expert Dr. Vellturo in part because he evaluated lost profitscbais design around dates that
coincided with tle date Samsung first received notice of the paianssit. SeeSamsung Mot. at
13. InApple | this Court ruledn favor of Samsung on that issiBee Apple, Inc. v. Samsung Elec
Co, No. 111846, 2013 WL 59581 7at *7 (Nov. 7, 2013)“[T]he Court corcludes that an
accurate reconstruction of the hypothetical market that would haste ‘but for’ an infringer’s
infringement must take into account actions the infringer could have takieu of infringing,

including designing around the patentectligictual propertyas of the dat of first infringement)

1 On February 4, 2014, the parties narrowed their lists of asgErtedt claims to five each. Apple
now asserts claim 9 from U.S. Patent No. 5,946,647 (the 647 Patelaity1 25 from U.S. Patent
No. 6,847,959 (the 959 Patent”); claim 20 from U.S. Patent No. 7,761,414 (the ' 4ddtRat
claim 8 from U.S. Patent No. 8,046,721 (the 721 Patent”); and claim 18UW.&nPatent No.
8,074,172 (the “’172 Patent”geeECF No. 1237. Samsung now asserts claim 10 from U.S. Pat
No. 7,756,087 (the 087 Patent”); claim 13 from U.S. Patent No. 7,551,596 (the 586t Rat
claim 27 from U.S. Patent No. 6,226,449 (the *’449 Patent”); and claimd 1@from U.S. Patent
No. 5,579,239 (the “"239 Patent$eeECF No. 1236.
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(emphasis addedyor the reasons stated in that oy@amsung’s motion to exclude Dr. Vellturo’s
use of notice datasither than firsinfringement dates in his lost profits analyisi&SRANTED.

Second, o January 21, 2014y stipulation,Apple withdrew itschallenges tohe opinions
of Drs. Kearl and Schonfe]Jé&ind Samsung withdrew ithallenges tohe opinions oDr. Storer
SeeECF No. 1143The Court approved the parties’ stipulatiSeeECF No. 1145.

Third, dso on January 21, 201this Court denied the portion of Apple’s summary
judgment motionn Apple lithat addressed the same issue that Apple raised in its motion to
excludethe opinion oDr. Rinard SeeECF No. 1150 at 29As disaissed at the hearing on the
present motions, the Court’s summary judgment ruling effectb&MIED Apple’s motion to
exclude with respect to Dr. Rinarsee DauberHearing Trat 127.

In this Order, the Court addresses the parties’ remaining cheditngach other’sxperts
I. LEGAL STANDARD

Federal Rule of Evidence 702 allows admission of “scientific, techrucakther
specialized knowledge” by a qualified expert if it will “help thiertiof fact to understand the
evidence oto determine a fact in issueExpert testimony is admissible pursuant to Rule 702 if if
is both relevant and reliablBaubert v. Merrell Dow Pharms., In609 U.S. 579, 589 (19934
district court’s decision to admit expert testimony urldl@ubertin a patent case follows the law of
the regional circuitMicro Chem., Inc. v. Lextron, Inc317 F.3d 1387, 13991 (Fed. Cir. 2003).
When considering expert testimony offered pursuant to Federal Ruledafriee 702, the trial
court acts as a “gatekeepen dssessing the soundness of the expert’'s methodology to exclude
junk scienceEstate of Barabin v. AstenJohnson, J@l0 F.3d 457, 463 (9th Cir. 2014ge
Kumho Tire Co. v. Carmichaed26 U.S. 137, 1448 (1999);Gen. Elec. Co. v. Joingb22 U.S.

136, 142 (1997)Daubert 509 U.S. at 5890. An expert witnessnay provide opinion testimony
if: (1) the testimony is badaipon sufficient facts or datg®) the testimony is the product of
reliable principles and methodmd (3) theexperthasreliably applied the principles and methods
to the facts of the casEed. R. Evid. 702see Sundance, Inc. v. DeMonte Fabricating, 5380

F.3d 1356, 1360 (Fed. Cir. 200&)nderDaubert courtsconsider (1whether a theory or

technique “can be (and has beemted; (2) “whether the theory or technique has been subjecte
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to peer review and publication;” (3)He krown or potential rate of errordnd (4) whethethere is
“general acceptance” of the methodology in the “relegam@ntific community’ Daubert 509
U.S. at 59304.

The inquiry into admissibility of expert opinion is a “flexible dnehere “[s]haky but
admissible evidence is to be attacked by cross examinationaigoavidence, and attention to the
burden of proof, not exclusionPrimiano v. Cook598 F.3d 558, 564 (9th Cir. 2010) (citing
Daubert 509 U.S. at 594, 596)Under Daubert the district judge is ‘aaekeeper, not a fact
finder.” When an expert meets the threshold established by Rule 702 as expidaedbert the
expert may testifiand the jury decides how much weight to give that testimordy.{quoting
United States v. Sandowvislendoza472 F.3d 645, 654 (9th Cir. 2006)).

Il DISCUSSION

A. Apple’s Daubert Motions

1. Apple’s Motion to Exclude Dr. Chevalier’'s Testimony Concernimgy
PatentLicenses

Apple seeks to exclude the testimonySaimsunts damages expert Dr. Judith Chevalier
regarding patent licenses. In her damages report, Dr. Chexaliewednore thar- Apple and
Samsung licensemnd a purported licensing offer from Apple @n$sung prior to this lawsuiio
support her conclusion thabhgpothetically negotiatellimp-sum paymenof $5.9 million—
reflectinga- perunit royalty rate—is reasonabléor a license to the Apple patentssuit See
Expert Report of Judith A. Chelier, Ph.D. (ECF No. 83B) 11323, 408 (“Chevalier Rep.")d.
Ex. 97. Apple contends thatlowing the jury to heabr. Chevalier's analysis of thogeple and
Samsundicenses, as well as Apple’s purported-pudt offer to Samsungyould floutthe
requirement thatourts “‘exercise vigilance when considering past licenses to tesfiaslother
than the patent in suit.”” Apple Mot. at 3 (quotiRgsQNetom, Inc. v. Lansa, Inc594 F.3d 860,
869 (Fed. Cir. 2010))n particular, Apple challengd3r. Chevalier’s use ofi) a November 2012
agreement between Apple and HTC (the “HTC Agreemefiitj)a 2010 proposal by Apple to
Samsung regarding a global cross license to the parties’ patgfalios (the “2010 Apple

Proposal”), andii@)l. otherlicenses involving either Apple or Samsung for various types of
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technology. Before addressing each of these challenges ltbo@opuriplaces Apple’s challenges
in context by examining Dr. Chevalier’s overall reasonable royalityian.
a. Dr. Chevalier's Reasonable Royalty Opinion

Dr. Chevalier usethree approaches to reach her prop&teé million lumpsum damages
figurein this case, approaches she calls the “Market Approach;Tntbeme Approach,” and the
“Cost Approach,” respectively. Chevalier R§802 2 She also reviewsuantitative and
gualitative evidence concerning the value contributed by the patestst, drawn, in large part,
from factors identified ifseorgia Pacific[Corp. v. U.S. Plywood Corp318 F. Supp. 1116, 1120
(S.D.N.Y. 1970)]' id., to construct a hypothetical negotiation between the pastesd.f 290.
As Dr. Chevalier explains, a hypothetical negotiation “framestiadysis using a hypothetical
arm’s length negotiation for a license to practice the pateat{syuebetween a willing patent
owner (here, Apple) and a willing potential licensee (here, Samsititigg point of first alleged
infringement.”ld. 1290 (citingRiles v. Shell Exploration & Production C@98 F.3d 1302, 1311
(Fed. Cir. 2002))Apple primarily challenge®r. Chevalier'sapplication ofthe Market Approach
to determine the outcome of a hypothetical negotiatighis case

Market Approach. Using the MarkeApproach, Dr. Chevalier looks the terms of
licenses and other transactiongolving Apple and Samsung to determine the royalty amount on
which the parties would likely have agreed in a hypothetical neguatitdr a license to the
patentsin-suit. See id §323.As referenced above, Dr. Chevalier anabthe HTC Agreement
see idJ1309-17; the 2010 Apple Proposaee id 131921, andotherlicensedrom the record,
see idf1322-27. Of the- other licensesom the recordDr. Chevalier specifically examiee
subset offf licenses, all of which invo i paymentsoveringu.s. rights witr20 or
fewer patentsyereentered intan 2007or later, andin which Samsung was the licens8ee id.

1932830.Dr. Chevalier estimates the penit royalty amount involved in the HTC Agreement,

2 Michael Wagner was Samsung's damages expéppie | Dr. Chevalier’s approach differs
from Wagner’s insofar as Wagner did not rely on a Market Approach tb heaproposed
reasonable royalty number Apple | See Apple, Inc. v. Samsung Elecs, Go. 111846, 2013
WL 5958176, at *3 (N.D. Cal. Nov. 7, 2013) (“HTC Order”).
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the 2010 Apple Proposal, and ||l  Samsung licensesd fronj N ¢

1334.

Income Approach.Using the Income Approach, Dr. Chevalsepparatelyooksat the
subset oprofits for the products that incorporate the patented technaloiggue due to that
technology, less the return Samsung would have enjoyed had it usegktbest alternative to
that technologyld. §336. Under this approach, Dr. Chevalier explains, “[a]ny profitegeed on
products utilizing the patented technology that are inexoéthe next best alternative represent
an amount up to which the licensee should be willing to pay for acctsstichnology.1d.

Dr. Chevalierascertainshe profits attributable to the patenis-suitin five different ways.
First, Dr. Chevaliecompareghe popularity othe Galaxy S Ill, whicldoes not incorporate the
features of the '721 and "1 fatentswith products that ddr. Chevalier concludegsom that

comparisorthat the value of the '721 and '172 patents is “negligible”:

[T]he GalaxyS Il which does not incorporate either the ‘image unlock’ or ‘word
recommendations’ patents is more profitable and more popular thaoyse

phone versions (such as the Galaxy S IlI) which are allegemibody those

patents. . .. [This] suggests the ‘172 patent and ‘721 patent values are negligible,
as the nonanfringing product is more profitable than, and as equally salable as,
the infringing one.

Id. 1338.

Second, Dr. Chevalier lookd the price of upgrading a phone’s operating systdire
component of the product that incorporates the accused featpgradesld. 1341. “Assuming
the $10 to $2%operatingsystem upgrade pricegflects the price of a single upgrade with 100
new features, the average value per featumeld amount to $0.10 to $0.23d. 1342.

Third, Dr. Chevalier applielser understanding of Apple’s damages theory fApple a
theory that she called “entirely inconsistent” with Apple’s thénmxpple II°>—to the patents at
issue in this casdd. §343.Dr. Chevalier concludebhat Apple’s theory from the prior case
“suggests that the [sic] each asserted patestit here would be worth less than rou-
per unit.”ld. §346.

