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I.  INTRODUCTION 
 
 
  Once a patent is held valid, enforceable and infringed, then the issue of damages must 
be addressed.  In patent cases, damages are provided by statute:  
 

    Upon finding for the claimant the court shall award damages adequate to 
compensate for the infringement, but in no event less than a reasonable royalty for 
the use made of the invention by the infringer, together with interest and costs as 
fixed by the court.  
    When the damages are not found by a jury, the court shall assess them.  In 
either event the court may increase the damages up to three times the amount 
found or assessed.  
    The court may receive expert testimony as an aid to the determination of 
damages or of what royalty would be reasonable under the circumstances.  
35 U.S.C. §  284 

 
  Thus, a patentee whose patent has been infringed, is entitled to:  (1) an award of lost 
profits from sales the patentee would have made "but for" the infringement; [n2] or (2) a 
reasonable royalty on the infringing sales;  [n3] *14 or (3) a combination of (1) and (2). 
[n4]  A reasonable royalty award provides the floor below which damagescannot fall. 
[n5] 
 
  Additionally, the patentee is entitled to interest on the lost profits or on the reasonable 
royalty from the time of the infringement up until the award is paid and to the costs 
incurred in the district court litigation.  Costs normally include amounts paid to the court, 
witness fees and travel expenses, fees for transcripts, and other miscellaneous expenses.  
They do not include attorney fees.  Interest and costs are included to compensate for the 
infringement. [n6] 
 
  Thus, the lost profits of the patentee or a reasonable royalty on the infringer's sales, or a 
combination of lost profits and a reasonable royalty award, along with interest and costs, 
are called "compensatory damages." 
 
  Further, if the infringer knew or should have known it was infringing, then the patentee 
may be awarded enhanced damages for its willful infringement, up to three times the 



compensating award, and may be entitled, under 35 U.S.C. §  285, to attorney fees as 
well.  Damages over and above compensatory damages are called "punitive damages." 
 
  The damages issue can be addressed by either a judge or a jury. 
 
 
II.  COMPENSATORY DAMAGES:  LOST PROFITS 
 
 
  Lost profits are the profits the patentee would have made "but for" the infringement.  In 
other words, those additional profits the patentee would have made if the infringer had 
not been infringing, equal to the patentee's incremental profit margin in a "but for" world 
times the number of sales lost to the infringer due to the infringement.  Thus, proof of lost 
profits generally requires a showing that:  (1) but for the infringement, there is a 
reasonable probability that the patentee would have *15 made the sales; and (2) the 
computation of the amount is supported by the evidence. [n7]  The burden of proof on 
these issues is by a preponderance of the evidence.  [n8]  Any doubts about the 
correctness of the award are to be resolved against the infringer. [n9] 
 
 
A.  The Panduit Factors 
 
  In determining lost profits, a test frequently applied by courts, including the Federal 
Circuit, is that enunciated in Panduit Corp. v. Stahlin Bros. Fibre Works. [n10]  Under 
that test, the patentee must prove:  
    1. demand for the patented product;  
    2. the absence of acceptable non- infringing alternatives;  
    3. the patentee's capacity to exploit the demand; and  
    4. the amount of profit the patentee would have made. 
 
  The first three Panduit factors address the causation question:  would the patentee have 
made the sale "but for" the infringement?  The fourth addresses the quantification 
question:  to how much is the patentee entitled? 
 
  The "but for" world assumes that the patentee and the infringer compete in the same 
market segment, and the competing products are similar in price.  [n11] 
 
  *16 When there is a two-supplier market, satisfaction of the first two factors, demand 
for the patented product and the absence of an acceptable non- infringing alternative for 
the patented product, can normally be inferred.  [n12]  Further, insignificant competitors 
and other infringers can be ignored. [n13]  In a two-supplier market, demand for the 
patented product would normally equal the sum of the patentee's sales plus the infringer's 
sales. [n14] 
 



  Thus, in a two-supplier market case, the patentee usually need only prove the third and 
fourth factors - its capacity to have made the infringing sales and the amount to which it 
is entitled. 
 
