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Lucent v. Gateway Damages Award Vacated and Remanded
for Insufficient Evidentiary Support

In Lucent Technologies, Inc. v. Gateway, Inc., et al.,1 the CAFC vacated and remanded the damages
award due to insufficient evidentiary support. Separately, the court affirmed that the prior decisions
establishing the patent as valid and infringed were supported by the evidence and not contrary to law.

Background

In 2002, Lucent sued Gateway and Dell, among others, for infringement of US patent No. 4,763,356
(“the ‘356 Patent”), and Microsoft subsequently intervened.? Following trial, the jury found Microsoft
liable for infringing the ‘356 Patent, but it did not find Dell liable. The jury awarded a single lump sum
of $357,693,056 against Microsoft for all products involved, excluding prejudgment interest.?

Following the verdict, Microsoft moved for judgment as a matter of law (“*JMOL”) arguing that the
jury’s verdict violated the entire market value rule and was not supported by the evidence.? In ruling
on the JMOL damages motion, the district judge held that the jury’s award did not reflect an entire
market value rule calculation “on its face,” and also that substantial evidence supported the jury’s
verdict.® Microsoft then appealed to the Federal Circuit.

' CAFC 2008-1485, -1487, -1495.

2069 U.S. App. LEXIS 20325, p. 2. Additional patents were also asserted as part of the suit, but the issues addressed herein

only relate to the ‘356 Patent. The ‘356 Patent is also referred to as the “Day Patent” in the case filings, see 580 F. Supp. 2d

1016.

% 07-cv-2000 Special Verdict, Apr. 4™ 2008 DN 735. Infringing products include Microsoft Money, Windows Mobile, and
Microsoft Outlook. The CAFC focused its analysis on the infringing use of Outlook as it believed that this was the basis for a
substantial part of the damages award. 2009 U.S. App. LEXIS 20325, p. 14.

4 580 F. Supp. 2d 1016, p. 29.

® Ibid., p. 29.




On appeal, Microsoft argued that the jury should not have applied the entire market value rule to the
value of its three software products and that, for method claims, damages should be limited to the
proven number of instances of actual infringing use.® The Federal Circuit rejected both arguments as
presented by Microsoft but held that substantial evidence does not support the jury's verdict of a lump
sum royalty payment of approximately $358 million.” A detailed discussion of the Federal Circuit
ruling regarding the damages issues follows.

Hypothetical negotiation

Both parties followed a hypothetical negotiation approach to determine reasonable royalty damages.
This approach tries, as best as possible, to recreate the ex ante licensing negotiation scenario and to
describe the resulting agreemen’(.8 The court summarized its role as determining whether substantial
evidence supports the jury’s implicit finding that Microsoft would have agreed to, at the time of the
hypothetical negotiation, a lump sum paid-in-full royalty of about $358 million. The court examined
specific Georgia-Pacific factors in performing this analysis.®

Georgia-Pacific Factor #2

Georgia-Pacific Factor #2 is “[t]he rates paid by the licensee for the use of other patents comparable
to the patent in suit.”'® Under this factor, the court also addressed the question of whether the
reasonable royalty should be in the form of a running royalty or lump sum. The court identified a
number of factors that shift the balance of risks between the licensor and the licensee depending on
whether the agreement is structured as a lump sum or a running royalty. Lucent’s licensing expert
testified to a damages number based solely on a running royalty of 8% while Microsoft’s expert
testified that a lump sum of $6.5 million would be appropriate. In evaluating Georgia-Pacific Factor
#2, the court analyzed whether or not the license agreements introduced into evidence supported the
lump sum royalty awarded and held that this factor strongly weighed against accepting the jury’s
verdict because the $358 million lump sum royalty was three to four times the size of the average
lump sum royalty in the other agreements.11

Georgia-Pacific Factors #10 and #13

Georgia-Pacific Factor #10 is “[t]he nature of the patented invention; 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.” Factor #13 is "[t]he portion of the realizable profit that should be credited to the

® 2009 U.S. App. LEXIS 20325, p. 13, citing Dynacore Holdings Corp. v. U.S. Philips Corp. 363 F.3d 1263 (Fed. Cir. 2004).
" Ibid., p. 13.
® Ibid., p. 14.
9

The term “Georgia-Pacific factor” refers to the opinion Georgia-Pacific Corp. v. U.S. Plywood Corp., 318 F.Supp. 1116
(S.D.N.Y. 1970) wherein 15 factors were identified and considered in determining the amount of a reasonable royalty.
%2009 U.S. App. LEXIS 20325, p. 14, citing 318 F. Supp. at 1120.
" Ibid., pp. 18-19. The court noted that the jury’s verdict of $358 million was outside the range of cited agreements as the
largest agreement was for $290 million and there was insufficient evidence in the record to establish the level of
comparability between the agreements.