3 Apple contends that Dr. Chevalier should not be permitted to rely oreApfamages theory
from Apple L See infraPart III.A.2.
6
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Fourth, Dr. Chevalier allocat&amsung’s average operating p®bf the accused
smartphones and tablets to various identified smartpaodeablefeatures using theumber of
timesthose featureBave been mentioned in professional and consumer revigdWs350. Dr.
Chevalier concludethat allocating value in this way “suggests that the variosertes
functionalities tend to be worth as little as $0.00 and as much as $0.4tgrgprone.ld. § 3H1.
Dr. Chevalier also concluddisat, because the profits per tablet are essentialty Zée relative
share of value [for tablets] associated with the pat@rssiit would also be essentially zerdd!

Finally, Dr. Chevalietooksat revenue from the “mobile apps marketpla¢e.’§ 352. As
Dr. Chevalier explains, “[a]pps, in some wagee usful indicia of the value smartphone
customers place on software functionality for their devidels Reviewing the average price paid
across all Android users for each of the top 25 apps over the repmréaod, Dr. Chevalier
concludeghat thesepps yield anywhere from $0.02 to $0.24 per smartpHdn§357.

Cost Approach.Dr. Chevalier also uses a “Cost Approach” to evaluate hakr fin
reasonable royalty number. Under the Cost Approach, Dr. Chevatieludes that Samsung’s
relatively small tlesignraround cost” would have reduced the amount Samsung was willing to {

for a license to the patents-suit. Id. 1 359. Based on interviews with technical employees and

experts, Dr. Chevalier concludes that Sam{ GG
I couid have implemented alternatives to the accused functionj il

-l Id. 1364. This “ability to desigraround the patent(s) would suggest that in a hypothetic
negotiation Samsung would be willing to pay less over the full timegéniwhich Samsung is
alleged to have made infringing salelsl” 1 365.

Overall Conclusion.Reviewing her conclusions from the Market, Income, and Cost
Approach.as well as other factors discussed below,Chevalier selestan overall peunit
royalty rate o- , as represented by the dotted line in the followivlg from Dr. Chevalier’s

report
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-. As Samsung explains, Dr. Chevalier’s “review of licerjsethe Market Approach]
yielded royalty numbers which are consistent with the four independenime Approaches’ she
also employed.” Samsung Opp. at 1.

As noted Dr. Chevalier considera number of other factois reaching her final damages
opinion Dr. Chevalier looksit theform of the- licenses she reviewed to conclude that the
parties would have agreed to a lusym royalty SeeChevalier Repf297. AsDr. Chevalier
explains a lumpsum royalty‘typically involves a ondime payment, the magnitude of which is
not directly tied to the extent of alleged usage of thertelogy at issue by the alleged
user/infringer.”ld. 1296. Dr. Chevalier concludeékat the parties would not agree to a running
royalty, or “a percentage of sales or a fee per unit, tied birechow often the licensed invention
is used by or incorporated into products of the licenddeDr. Chevalier supporthat conclusion
with “economic considerations,” namely, that Appleuld not need “an ongoing incentive to help
commercialize Samsung’s products,” that Samsung would not havtedvdo pay incremental
license fees for future successes due to its own effortd,thet “a lump sum would avoid the
need to audit ongoing sales of productd.” 300. Nevertheless, Dr. Chevalier expredss
calailations on a peunit basis, in part because “lusspm payments typicalicontemplate the

expected use by the licensekl” 1301.
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Dr. Chevalier looksit theGeorgiaPacific consderations‘to account for differences
between the Market, Income and Cost approaches and the hypothegothtion.”ld. 1366. Dr.

Chevalier concludethat threeof thoseconsiderations-the “legal strength” of Apple’s intellectual

property . 1376, Apple -
I o 11383—all “provide upwardpressure on the

royalty,” id. 1407.Dr. Chevalier also concludésat the “large number of features [that] are
included in smartphones and tabletd,” 397, put “downward pressure” on the royaity,1407.
Dr. Chevalier does not explain how those “upwamad “downward” pressureguantitatively
affected her conchion However,she doespine that, takingll the aforementioned approaches
and considerations into account, the parties would have likely agne@tlimpsum royalty of

roughly $5.9 million based caper unit royalty rate JjjJj- See id1408.

b. Dr. Chevalier’s Analysisof Licensesand the 2010 Apple
Proposal

The Courtnow turns © Apple’s challenges to Dr. Chaier's Market ApproachFor the
reasons stated belovine Courtagrees with Apple that Dr. Chevaleanalysis of thedTC
Agreement, th010Apple Proposalandthe remaining licenses produced in this litigationst
be excluded oDaubertgrounds

i. HTC Agreement

This Court alreadydentifiedsome othe problems with the HTC Agreemead an
indicator of a reasonable royalyhen it exclued that agreemeand related expert testimony
from theApple Iretrial. SeeHTC Order, 2013 WL 5958176, at *6.* Familiarity with thatorder
is assumedAs relevant here, the Court concluded thatgb@nomic considerations surrounding
the HTCAgreement—which granted each side a broad license to the other’s patent partfolio
exchange for, among other thin|jj| G = oridwide
settlement agreement between the parties, aaat®oloning provision that proibitsHTC from

copying any patented design and related functionality from an Appteipe—renderedhe

* A redacted version of the HTC Agreement is aatalid at ECF No. 2194 in Applel.
9
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agreement insufficiently probative allow it to play a role in the damagesrial in that caseld.
at *4-6.

The Court has the same conceabsut the HTC Agreemehereas it did inApple L

Indeed, Dr. Chevalier herself acknowled tea | GGG
e ————

1312. Although Dr. Chvalier attemptto compensate for some of the differences between the
HTC Agreement and a hypothetical negotiati@ne the Court concludes that those attempts fail.
To account for the cross license in the HTC Agreement, Deve e[| Gz

I . 733. Or. Chevai
——-—_])<

- Samsung may not rely okpple’s settlement offer to prove the amount of Apple’s
damagesSeeFed. R. Evid. 408ThisCourt has already excluded the parties’ attempts to rely on
their settlement negotiations Apple | seeApple I, ECF Nos. 1695 an2913(order denyig

motion for additional discovery), and this attempt fares no betterinfraPartlll .A.1.b.iii. Dr.
Chevalierpresents no othavay to accant forHTC’s cross licenséo Apple in the HTC

Agreementindeed, Dr. Chevalier presents no legitimate basis fatitggthe HTC Agreement

aterenty tor [
——r

The HTC Agreemenalso includes condition that allows fcljj Gz
I o ovides an additional indication that the HTC Agreement fails to

quantify the benefit to Apple in a way that Dr. Chevalier carstaé® to this case. Dr. Chevalier

does not attempt to quantify the value of ||| | | | Qd SEIEE  ven though she

acknowledges that the hypothetical negotiation with Samsung wouidchod |Gz

I ¢ 1314 n.712.

10
CaseNo.: 12CV-00630LHK
ORDER GRANTNG IN PART AND DENYING IN PART MOTIONS TO EXCLUDE EXPERT OPINIONS




United States District Court
For the Northern District of California

© 00 N oo o b~ W N PP

N RN N NN N N NN R B R R R B R R R
® N o O A W N B O © 0O N O 0 M W N B O

Nor does Dr. Chevalier account for the benefit that Apple recéiveeltling 50 worldwide
patent litigations and other proceedimgglving HTC, some of whiclvery likely created
substantial risk and cost for Apple. Samsungsdu® suggest that the hypothetical negotiation in
the present case encompasses foreign proceedings over foreign pagethis risks and costs
related toApple’s foreign litigation with HTC very likelgncouraged Apple to accept a lower
_ inthe HTC Agreementhan had the agreement resembled a hypothetical negotiatiof
between Apple and Samsung over th&. patentsin-suit Dr. Chevalier hasot attempted to
explain the status of the 0T C-Apple worldwide proceedings at the time tife HTCsdtlement
or how those proceedings might have influence il in the HT CeAgret.

Finally, Dr. Chevalier has not addressed the value to Apple of thelaning provision in
the HTC AgreementAs mentioned abovaotwithstanding HTC’s licens® Apple’s utility
patents, the antloningprovisionin the HTC AgreementrohibitsHTC from copyingthe
“Distinctive Apple User Experience” in Apple’s productgeam that, looselylefined appears to
refer tothe patentedekign and related functiolity embodied inApple’s productsSeeHTC
AgreementArt. 12 & Ex. A. That antcloning provision appears to be a significant restriction on
HTC’s right to use the technology claimed in Apple’s patémtsuit, all of which relate to making
portable devices easier to use. Yet Dr. Chevalier has not attetop&plain how the antiloning
provision in the HTC Agreement relates to the unencumbered lidesis8amsung would have
received in a hypothetical negotiation.

At the hearingon the parties’ motion® exclude Samsungjsted five reasons why Dr.
Chevalier should be allowed to rely on the HTC Agreement dwargh the Court excluded the
agreement from\pple | SeeDaubertHearing Tr. 3637. The Court concludes that none of these
differences warrantllowing Dr. Chevalier to opine on the HTC Agreement in this case.

First, Samsundpighlightsthat, unlike in this casé&pple linvolved design patents.
Samsung does not explain, however, how the presence of design pafgykeincreates a
meaningful difference to the relevance of the HTC Agreemid.HTC Agreement expressly
carved out design patents from Apple’s license to HIBEHTC Agreement §.11, rendering it

irrelevant to the determination of Apple’s damages for dgsagent nfringement. hthe Apple |
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retrial, as here, Samsung sought to introduce the HTC Agreemsuapport ofa reasonable

royalty to Apple’s utility patents. The partiagreedat theApple Itrial and retrialthat Apple was
entitledonly to infringers profits—not a reasonable royaltyfor sales of Samsung devices that
infringed Apple’sdesignpatentsSamsung certainly could not have relied on the HTC Agreeme
to establish a reasonable royalty for Apple’s design patents, bdathaays nothing adut the
issuebefore the Courin both cases: whethdne HTC Agreement sheds light on the appropriate
royalty rate for Apple’s utility patents.

SecongdSamsunglraws significance from the fatttat, unlike in this casés damages
expert inApple Iconcluded thathe HTC Agreement was “not probative™ to his primary
reasonable royaltgnalysisSeeHTC Order at*5 (quoting Samsung’s expert’s updated rebuttal
report).Samsung contends that the Court should reach a different outcoeneelcause Dr.
Chevalier thinks the HTC Agreement is relevant. Far from redubm@ourt’s concerns,
however, the fact that even experts hired by the same party disagiethe relevare of the HTC
Agreement only highlights its unreliability. A “known technique whinels been able to attract
only minimal support within the community . may properly be viewed with skepticism.”
Daubert 509 U.S. at 594. Of the three damages experts other than Dr. Chewalibave opined
on the HTC Agreemerfdpple’s Ms. Davis and Dr. Vellturo and Samsung’s Mr. Wagneshe
has concluded that it should play a role in a reasonable royaltynileéion. This uniformity of
opinion against Dr. Chevalieloes not help Samsung’s cause.