 
1.  Demand for the Patented Product 
 
  Usually "demand" for the patented product sold by the infringer is inferred from the fact 
that those sales were made. [n15]  Other factors which have been considered relevant to 
the demand question include long-felt need and commercial success of the patented 
product. [n16] 
 
 
*17 2.  Absence Of Acceptable Non-Infringing Alternatives 
 
  The existence, or non-existence, of an acceptable non-infringing substitute is determined 
at the time of the infringement.  Thus, among other things, continued infringement after 
an infringement suit has been filed is evidence of the absence of an acceptable non-
infringing alternative. [n17] 
 
  To be an acceptable non-infringing alternative, the alternative must have all of the 
advantages of the patented product. [n18] Thus, the fact that a product competed does not 
necessarily make it an acceptable non- infringing product. [n19] 
 
  Even when there are acceptable non-infringing alternatives in the marketplace, the 
patentee may still be able to establish its entitlement to lost profits based on its share of 
the market. [n20] However, the patentee must still prove that his product and the 
infringer's product are similar, competing for the same customers. [n21]  In such a case, 
the patentee would be entitled to a reasonable royalty on the remaining infringing sales, 
those for which lost profits were not proven, as discussed infra. [n22] 
 
 
3.  Patentee's Capacity to Make and Market Product 
 
  Regardless of the number of suppliers in the market, the patentee must establish that it 
had the ability to manufacture and sell the infringing *18 products.  In-place capacity is 
not required, however. [n23] Neither is bidding on each project necessary. [n24] 
 
  The manufacturing capacity requirement has been met by showing that the work could 
have been subcontracted, that the patentee's facilities were sufficient to manufacture the 
product, or that the patentee could have expanded its facilities enough to meet the 
demand for the infringing product. [n25]  The need to run extra shifts is not sufficient to 
thwart capability. [n26] 
 
  The marketing capacity requirement has been met by showing that the patentee had 
developed the market, protected its market and had substantial sales and advertising 



budget, employed direct salespeople and is aware of sales techniques necessary to obtain 
orders from large corporate buyers. [n27] If lack of manufacturing or marketing capacity 
is due to the infringement, then the capacity requirement is considered satisfied. [n28] 
 
 
*19 4.  Quantification Of The Amount Of Damages 
 
  The amount of damages need not be proven with unerring precision but cannot be 
speculative. [n29]  Again, any doubts are to be resolved against the wrongdoer, in this 
case, the infringer.  The most straight- forward calculation involves determining the dollar 
volume of infringing sales and multiplying it by the patentee's gross, or incremental, 
profit margin.  Fixed costs, costs which do not vary with increases in production, are 
excluded from the calculation. [n30]  Examples of costs which are normally fixed are 
management salaries, property taxes, and insurance. [n31] 
 
 
B.  Additional Compensation for Infringement 
 
  The amount of damages determined by multiplying the number of infringing sales by 
the patentee's gross profit margin may not be adequate to compensate for the 
infringement.  For example, the patentee will generally by entitled to additional 
compensation if there is proof that, without the infringer in the market, (1) the patentee 
could have charged more for its product; (2) the demand for the patented product would 
have been greater; or (3) the patentee would have sold other, non-*20 patented products 
along with its sales of the patented product sold by the infringer. [n32] 
 
 
1.  Price Erosion 
 
  Whenever an additional supplier enters the market, the potential for price competition 
increases.  Price competition frequently results in the phenomenon known in patent law 
as "price erosion." Thus, if an infringer competed through price, it normally follows that 
the patentee could have charged more, absent the infringement. Of course, a court can 
take into consideration what alternatives would have competed at the higher price. [n33]  
Evidence to be considered on this issue includes:  the relative prices charged by the 
patentee and infringer; a decrease in price or increase in discounting by the patentee 
following the infringer's entry into the market; retarded sales growth attributable to the 
drain of substantial litigation; and the reasons why a bid was lost or won, as might be 
found in bid documents or the testimony of those actually selling the product. [n34] 
 
 
2.  Diminution Of Value Of Product 
 
  Occasionally the infringer will offer a product which, although infringing, is of a lesser 
quality than that offered by the patentee.  [n35]  In such a case, that offering may well 



affect the reputation of the product generally and thus affect the sales of the patentee's 
product. 
 