invention as distinguished from non-patented elements, the manufacturing process, business risks, or
significant features or improvements added by the infringer."12

The court construed both of these factors as addressing the question of how the parties would have
valued the patented feature during the hypothetical negotiation. The court held that the evidence
supported a finding that the infringing feature contained in Microsoft Outlook is but a tiny feature of
one part of a much larger software program. Further, the court determined that it was “inconceivable
to conclude, based on the present record, that the use of one small feature, the date-picker,
constitutes a substantial portion of the value of Outlook.”*

Georgia-Pacific Factor #11

Georgia-Pacific Factor #11 is “[t]he extent to which the infringer has made use of the invention; and
any evidence probative of the value of that use.”" In evaluating this factor, the court stated that
consideration of evidence of usage after infringement started can, under appropriate circumstances,
be helpful to the jury and the court in assessing whether a royalty is reasonable. Although the court
considered evidence of actual use to be relevant, in this case the court held that no evidence
described how many Microsoft Outlook users had ever performed the patented method or how many
times."®

The court mentioned the other Georgia-Pacific factors, but stated that, to the extent they were
relevant, they tended to offset each other. The court concluded that the evidence does not sustain a
finding that, at the time of infringement, Microsoft and Lucent would have agreed to a lump sum
royalty payment subsequently amounting to approximately 8% of Microsoft's revenues for the sale of
Outlook (and necessarily a larger percentage of Outlook's profits).16

Entire market value rule

The court held that for the entire market value rule to apply, the patentee must prove that “the patent-
related feature is the ‘basis for customer demand.”"” The court specifically identified two flaws
related to the use of the entire market value rule in this case. The first flaw with the application of the
entire market value rule is the lack of evidence demonstrating that the patented method forms the
basis—or even a substantial basis—of the consumer demand for Outlook. In fact, the court held that
the infringing use of the date-picker tool in Outlook is but a very small component of a much larger
software program. Finally, considering the importance of the many non-infringing features compared
to the one infringing feature in Outlook, the court concluded that the claimed invention is not the
reason consumers purchase Outlook.

2 Ibid., p. 19, citing Georgia-Pacific Corp. v. U.S. Plywood Corp, 318 F. Supp. at 1120.
13
Ibid., p. 19.
" Ibid., p. 19, citing Georgia-Pacific Corp. v. U.S. Plywood Corp, 318 F. Supp. at 1120.
" Ibid., p. 20.
*® Ibid., pp. 20-21.
" Ibid., p. 22, citing Rite-Hite Corp. v. Kelley Co., 56 F.3d 1538, 1539 (Fed. Cir. 1995) (en banc).



A second “flaw” with the application of the entire market value rule in this case was in the approach
adopted by Lucent’s licensing expert. Originally, Lucent’s expert opined to a 1% royalty rate applied
to the price of the entire computer that contained the Outlook software. The district judge granted a
motion in limine to exclude such testimony that resulted in Lucent’s expert changing his opinion to
include a royalty base of the infringing software (and not the whole computer), but increasing his
reasonable royalty rate to 8%."® The court criticized Lucent’s expert for changing his opinion and
ignoring “what the district court's evidentiary ruling tried to accomplish” in order “to reach the
damages number he would have obtained had he used the price of the entire computer as a royalty
base.”' In summary, although there are certain mandatory conditions for applying the entire market
value rule, “the base used in a running royalty calculation can always be the value of the entire
commercial embodiment, as long as the magnitude of the rate is within an acceptable range (as
determined by the evidence).”*

Contributed by Brian Frizzell/Chicago

www.crai.com/ip

C Charles River

Associates

The foregoing has been prepared for the general information of clients and friends of the firm. It is not meant to provide any
advice, including consulting, financial, or legal with respect to any specific matter and should not be acted upon without
professional advice. If you have questions or require further information regarding this issue of CRA Insights: Intellectual
Property, please contact the contributor or editor at Charles River Associates. This material may be considered advertising.

'8 Ibid., p. 23.
" Ibid., p. 23.
2 Ipid., p. 23.


http://www.crai.com/ConsultingExpertise/content.aspx?tID=262

	Lucent v. Gateway Damages Award Vacated and Remanded for Insufficient Evidentiary Support
	Background
	Hypothetical negotiation
	Georgia-Pacific Factor #2
	Georgia-Pacific Factors #10 and #13
	Georgia-Pacific Factor #11
	Entire market value rule



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