Third, Samsung rightly notes that, in ruling on the admissibility of th€ Agreement in
theApple Iretrial, the Court addressed a unique procedural concern that is not gresenn
particular, the Court excluded the BTAgreement in advance of a retrial on damages partly out
a concern that the agreement was not part of the original trial anatiehlad instructed the
parties not to introduce new evidence in the ret8abHTC Order at*5 (“[T]he Court could not
in fairness restrict Apple from revising and developing [its edgjeypinions on this subject,
where Apple and [its expert] previously rightly recognized thaCtbert’s prohibition against new
evidence very likely would keep the HTC Agreement ouhefdase.”)The Court, however, did

not rest its exclusion of the HTC Agreement on this ground, butithsteted that this procedural
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concern supported its rulifgased on other groundd. For the reasons stated elsewhere in the
Court’s earlier opiniomnd repeated again here, the Court concludes that the HTC Agiteeme
not probative othe damageissue the jury must answamdit therefore provides no value to the
damages analysis

Fourth, Samsung highligts that the HTC Agreemeoame into existencenly after expert
discovery inApple Ihad closed, whereas here both parties’ experts had time to irecier fogir
opinions as to the HTC Agreement in their original expert reports. gurported difference is no
different than Samsuy’s reliance on the different procedural posture of this case, &itsito
alter the Court’s conclusion for the same reason.

Fifth, and finally Samsung asks the Court to consider that, because this case cowsrs n
devices thathe devices at issur Apple | theCourt should be less concerrtédn it was in
Apple lover the lapse in time between the hypothetical negotiation and theveffgate of the
HTC AgreementSeeHTC Order, at4 (“[T]he agreement’s effective date is over two years after
the date of the hypothetical negotiation, a significant lapse giveénhhrging technological and
financial landscape in the market’ for smartphones.”) (QudtaggrDynamics694 F.3dat 78).
But the Court may not turn a blind eye to indications thatems$e is unhelpful merely because the
dates of the license and the hypothetical negotiation are proxim&esQNetthe problems with
the licenses the district court had erroneously consideredneesdiminated simply because the
dates of the licensewere apparently close in time to the date of first infringemethteopatenin-
suit. Compare594 F.3d at 877 (Newman, J., dissenting) (noting that excluded licensesigvere
between 1998 and 200Rjth id. at 863 (noting litigation began in 2001);3J Patent No.
6,295,075 (issued Sept. 25, 2001). Here, the Court has considered the prioximmie between
the HTC Agreement and the hypothetical negotiagiothas concluded that the proximitpes
not overcome thproblems with Dr. Chevali&s reliance on the HTC Agreemetat form her
reasonable royalty opinion.

Experttestimonybased on license agreememtgst provide a jury enough information to
“evaluat[e] the probative value of those agreements,” legutihide given fittle more than a

recitation of royalty numbet$o determine th@utcome of particular hypothetical negotiation.
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Lucent Techs., Inc. v. Gateway, E80 F.3d1301, 13289 (Fed. Cir. 2009)This requirement
applies to an agreement’s “economic circumstances” as muohtesagreement’s technological
scopeWordtech Systems, Inc. v. Integrated Networks S@0@ F.3d 1308, 1319 (Fed. Cir. 2010)
see idat 1320 (“[Clomparisons of past licenses to the infringement must adooutine
technologicabnd economic differe®s between them.”) (quotinResQNet594 F.3d at 873
(emphasis addedht the hearingSamsungxpressedrustration at the prospect of not being
allowed to present expert testimony related to the HTC Agreeswentthouglit covered the

patentsin-suit and‘appropiiate adjustments have been matteaccount for the agreement’s

economic difference®aubertHearing Tr. at 38The Court, however, rejects Samsung’s premise.

Dr. Chevalier has failed tappropriatelyadjust theunning royalty found infite HTC Agreement
to reachher proposed lumpum royaltyin a manner that accounts for the different economic
circumstanceat playhere Indeed such appropriate adjustmeiaspear tdeimpossible in light
of the complicateédndunsettlechature of the HTC Agreemer2r. Chevalier’s failure to
adequatelyaccount for thagreement'sross licenseand her failureevento attempt to make
adjustmentsor (1)
-, (2) the worldwide settlement agreement, &B)dthe anticloning provisionall render her
opinionsrelated to the HTC Agreement insufficiently relialvb allow Samsung to present such
testimonyat trial.
. 2010 Appke Proposal

As with the HTC Agreement, the Court already prohibited the partsesof Apple’s pre
suit settlement negotiations with Samsung for purposes of estalglithe amount of damages
Apple | See Apple,IECF No. 1695 at805 1969 Thatruling—based on Federal Rule of
Evidence 408which generally renders settlement offers inadmissitdegely disposes of Dr.
Chevalier’s attempt to rely on the same negotiations to estabtiamages number here. Samsun
describes Dr. Chevalier's usetbe 2010 Apple Propostd Samsung as “merely a data point use(
in Dr. Chevalier'sGeorgiaPacificanalysis.” Samsung Opp. at However that description

accurately captures tipeeciseproblem with her opinion. Dr. Chevalier’s testimony regarding the
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relationship between the parties’ peit settlement negotiations and her damages number runs
directly into Rule 408’s prohibition of using the former to est&liie latter.

Putnam v. Henkel Consumer Adhesives, No. 052011, 2007 WL 479411%t*4-5
(N.D. Ga. Oct. 29, 2007), does not help Samsung. The coButimramallowed the accused
infringer’'s expert to testify abotite accused infringer’settlement of differentinfringement
claim. As that court noted, the proposed testimony implicated néitbéerms nor the policy of
Rule 408. Here, Samsung seeks to use “a party’s good faith settlefieerstgafinst him,id.,
exactly the concern underlying Rule 408.

Samsung also contends that, even if the terms of Apple’s offanadeissible, Federal
Rule of Evidence 703 still allows Dr. Chevalier to relytbem The Court concludes that
Samsung’s attempt to draw a distinction betwi@admissible evidence and an admissible expert
opinion based on that evidence fails in this case.

Rule 703 states thdi]f experts in a particular field would reasonably rely on thkisels
of facts or data in forming an opinion on the subject, they need naintissable for the opinion to
be admitted. But if the facts or data would otherwise be inadrgs#ile propaent of the opinion
may disclose them to the jury only if their probative value in hgle jury evaluate the opinion
substantially outweighs the prejudicial effect.” Accordingly, Sang contends that evén
Apple’s settlement offer imadmissible uder Rule 408, Dr. Chevalier matill rely on the
settlement offer to form her opinion. Samsung therefore pbsitsApple’s sole recourse is to
prevent the jury from hearing about the settlement offer by maomihigiine to argue that the
probative valuef the settlement offer in assisting the jgrgvaluation oDr. Chevalier’s opinion
does not substantially outweigh the prejudice of presenting tiorsriation to the jury under Rule
408.SeeSamsung Opp. 102.

The problem for Samsung is thaitile 703 deals only with a situation in which the
admissibility of thebasisof an expert opinion is challenged. The Court has an independent
responsibility to consider whether thpinionof an expert istself admissible. Determining
whether an expert apon is admissible is no different than determining whether any ogperof

evidence is admissible insofar as the Court must consider whetherodayiye value of the

15
CaseNo.: 12CV-00630LHK
ORDER GRANTNG IN PART AND DENYING IN PART MOTIONS TO EXCLUDE EXPERT OPINIONS




United States District Court
For the Northern District of California

© 00 N oo o b~ W N PP

N RN N NN N N NN R B R R R B R R R
® N o O A W N B O © 0O N O 0 M W N B O

opinion is outweighed by unfair prejudice under the balancing test of RuléEp#rt evidence
can be both powerful and quite misleading because of the difficuétyaluating it. Because of
this risk, the judge in weighing possible prejudice against probairee tinder Rule 403 of the
present rules exercises more control over egghlen over lay witnessedJaubert 509 U.S. at
595 (internal quotation marks omittedeeUnited States v. Hoa®90 F.2d 1099, 1103 (9th Cir.
1993) (“Otherwise admissible expert testimony may be excluded undeRFEdid. 403 if its
probative valued substantially outweighed by the danger of unfair prejudice, confa$ithe
issues, or undue delay.”).

The Court finds that with respect to Dr. Chevalier’s opinion ofétetionship between the
value of the2010 Apple Proposal and the result of a hypothetical negotiation, any prolsltiee
is substantially outweighed by the unfair prejudice to Apple. Tharymudicial effect of an
expert opinion based on a settlement offer is high. Rule 408 is premisestmmg public policy
of encouraging $8ementsSee Bank of Am. Nat. Trust & Sav. Ass’n v. Hotel Rittenhouse
Associates800 F.2d 339, 344 (3d Cir. 1986) (“We acknowledge the strong public interest in
encouraging settlement of private litigation. Settlemeante she parties the substantiaktof
litigation and conserve the limited resources of the judiciarRé&jchenbach v. Smjtb28 F.2d
1072, 1074 (5th Cir. 1976) (“A primary reason for excluding evidence of a conga asro
encourage nefitigious solutions to disputes. Admissionafidence of the settlement could work
to discourage plaintiffs and defendants from settling”); see alstAdvisory Committee Notes to
Fed. R. Evid. 408 (noting the “promotion of the public policy favoringcthapromise and
settlement of disputes” asmderpinning Rule 408). Allowing a party to circumvent Rule 408 by
admittinga damages number based on a settlement offer through ah @xpeavenes this central
public policyof favoring settlement of disputes

In some respects, allowiragsettlement offeto support arexperts damages number,
rather tharsimply presenting the offer to the jutlyrough a fact withesgxacerbates the prejudice
to the partywho offered the settlemenluries are likelier to credit expertsho are perceivetb
possess specietlevantknowledgeand are expected to help the jury reach the right conclusion,

more than simple documentary evidertsee Jinro Am. Inc. v. Secure Investments, B&6 F.3d
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993, 1004 (9th Cir. 20013mended on denial of reh’'g72 F.3d 1289 (9th Cir. 2001) (noting, in
Rule 403 balancing, that prejudicial expert testimony may “carryiapseight with the jury”).
Concern regarding this unfair prejudiepunishing Apple for its good faith attempt to avoid
litigation—is particularly acte in light of the fact that the jury wouldot be able to hear the basis
for Dr. Chevalier's damages number insofatteesdamages numbisrbased oApple’s
settlement offer, since admitting evidence of that basis wouldsaif besubstanitallynore
probative than prejudicial under Rule 703erefore the Courtconcludeghat not only does Rule
408 prohibit Dr. Chevalier from testifying about the Apple 2010 Proptisalinfair prejudice that
would result from admitting Dr. Chevalierlamages opinioto the extenthat opinion is based on
Apple’s settlement offer is substantially outweighed by the upfajudice that such admission
would cause¢o Apple
iii. Remaining Agreements

As noted, Dr. Chevaliestarted with a set - licenses that were produced irc#tss, in
addition to the HTC Agreemer8ee suprg. 5. According to Samsung, Dr. Chevalier relied on
onIy. of those. licensego reachher reasonable royalty figurBeeSamsung Opp. at 3ln
particular, Dr. Chevalier excluded from her numericalysia any licenséregardless of the
technology involvedihat (a) ||| GG - (o) did not coveu.S. rights
(c) involved more thaB0 patents(d) were entered intbefore2007, and (e) did not include

Samsungsa licenseeSeeChevalier Rep1132830. Dr. Chevalier adjusted the lurspm

payment i e of thesfl] agreemen
I . 351 She concluded that
—

> Apple disagrees with Samsung’s contention that Dr. Chenadid not rely on the oth

licenses in the record to reach her reasonable royalty fi§gaefApple Reply at 2. Because Dr.

