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United States District Court
Northern District of California

POSITIVE TECHNOLOGIES, ING.
Case No0.11-cv-2226 SI(KAW)

Plainiff,
ORDERPERMITTING DISCOVERY OF

V. SALES INFORMATION FORNON-

ACCUSED PRODUCTS
SONY ELECTRONICS, INCet al.,

Defendand.

Plaintiff Positive Technologies and Defendants Amazon and Barméshse
("Defendants") filed a joint statement regarding Defendants' joint motion for a protective orde
barring discovery of sales information for raocused productDkt # 375. Judge lliston
ordered the parties to subrfurther briefing. Dkt # 386 The parties compliecndthe dispute
was referred tthe undersigned.

At the February 7, 2013 hearing on the dispBtaintiff was represented by Bradley
Coburn and Perry Clark; Amazon was represented by Stephen Joncus; and Barnes & Noble
represeted by Rachel Capoccia.

l. Background

Plaintiff claims that certain Nook and AmazofReaders infringe on three of its patents
numbered '457, '558 and '588elating toupdating a matrix display on anfeader's screen
Defendants refer to the patentadention as a "controller drive scheme." Dkt # 390 aD#e of
Plaintiff's patentdists six means-providing signals representing images to be demanded from
individual elements in the display means, storing the signals, providing signals representing {
difference between the signals for the first and second nieathe individual elements in the
display means, changing the images in accordance with these signals, determining the

temperatures of the elements, and modifying the operation of the abfathgeimages in
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accordance with the temperaturesll in combinatiorwith display meansPatent No.588 The
three patentshare the same specification and figurégaim Construction Order, Dkt # 351 at 2.
Thus, the patented inventiomght also balescribed as a process involviig microcontroller,
memory, temperature, drivers and displapoE-Reader

Plaintiff seeks discovery of salasd revenu@aformation forl) E-Reader content and
services that are used directly on thR&aderghat alegedly contain Plaintiff's patented
invention such as eBooks, eMagazines, wireless connectivity, games archtpp$, and
software upgrade®) accessories and protection @avhich are typically sold
contemporaneously with theeaders, such as caosecases, read lights, and warrantieand
3) information regarding the relationship between the accudeeders and the sale of the xon
accused content and accessoriesfendants ask the Court to enter a protective ordeingahe
discovery ofthis information.

Defendants argued thdiscoveryregarding noraccused products anly remotely related
to anydamagesnalysis. © be entitled to theiscovery Defendants argue®laintiff must
establsh that the entire market valude (EMVR) apgies—that is, that the patemélated feature
of the EReader was the basis for customer demand

Judge llistors December 3, 201@rderfor supplemental briefindiscussed the parties'
positions. The Court rejecte®efendants' argument that Plaintiffchi establish that the EMY/
rule applied in order to obtain the discoveagd this Court agree®istinguishing between

evidence potentially relevant goroyalty raterather thara royalty base, th€ourt wrote:

Positive has made a showing that ¢tbefidential sales information for the non
accused products is discoverable becau
royalty rate calculation, gsart of its damages analysis. First, Positive seeks
nonaccused product discovery in order texelkate a reasonable royalty rate, which

is sometimes defined as a percentage that is multiplied by the dollar amount of
infringing sales of the accused proddthe royalty base in order to arrive at a
reasonable royalty damages sum .Second, eveif Positive seeks discovery of
nonraccused products to use as part of its calculation of the reasonable royalty

base, such discovery may be permissible depending orathee of the royalty

base at issue.

... However, upon preliminary review, the digery Positive seeks appears to be
broader than what iIis merited by Positi
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extent Positive seeks gross sales and revenue information abeatcused
product s, Positive’s r eque srequestp,puelaas s 0
those requests for documents relating to any relationship between selling the
accused devices and sales of4agoused products, appear to be justified by
Positive’'s damages argument. The | atte
Posi tive’' s r oxthatlthergis somd reatignship betweeo the
inclusion of Positive’s patengaegoftechn
nonraccused products. The trouble here, as defendants Amazon and Barnes &
Noble observe, is th&tositive has not come forward with a more detailed damages
position that would enable the Court to resolve this dispute.

Dkt # 386. The Court ordere®Iaintiff to file a supplemental brief explaining the scope of the
information sought and its damagsssition.

