
Alan Cox

Nadia Soboleva

Portfolio Media. Inc. | 860 Broadway, 6th Floor | New York, NY 10003 | www.law360.com
Phone: +1 646 783 7100 | Fax: +1 646 783 7161 | customerservice@law360.com

Misuse Of Patent Citation Analysis In Finjan V. Blue
Coat
Law360, New York (October 7, 2015, 11:20 AM ET) -- The number of times that a
patent has been cited by later patents, controlling for such factors as the class of
technology and the age of the patent, is widely recognized as one indicator of the
relative value of that patent. The methodology is used in intellectual property valuation
and in the related academic literature. The methodology has a strong theoretic and
empirical basis, as described and used in several peer-reviewed publications.[1] While
results from patent citation analysis have been presented to a jury in at least one patent
trial,[2] courts have not ruled directly on its appropriateness. There have been some
Daubert opinions that excluded expert testimony based upon the use of patent citations
as indicators of value and of a reasonable royalty, but the courts have criticized errors
in the application of the methodology, not the appropriateness of the methodology
itself.[3]

The successful Daubert motion directed against the use of patent citation analysis by
the plaintiffʼs damages expert in Finjan Inc. v. Blue Coat Systems Inc. provides another
example of a courtʼs criticism of errors in application rather than of the methodology
itself. In its “Order on Daubert Motions,” the court excluded that part of the plaintiffʼs
expert testimony in which patent citation analysis was purportedly used in establishing
the value of the patent. The order is properly interpreted as a critique of the clear errors
in the expertʼs execution of patent citation analysis. It is not a critique of the concept
itself.

The case involved patents that the plaintiff alleged were incorporated into the
defendantʼs enterprise Internet security products. Finjan asserted a total of six patents
against Blue Coat that were allegedly incorporated into several security gateway
devices. According to Finjanʼs damages expert, the total damages owed to Finjan ranged from approximately
$24 million to $32 million.

A review of the publicly available, but heavily redacted, version of the plaintiffʼs expertʼs report indicates that she
first determined a reasonable royalty rate of 6 to 8 percent, based on what she asserted were comparable
licenses, patent sales and valuations. She also calculated the royalty base — that is, the revenues associated
with the accused products. The expert then took the unusual step in which she sought to “apportion” the royalty
base so that “reasonable royalties cover only the infringed patents and do not capture value beyond those
patents.”[4]

One method by which she claimed to apportion revenue was on the basis of the relative number of forward
citations that the patents-in-suit received. She merely added up the number of times each of the patents-in-suit
were cited by later patents and divided each sum by the total for all six patents. For example, she found that one
patent was cited 174 times by later patents, which was 53 percent of all citations received by all six patents. She
made no apparent attempt to compare the number of times that the patents-in-suit were cited compared to the
number of citations received by similar patents listed in comparable licenses.
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It is difficult to tell from her heavily redacted report exactly why she undertook the unusual procedure of
apportioning the royalty base (rather than the rate) over the six patents-in-suit. It is clear, however, that this
“apportionment” is not an apportionment between the patented and unpatented features of the infringing product.
As the court indicated, the method “does not account for the value of the accused features as a portion of the
accused products, but rather demonstrates only the value of each patent-in-suit relative to each other.”[5]

From the order and the defendantʼs Daubert motion, it appears that plaintiffʼs expert failed to even identify the
attributes or features associated with incorporating the patents into Blue Coatʼs different products. She failed to
determine the value of those features and she did not determine the portion of that value attributable to the
patents at issue. Rather, as the court pointed out, her citation analysis apportioned the entire revenue base to
the six patents-in-suit. She merely assumed that the patents-in-suit, collectively, were worth the 6 to 8 percent
royalty derived from the allegedly comparable transactions, and appears to allocate the resulting revenue among
patents-in-suit. As was pointed out in the Daubert motion, “the result … is that the total damages for the six
patents-in-suit are calculated using 100% royalty base (i.e., the whole revenue base of the accused products),
without any proper, specific apportionment.”[6] The court found that her use of citations was no more than an
exercise in determining “the asserted patentsʼ relative value in the abstract, untethered to any of the facts in this
case.”[7]

Even if there was an economic basis for the manner in which she used patent citations data, the plaintiffʼs expert
clearly did not collect and interpret the patent data in a manner that is consistent with the peer-reviewed
literature, nor with the way citation analysis is generally used in practice. The court correctly described three
problems. First, the plaintiffʼs expert did nothing to correct for the age of the patents, which were issued over the
period from November 2000 to January 2010. Consequently, as the court pointed out, the “patent with the
highest number of forward citations is (unsurprisingly) the oldest patent in this suit.”[8] There are well-established
methods in the literature that could have addressed this concern.[9]

Second, some patents were related to each other, possibly as divisionals, and the plaintiffʼs expert did not take
account of that fact. Again, a more sophisticated analysis of data could account for the fact that patents in
families may share citations. Some of the information needed to make such corrections, while available from
commercial and academic databases, may not be as readily available from the U.S. Patent and Trademark
Office website, the source of data for the plaintiffʼs expertʼs analysis.

Finally, the court expressed concern that some forward citations received by a patent were self-citations
(citations from patents that were owned by the same company). Again, a more thorough analysis and access to
a better data than that provided by the USPTO may have permitted an examination of the effect of self-citations
on the relative value of patents.

The court noted that “a qualitative analysis of asserted patents based upon forward citations may be probative of
a reasonable royalty in some instances.”[10] In so noting, a court again acknowledges the potential usefulness
of the method but correctly finds the implementation inadequate for presentation to a jury. Patent citation
analysis can appropriately be used with the sort of data apparently available in this matter. First, citation counts
can be undertaken for the patents-in-suit, controlling for age and technology. Second, citation counts can also be
compiled for the patents for which there is information on royalties, sales, and valuations. A comparison of the
number of patent citations, done correctly, can provide a strong indicator of the relative value of the patents-in-
suit, compared to the value of patents for which there is information. I describe the details of how this can be
done in a way that is consistent with the academic literature in a forthcoming paper.

There is an additional, important, and more general lesson on the preparation of damages reports to be learned
from Finjan v. Blue Coat. Plaintiffʼs damages expert provided a second method of apportionment (“Method 2”).
Method 2 — apportionment based on the totality of features in the defendantʼs products — was also challenged
under Daubert, but the court did not exclude Method 2, even though it expressed concern that Method 2ʼs
underlying assumption may be unreliable. At the conclusion of trial, a jury awarded Finjan $39.5 million in
damages.[11] The use of the second methodology may have survived cross-examination and been important in
the juryʼs decision to award most of, if not more than, Finjanʼs expertʼs estimated damages. In the uncertain state
of damage analysis in patent cases, this is a reminder to both plaintiffs and defendants to present more than one
methodology in the calculation of damages.
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[8] The Order, p. 14 ll 1-2.

[9] In fact, my own review of the patents, correcting for age, indicates that the smaller number of citations
received by the new patents was only slightly due to age and has more to do with their value. Such an
appropriate compilation of citation data, of course, cannot overcome the incorrect use made of the data in this
case.

[10] Order p. 13.
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