Chevalier did not take into account the technology of evejilghe licémsesidoubtedly did use

to reach her reasonable royalty figure (as explained herein)oun®<conclusion regarding those
licenses applies withven stronger force to the extent Dr. Chevalier relied on any of biee ot

Icenses to reach her damages figure.
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The Court agrees with Apple that Dr. Chevalier's mass grouping atistisal analysis of
these agreements is fundamentally flawed becaasats all the agreements the same regardles
of whethe any of thdicensedechnologyhas any relationship the patentsn-suit. The Federal
Circuit has repeatedly cautioned that a mere “recitation of rogaltybers” is unreliable
“particularly when it is doubtful that the technology of those licatgeements is in any way
similar to the technology being litigatbére” Lucent 580 F.3d at 132%ee ResQNgb94 F.3d at
869;LaserDynamics694 F.3d at 79 (“When relying on licenses to prove a reasonable royalty,
alleging a loose or vague comparabiligtlween different technologies or licenses does not
suffice.”); Utah Medical Prods., Inc. v. Graphic Controls Cqrp50 F.3d 1376, 1385 (Fed. Cir.
2003) (affirming district court’s conclusion that accusedmgger “had not shown that the license
agreements used in its expert’'s analysis were in any wagaraive” to the patenn-suit).

Samsung contends that, “[fleach of the license agreements she ultimately used to
calculate a reasonable royalty, Dr. Chevalier considerefdhe] technological terms (the
technology covered by the license, the patents licensed and the tgpbamiahature of the
products the iense applied to).” Samsung Opp. atBat contentionhoweverdoes not
withstand scrutinyDr. Chevalier included tables in her report listing certain cheratics of each
of the. licensethatshe included in her statistical surv&eeChevalierRep, Exs72 & 85.
Although Dr. Chevalier listed “Technology” as one of those chaitiatitey, she merely comments
that, for [J|] of theffl] licenseghe technology is “[n]ot specified in [the] agreemefige idEx.
72.In addition, although Apple’s patesih-suit relate to the user interface found in smartphones

and tabletsthe “Licensed Products” that Dr. Chevalier lists fog vast majority of the licenses are

The Court has reviewed Dr. €alier's description of these licenses and has separately
reviewed the patents licensed in those agreements, evema.ol'tcenses for which Dr.

Chevalier simply said the technology was “[n]ot specififiheé Courthas concluded that Dr.
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Chevalier haimproperlylumped togethdfl] licenses, many of which inv (i Gz

I ithout any regard to whether the licensed

technology relates at all to smartphoaes tablet@nd, more specifically, theaseof-use
technology that Apple would seek to license in the hypothetical @igoti The result ithat Dr.
Chevalier has unreliably considered many of these licenseway that Significantly adjuds]
[downward] the reasonable royalty without any factual findingsabeount[] for the
technological . . differences between those licenses” and the patesisit. ResQNet594 F.3d at
873.

Looking closer at some of the agreementSr. Chevaliers statistical analysidlustrates

the problem. The highdjlf  payment in Dr. Chevalier's lifffofcensejjilj is from an

agreement betve
I cvalicr Rep. $32 n. 741

(internal quotation marks omittedjhis technology appears to be a relevantiemmbrtant element
of a smartphone useréxperienceyetthe license to iinvolves a- amount that is more than
double—in most cases much meFethar. of the remain'g. licenses that Dr. Chevalier used
to estimate her royalty.

Notwithstanding the apparent similarity of {ffll  agreement to thethgtical

negotiationDr. Chevalier gives equal weight in her analysis to licenseke&oly unrelated

technologyowned o <. 2s
tecnology fo
I o <! (hese specifc agreemerts vl

asll othersDr. Chevalier does not address the technobdgll, but says merely that the

technology is “[n]d specified in the agreement.” Other agreements Dr. Chewadads as equal
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are mué broader than the subject of the hypothetical negotiation, S| G-

By indiscriminately summarizing lumgum license agreements without reference t the
technologicakubject matteDr. Chevalier marginalizes agreements that appear to provide
important indicators of the contourstbe hypothetical negotiatiomhe||lj agreement
discussed above provides one example of Dr. Chevalier’s failaektmwledge the relevance of
technology to the hypothetical negotiation. In additidn,Chevalier reviewed but disregarded an

agreemat betwee

.1d. 1333. Dr. Chevalier’s cursory
treatment of a license with a structaredratesthat discreditier conclusiongased on reasons
unrelated to the economic and technical similarities of ¢iheeanento the hypothetical
negotiationis contrary to the Federal Circuit’s requirement thatemvtelying on licenses, parties
and the Court must review the licenses’ terms with “vigi@hSeeResQNet594 F.3d at 869.

Without some attempt to addiethe technological differences and sintil@s of the
agreements in the record, Dr. Chevalierse of some of those agreements and disregard of othe
to calculate her lumgum amount isinreliable, irrelevant, and unhelpful to the jgriask of

evaluatingheresult of thehypothetical negotigon. Accordingly, the Court excludes it.
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C. Conclusion Regarding Dr. Chevalier

For the foregoing reasonspple’s motion to exclude portions of Dr. Chevalier’s testimon
is GRANTED in part and DENIED in pafDr. Chevalier may not present damaggsresderived
from her analysis of the HTC Agreement, the 2010 Appieposalor the remainingicense
agreements in the record. Dr. Chevalier may still rely onrimarhe and Cost Approaches, as wel
as her analysis of tH@eorgiaPacific factors,insofar astat analysis does not rely on the HTC
Agreement, the 2010 Appkroposal or theremaininglicenseagreementsAs to the form of the
reasonable royalty (lumpum versusunningroyalty), Dr. Chevalier may continue to rely on her
overall review of the license agreements in the recdgpgle has noshown thaDr. Chevaliers

choice of a lumgsumiorm based o [ '

improper or otherwise unfairly prejudicial.

2. Apple’s Motion to Exclude Samsung’s Experts’ EBstimony About
Opinions of Apple’s Experts From Past Cases

Apple claims that “Samsung’s experts should be precluded fronytegtdbout the
opinions of Apple’s experts expressed in past cases, including ®Xpagrare not testifying in this
case, as sh testimony from other cases is not probative of any issuesicdlse and would cause
confusion of the issues and a minal on expert opinions not given this case.” Apple Mot. at
24. In response, Samsung argues taple’s expert opinions are revant and that Apple has
provided no basis for which to strike such expert testimony Ubaebert For the reasons
explained below, the Court agrees with Samsung and declinestoda ¢he testimony Apple
cites.

The Court first provides an overview of the testimtmgt Apple seeks to strike. While
Apple’s request is broad and not limited to any particular Samexeyt, Apple specifically cites
in its motion three aspects of Dr. Chevalier’s testimony. Finsplécites her opinion that the
analysis undertaken by Appteiamages expetits Apple | TerryMusika and Davisis
“inconsistent” with the analysis undertaken by one of Apple’s damexgest in this case, Dr.
James Vellturo. Apple Mot. at Z4iting Chevalier Rep. 1943-47). Second, Apple cites Dr.

Chevalier'sexpress reliance on “Apple’s patent apportionment approach fedast casé which
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is described abové) theMarket Approachsection of her reasonable royalty analykls(citing
Chevalier Rep. $17). Third, Apple cites various portions of Dr. Chleards report that reference
Dr. Vellturo’s purportedly inconsistent testimony in prior litigat Id. at 3031 (citing Chevalier
Rep. 11289, n.674, 301 n.690, 322 n.725, 342 n.761).

The Court rejects Apple’s argument that such testimony must bedexcundeDaubert
on irrelevancy grounds. Apple has not cited, nor has this Court foup@hority in support of
Apple’s position. Although the Court acknowledges that damages expapsndeed use different
damages theories in different case® Grain Processing Corp. v. Am. MaRm®ds. Co, 185
F.3d 1341, 1350 (Fed. Cir. 199@¥ting examples wherecourts have given patentees significant
latitude to prove and recover lost pteffor a wide variety of foreseeable economic effects of the
infringement), Dr. Chevalier’s reliance on testimony from other casesnetheless relevant,
both to impeach Apple’s expert and to support her own opinions. As tortmer, the revelation
that Dr. Vellturo(or any other Apple experpreviously relied on different methodologies may
help the jury assess the reliability and credibility of Dr. Velltansiethodologies and conclusions
in this case. As to the latter, the fact that Dr. Chevallegsen methods used by Apple’s own
experts in past casesuld bolster Dr. Chevalier’s credibility and mitigatey argument by Apple
that her methods are unreliable.

As Samsung notes, neitheaubertnor Federal Rule of Evidence 702 may be used as a
vehicle to strike relevant evidence from the ffactler unless that evidence is scientifically
unreliable or otherwise will not help the jury. Samsung Opp. at 32eAFs given this Court no
basis to codude that the cited portions of Dr. Chevalier’s testimony are iabtelor unhelpful.

Apple also appeals to Federal Rule of Evidence 403, arguing in the altethat “even if
the opinions regarding the methodology and conclusions of experts ircadss have some
relevance, they are far more prejudicial than probative and veawise substantial confusion of
the issues.Apple Mot. at 25 Apple claims that if “Samsung plans to attack Apple’s experts
regarding differences between their opinions in this case and opiniotieeokaperts in a
different case, Apple will be entitled to puttiothe evidence of what theories were pursued in

those previous cases,” thereby resulting “in a #mial regarding economic analysis that is not
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pertinent to tks case” and “muddI[ing] already complicated issutb;’see alsdApple Reply at
15 (“Allowing Dr. Chevalier to opine on supposed inconsistencies in thien@sy of Apple’s
experts in different cases would inevitably result in a number oftmé@hs tocompare different
opinions from different experts regarding different accused predunct different patents”).

The Courtrejects this argumenthe Court disagrees because the probative value of suc
testimony is not substantially outweighed by any slaive danger of “confusing the issues” or
“misleading the jury.” Fed. R. Evid. 408s discussed above, the past methodologies of Apple’s
experts are highly probativenpeachment evidence that a féictder will considerin assessing the
weight a factfinder may choose to give to the experts in the instant litigation. Morebpele’s
concerns about jury confusion and wasting time are unpersuasive. Tibe'mamduct in the
damages retrial iApple Ishows that exploring expert opinions from other cases does not raise
types of irrelevant foraysf which Apple complainsabout in this case. During that retrial,
Samsung’s counsel cross examined Ms. Davis, Apple’s damages ezgarding lost profit
methodologies she had employed in prior patent Gasgsmplied that she erred by not applying
those same methodologies in the instant case.Apple,IRetrial Tr.at 724, 733-34. Apple did not
object to that brief line of questioning during the retrial, didrit feel compelled to rehabilitate its
expet with additional questioning or a mitrial on her prior opinionsn light of this past
behaviorthe Court finds that the dangers identifiedRule403 would not substantially outweigh
the probative value for impeachment purposes of past methodoltifact, the Court is
persuaded that granting Apple’s request would unfairly prejudice Baeecause Apple would
be allowed to attack Dr. Chevalier's methodologies while not alloBsrmsung to rehabilitater.
Chevalieron the basis thapple’s own damages experts used the same methodologies in prion
cases. Samsung Ot 32.