 
*21 3.  Convoying/The Entire Market Value Rule 
 
  The "entire market value rule" permits the patentee to recover damages based on 
unpatented products which the patentee would normally expect to sell with the patented 
product, i.e., on those products which are "convoyed" with the sale of the patented 
product. [n36]  Factors to be considered include the way products are marketed, the price 
lists, industry practice of selling the unpatented product with the patented one (or 
separately), the marketability of the unpatented product by itself, and the physical 
dependence of the unpatented product on the patented one. [n37] 
 
 
III.  COMPENSATORY DAMAGES:  REASONABLE ROYALTY 
 
 
  When lost profits cannot be established, the patentee is still entitled to at least a 
reasonable royalty on the sales the infringer made of the patented product. [n38]  By 
statute, a reasonable royalty is the "floor" below which damages cannot fall. [n39]  A 
reasonable royalty award is normally determined by multiplying the infringer's total sales 
of infringing product by the reasonable royalty rate. 
 
 
*22 A.  The Royalty Rate 
 
  The royalty rate to be used in a damages calculation can be determined in several ways:  
(1) constructing a hypothetical negotiation; (2) applying an established royalty rate; or (3) 
using the "analytical approach." 
 
 
1.  The Hypothetical Negotiation 
 
  The hypothetical negotiation determination is based on the following premise:  "A 
reasonable royalty is an amount 'which a person, desiring to manufacture and sell a 
patented article, as a business proposition, would be willing to pay as a royalty and yet be 
able to make and sell the patented article, in the market, at a reasonable profit." [n40]   In 
other words, a reasonable royalty is the amount the infringer would have been willing to 
pay, prior to beginning its infringement, in an arm's length negotiation. 
 
  It is clear, however, that the negotiations cannot be treated as the  "equivalent of 
ordinary royalty negotiations among truly 'willing' patent owners and licensees." [n41]  
Such an approach would ignore the cost of litigation and would impose a compulsory 
license on the patentee. [n42] 
 



  In determining the reasonable royalty rate using a hypothetical negotiation approach, 
numerous factors are normally considered. Those factors include the following fifteen, 
commonly referred to as the "Georgia-Pacific factors":  [n43] 
 
  Those fifteen factors are:  
    1. The royalties received by the patentee for the licensing of the patent in suit, proving 
or tending to prove an established royalty.  
    2. The rates paid by the licensee for the use of other patents comparable to the patent in 
suit.  
    3. The nature and scope of the license, as exclusive or non- exclusive; or as restricted 
or non-restricted in terms of territory or with respect to whom the manufactured product 
may be sold.  
    *23 4. The licensor's established policy and marketing program to maintain his patent 
monopoly by not licensing others to use the invention or by granting licenses under 
special conditions designed to preserve that monopoly.  
    5. The commercial relationship between the licensor and licensee, such as, whether 
they are competitors in the same territory in the same line of business, or whether they 
are inventor and promotor.  
    6. The effect of selling the patented specialty in promoting sales of other products of 
the licenses; the existing value of the invention to the licensor as a generator of sales of 
his non-patented items; and the extent of such derivative or convoyed sales.  
    7. The duration of the patent and the term of the license.  
    8. The established profitability of the product made under the patent; its commercial 
success; and its current popularity.  
    9. The utility and advantages of the patent property over the old modes or devices, if 
any, that had been used for working out similar results.  
    10. The 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.  
    11. The extent to which the infringer has made use of the invention; and any evidence 
probative of the value of that use.  
    12. The portion of the profit or of the selling price that may be customary in the 
particular business or in comparable businesses to allow for the use of the invention or 
analogous invention.  
    13. The portion of the realizable profit that should be credited to the invention as 
distinguished from non-patented elements, the manufacturing process, business risks, or 
significant features or improvements added by the infringer.  
    14. The opinion testimony of qualified experts.  
    15. The amount that a licensor (such as the patentee) and a licensee (such as the 
infringer) would have agreed upon (at the time the infringement began) if both had been 
reasonably and voluntarily trying to reach an agreement; that is, the amount which a 
prudent licensee - who desired, as a business proposition, to obtain a license to 
manufacture and sell a particular article embodying the patented invention - would have 
been willing to pay as a royalty and yet be able to make a reasonable profit and which 
amount would have been acceptable by a prudent patentee who was willing to grant a 
license. 



