If it Ain’t Broke...
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HIGH-TECH COMPANIES ARE trying to per-
suade the U.S. Court of Appeals for the
Federal Circuit to limit big damages ver-
dicts in patent cases. Currently there is
legislation pending in Congress to limit
damages in patent cases.! Microsoft,
Apple Inc., Intel Corp., and Yahoo,
among others, have filed briefs in the
Federal Circuit arguing that the dis-
trict court misapplied the “entire market
value rule” and that damages should be
reduced. Under the entire market value
rule a patent owner is allowed to cap-
ture the entire value of a larger product
that unlawfully incorporates a smaller
infringing component, as long as the
patent related feature is the basis for the
customer demand? and the patented and
unpatented features are a single func-
tioning unit.’> For example, if a small
component within a product infringes a
patent the damages could be calculated
by taking into consideration a percentage
of sales of the entire product.
Proponents of limiting the entire
market value rule argue that this rule
allows for excessive damages awards that
reward patent holders for the entire

invention instead of the specific part that
was patented.” They also argue that the
entire market value rule is now outdated
because most innovation these days is
incremental and compensating a patent
holder for the whole is disproportion-
ate.” However, the requirements that the
entire market value rule will apply so
long as the patent related feature is the
basis for customer demand and so long
as the patented and non-patented parts
function together as part of a single func-
tioning unit, are sensible requirements
that when supported by the evidence
prevents excessive and disproportionate
damages awards and instead gives the
patent holder adequate compensation
for his/her invention.

Limiting the entire market value rule
to reduce damages will undercompensate
inventors, like Apple, Intel and Yahoo.
What if these companies had a pat-
ented feature being used by a competitor
that just happened to be the feature in
the product that caused demand for
that product. Wouldn’t Apple, Intel and
Yahoo want to be adequately compensat-
ed for their inventions? These companies
appear to be shooting themselves in the
foot by taking a position that in the end
could benefit them. It isn’t a secret that
using a patent portfolio to maximize rev-
enues is a strategic approach employed
by high tech companies.® It seems large
high tech companies are moving away
from using their patent portfolios to
maximize revenues. There is no need to
limit or change the entire market value
rule. So long as courts adhere to its
requirements and substantial evidence
supports its application patent holders
will be adequately compensated.

A BRIEF HISTORY OF ENTIRE
MARKET VALUE RULE

In the case of Guarretson v. Clark the
United States Supreme Court first artic-
ulated a need to apportion damages.” In
Garretson the Court held that if a patent
is for the improvement of a machine,
as opposed to an entirely new machine,
when calculating damages, the patentee
needed to show what had been improved
and that the patentee “must separate its
results directly from those of the other
parts, so that the benefits derived from
it may be distinctly seen and appreci-
ated.” This apportionment rule was
followed until about the early 1900s
when the Supreme Court articulated
an exception to the apportionment rule
in the context of an evidentiary burden
shifting scheme—if it was impossible
to apportion damages, damages should
be awarded based on the value of the
entire infringing article.” In 1979 the
Court of Claims affirmed the award of
damages to a patent holder based on the
entire value of the product at issue, even
though only certain components were
patented.'® The court reasoned that the
unpatented items did “derive their util-
ity and value from the patented inven-
tion.”"! The Federal Circuit held in a
later case that the entire market value
rule “permits recovery of damages based
on the value of the entire apparatus con-
taining several features, where the patent
related feature is the basis for customer
demand.”" In 1995, the Federal Circuit
held that a patent holder could use the
entire market value rule to obtain dam-
ages so long as the patented and non-
patented parts functioned together as
part of single functioning unit.”> More
recently, the entire market value rule was
applied to give a patent holder (Lucent)
a multimillion dollar judgment against
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Microsoft Corp. Microsoft is appealing
the judgment.

THE MICROSOFT CASE

In 2007, Microsoft was hit with a
$500 million verdict. Microsoft created
an appointment feature in the calendar
function of its Outlook email product.'
It was found that this feature infringed
one of Lucents patents. On appeal
Microsoft argues that the district court
misapplied the entire market value rule
because “the narrow functions claimed
in the patents here are not essential for
use of Microsofts products, and are not
even important to them.”" However, in
affirming the $500 million jury verdict,
the district court found that there was
substantial evidence introduced at trial
for the jury to rely on the whole value of
the Outlook software when determining
damages. “Lucent introduced substantial
evidence, such as marketing material,
product documentation, and expert tes-
timony, that the accused [appointment]
features [found in Outlook] were impor-
tant to the success of Microsoft’s products
and were promoted by Microsoft” and
that “[tJhe jury could have reasonably
accepted this evidence and concluded
that, without the user interface benefits
provided by the patented method, the
products would have suffered commer-
cially by not meeting consumer expec-
tations.”'® In other words, substantial
evidence was introduced at trial that the
calendar and other interface functions
were the basis for customer demand.