Accordingly, Apple’s motion to exclude Samsung’s experts from y@sgifabout Apple’s

experts’ opinions from past cases is DENIED.
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B. Samsung’'sDaubert Motions

1. Samsung’s Motion to Exclude Expert Opinion Based on Apple’s
Conjoint Survey Evidence

Samsung moves to exclude Dr. John Hauser, Apple’s survey expedesigned and
performed conjoint surveys to determthe demand fothe patented features at issue in tlisec
SeeSamsung Mot.tal-12. Samsung’s challenges to Dr. Hauser’s conjoint surveysAppbk’s
damages expertiliance on these surveys, fallsarthreebroad categories. First, Samsung
contends that conjoint surveys cannot be used to quantify guthgtical reduction in sales of
Samsung'’s allegedly infringingmarphones (and tablets) had Samsung developed noninfringin
alternatives to thosemarphones (and tabletdyl. at 1-7, 1011. SecondSamsung contends that
the survey question Dr. Hauser used to quantify the hypothetghattion in sales ignored the
realities of the marketplachd. at 11-12. Third,Samsung contends that Dr. Hauser’s survey
guestions did not accurately capture the imioan claimed by the patents, rendering the results
unreliableld. at8-10.

Before the Court turns to these criticisms, the Court breeftpmarizes Dr. Hauser’s
methodology and compares Dr. Hauser's methodology in the instant dseHauser’'s
methoddogy in Applel, in which Dr. Hauser’s conjoint survey survive@aubertchallengeSee
Apple, Inc. v. Samsung Elecs. (do. 111846, 2012 WL 2571332, at *9 (N.D. Cal. June 30,
2012).Theconjoint surveg, whichApple’s damges expert’s (Dr. Vellturo)sedto calculate lost
profits and reasonable royaltiesked two types of questions.

First, Dr. Hauser presented survey respondeviteall owned an accused Samsung
device,with four profilesat a time Each profile consistedf a hypotheticasmartphor, and the
surveyasked respondents to choose which of the foofilesthey preferred SeeExpert Report of
John Hauser§CF No.1182) 185 (“Hauser Rep.”f These profiles varied the price, camera

features, call initiation and screening features, inpsistsce features, screen size, and data

® Dr. Hauser also asked respondents questions related to tahless. questions differed
somewhat in focus from the questions related to tghanes. For purposes of understanding
Samsung’s challenge to Dr. Hauser’'s methodology, howese ttifferences are immaterial. For
simplicity, the remainder of this Order primarily refers to Bauser’'s smartphone survey, but the
Order applies equallyp the tablet survey.
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accessibilityfeatures of hypotheticaimartphong Id. 145. The surveyed features included the
patented featuresd “distraction features,” which were chosen because they eaneéd in
Samsung guides and manudler any feature not listed (e.g., battery life), respotsierre asked
to assume that each profile offered the same level of fuadityas their curent smartphonesd.

1 83. Eachrespondenthosesixteenhypotheticalsmartphons from sixteen sets ébur profiles.

Id. §77.

Second, survey respondents, after selecting each of the sixteehédiygadsmartphons,
were asked whether they would purchase satdrtphonembodied by the profile at the given
price.ln answering this question, respondents were asked to considesmodrphones on the
market, including other Samsung smartphottes] 92.Dr. Hausewused dyes” response as an
indicaion that therespondentvould prefer to purchase a smartphone whinfeaturesof the
selectedprofile, calledthe “inside option,’overother available choices in the marketplazzdled
the “outside option.1d. 1185-86.To provide a further incentive for respondemtsnake choices
consistent with their true preferencesspondents were told thain every 2Gsurvey takersvould
be selectedo receive a free smartphone based omtim@ing respondent’s surveghoices andf
the smartphone offered was priced at less than $300, a casth @qual to the differenclel. 70.

Dr. Hauser usese results of the conjoint surveys for two purposes. EnstHauser uses
thefirst set of surveyanswergselectionsromamongthe fourprofile setyto determinea
willingness to pay for the patented featuid. 19125-31. Second, Dr. Hauser s3be secondet
of surveyanswergtheinside/outside optioselections)n conjunction with the first set of answers
to quanify the proportion of Samsung customers who wouldhastepurchasd Samsung
smartphongif theylackedone or more ofhe patentedeatures.1d. 11114-24. To calculate ik
proportion, Dr. Hauser reliemn the notion thatespondents will value thested features and the
outside option in varying amounts (called “partworthg/ich the survey measures)d that
respondenwill purchase a smartphone with certain featorggif the partworths for those
features exceed the partworth for the outside option (cdlkethtinimum level of attractiveness”).
Id. 1 36. To estimate the proportion of Samsung customers who woulGaveiplrchased

Samsung smartphones if they lackedpghtentedeatures, Dr. Hauser compares the percentage ¢
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respondents whaould purchase a phone with all the tested features (i.epatieated features and
the distraction features) to the percentage of respondentaaid purchase a phone withe
distraction features but without one or more ofghtented feature&d. {1114-15.

The conjoint survey and its use in the instant litigation diffem the use of conjoint

surveys inApple lin one critical respect. IApple | Dr. Hauser performed only the first step of the

conjoint survey discussed above. That is, he asked survey responddmisgennly between four
profiles sixteen times. Accordingly, he was able to conclude onlyhibed was demand for the
patented fe@res.He did not use the “outside option,” and tlli notquantify the proportion of
customers Samsung would have lost isitsartphongdid not contain th@atentedeatures at
issue in that case. Dr. Hauser did not need to make this catoylagicase inApple | Apple
sought lost profits damages omyring the design around period (not also during the period that
Samsung would have had a noninfringing alternative on the market)e Aparized irApple |
that, if the infringing Samsurngdevicehadbeen off the markesgll the realworld purchasers of
thosedeviceswould have been “up for grabs” by Apple, Samsung (using its othr@nfringing
products), and other market participants. In contrast, here, Afgueseeks lost profits damages
afterthe design around period. This presents a situation in which thepshvinfringing
Samsungleviceis back on the market without tpatentedeature.In this case, Apple theorizes
thatnot all the Samsung customers who boughirifrenging Samsunglevice after the design
around period were “up for grabs.” Rather, only the portion of Samswstgraers who would not
have purchased the Samsung device in the absencepatdmedeature would be available to
purchase an Apple device. Dr. Hauser usesitsde option step of the conjoint survey to
guantify this portion.

To summarize, in this casBr. Hauser's methodology with respect to tise of conjoint
surveys to conclude that there is soreendnd for the patented featsreDr. Hauser’s first step-
is identical to te methodologyermitted inApple L In Apple | as here, Dr. Hauser presented

several profiles of hypothetical devicesstavey respondents (all of whomere current Samsung
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customers) to gauge the demand for the patented featuregitb“willingness to pay”.
Moreover, the distribution of the customers who are “up for grahghe basis of market
participants’ market share is also similar to the analysis coediutApple L Dr. Vellturo, like
Apple’s experts irApple | Terry Musika andMs. Davis, redistributed customers that were up for
grabs on the basis of market share calculated from survey datdeat doy thirdparties(not on the
basis of the conjoint surveys) with some accounting for carrngaliions®

Therefore, theritical issue before the Court is whether Dr. Hauser’s queatiibn of the
proportion of Samsung customers who would be “up for grabs” afteletsign around peried
through use ofonjoint surveys and the outside optieis sufficiently reliable undddaubert
Samsung contends that no court has allowed an expert to use ceajoays to quantify demand
as Dr. Hauser does here. Apple, on the other hand, while concedlimgptbase has yet accepted
conjoint surveys for quantifying demand, as Dr. Hadess here, contends that the literature
suggests that conjoint surveys can accurately predict market ddaraasomplicated products

analogous to smartphone and tablet devices.

" With respect to Dr. Hauser’s willingness to pay methodology incése, which was identical to
Dr. Hauser’'s methodology ispple |, Samsung recycles arguments that this Court rejected in
Apple | For example, Samsung adds upliéngnessto-pay amounts for four smartphone
patents that were surveyed to contend that the survey results®eytmat consumers were willing
to pay more for the four features than the value of the phoitie 8aensung Mot. at 3. However,
both Samsung and its expert recognize that the willingiwegay results of the conjoint survey
cannot be added in this weyee id(“[WI]illingness to pay humbers are not strictly additive .”).
Expert Report of David Reibstein (ECF Nd.82)n. 301 (‘Reibstein Rep.”) (“[T]he willingness to
pay for individual features is not strictly additive because comel&®ietween participant’s
valuation of individual features and varying price sensitivity datsif the modeled conjoint price
range may result ithe aggregate willingness to pay to be either higher or lowelthigasum of
the willingness to pay estimates for the individual featuresgrognizing this, ilApple |
Samsung used the additive calculations to challenge only the weighthe admissility —of Dr.
Hauser’s conjoint analysigpple | Retrial Tr. at 389:890:1 (Samsung counsel’s opening
statement regarding the conjoint survey, in which counsel statbd} the evidence is going to
show is that if you do [the conjoint] analysis on every feature in theeplyon’re going to have a
phone that would cost, that people would be willing to pay thousandseunshinds of dollars for,
because these aren’t the main features on the phone.”).
8 Ssamsung extensively attacks the use of the corgainiies to calculate “market share.” Howevel
just as imApple | market share here was calculated on the basis ofghitgl data, not Hauser’s
conjoint surveyApple | 2012 WL 2571332, at *9. Accordingly, the Court rejects Samsung’s
reiteration of itgorior market share argument.
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a. Reliance on Conjoint Surveygo Quantify Decreased Demand

The Court begins by noting that the test for admission of experoogsinot whether a
court has admitted such an opinion in a previous case. RBtngoertand its progeny explicitly
contemplate the admission of expert opinions in new fields, as losigchopinions are rooted in
a methodology generally accepted in the scientific field at iSerDaubertc09 U.S. at 594
(noting that widespread acceptance in the relevant scientific gartyms an important factor in
determining the admissibility of expert evidence).