 
The Federal Circuit has cited many of these factors with approval. [n44]  However, not 
all fifteen may be relevant to each case, and others not included in the fifteen may be 
decisive. 
 
 
*24 2.  The Established Royalty Rate 
 
  It is normally to the infringer's advantage to prove that there is or was an  "established" 
royalty rate for the patented product. A royalty rate is considered "established":  (1) when 
it has been widely applied in a number of license agreements containing similar terms; 
and (2) when those terms are essentially the same as those the infringer would have 
needed to avoid infringement.  Unless these conditions are met, the rate will probably not 
be considered "established" and thus will not be controlling. [n45] 
 
  Thus, the rate given in a single license or in a license granted to avoid litigation or in a 
license to a minor competitor will not be considered an established royalty rate. [n46]  
Likewise, the rate given in a license to make a different product from the infringing 
product will not be considered "established." [n47] 
 
  Further, a rate, even if established, does not necessarily create a ceiling on the rate used 
in the damages calculation. [n48] Damages greater than that based on a reasonable 
royalty rate can be granted by a court as a deterrent to infringement. [n49] 
 
 
3.  The Analytical Approach 
 
  In determining a reasonable royalty rate, the "analytical approach" may be used.  
Theoretically, this approach is also based on a hypothetical negotiation between a willing 
licensor and a willing licensee but focuses primarily on what the infringer would have 
been willing to pay.  In certain *25 cases, it can yield a very high royalty rate, particularly 
if the infringer's expectations prior to the infringement were high and can be proven. 
There is no requirement that the infringer actually made any profit but rather only that it 
expected to do so. 
 
  A court, using the analytical approach, begins with the anticipated gross profit of the 
infringer; subtracts the infringer's overhead expenses; allocates an acceptable, or 
"normal," net profit to the infringer; and awards the remaining profit to the patentee. 
[n50] 
 
 
B.  The Royalty Base 
 
  In the simplest case, the royalty base is the total sales of patented products sold by the 
infringer.  Nevertheless, the entire market value rule, discussed supra, is also applied to 
reasonable royalty calculations. Therefore, the royalty base can include sales of 



unpatented products which the patentee normally expects to sell with the patented 
product, i.e., those products which are "convoyed" with the sale of the patented product. 
[n51] Proof of convoying relating to a reasonable royalty calculation is similar to that 
necessary to establish convoying in a lost profits case.  See the discussion supra. 
 
  Alternatively, the sale of convoyed products can be considered in determining the 
royalty rate rather than the royalty base. [n52] 
 
 
IV.  COMPENSATORY DAMAGES:  LOST PROFITS PLUS REASONABLE 
ROYALTY 
 
 
  In certain cases, the patentee may be able to prove that it would have made some, but 
not all, of the infringer's sales.In such cases, the patentee is entitled to a combination 
award - lost profits on the sales it proves it would have made and a reasonable royalty on 
the remaining *26 infringing sales.  [n53]  Each of these compensatory damage elements 
is treated as described supra. 
 
  One type of combination award deserves additional comment:  if the case involves a 
market with more than two suppliers and the patentee cannot establish that there was no 
acceptable non-infringing alternatives, then the patentee may still be able to establish that 
it would have made its market share of the infringer's sales. [n54]  Damages on the 
remaining infringing sales, the ones which the other suppliers in the market would have 
theoretically made, would then be determined using a reasonable royalty approach. 
 