Plaintiff's supplemental brief stated that it was willing to address thetS@oncern
regarding overbretth bynarrowingthetime periodof therequestgrom the date of suit until the
expiration of the patendg-suit. Plaintiff explained s damages positidny statingthatit sought
the discovery as potentially relevdatcalculating a royalty rate, rather than a royalty pbasder
GeorgiaPacificfactors 6, 8, and 11

Defendants' supplemental brief arguledt even under th@eorgiaPacific factors, the
determinative issue is whether the Defendants' use of the paitergéation—a controller drive
scheme—generates sales of the raocused products about which the discovery is sought.
Defendants argue that Plaintiff has not linkee@salf thenon-accusegroductsto the patented
specialty and therefore is not entitled to the discovery

Defendants furtheasrguein the joint statement that the discovery sougheigrémely
sensitive and confidentidlbut do notdevelop this argumentDkt # 375 at 2. Defendants do not
explain why this should bar the disclosure of thiscovery especiallysincethe discovery will be
produced pursuant to a protective order
Il. Analysis

A. Applicable Law

The feder al rul es provide that “[p]arti]

privileged, that is relevant to the claim
"Relevant information need not be admissible at the trial if the disg@yppears reasonably

calcul ated to | ead to t hdd Relegaocdasbaerybroadly a d
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construed to encompass any matter that bears on, or that reasonably could lead to other mat
could bear on, any issue that is or rbayin the caseSee Hickman v. TaylpB29 U.S. 495, 501
(1947).

In patent caseshere the plaintiff does not claim lost profitemages are assessed by
determining the "reasonable royaltyie paintiff would have received through arAength
bargaining Lucent Technologies, Inc. v. Gateway, JB&0 F.3d 1301, 1324 (Fed. Cir. 2009).
The courttries to calculate the royalty upon which the parties would have agreed had they
successfully negotiated an agreement just before the infringement Begah, citing Georgia

Pacific Corp. v. U.S. Plywood Cor818 F. Supp. 1116, 1120 (S.D.N.Y. 1970).

! GeorgiaPacific sets outhe following fifteen factors for determining a reasonable royalty:

1. The royalties received by the patentee for the licensing of the patent in suit,
proving or tending to prove an established royalty.

2. The rates paid by the licensee for the use argihtents comparable to the

patent in suit.

3. The nature and scope of the license, as exclusive eexuiusive; or as

restricted or nomestricted in terms of territory or with respect to whom the
manufactured product may be sold.

4. The licensor's emblished policy and marketing program to maintain his patent
monopoly by not licensing others to use the invention or by granting licenses under
special conditions designed to preserve that monopoly.

5. The commercial relationship between the licensoliaadsee, such as, whether
they are competitors in the same territory in the same line of business; or whether
they are inventor and promoter.

6. The effect of selling the patented specialty in promoting sales of other products
of the licensee; that exiatj value of the invention to the licensor as a generator of
sales of his nopatented items; and the extent of such derivative or convoyed
sales.

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

8. The established profitability of the product reaohder the patent; its

commercial success; and its current popularity.

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

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

11. The extent to which the infringer has made use of the invention; and any
evidence probative of thealue of that use.
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In most cases, the methodology attempts to set a percentage royalty rate, which is the
multiplied by the dollar amount of infringing saleshe royalty base-to calculate the dollar
amount of reasonable royalty damag8geMirror Worlds, LLC v. Apple, In¢.784 F. Supp. 2d
703, 724 (E.D. Tex. 2011) ("Calculation of a reasonable royalty requires determination of twg
separate and distinct amounts: 1) the rgpadtse, or the revenue pool implicated by the
infringement and 2) the royalty rate, or the percentage of that pool ‘adequate to compensate'
plaintiff for the infringement."”).

“ Wiere small elements of muttomponent products are accused of infringaime
calculating a royalty on the entire product carries a considerable risk that the patentee will bg
improperly compensated fornonn f r i ngi ng c¢ o mp o naserbynamcsyv. t h g
Quanta Comp., In¢694 F.3d 51, 67 (Fe@ir. 2012). A royaltybaseshould be calculated based
on ¢t lsena’l lhbke patenysraa c t i c ilda(guotimgCornell Unlv. v. HewlettPackard
Co,, 609 F.Supp.2d 279, 283, 28488 (N.D.N.Y.2009)). There is an exception to this rule
known as the entire market valude (EMVR). The EMVR applies only ifthe patented feature
‘“basis for customer demamea’ o0

creates the

p a r’tUsiloc’USA, Inc. v. Microsoft Corp632 F.3d 1292, 1318 (Fe@ir. 2011) (citingLucent

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

13. The portion of the realizable profiat should be credited to the invention as
distinguished from nopatented elements, the manufacturing process, business
risks, or significant features or improvements added by the infringer.