Filing friendly briefs in support of
Microsoft, Apple and Oracle, have also
argued that “[t]he district court improp-
erly found the verdict supported despite
the absence of meaningful and rigorous
proof...that the requested damages have
a valid nexus to the value of the patented
feature relative to the rest of the product
on which the royalty is sought.”” Robert
Merges, a law professor who wrote the
amicus brief for Yahoo and Intel says that

the entire market value rule “has been
misapplied...often justiffying] excessive
damages.”"® In at least one case the
Federal Circuit seems to have broadly
applied the entire market value rule.

JUICY WHIP—CAUSE FOR
CONCERN

In Juicy Whip, applying the func-
tional unit test, the Federal Circuit held
that damages calculations should have
included the value of a product, syrup,
that was not wholly integrated as a
component of the overall product.” The
Federal Circuit in Juicy Whip seems to
have broadened the definition of a func-
tional unit to include a non-patented
item that is not really integrated into the
whole product when sold. The Federal
Circuit also completely ignored the cus-
tomer demand limitation articulated in
Indus., Inc. v. Mor-Flo Indus., Inc. in its
analysis. Had the Federal Circuit in this
case stuck to its guns and applied the
functional unit test more narrowly and
had it also applied the customer demand
limitation, the result in juicy Whip might
have turned out differently. However,
just because it seems that the Federal
Circuit has slipped in some instances
and has seemingly misapplied the entire
market value rule, does it mean that the
district court in the Microsoff case misap-
plied the rule, as argued by Microsoft
and its entourage? The answer, no. As
discussed herein, according to the district
court in Microsoft there was substantial
evidence that the patented feature was
the basis for customer demand.?

IMMONEX—AN EXAMPLE OF THE
COURTS CORRECTLY APPLYING
THE ENTIRE MARKET VALUE
RULE

To the extent that high-tech compa-
nies such as Microsoft, Yahoo, Apple,
and Intel are implying that the entire
market value rule has been grossly mis-
applied by courts, the case law reviewed

does not support their position. The
cases on this issue illustrate that the
district courts (and the Federal Circuit)
are correctly applying the entire market
value rule to limit damages when the
evidence does not support use of the
rule or allow damages under the rule
when there is evidentiary support.”’ In
Immonex the patent was directed to a
coin selection mechanism.”? The pat-
ent owner sued end users who sold
washing machines that incorporated the
coin selection mechanisms.® The pat-
ent holder wanted to recover damages
under the entire market value rule based
on the price of the washing machines.”
During the trial the court properly lim-
ited the damages calculations to include
individual coin selectors instead of an
attempt by the patent holder to calculate
damages based on sales of the washing
machines which incorporated the coin
selectors.”® The court limited the entire
market value rule to cases where the
patent-related feature is the “basis for
customer demand.”® The patent holder
was not able to introduce evidence at
trial that the feature covered by the pat-
ent was the basis for customer demand of
the whole washing machine.” As a result
of the trial court applying the limita-
tions of the entire market value rule in
Immonex, the patent holder’s damages
were limited to a proper amount. The
Federal Circuit affirmed the trial court’s
decision.”® In Immonex the trial court
correctly applied the entire market value
rule to limit damages and the Federal
Circuit recognized this. While some legal
scholars claim that the patent system is
broken, the question is whether it in fact
is and whether it needs to be changed, at
least the damages part of it? Even Chief
Judge of the U.S. Court of Appeals for
the Federal Circuit, Paul R. Michel prob-
ably agrees that the entire market value
rule is not being misapplied by the courts
nor that the courts are “out of control” in

applying it.”” What needs fixing?
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DO WE REALLY NEED TO FIX
ANYTHING?

So if the entire market value rule
“ain’t broke, why fix i?” It seems courts
are evaluating the evidence correctly and
applying the requirements of the market
value rule fairly and consistently. One
fact that is glaringly obvious is that those
companies who are seeking to limit dam-
ages under the entire market value rule
are large companies. Could it be because
larger companies no longer need patent
protection for smaller features? Whatever
the answer may be the current case law
indicates that the courts are doing the
right thing—they are not misapplying
the entire market value rule. =
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