 
V.  INTEREST 
 
 
  In order to fully compensate the patentee for the infringement, interest is normally 
awarded to the patentee on the lost profits and/or reasonable royalty award.  However, no 
interest is to be included with any punitive portion of a damages award. [n55] 
 
 
 
A.  Prejudgment Interest 
 
  Title 35 of the U.S.C. §  284 provides for prejudgment interest. [n56]  It cannot be 
denied, absent some justification for doing so. [n57] 
 
  The interest rate applied is within the discretion of the trial court and will not be 
disturbed unless the court abused its discretion. [n58]  Thus, courts *27 have awarded 
simple interest or interest compounded on a variable basis over different time periods, 
and have based the award on the prime rate, rates above prime, the state statutory rate, 
Treasury bill rates, etc.  [n59] 



 
 
B.  Postjudgment Interest 
 
  Postjudgment interest is set by statute, to be compounded annually, at a  "rate equal to 
the coupon interest yield equivalent ... of the average accepted auction price for the last 
auction of fifty-two week United States Treasury bills ... [28 U.S.C. §  1961]." 
 
 
VI.  PUNITIVE DAMAGES 
 
 
  The patentee may be awarded enhanced, or "punitive", damages if the infringement was 
willful and/or if there was bad faith prosecution of the litigation.  Damages in such a case 
can be increased up to three times the compensatory amount.  Further, if the court finds 
that the case is "exceptional", attorney fees may also be awarded under 35 U.S.C. §  285. 
Enhancement of damages is discretionary with the court and will not be disturbed unless 
the court abused its discretion. [n60] 
 
 
A.  Willful Infringement 
 
 
  Willful infringement is a finding of fact which must be proved by clear and convincing 
evidence.  The finding will not be disturbed on appeal unless it is clearly erroneous. [n61] 
 
  *28 In order to willfully infringe, the infringer must have knowledge of the patent and 
must then have proceeded to infringe, without a good faith belief that the patent was not 
infringed, invalid, or unenforceable. [n62] 
 
  The "totality of the circumstances" is to be considered when deciding whether an 
infringement is willful. [n63]  The most important "circumstances" appear to be those 
surrounding advice of counsel - including whether it was sought, when and from whom it 
was sought, and whether it was followed.  [n64] 
 
  Other circumstances which bear on the issue of willfulness are whether the infringer 
copied the patented product, the rejection of a license offer, and whether the patent had 
previously been held valid. [n65]  Bad faith is not necessary. [n66] 
 
 
*29 B.  Bad Faith Prosecution 
 
  Even when there is no willful infringement, enhanced damages may be based on bad 
faith "vexatious litigation behavior or unacceptable tactics." [n67] Activities which may 
fall in this category include inequitable conduct in obtaining the patent, misconduct 
during the litigation, or a frivolous suit.  [n68] 



 
 
C.  Attorney Fees 
 
  Under 35 U.S.C. §  285, it is within the court's discretion to grant attorney fees to a 
prevailing party in an exceptional case. Frequently, an exceptional case has been 
established by proving, clearly and convincingly, a case of willfulness. [n69]  To support 
the grant of attorney fees, some element of bad faith, unfairness, or inequitable conduct 
apparently must be present. [n70] 
 
 
VII.  LIMITATIONS ON DAMAGES 
 
 
  In certain circumstances, the amount of damages may be limited by statute or by the 
equitable doctrines of "laches" and/or "estoppel." 
 
 
A.  The Notice/Marking Requirements 
 
  Under 35 U.S.C. §  287, damages generally cannot be collected unless the public was 
given constructive notice of the patent- in-suit by marking the patented product, or unless 
the infringer had actual notice of the alleged infringement.  The filing of the suit 
constitutes notice.  The *30 marking requirement does not extend to patented methods. 
[n71]  But if both a product and method are patented and are asserted against an alleged 
infringer, then notice that the product is patented is required to collect damages for 
infringement of the method. [n72] 
 
 
B.  Time Limitation:  Statutory Under 35 U.S.C. §  286 
 
  By statute, the period for collecting damages cannot extend back more than six years 
from the filing of the suit. 
 