14. The opinion testimony of qualified experts.

15. The amounthat a licensor (such as the patentee) and a licensee (such as the
infringer) would have agreed upon (at the time the infringement began) if both had
been reasonably and voluntarily trying to reach an agreement; that is, the amount
which a prudent licensea/ho desired, as a business proposition, to obtain a
license to manufacture and sell a particular article embodying the patented
invention would have been willing to pay as a royalty and yet be able to make a
reasonable profit and which amount would hbeen acceptable by a prudent
patentee who was willing to grant a license.

GeorgiaPacific Corp. v. U.S. Plywood Cor818 F. Supp. 1116, 1120 (S.D.N.Y. 1970).
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580 F.3d at 1336)In such cases, the royalty base can consist of not only the value of the salg

patenteccomponenalone, but the entire value of the accused product.

B. Under the broad discovery standardsPlaintiff is entitled to the discovery
pursuant to GeorgiaPacific factors 6, 8 and 11.

Plaintiff wants to obtaithe discoveryo calculate theoyalty rate, not the royaltpase
Plaintiff states that it will not attempt to use the EMVR to get evidence of sales chnonsed
productsadmitted as part of the royalty base analysis.

As explained above, a reasonable royalty is determined by calculatiray iy the
parties would have agreed upon if they had negotiafgibr to the infringementSeelucent
Technologies580 F.3cat 1324 The GeorgiaPacific factors lay out different considerations that
might be relevant to the hypothetical negotiation.

Specifically,Plaintiff argueghat the discovery is probative GeorgiaPacific factors 6
("The effect of selling the patentedegmalty in promoting sales of other products of the licensee
that existing value of the invention to the licensor as a generator of sales of-pisteoted
items; and the extent of &lu derivative or convoyed sales8)("The established profitabilityfo
the product made under the patent; its commercial success; and its current ptp@adtyl
("The extent to which the infringer has made use of the invention; and any eviddvatgvprof
the value of that use")

Here, the patented specialty isispday controller drive schemas describedbove?
Thus,under Factor &Rlaintiff is entitled to the discoveryp the exent that itis reasonably
calculated to lead tthe discovery ohdmissible evidence concerninige display controlledrive
schemé&s promotionor generation o$ales oDefendants' othgsroducts or itemshe display
controller drive screeniwmlue to Defendants as a generator of sales of Defendan{gatented
items; and the extent of such sal@$is alone does not encoass all of the discovery of nen

accused products sought by Plaintiff.

2 Plaintiff argues that the term "patented specialty” in factme@ns the entire accused prot

that is, the EReader that contains the display controller scheme. Plaintiff cites no authority to
support this proposition, and the Court rejects Plaintiff's proposed definition, as it is at odds W
the plain meaningf the phraselnsteadthe Court understands the phrapaténted specialtyto
be equivalent to thpatented invention, as described in the claim construction order.
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But Plaintiff is further entitled to discoverhat is reasonably calculated to lead to the
discovery of admissible evidenaader Factor &he commercial succeasd popularityof the &
Readers at issyandFactor 1] theuse Defendants have madelué display controlledrive
scheme, anthe value of that usePRlaintiff is thereforeentitled to discovery regarding the use
Defendants have made of the display contraltere schemethe value of that usand the
resultingcommercial success and popularity of thR&aders The money that Defendants make
on bothcontentand accessories saldth their EReades is probative of the value of Defendant's
useof the display controlleschemeas well as the commercial success and popularity of-the E
Readers. Thus, Plaintiff is entitled to the discovery it seekaarrowed in its supplemental brief

This resultcomports with theationale underlyinghe GeorgiaPacific case If the parties
had negotiated price for using Plaintiff's patented specialty in Defend&Readerdefore the
alleged infringement begathe partiesnight reasonablpave consideredot onlytherevenue

Defendantstood togainthrough sales of the-Readersontainingthe improveequality

displays, but also through sales of accessories and content. This is especially true if, as Plaintiff

argued at the hearinBefendants sell thekE-Readerst a low priceo inducecustomers to buy

E-Books and magazineand thereforenakethe bulk of their revenue from sales of content.