Here, as described above, the novelty of Dr. Hauser’s opinion g8@msis use of the
outside option to quantify the decrease in Samsung customershddéonecSamsung products
without the infringing features. The Court finds that this type of useeobttside option to study
demand isdequatelysupported by marketing literature. Spedifig, Sawtooth Software, which
produces the software that Dr. Hauser uses to conduct thesigraiyhe choicédased conjoint
surveys in the instant case, eothat in choicéased conjoint surveys, “[b]y selecting the
[outside] option, a respondent ceantribute information about the decrease in demand to be
expected if, for example, prices of all offered products inecas the products became
unattractive in other waysSawtooth Softwarelhe CBC System for Choi@ased Conjoint
Analysis at 2 (20B). As one study regarding the use of conjoint analysis in the caftelO
enrollment states, “[d]ata from a conjoint measurement stadye used to simulate market
responses to changes in the levels of attributes or to the addition attnéwtes. Michael Rosko
et al.,Strategic Marketing Applications of Conjoint Analysis: An HMO Perspediive Health
Care Mktg. 27, 34 (19853ee alsdPaul E. Green et alThirty Years of Conjoint Analysis:
Reflections and Prospect3l Interfaces S56, S68 (D) (noting that a seveattribute conjoint
study was able to adequately pregiietcentagelemand for the E®ass toll collection systém

Another publication on conjoint studidsy the president of Sawtooth Softwageggests that “the

® The Court finds these studies persuasive in light of the facthtattome from weltespected
sources or are peeeviewed. Sawtooth Software is among the rus&td marketing research
software.SeeCatherine ArnoldSelfExamination: Researchers Reveal State of MR in Survey
Marketing News, at 55 (2005). The Journal of Health Care Marketingmsygated by the
American Marketing Association, a leading organization of margerofessionals and
academics. Interfaces igpaerreviewed journal.
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price elasticityof demand (defined as a percentage change in quantity divided bytpgee
change in price) can be easily calculated for each brand in a dfased conjoint survey.” Bryan
Orme,Getting Started with Conjoint Analysis: Strategies for Product DesigriPaicthg
Researchat 25 (2010). In light of thesstudies in the relevant field wfarketing research, the
Court finds that Dr. Hauser’s general methodology, using a clbaised conjoint survey to
guantify decrease in demand for the product absemabatedfeature, is sufficiently reliable to
surviveDaubertscrutinybecaus®r. Hauser's methodology is substantially similar to those
employed in these studies.

Samsung contends that even if a chdiased conjoint survey with an outside option coulg
be used to quantify decrease in demand, such a survey is unrefitlbdeproduct as complex as a
smartphone or tablegpecifically, Samsung contends that Dr. Hauser’s survey, innvtadests
only six smartphone anthblet attributescannot be used to predict demand of an entire
smartphone or tablet, both of which contain hundreds of featunedit&érature on conjoint
analysis and the case law recognize that there are liomgadin the number of distraction features
that can be sweyed in a conjoint survesiee TV Interactive Data Corp. v. Sony Cp829 F.
Supp. 2d 1006, 10286 (N.D. Cal. 2013) (noting onaubertmotion that “the literature on
conjoint analysis condones testing six or fewer variables to prodsearch witha better
predictive value” and that “lorgtanding peer reviewed literature [suggests] using six or fewer
variables leads to better predictive results because survey resfsadenot overwhelmed by too
much data”). Dr. Hauser himself has testified ig timitation of his survey. Retrial Tr. at 523:17
25 (Q: “Okay. Did you include each and every possible other featursméephone in your
survey?” A: No. Thatvould not be feasible.” Q: “Why not?” AWell, if I did, it would be a very
difficult survey to take, and it's important there that the consumers do keep alhérefedtures
constant in their mind. And this is the way that we do it in thastrg. It's a very accepted form
of doing a conjoint analysis.”). In fact, Samsung’s experttscsm is largely based on the

premise that Dr. Hauser’s survey was excessively complicatetbamdng. Implicit in this
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criticism is an acknowledgment that the scope of a conjoint gumust be limitedReibstein Rep.
191224-27 (criticizing complexity of DrHauser’s conjoint surveyy.

Samsung’s contention that the limitations of conjoint surveysnggpect to the number of
attributes that can be tested renders chbésed conjoint surveys unreliable is belied by the
literature on conjoint surveys. Specifically, studies have demoadttlaat conjoint surveys were
adequately able to quantify consumer demand with respect to @opnalducts such as HMOs
andhotel dains SeeRosko et al.supra Green et al supra! Moreover, conjoint surveys have
been adntted in multiple complex patent cases, includikgple | Seee.g, TV Interactive Data
Corp, 929 F. Supp. 2d at 102Z¥ (rejectingDaubertchallenge to use of conjoint analysis in

patent case regarding autoplay feature of DVD playerR2ly player, ad PlayStation 3 console);

19 samsung’s contention that the particular distraction featthat Dr. Hauser chose to test (and
the features he chogsetto test) render the survey unreliable is not persuasived&rser selected
the distraction features to Barveyed based on features highlighted in Samsung’s own manual
Whether Dr. Hauser chose the correct distraction features, dnevtree should have instead relieg
on other distraction features, goes to weight, not admissil#i#tgnsung’s reliance ddracleis
misplacedSeeSamsung Mot. at 5 (citin@racle Am., Inc. v. Google In2012 WL 850705, at *9
(N.D. Cal. Mar. 13, 2012))n Oracle, the chosen distraction features led to irrational ressés.
2012 WL 850705 at *11In contrast, there are noational results that stem from the surveys in
this case. Samsung’s sole contention that the results arenalas contained in a footnote in
Samsung’s motion, where Samsung, relying on its own expert, ibrstBi@, contends that Dr.
Hauser’'s surveguggested that 68% of survey respondents preferred a higher price smartph
over an identical phone that was priced lower and that therefokddDser’s survey contains
irrational results. Samsung Mot. at 5 n.5. A brief summary oHauser’'s methodolggwith
respect to his model is helpful to explain the dispute. Dr. Hatiieged a price monotonicity
constraint, that isa constraint that instructed the model that consumer&ivpoafer a lover price
over a higher price if all else were held equal. Hauser RE@3 fDr. Hauser imposed this
constraint using a standard tool that is included in the Sawtooth $eftdauser Dep. at 313. To
reach his 68% figure, Dr. Reibstein reran the model without timetonicity constraint to
conclude that the monaiixity assumption is not borne out by the underlying data (that is
respondent choices). Reibstein Rep. 1 235. However, Dr. Hauser alsse oamn tests without the
monotonicity constraint and found that fewer than 5% of predicted chweresinconsisteanwith
principles of monotonicity. Hauser Dep. at 3l%. Dr. Hauser testified at his deposition that Dr.
Reibstein’s results stemmed from the fact that Dr. Reibsteinadithke into account the
uncertainty of the estimates by ensuring statistical sagmte at the 95 percent confidence level.
See idSamsung has not rebutted Dr. Hauser’s testimony regarding the sdthe difference in
the monotonicity tests. Furthermore, Dr. Hauser testifiedrtbaurvey respondent in the raw data
(that is, notm the created models) stated a preference for a higher pricgplsorag over an
identical, lowerpriced productld. at 316. Samsung also does not rebut this contention, and
accordingly, this battle of the experts is best resolved by the jur
" The conjont surveys in the HMO and ERass context are nolhoicebasedconjoint surveys.
However, the Court could find no basis to distinguish chbeeged conjoint surveys from the
conjoint surveys used in those articles. In fact, marketirgpreb suggests thahoicebased
conjoint surveys are similar to ratingased conjoint surveys (the type of survey used in the HM
study).SeeSawtooth Softwaresupra at 6.
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Microsoft Corp. v. Motorola, In¢803 F. Supp. 2d 1109, 11-P29 (W.D. Wash. 2012) (rejecting
Daubertchallenge to conjoint survey in a case concerning calculation dtyogtes for video
decoding and WFi capabilities of Xbox360). While the conjoint surveys Apple | TV
Interactive andMicrosoftwere not used to quantify demand as in this case, Samsung provides
basis for why this distinction is material. Neither thersitere nor Samsung provides any
theoretical basi®r concluding that the quantification of demand as Dr. Hauses idddis case is
any more troublesome for complex products than identifying demand ineaatositract sense (as
the willingness to pay study ipple I1did).*? Thus,the Court concludes th&r. Vellturo's use of
Dr. Hauser'schoicebased conjoint surveyith an outside optioto quantifythe diminished
demand that Samsung would have experienced after it designed éneupatented featuriss
sufficiently supported by the literature aisdherefore admissible.
b. Improper Description of the Outside Option

Samsung also attacks the “outside option” in Dr. Hauser’s sfglgescribed above, the
outside optiorconsists othe market choices available to respondents other than each chosen
deviceprofile. Because the second set of survey questiskad respondents to compare each
chosen profiléo othermarket choiceshbse other market choices would naturally inclakdeices
such akeepinga respondetis current phone and purchasing other desion the current market.
Samsung contends that the outside option did not allow Dr. Hauser tormaasurately
customers’ willingness to buy devices with the infringing featureaumee the outside option
included accused products (which have the igfrig features) and products that came to the
market in some cases more than two years later than the infringilcgslgDr. Hauser performed
his survey in the summer of 202M8hereas the accused products were introduced as early as the

spring of 2011.)n light of the myriad of choices available to each respon&arhsung contends

2 There is also nothing in the literature to suggest that an extetidity test is required, as
Samsung contends. Samsung Mot. at 10. Moreover, the external vaktifyateSamsung’'s expert

performs itself contains significant methodological problenss.dxample, Samsung contends that
its expert shows that Dr. Hauser's model effectively butnerasly predicte#
MS% idat10. However, Dr. Hauser’s survey does not provide a

asiIs 10 conduct such a prociatproduct comparison, because the survey asked respondents {o
hold all the features other than those tested constantitartbst recent smartphone. Hauser Rep.
183.
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that respondents’ selection of the outside option over the chosen higadthkbne was likely
influenced by factors unrelated to the removal of a patented feSamesung Mo at 1112.

The Court disagrees with Samsung'’s criticism of the outside o@emsung’s challenge
appears to misapprehend Dr. Hauser’s willingness to buy catcul# a respondentighly values
the outside optiorfor whatever reasonhe partworthof the outside option will be higiMoreover,
if the respondent cares little for the tested features (thetpdtératures and the distraction
features)the partwoths of thoseested features will be lower than thertworth of the outside
option Thisdiscrepancy will reflect a conclusion that the respondent wilpnothase a phone
even ifit comes fully loadegdor if it comesfully loadedbut for the patented featur&sAs he
explained at his deposition, by first calculating the percentagespdndents who would be
willing to buy afully loadeddevice, Dr. Hauser creates a control that accounts for any untested
values that the respondent might attach to the outsidenofeeECF No. 859 at 271:5276:24.

Samsung’s critique seems to suggest that Dr. Hauser redieynon a comparison of a
respondent’s choices between the inside option and the outside foptgath questiarBut Dr.
Hauser does more than that. Htstfcompares the respondent’s partworths of a fully loaded pho
to the respondent’s partworth of the outside opt8seHauser Rep. 1114. Dr. Hauser uses this
comparison as a baseline for all his later comparisongi&@rser then compares the respantts
partworths of a phone that is missing @menoreof the patented features to the respondent’s
partworth of the outside optioBee idJ115. The difference between the results offittse
comparison (betweeafully loaded phone and the outsidetiop) and thesecondcomparison
(between the fully loaded phone but for one or more of the patented featdré®e outside
option) is the critical factor in calculatinije percentage eéspondents/ho arewilling to buy the
patented featureSee idJ116.Therefore, this comparison should render any untested

considerations regarding the outside optramaterial.

13The Court uses the term “fully loaded” to mean a smartphoreaiiithe tested features,
including the patented features (which a respondent’s current phomawa) and the distraction
features (which a respondent’s current phone may not have). DseHaaders to a fully loaded
smartphone as a “baseline smartphone.” Hauser REYS .

