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Applera Corporation – Applied Biosystems, Inc. v. Illumina, Inc. et al.

Overview
NERA Senior Vice President Dr. Alan Cox was recently retained 
as a damages expert by Applied Biosystems, Inc. (“AB”) in 
its defense against patent infringement claims brought by 
Illumina, Inc. AB had developed and built many of the DNA 
sequencing machines that were used in sequencing human 
DNA in the Human Genome project. Illumina claimed that AB’s 
next generation of DNA sequencing technology, the SOLiD™ 
system, infringed three of its patents. At trial, the jury was 
asked to determine whether one of the patents was valid, 
whether AB infringed the patent, and if so, what reasonable 
royalties should be paid for its infringement. Both sides agreed 
that the patent, if valid and infringed, was first infringed by a 
small research company that AB later purchased.

NERA’s Role
During the trial, Dr. Cox rebutted a number of claims made by 
the plaintiff’s damages expert. One such claim was plaintiff’s 
expert’s assertion that there would be two hypothetical 
negotiations. He claimed that the first negotiation would 
have occurred during the early research phase of product 
development, with the small research company agreeing to 
pay a $10 million lump-sum payment in order to undertake 
such research. He claimed this on the basis of what he claimed 
was a similar development contract between two other 
DNA sequencing companies. He then argued that a separate 
hypothetical negotiation for commercialization rights would 
have occurred nearly two years later, right before the launch 
of the new commercial DNA sequencing machines that 
incorporated that technology.

Dr. Cox showed that, even if the law allowed for two 
hypothetical negotiations, the idea was economically 
and practically illogical. Few companies, if any, would 
sign a research license without at the same time securing 
commercialization rights with a specified royalty for the sales 
of its products. Doing so would subject the research company 
to hold-up at the time of the second negotiation since by 
that time it would have sunk costs in proving that it had a 
commercially viable product.

Dr. Cox pointed out that the research company was in no 
position to pay $10 million at the time of first infringement. 
The opposing expert attempted to justify the $10 million 
upfront payment by comparing it to other licenses that were 
purportedly comparable and to the price AB paid for the 
research unit that developed the technology. Dr. Cox showed 
that the main license used by the opposing expert was a 
comprehensive collaboration agreement that gave the licensee 
access to a commercially proven technology as well as many 
other valuable rights, including know-how and nearly 100 
patents and patent applications across the world. It was not, 
therefore, comparable to a patent license negotiated during 
an uncertain stage of development for a single patent. Dr. Cox 
also argued that it was inappropriate to use the sale price of 
the research unit that occurred over a year after the date of the 
hypothetical negotiation. This sale price could not, therefore, 
have reflected the great amount of uncertainty surrounding the 
technology during the hypothetical negotiation.



For his second hypothetical negotiation, the opposing expert 
relied heavily on the 25 percent rule. Dr. Cox showed that 
not only was such a rule unscientific and unreliable, but that 
the opposing expert had incorrectly applied it to gross profits 
instead of operating profits.

Dr. Cox presented his own reasonable royalty analysis based 
on a rigorous construction of the minimum royalty Illumina 
would have been likely to accept and the maximum royalty 
the research unit would have been willing to pay. These 
calculations were supported by other licenses signed by the 
research unit during the uncertain pre-commercialization stage 
of its research.

The Result
After a seven-day trial in the US District Court for
the Northern District of California, the jury unanimously 
decided that the SOLiD™ system did not infringe the Illumina 
patent, though it found that the patent was valid.

Expert Involved
Dr. Alan J. Cox, Senior Vice President
Dr. Cox participates in NERA’s Intellectual Property, Securities, 
and Antitrust Practices. He has extensive testimonial 
experience before juries in Federal and state court, before 
panels of arbitrators, and before administrative law judges. 
His experience includes the high technology, retailing, 
telecommunications, and energy industries. He has 
estimated intellectual property damages in matters involving 
semiconductor patents, disputes over technology sharing 
agreements in microprocessors, and patent fraud. He testified 
in a matter involving alleged theft of trade secrets and false 
advertising in the manufacture and sale of golf balls. He 
was recently retained by Texas Instruments in a patent case 
against GlobespanVirata, which resulted in a jury award of 
$112 million to Texas Instruments. He has also testified on 
antitrust allegations arising out of licensing practices in metal 
fabrication. Other industries in which he has consulted or 
testified in intellectual property matters include molecular 
biology, biotechnology, and software.

About NERA
NERA Economic Consulting (www.nera.com) is a global 
firm of experts dedicated to applying economic, finance, 
and quantitative principles to complex business and legal 
challenges. For over half a century, NERA’s economists have 
been creating strategies, studies, reports, expert testimony, 
and policy recommendations for government authorities and 
the world’s leading law firms and corporations. We bring 
academic rigor, objectivity, and real world industry experience 
to bear on issues arising from competition, regulation, public 
policy, strategy, finance, and litigation.

NERA’s clients value our ability to apply and communicate 
state-of-the-art approaches clearly and convincingly, our 
commitment to deliver unbiased findings, and our reputation 
for quality and independence. Our clients rely on the integrity 
and skills of our unparalleled team of economists and other 
experts backed by the resources and reliability of one of the 
world’s largest economic consultancies. With its main office in 
New York City, NERA serves clients from more than 25 offices 
across North America, Europe, and Asia Pacific. 
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