C. While LaserDynamicamay limit admissibility, it does not limit discoverability of
the evidence

Defendants argue that the Federal Circuit's decisihaserDynamics, Inc. v. Quanta
Computers, In¢.694 F. 51 (Fed. Cir. 201®umps theGeorgiaPacific factors angrotects
evidenceof sales of nno-accused productsom discovery The Court disagrees.

LaserDynamic$eld thatin cases where the EMVR did not apply, it would be error to
admitinto evidencesales and revenue information pertaining to the value of an entire multi
component productather than sales and revenue information for the smallest {pagenicing
unitin the product Id. at 6768. LaserDynamicsnvolved a patet for an optical disc
discrimination technique that enabled the disc drive to automatically determine the type of dig
that was inserted into the drivéd. at 5657. Thus, itwas error to calculate a royalty basethe

market value of laptop computetsat were sold containing tligscdrives, rather thaan the

5C
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"patentpracticing[optical disc drivelalone.” Id. at 68. Moreover, it wagrrorto admit sales and
revenue information pertaining tbe market value of the laptops containing the digeesinto
evidence, regardless of whether the evidemaesupposedlyelevant to the royaltyate or to the
royalty base Id. at68 ("Whether called 'product value apportionment' or anything else, the fac
remains the royalty was expressly calculated percentage of the entire market value of a laptd
computer rather than a patgmacticing ODD alone. This, by definition, is an application of the
entire market value rule.")See alsdJniloc USA, Inc. v. Microsoft Corp632 F.3d 1292, 1320
(Fed. @r. 2011)(“ [he $upreme Court and this court's precedents do not allow consideration
the entire market value of accused products for minor patent improvements simply by asserti
| ow enough tLasgrDynamigexplamedéheé rationale betd this rule "Admission
of such overall revenues, which have no demonstrated correlation to the value of the patentg
feature alone, only serve to make a patentee's proffered damages amount appear modest by
comparison, and to artificially inflate the jusydamages calculation beyond that which is
‘adequate to compensate for the infringement.™ 694 F.3d at 68.

Here, Defendants cileaserDynamicén an attempt taeny Plaintiff discovery of sales
and revenue informaticior content and accessories soidor withthe accused{Readers.But
LaserDynamicéimits admissibility, not discoverabilityPlaintiff claimed at the hearing, and
Defendant did not disagree, that the smafaseéntpracticing salable unitgrethe EReades
containingthe display controller drive schem&nless the EMVR applies in this casevhich
Plaintiff has repeatedly disavowedhe trial judge in this case may, at some point, rule that
LaserDynamicandUniloc limit the admissibility ofat least somaformationregarding sales of
content and accessories thie accusedE-Readersbecause the smallest patpracticing salable
unit is the EReader itself

But this Court will notbar discoveryn this basis.Relevance for discovery is broadly
construed SeeBarnes& Noble, Inc. v. LSI Corp.C 1202709 EMC LB, 2012 WL 1564734
(N.D. Cal. May 2, 2012) (there is a "broad mandate in favor of the relevance that is conferred
Rule 26(b)(1)"). At this stage of the proceedings, it is unclear whetbareof the discovey

sought may beorrelated to the value of Plaintiff's patented inventand therefore admissible.
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Defendarg argudhat Plaintiff has produced no evidence to show that its patentention is
correlated to the value of the sales of the-aocused ducts. BuPlaintiff has made a
preliminary showing of relevance for discovery purposes pursuant @GeibgiaPacific factors
and that is all that is requiredo do at this point It would be impropeunder Rule 2@o expect
Plaintiff show that the discoveiyseeks is admissible when it has not yet obtained the discove
Il Conclusion

For the reasons explained above, Defendants' joint motion for a protective order barrit
the discovery of sales information foon-accused products is denied.

IT IS SOORDERED.

KANDIS A. WESTMORE
UNITED STATES MAGISTRATE JUDGE

Dated February26, 2013
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