CaseNo.: 12CV-00630LHK
ORDER GRANTNG IN PART AND DENYING IN PART MOTIONS TO EXCLUDE EXPERT OPINIONS




United States District Court
For the Northern District of California

© 00 N oo o b~ W N PP

N RN N NN N N NN R B R R R B R R R
® N o O A W N B O © 0O N O 0 M W N B O

Samsung does not address this control iD&sbertmotion. YetDr. Hauser’s approach is
similar to that used in the published literatuiBee Sawtooth Softwaresupraat 9 (Example 2); Jeff
Brazell et al.. The NeChoice Option and Dual Response Choice Desijidvarketing Letters
255 (2006) Because the Court is satisfied that Dr. Hauser’s appioasgeersupport and makes
logical sensgthe Court concludes that Samsung'’s challenge goes todiightvof Dr. Hauser’'s
survey evidence, not its admissibility.

C. Overbroad Characterizations of the Patented Features

Samsundinally contends thateven if Dr. Hauser’s approach is acceptable general
matter,particular flaws irDr. Hauser’'ssurvey questions render his opinion faultyhis caseln
particular, Samsung argues that Dr. Hausenaracterization of the patentshis survey questions
is at odds with Apple’s own technical expertbaracterization of the patents and Samsung’s
experts’ characterization of the patents. Samsung Mot9atr8Apple | this Court rejected
Samsung’s argument that Dr. Hauser’'s “descriptions of featuteg survey do not match
Apple’s expert’s descripns of the patented featurespplel, 2012 WL 2571332, at *9. As this
Court held, “Samsung dissatisfaction with the description of the patented featargee survey
.. .goes to weigh not admissibility.”ld. at *10.

The Court continues to recognize that the framing of questions fpoges of surveys is
generally an issue of weight, not admissibilge Fortune Dynamic, Inc. v. Victoria’s Secret
Stores Brand Mgmt., Inc618 F.3d 1025, 1038 (9th Cir. 2010). Nevel#iss, the Coudlso
recognizes that there must be outer limits to this principlesoAte point, a description of a patent
in a survey may vary so much from what is claimed that the survey na foalgee[s] to any
issue in the case” and is “not relevand, ergo, nchelpful.” Daubert 509 U.S. at 591. Such
survey evidence would not “help the trier of fact” and thereforstiina excluded under Rule
702(a). Moreover, at some point, discrepancies between the scibegpafent claims and the
survey questions may be so confusing to the jury as to substantiallgighthe survey’s
probative value, thus requiring the Court to exclude such rahterder Rule 4035ee Daubert
509 U.S. at 595 ractus S.A. v. Samsungo. 09203, 2011 WL 7563820 (E.D. TeRpr. 29,

2011) (excluding a survey regarding demand for internal antennalh phone where the patent
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claimed only one type of internal antenna because the survey would “egnifiesissues’)The
precise line between when a survey question’s desuoripf patented technology is “close
enough” to the asserted claim as to be an issue of weight and whereg question so departs
from the asserted claim as to be excluded under Rules 702 and 403 has not begn define

In the instant case, Samsung @ms that with respect to the 414 Patent, Dr. Hauser’s
conjoint survey is flawed because Dr. Hausdgscription obackground synchronization (the
subject matter of the 414 Patent) failed to capture an esskemiiation of the asserted claim.
Samsug Reply at 67. Apple and its experts have recognized thaasserted claimequires three
backgroundsynchronization componentSeeRebuttalExpert Report of Alex C. Snoeren (ECF
No. 94814) 1493 (“[C]laim 20 requires at least three distinct synchzaton software
components each of which provides its own synchronization proceksaagl(s) to synchronize a
corresponding data class.”); Apple Opp. at 9 (“Claim 20 isomger in technical scope than claim
11 by virtue of the additional requirementslofee or more separate, data class specific softwarg
synchronization components.”) (internal quotation marks and atiesadimitted); ECF No. 1133
at 120 (Apple counsel’'s statement that “Claim 20 requires multyplehsonization software
components”).

In contrast with these statements describing the scope of 2(gimowever,Dr. Hauser’'s
survey descriptionf background synchronizati@uggested to survegspondentthat the patent

covered onlyonesynchronization component:

The Background Synching feature allows you to continue tausgpwhile

data related tthat appthat is stored on your smartphone [or tablet] synchronizes
with data stored elsewhere, such as on a remote computer. rgrlexgou can
access and edit tdg such as the list of contacts on your smartphone [or tablet],
even as your phone [or tablet] is sending data for those contactsrtagik
computer. Without this feature, you would have to wait toamsapp for

example the contacts app, while theéadfrthe appis synchronizing with a

remote computer, and that wait might be long or short.

Hauser Rep. ¥4 (emphases added). As suSamsung contends tHat. Hauser’s survey is
premised on a broader conception of the asserted claim of the 't tRan ttat claim’s scope

and in no sense could be understood by the respondents to capture thierimitalaim 20
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The Courtdoes not agre@ith Samsung that Dr. Hauser’s description of claim 20 is
overbroadln light of the purpose for which Apple Wusethis survey evidence at trighe Court
concludes thaDr. Hauser’s description of claim 20 of the 414 Patent is suffilgieailored to the
requirement®f that claim The Court agrees witApple thatthe accuracyf Dr. Hauser’s survey
guestion must be evaluated from the perspective of a Sarogatagner See Daubertiearing Tr.
at 118 (“The question the Court’s trying to answer here. isywere the benefits of claim 20
adequately capturdd the survey recipr@s”) (emphasis addedY hat perspective isppropriate
because Dr. Vellturo uses Dr. Hauser's survey evidence tosgeahelemand that Samsung
customerdave forthetechnology of the asserted claimSamsung’s productSeee.g, Expert
Report of Giristopher A. Vellturo, Ph.D. (ECF No. 1189 1284 (“Vellturo Rep.”) (“Dr.
Hauser’s research demonstrates that there are significattens ofSamsung customewngo do
not find the posited nemfringing alternatives acceptable.”) (emphasis adddd);.507 (“Dr.
Hauser’s research also demonstrates that the patented omgepliay a material role in demand for
theSamsungmartphones.”).

Thus,the Court must aswhether by failing to incorporate a thremomponent
synchronizatiorconcept in the suryequestionDr. Hauser’'sequesthat Samsung customers
choose between a singtemponent background synchronization feature and no background
synchronizatiorwasimproper.The Court answers that question in the negatmportantly, he
record here wilallow Apple to contend at trial th&amsung could not have implemented a simgls
component noninfringing alternative to claim 2@ple’s technical expert Dr. Snoren explained in
his report that the nature of the code in Samsung’s devices preelbdekgound
synchronizatiorsystemwith only one synchronization componesee idECF N0.859-26 510
11 (Apple’s technical expert Dr. Snoeren describing “sigaift technical drawbacks” to altering
Samsung’s architectute use'a single, combined Sync Adapter§amsung has presented no
evidence to rebut that contentigxccordingly, Apple can argue that, for Samsung consumers, tf
technical limitations of Samsung’s devices rendered tlegant choice to be between a device
with background synchronization aadievice withoubackground synchronization (not a choice

between threeomponent background synchronization and-coponent background
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synchronization)Given the apparent limitations 8amsung’s devices, the Court chudes that
Dr. Hauser'ddescription otlaim 20 of the 414 Patent was not improper.

With respect to theemaining patents, Samsung’s briefing is wholly inadequate to draw |
line between admissible survey evidence that is sufficieaitkifil to theclaimed patent and
inadmissible evidence that is unreliable. Samsung merely stregjaceries of expert reports in a
footnote with no explanation of the similarities and défeces between Dr. Hauser’s description
of the patents and the asserted claiBamsung Mot. at 8 n. 14. The footnote attempts to
incorporate by reference several of Samsung’s experts’ repdiitd) Samsung contends explain
how Dr. Hauser’s survey questions are flawi&ee idSuch citations are an impermissible
circumvention ofhe page limits, which are in place to ensure that both the Quilithanon
moving partycan comprehend and analyze the contentions the moving party is making.
Incorporating by reference several expert reports greatly expandsffeed the contentioraf
the moving party, here, Samsung.

Accordingly, the Court cannot on the basis of Samsung’s briefing arakepropriate
determination under Rule 403 and Rule 702. The Court finds that becausen§dmas failed to
appropriately brief the issue by providi argument as to the differences between the survey
guestions and asserted patents, Samsung has fodaitdgiule 70argument that Dr. Hauser’s
survey guestions depart from the asserted claims, except witlcrésplee '414 Patent as
explained above.

d. Conclusion Regarding Dr. Hauser

In sum, the Courtleclines to excludBr. Hauser'schoicebased conjoinsurveys, and Dr.

Vellturo’s reliance on the results of those surveydDanbertgroundsSamsung’s motion to

exclude Dr. Hauser’s survey evidence is therefore DENIED.

2. Samsung’s Motion to Exclude Dr. Vellturo’s Damages Analysis for
Reasons Other than His Reliance on Dr. Hauser’s Conjoint Survey
Analysis

Dr. Vellturo's damages opinion consists of three elements: (1) gtoft award based on

a “blackout period” (i.e., a “but for” world wherein Samsung widuve been unable to sell any
36
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of the accused products for four months, until it had builtinfhmging alternéives to the
asserted patents); (2) a lgsbfit award based on “diminished demand” for Samsung devices
following the blackout period (i.e., a “but for” world wherein Appleuld have sold additional
devices even after Samsung introduced its design arounds because winishdd demand for
Samsung’s products that were rendered inferior by the necessgingfunproven alternatives to
the patented technology), and (3) a reasonable royalty for sale®that qualify for lost profits.
Vellturo Rep. L1-18, 146152.

In general, Dr. Vellturo’'s damages opinion follows the statutory aredsr infringement
damages, which allows a patentee to recover “damages adequatgtnsate for the
infringement, but in no event less than a reasonable royaltgdarse made of the invention by
the infringer.” 35 U.S.C. 884;see MofFlo Indus, 883 F.2d at 1577 (“[T]he [damage] award
may be split between lost profits as actual damages txtbetehey are proven and a reasonable
royalty for the remainder.”YOne way a patentee can prove lost profits is by establishinguhe fo
factors set out ifPanduit Corp. v. Stahlin Bros. Fibre Works, In&75 F.2d 1152, 1156 (6th Cir.
1978) (1) demand for the patented product, (2) absence of acceptable myingfrsulstitutes,

(3) capacity to exploit the demand, and (4) the amount of profit Applédwave made but for
Samsung'’s infringement. Under section 284, a patentee caverex reasonable royaltgrfthose
sales that do not meet tRanduitconditions.See MofFlo, 883 F.2d at 1577.