 
C.  Time Limitation:  Defenses Of Laches And Estoppel 
 
  When the patentee has delayed in filing suit such that the delay is unreasonable, 
inexcusable and prejudicial to the alleged infringer, then laches may prevent the 
collection of damages for the period preceding the filing of the suit. [n73] 
 
  If a patentee has delayed more than six years from the time he or she became aware of 
the infringement, then a presumption that the delay was unreasonable, inexcusable and 
prejudicial arises.  The burden of going forward with evidence to overcome the 
presumption then shifts to the patentee.  However, the ultimate burden of persuasion on 
the defense of laches remains with the alleged infringer at all times. [n74]  Involvement 



in other litigation or delay by the PTO are some of the justifications courts have 
recognized to rebut the presumption. [n75]  Specifically, a proceeding before the patent 
office involving patentability, i.e., a reissue or reexamination proceeding, satisfies the 
"other litigation" excuse for purposes of laches. [n76] 
 
  *31 Finally, equitable estoppel may bar all damages, past and future. Equitable estoppel 
requires proof of (1) affirmative conduct by the patentee (either action or misleading 
inaction) which led the alleged infringer to believe that it would not sue on its patent; (2) 
detrimental reliance on the patentee's conduct by the alleged infringer; and (3) material 
prejudice to the infringer due to that reliance, if the patentee is allowed to proceed with 
its suit. [n77] 
 
 
VIII.  THE STANDARD OF REVIEW ON APPEAL 
 
 
  Damages awards are reviewed as a question of fact.  Thus, they will be reviewed under 
the "clearly erroneous" standard when they are determined by a judge, and under the 
more restrictive "supported by substantial evidence" standard when they are determined 
by a jury. [n78] 
 
  With respect to the "clearly erroneous" standard:  
    "A finding is 'clearly erroneous' when, although there is evidence to support it, the 
reviewing court on the entire evidence is left with the definite and firm conviction that a 
mistake has been committed."  [United States v. United States Gypsum Co., 333 U.S. 
364, 395 (1948), quoted in SSIH Equipment S.A. v. U.S. Int'l Trade Comm'n, 718 F.2d 
365, 381-83, 218 USPQ 678, 692 (Fed. Cir. 1983)]. 
 
  With respect to the "substantial evidence" standard:  
    "Substantial evidence is more than a mere scintilla.  It means such relevant evidence as 
a reasonable mind might accept as adequate to support a conclusion.'  ... Accordingly, it 
'must do more than create a suspicion of the existence of the fact to be established."   
[Universal Camera Corp. v. NLRB, 340 U.S. 474, 477 (1951) (citations omitted), quoted 
in SSIH Equipment S.A. v. U.S. Int'l Trade Comm'n, 718 F.2d 365, 381-83, 218 USPQ 
678, 692 (Fed. Cir. 1983)]. 
 
  The judge's choice of accounting method and decision whether to enhance damages 
and/or award attorney fees is within the court's discretion.  Thus, the judge's decision on 
these issues will be reviewed under the "abuse of discretion" standard. [n79] 
 
 
*32 IX.  CONCLUSION 
 
 



  The above describes only the "basics" of patent damages law. Each topic is far more 
complex than has been explained.  If large dollar figures are at issue in a case, all of the 
complexities of relevant issues will likely surface. 
 
  Since creation of the Federal Circuit in 1982, large patent damage awards have become 
more common. [n80]  Thus, it has become increasingly important for patent litigators to 
be as cognizant of patent damages law as they are of that relating to liability issues.  
Further, they must be prepared to deal with the extensive discovery which accompanies 
large damages cases. [n81] Pretrial preparation can be very costly and time-consuming, 
and virtually impossible to manage without a good grasp of damages law (along with 
some understanding of economics and accounting principles).  Given the high costs of 
litigation today, meaningful damages awards are an absolute "must", if patents are going 
to be enforced through the courts - and enforcement of patents is a "must" if our patent 
system is to be preserved. 
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