


In ResQNet.com, the trial court ruled that Lansa, Inc. (“Lansa”)
infringed U.S. Patent No. 6,295,075 (the “/075 patent”) owned
by ResQNet.com, Inc. (“ResQNet”) and “awarded damages of
$506,505 for past infringement based on a hypothetical royalty
of 12.5%, plus prejudgment interest.” Id. at *1. The trial court
denied ResQNet’s motion for a permanent injunction but
imposed the 12.5% royalty on a going-forward basis. /d. Lansa
appealed the trial court’s damages award. /d. at *7.

Specifically, Lansa challenged the methodology ResQNet’s
damages expert employed to calculate the reasonable royalty
for Lansa’s use of the ‘075 patent. /d. Claim 1 of the ‘075
patent, which is a method claim, facilitates recognition by a
personal computer of information downloaded from a remote
mainframe computer. See id. at *2. “In the ‘075 method,
specific screen identifying information is downloaded from
a communications server to a remote terminal, along with
communications software, and is used to identify information
from the communications server.” Id. at *3.

ResQNet’s damages expert based his reasonable royalty
calculation on seven ResQNet licenses. /d. at *8. Five of the
licenses were re-branding or re-bundling licenses (the “re-
bundling licenses”) with rates between 25% and 40%. Id.
Under these licenses, ResQNet “furnished finished software
products and source code, as well as services such as training,
maintenance, marketing, and upgrades, to other software
companies in exchange for ongoing revenue-based royalties.”
Id. None of the licenses mentioned the ‘075 patent or were
linked directly to the claimed technology. /d. The other two
licenses resulted from litigation. /d. One was an inapplicable
lump-sum payment and the other had a rate substantially less
than 12.5%. Id.

The Federal Circuit found the expert’s analysis faulty in two
respects. First the Court found fault with the trial court’s
reliance on the extremely high rates in the re-bundling licenses
as compared to licenses on the actual claimed technology. /d.
at *9. Second the Court found “unconvincing [the] reasons that
[the expert] gave for considering these re-bundling licenses at
all” Id. The Federal Circuit noted that in the trial transcript the
expert mischaracterized or misunderstood the nature of the
re-bundling licenses and their relation to the patents in suit.
Id. The expert provided no evidence to link the re-bundling
licenses to the claimed invention, yet relied on the royalty
rates of the re-bundled licenses to inflate the royalty rate of
the claimed invention. /d.

Relying on the Federal Circuit’s recent decision in Lucent
Techs. Inc. v. Gateway, 580 F.3d 1301, 1327-28 (Fed. Cir. 2009)
the Federal Circuit rejected the expert’s conclusion because
it relied on licenses that were “radically different from the
hypothetical agreement under consideration.” Id. at *8 (citing
Lucent Techs. Inc., 580 F.3d at 1327-28). The expert’s analysis
failed to provide any basis to demonstrate the relationship

between the re-bundling licenses and the patents in suit.
Id. at *10. The re-bundling licenses did not “embody or use
the claimed technology or otherwise show demand for the
infringed technology.” /d.

Relying on the unrelated re-bundling licenses allowed the
expert “to drive the royalty rate up to unjustified double-
digit levels.” Id. at *8. Because both the expert and the trial
court failed to provide any link between the re-bundling
agreements and the infringed patent, the fact finder could
not “have adequately evaluated the probative value of [the]
agreements.” Id. at *9. (citing Lucent Techs. Inc., 580 F.3d at
1328). The Federal Circuit also was troubled by the expert’s
decision to arbitrarily adjust his royalty rate downward to
a rate of 12.5%; however, that rate was still twice the rate
on the straight rate-based license that covered the claimed
invention. /d. at *10. The Federal Circuit reasoned that the
expert’s downward deviation from the re-bundling royalties
was “an admission that his calculations [were] speculative
without any relation to actual market rates at all.” /d. at *10.

The Federal Circuit commented that the trial court appeared
heavily influenced by the fact that Lansa did not offer an
expert to counter ResQNet’s expert testimony. /d. The
Federal Circuit noted that the burden is on the patentee
to establish an appropriate reasonable royalty with legally
sufficient evidence. Id. (citing Lucent Techs. Inc., 580 F.3d
at 1329). The royalty award could not be sustained simply
because the claimed infringer failed to proffer an expert to
rebut the patentee’s expert. /d. at *10. Finally, the Federal
Circuit acknowledged that the hypothetical reasonable
royalty calculation must result from events and facts that
occurred prior to the litigation, because the litigation can
affect the valuation of the hypothetical license. /d. at *11.
(citing Hanson v. Alpine Valley Ski Area, Inc., 718 F.2d 1075,
1078-79 (Fed. Cir. 1983)). The Federal Circuit remanded
the reasonable royalty issue for reconsideration by the trial
court, however, cautioned the trial court not to consider
unrelated licenses or events or facts that occurred after the
commencement of litigation. /d. at *11.

In ResQNet.com, the Federal Circuit clarified that an expert’s
royalty rate must be grounded in past or present licenses
that relate directly to the actual patented technology and
claims infringed. The Court cautioned that in calculating a
reasonable royalty rate the proof in support must be tied
to the use of the patented technology in the marketplace.
Following this decision, patent damages experts should re-
evaluate the types of licenses relied upon when proposing a
reasonable royalty for patent infringement. @