In addition to Samsung’s challergye Dr. Vellturo’s use of desigaround datesee supra
pp. 2-3,and Dr. Vellturo’s use of Dr. Hauser’s survey evidesee suprgpp. 2436, Samsung
attacks Dr. Vellturo’s damages opinion on tgrounds: (a) that Dr. Vellturo has improperly used
a lost profits analysis to calculate reasonable royalty damagg®pthat Dr. Vellturo relied on
counterfactual assumptions and ignored relevant evidence. The Court asldeass ground in

turn.

a. Dr. Vellturo’s Use of Lost Profits to Calculate Reasonable
Royalties

Samsunghallenge®r. Vellturo’s method of calculating the “reasonable royagtement

of hisdamage®pinionwhere lost profits are not warrant@&t. Vellturo’s reasonable royalty
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opinionrelies onwhat he calls an “Edgeworth Box” analydis. Vellturo explains this analysis as

follows:

The likely price at which an agreement can be struck between twespart
exchange a good or asset is bounded by the expected valuations each party
anticipates if the transaction does not take place. These valsiatiercommonly
referred to in economics as forming the boundaries of an “Edgewoxrfi 8
bargaining range that governs economic interactions between tles pad the
licensor, the patentdakes into consideration that it would generally not be in its
economic interest to accept less in royalty fees than thexpbnancial cost of
granting such a license. Correspondingly, as the licensee, thmgerfiwould
consider the license fee aéive to the expected additional value it would have
anticipated realizing as a direct result of having acces®tethnology taught by
the asserted patent.

Vellturo Rep. 1B40. In economic parlance, Dr. Vellturo explains that the “bottom” of the
Edgeworth Box is the lowest amount the licensor, Apple, woultaking to accept” to license
its patents, and the “top” of the Edgeworth Box is the highest amount¢¢hsede, Samsung,
would be “willing to pay” to obtain a license to Apple’s patetdsy 340 n.55051.

As relevant here, Dr. Vellturo calculated Apple’s “willing tacapt” amount by looking at
the amount of profits Apple would expect to lose by allowing Samsupractice Apple’s patents.
Id. 1415. He also calculated Samsung’s “willimgpay” amount, but concluded that that amount
for each patent was less than Apple’s “willing to accept” amousujtieg in what Dr. Vellturo

calls an “inverted’ Edgeworth Bexone in which Apple’s minimum acceptable rate exceeds thg
maximum acceptablet@ato Samsung.ld. 1430.But this topsyturvy resultdoes not cause a
problem Dr. Vellturo contendsbecause in the real world Samsung would hewgly raised the
prices of its devices to account for Apple’s high “willing to acceptiount.d. 431.Thus, Dr.
Vellturo concludes, “the governing benchmark rate from the EdgewortlaBalysis is the
minimum acceptable rate to the patentéere, Apple.ld. As Samsung accuratetiescribesthe
result of Dr. Vellturo’'s reliance on Apple’s “willing to aqa® amount as the sole hypothetical
negotiation benchmark is that “Dr. Vellturo’s..reasonable royalty. . is entirely based on what

Apple would expect to lose in profits from licensing to Samsungi&ing Mot. at 12 (internal

guotation marks omitt§.
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Samsung contends that. Vellturo’s use of a lost profits analysis f@ertain infringing
sales and aexpectedost profits analysis for the remaining saleflawed. According to
Samsung, the very reason Apple mestort to a reasonable royaltyadysis forcertainsales is
because it cannot justifts entitlement to lost profitgsnderPanduit Allowing Dr. Vellturo to
present a reasonable royalty number based solely on Apple’sexpest profits Samsung
continueswould allow Apple taeceivesome measure of lost profits damages even though it
cannot provehe Panduitrequirementdor lost profits. “As a matter of law,” Samsungntends,
“this is improper.” Samsung Mot. at 12.

Samsung’s argument fgreclosed by Federal Circuit precedentRite-Hite Corp. v.
Kelley Co, 56 F.3d 1536 (Fed. Cir. 1995) (en banc), the Federal Circuit expressly uphaia a
for reasonable royalties based on the profits the patentee wouldxXmeatesl to lose as a result of
a licenseSee idat 155455. The ptentee (RiteHite) successfully premised its claim for lost
profits by tracing back Ritélite andthe infringets (Kelley) competition on “specific
transactions.Rite-Hite Corp. v. Kelley Cq.774 F. Supp. 1514, 1525 (E.D. Wisc. 1991).&or
subsebf those transactions, however, Ritgte “had not proved that it contacted the Kelley
customer prior to the infringing Kelley sdleand, @cordingly, was not entitled to lost profits on
those particular saleS6 F.3d at 1554 (citing 774 F. Supp. at 158#netheless, the Federal
Circuit affirmed an award of reasonable royalties to-Rlite for those sales “equal to
approximately fifty percent of Ritelite’s estimated lost profits per unit sold to retailerd.”
(citing 774 F. Supp. at 1535). The Federakgit; sitting en banaejected the contention that
Rite-Hite could not rely on estimated lost profits to support its reasemnapalty award, holding
that “the fact that the award was based on and was a significdioinpairthe patentee’s profits
alsodoes not make the award unreasonalbte &t 1555.

Samsung relies afudge Nie's partial dissent ifRite-Hite, where shemphasized her
disagreement ith the majority on th@ointat issue hereSee idat 1576 (Nies, J., dissenting in
part) (“[W]here apatentee is not entitled to lost profit damages, lost profits may neftfeict, be

awarded by merely labeling the basis of the award a redsamgfalty.”) (citingSmithKline
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Diagnostics, Inc. v. Helena Labs. Carp26 F.2d 1161, 1165 (Fed. Cir. 19p1)At least & to the
fact pattermpresented imRite-Hite, however, Judge Nies’s position did not carry the day.

Rite-Hite precludes Samsung’s contention thatasonable royaltgnalysis based on lost
profitsis legally impermissibleThat is not to sayhatrelying on a lost profits analysis to support g
reasonable royalty awaxdll be proper in every case. In pautiar, there may be situationdere
an expert’s contention that a patentee could anticipateplofits at the time of the hypothetical
negotiation is plainly unreasonabfeeGeorgiaPacific Corpg 318 F. Suppat1121(listing as a
factor to be considered in the reasonable royalty analysis “the attéidipmount of profits that the
prospective licensaeasonablythinks he would lose as a result of licensing the patent as
compared to the anticipated royalty incomé¢eimphasis addedHere, however, Samsuid not
move to exclude Dr. Vellturo’s analysis on the basis that it isasor@ble in light of the
circumsances of this caséccordingly, Samsung’s motion to exclude Dr. Vellturo’s reasonable
royalty opinion isdenied

b. Dr. Vellturo’s Factual Assumptions and Evidence

Samsung also contends that Dr. Vellturo improperly reliedestaincountesfactual
assumptions and “turn[ed] a blind eye to contradictory relevant evedeédamsung Opp. at 14.
For the reasons stated belohe Court finds that Samsung’s complaigtsto the weightnot the
admissibility, of Dr.Vellturo’s opinions.

First, Samsung coands that Dr. Vellturo failed to consider Apple’s prior offer to Sang
or the HTC AgreemenSeeSamsung Mot. at 7, 1#5. These arguments are without merit. As the|
Court ruled abovehese data points are unreliable for purposes of calegldamagesSee supra
Part Ill.A.1.b.+i. Dr. Vellturo cannot be faulted fateclining toincorporatethem into his analysis.

Second, Samsung contends that Dr. Velltarproperly failed to consider Apple’s public
statements that it had product shortages in concluding that Appld e had the production

capacity to sell more devices but for Samsung'’s infringing saeeSamsung Motat 15.

1 |n SmithKline Diagnosticghe patentee used a reasonable royalty as a “fallback” pasititn
lost profits analysis, but the reasonable royalty was “the sanperped lost profit figure translated
into a percent of [the infringer’s] sales.” 926 F.2d at 1165. Thedisurt rejected this argument,
and the Federal Circuit affirmed, holding that the patentee’s “pe@&® support a 48% royalty
figure was not crable.” Id. at 1168.
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Dr. Vellturo provided dactual basis for his opinion that Apple had excess cap&sgVellturo
Rep. 11296:301.Samsung’s contention thBt. Vellturo did not addressertainpublic statements
or that he failed to have a cogent basis for ignoring those statewleah presseat deposition
goes to the weighnot admissibility of his opinion.
C. Conclusion Regarding Dr. Vellturo
For the foregoing reasons, the CADENIESin partSamsung’s motioto excludeDr.
Vellturo’s testimony The Court GRANTS in part Samsung’s motionihie extent Dr. Vellturo
relies on notice dates rather than dates of first infringétoegvaluate the design around periods
in his lost profits calculation.
3. Samsung’s Motion to Exclude Dr. Mowry’s Inconsistent Opinions
Samsung contends that Apple’s technical expert Dr. Mowry impsopesvided
inconsistent claim interpretations across his infringement andidityaopinions and therefore that
his testimony is unhelpful to the trier of fact. The Court disagitessDr.Mowry’s testimony is
unhelpful. Although Samsung presents instances where Dr. Mowryidyglid provide
inconsistent testimony, Samsung can present these instances to thanupgach Dr. Mowry’s
credibility. Dr. Mowry’s alleged transgressions do not rise to thel lef the expert iataQuill
Ltd. v. Handspring, IngNo. 014635, 2003 WL 737785, at *4 (N.D. Ill. Feb. 28, 2003), who did
not follow the required twastep infringement analysis in reaching his infringement opiniodema
conclusory assuntipns that the accused products met certain claim limitatmmsgd not explain
at his deposition why features satisfied particular claimdtans, and did not write his own
report. Similarly, the expert i@xford Gene Tech. Ltd. v. Mergen L t845 F.Supp. 2d 431, 435
41 (D. Del. 2004), fundamentally failed to follow the tatep, elemenrby-element approach that
the Federal Circuit requires to evaluate anticipation and obwemss In botDataQuill and
Oxford Genethe problems went to the heart of the expert's methodology. Samsung’s bes
challenge to Dr. Mowry, in contrast, is based on a strong suggeisat the expert’s opinion as to
one limitation is unbelievable. This is matter for cross examimzsfiee Advanced Fiber Techs.
Trustv. J & L Filer Svcs., Ing.No. 0741191, 2010 WL 193056@t*6 (N.D.N.Y. May 11, 2010)

(concluding that where an expert’s qualifications arei@efft and report will otherwise “be
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helpful to a jury in making their factual determinations,” theajri{y perceived inaasistencies
should be addressed through cregamination”).

Accordingly,the Court DENIES Samsung’s motion to exclude Dr. Mowry’s testimony.
V. CONCLUSION

For the foregoing reasons, the partiesaubertmotions are granted in part and denied in
part. Apples motion to exclude Dr. Chevalier’s reliance on her statisticalyais of license
agreements, the HTC Agreement, and the 2010 Apple Prdpasabport her damages figuse
GRANTED. Apple’s motion to exclud8amsung’s expertstliance orApple’s expers’
testimony fromprior cases is DENIED. Samsung’s motion to exclude Dr. Velltusiance on
designaround periods commencing on notice dates as opposed to the datesrdfifipgment is
GRANTED. Apple shallserve on Samsung any supplementatiodrofVellturo’s damages
calculations to reflect the proper desiground periodby February 28, 20146amsung’s

remaining motions to exclude are DENIED.

ITIS SO ORDERED.
Dated:February 252014 #o hé \
LUCY H.

United States District Judge
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