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“25 Percent Rule” Axed for Patent Infringement 
Damages and Test for the Entire Market Value 
Rule Reaffirmed 
BY S. CHRISTIAN PLATT & JEFFREY D. COMEAU 

On January 4, 2011, the Federal Circuit affirmed a district court’s grant of a new damages trial for 
Microsoft in a patent infringement action, finding that the 25% rule of thumb to calculate damages 
was “a fundamentally flawed tool for determining a baseline royalty rate in a hypothetical 
negotiation.” Uniloc USA, Inc. v. Microsoft Corp., Nos. 2010-1035, 2010-1055 (Fed. Cir. Jan. 4, 2011). 
In addition, the Federal Circuit found that the plaintiff's use of the entire market value rule to “check” 
its damages calculation was unwarranted, rejecting the proposition that the entire market value can 
be used as long as the royalty percentage is “low enough.” This decision has significant implications 
for patent infringement damages, marking the end of the debate over the blanket applicability of the 
25% rule in reasonable royalty analyses and confirming that patentees must demonstrate that the 
patented feature forms the “basis for customer demand” or “substantially creates the value of the 
component parts” of a product in order to obtain damages based on the entire market value of the 
accused products. 

Background 

In 2003, Uniloc sued Microsoft, alleging that the Product Activation feature in various Microsoft 
products infringed Uniloc’s patent on a system for software registration. Id. at 3-12. Uniloc sought 
damages equal to 25% of the value of the accused feature for every product sold, relying on its 
expert’s use of the 25% rule of thumb and a reasonableness “check” using the entire market value 
rule. Id. at 34. After trial, a jury returned a verdict that Uniloc’s patent was infringed and not invalid, 
awarding $388 million in damages. Id. at 12. Following post-trial motions, the district court upheld the 
validity finding, but granted judgment as a matter of law for Microsoft as to non-infringement. With 
respect to damages, the district court rejected Microsoft’s argument regarding the impropriety of 
Uniloc’s reliance on the 25% rule, but granted Microsoft’s request for a new damages trial based on 
Uniloc’s improper use of the entire market value rule. Id. at 12. 

The 25 Percent Rule 

On appeal, the Federal Circuit panel comprised of Chief Judge Rader and Circuit Judges Linn and 
Moore addressed the 25% rule, which it described as “a tool that has been used to approximate the 
reasonable royalty rate that the manufacturer of a patented product would be willing to offer to pay to 
the patentee during a hypothetical negotiation.” 1 Id. at 36. Specifically, “‘[t]he Rule suggests that the 
licensee pay a royalty rate equivalent to 25 percent of its expected profits for the product that 
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incorporates the IP at issue.’” Id. (quoting Robert Goldscheider, John Jarosz and Carla Mulhern, Use Of 
The 25 Per Cent Rule in Valuing IP, 37 les Nouvelles 123, 123 (Dec. 2002)). The 25% rule was 
originally based on observations regarding certain commercial licenses to patent and other intellectual 
property rights. Id. at 37. However, under Federal Circuit precedent, “there must be a basis in fact to 
associate the royalty rates used in prior licenses to the particular hypothetical negotiation at issue in 
the case.” Id. at 45. Although the Federal Circuit had “passively tolerated” the 25% rule in prior cases 
where its acceptability had not been questioned, the issue of its admissibility had never been squarely 
presented to the Court. Id. at 39. Now presented with the issue, the Federal Circuit found that “[t]he 
25 percent rule of thumb as an abstract and largely theoretical construct fails to satisfy this 
fundamental requirement.” Id. at 45. Namely, “[t]he rule does not say anything about a particular 
hypothetical negotiation or reasonable royalty involving any particular technology, industry, or party.” 
Id. The Court held: 

[A]s a matter of Federal Circuit law that the 25 percent rule of thumb is 
a fundamentally flawed tool for determining a baseline royalty rate in a 
hypothetical negotiation. Evidence relying on the 25 percent rule of 
thumb is thus inadmissible under Daubert and the Federal Rules of 
Evidence, because it fails to tie a reasonable royalty base to the facts of 
the case at issue. 

Id. at 41. Accordingly, Microsoft was entitled to a new damages trial. Id. at 47. 

The Entire Market Value Rule 

The Federal Circuit also discussed the applicability of the entire market value rule, which “allows a 
patentee to assess damages based on the entire market value of the accused product only where the 
patented feature creates the basis for customer demand or substantially creates the value of the 
component parts.” Id. at 48 (citations and quotations omitted). At trial, Uniloc emphasized Microsoft’s 
total sales numbers of $19.28 billion (i.e., the entire market value of the accused products). Uniloc 
showed the jury a pie chart demonstrating the expert’s damages calculation “resulted in a royalty rate 
over the gross revenue of Office and Windows of approximately 2.9%” and derided Microsoft’s 
damages expert’s damages figure as only 0.00003% of the entire market value. Id. at 47, 53. In an 
attempt to justify its use of all sales of the accused products, Uniloc took the position that an earlier 
Federal Circuit decision endorsed the view that “the entire market value of the products may 
appropriately be admitted if the royalty rate is low enough.” Id. at 50 (citing Lucent Techs. v. 
Gateway, Inc., 580 F.3d 1301, 1338-39 (Fed. Cir. 2009)). The Federal Circuit in Uniloc rejected that 
position, explaining that that this “court held that one of the flaws in the use of the entire market 
value in [Lucent] was ‘the lack of evidence demonstrating the patented method of the Day patent as 
the basis—or even a substantial basis—of the consumer demand for Outlook. . . . [t]he only 
reasonable conclusion supported by the evidence is that the infringing use of the date-picker tool in 
Outlook is but a very small component of a much larger software program.’” Id. at 50-51 (citing 
Lucent, 580 F.3d at 1338). “The Supreme Court and this court’s precedents do not allow consideration 
of the entire market value of accused products for minor patent improvements simply by asserting a 
low enough royalty rate.” Id. Uniloc had failed to show that the entire market value of the accused 
products derived from the patented contribution. As a result, the Federal Circuit found that a new 
damages trial was appropriate because, among other things, the damages award was “tainted” by 
Uniloc’s use of the entire market value as part of its damages analysis. Id. at 49, 53. 
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Conclusion 

The Federal Circuit’s Uniloc decision marked the end of the debate over the blanket applicability of the 
25% rule in reasonable royalty damages analyses and confirmed the test necessary for patentees to 
seek damages based on the entire market value of the accused products. A copy of the decision is 
available at http://www.cafc.uscourts.gov/images/stories/opinions-orders/10-1035.pdf 
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1 “A reasonable royalty is the predominant measure of damages in patent infringement cases.” Id. 
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