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A patentee has succeeded in persuading a judge or jur that its

patent is valid and infged and that it can enforce it against the
infrnger. What may it expect in the way of relief?

Only a few years prior to the creation of the Federal Circuit, the
answer would have been "Not much!" An injunction agaist fuher
ingement could be expected, almost certaily, unless the patent
had expired. But the damages assessed agaist the inger were
all too often insufcient to cover the pàtentee's attomey fees and
other litigation expenses. Awards of treble damages and attomey
fees, at least those that would survve appellate review, were rare.
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Shortly afer the Federal Circuit began to fuction, the Supreme
Cour decided General Motors Corp. v. Devex Corp.,l holdig that
prejudgment interest on patent infgement damages should be
awarded absent some justification for denyig such relief. The Devex
holding was said to be consistent with the overrding purpose of
Congress, reflected in 35 U.S.C. §284, of afording patent owners
complete compensation. The statutory scheme was to ensure that the
patent owner is placed in as good a position as it would have been
in had the infringer entered into a reasonable royalty agreement.2

The Federal Circuit has fuly embraced this positive approach
toward complete compensation, and the pendulum is swinging at high
speed in favor of the patent owner. Indeed, there may be cause for
concem that patentees, insofar as reflected in the decisions of the
Federal Circuit, are being overcompensated, at least in the area of

increased damages and attomey fees. It is now conventional wisdom
in the patent bar that a defendant in a patent infngement case,
even one who is clearly not guty of copyig, had better have a
thoughtful opinion of patent invaldity or noninfgement in its hip
pocket. Patent ingement these days is a very risky business in-
deed, as will be seen in Chapter 16.

§15.1 Compensatory Damages

(aJ General

The general rule regardig damages is that when a wrong has
been done, and the law gives a remedy, the compensation shall be
equal to the injury. The latter is the standard by which the former
is to. be measured. The injured party is to be placed, as near as may
be, in the situation it would have occupied had the wrong not been
committed. The rue applies to patent cases. Congress has sought to
ensure that the patent owner would in fact receive full compensation
for any damages it suffered as a result of the infgement.3

The statute provides that:

Upon finding for the claimant the cour shal award the claiant
damages adequate to compensate for the infgement but in no event

1461 U.S. 648 (1983).

2461 U.S. at 655. For ilumating discussion of the legislative and judicial hitory of
patent inement damages, see Nike Inc. v. Walmart Stores Inc., 138 F.3d 1437, 46 USPQ2d

1001, 1003-06 (Fed. Cir. 1998); King Instr. Corp. v. Perego, 65 F.3d 941, 36 USPQ2d 1129,
1133-37 (Fed. Cir. 1995).

3Fromson v. Western Litho Plate & Supp. Co., 853 F.2d 1568, 7 USPQ2d 1606 (Fed. Cir.
1988). In patent caes, as in other commercial torts, damages are measured by inquig, had
the torteasor not commttd the wrong, what would have been the financial position of the
person wronged? Brooktree Corp. v. Advancd Micro-Devices, Inc., 977 F.2d 1555, 24 USPQ2d
1401 (Fed. Cir. 1992).
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less than a reasonable royalty for the use made of the invention by the
inger ***.4

This statutory measure of damages is the dierence between the
patent owner's pecuniar condition after the infgement, and what
its condition would have been if the infgement had not occured.
This formulation requires the patentee to reconstruct the market, by
defition a hypothetical enterprise, to project economic results that

did not occur. To prevent the hypothetical from lapsing into pure
speculation, this cour requies sound economic proof of the nature
of the market and likely outcomes with infrngement factored out
of the economic picture. The statute also guarantees patentees a
reasonable royalty even when they are unable to prove entitlement
to lost profits or an established royalty rate. A reasonable royalty
contemplates a hypothetical negotiation between the patentee and
the infrnger at a time before. the infngement began. Agai, this
analysis necessarly involves some approximation of the market as
it wouldhflve hypothetically developed absent ingement. This
analysis, in tum, requires sound economic and factual predicates.5
Section 284 imposes no limitation on the types of har resulting from
infngement that the statute will redress. Its broad language awards
damages for an injur as long as it resulted from the inrigement.
Recoverable damages are those that are the diect and foreseeable
result of the ingement.6

The governent's uncensed use of a patented invention is prop-
erly viewed as a takg .of propert under the Fifth Amendment
through the govemment's exercise of its power of eminent domain,
and the patent holder's remedy for such use is reasonable and entire
compensation under 28 U.S.C. §1498(a). Because recovery is based
on eminent domain, the proper measure is what the owner has lost,
not what the taker has gained. Generally, the preferred maner of
reasonably and entirely compensating the patent owner is to require
the governent to pay a reasonable royalty for its license as well as
damages for its delay in paying the royalty.7 Thus, evidence of benefit

435 U.S.C. §284. A motion to enforc an agreement settlg a patent ingement acton

arses under the patent laws if the district cour reta jursdicton to enforce the agreement.
However, where breach of the ageement does not itself establish ingement of the patent,

it is error to determne damages based upon §284. Rather, the tral cour should determe
damages under state contract law regarding damages for breach of contract. So, too, with an
award of attorney fees under 35 U.S.C. §285. Gjerloii ii. Schuyler Labs., Inc., 131 F.3d 1016,
44 USPQ2d 1881 (Fed. Cir. 1997).

5Riles ii. Shell Exploratin & Prod. Co., 298 F.3d 1302, 63 USPQ2d 1819 (Fed. Cir. 2002).
5King Instr. Corp. ii. Perego, 65 F.3d 941, 36 USPQ2d 1129 (Fed. Cir. 1995). Of coure,

notwithstandig the broad language of §284, judicial relief canot redress every conceivable
har that ca be traced to an alleged wrongdoing. For example, remote consequences, such

as a hear attack of the inventor or loss in value of stock of a patentee corporation, caused

indiectly by ingement, are not compensable. Rite-Hite Corp. ii. Kelley Co., 56 F.3d 1538,

35 USPQ2d 1065 (Fed. Cir. 1995).
Wughes Aircraft Co. ii. United States, 86 F.3d 1566, 39 USPQ2d 1065 (Fed. Cir. 1996).

Valuation determations for purses of emient domai are reviewed for clear error as are
determations of what constitutes a reasonable royalty.Id. The cour has passed the question
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conferred is inequently used, and then only when the calculation

of a reasonable royalty is dicult. 
8

The fact of ingement establishes the fact of damage because
the patentee's right to exclude has been violated.9 Thus, a patentee
can brig an action for infrigement without any evidence of damage
or lost sales.10 Indeed, a patentee qualifies for damages adequate to
compensate for ingement even though it does not exploit its pat-
ent.ll Not only is the patent owner aforded a statutory opportunity
for Ínjunctive relief,12 but if there have been acts of ingement, it
is entitled, without a showing of actual damage, to a ståtutory mi-
mum of a reasonable royalty for that infgement. 

13 Where a patentee

fails to show causation and can point to no evidence that warants
a lost profits award, the court will require a determation of a reason-
able royalty.I On the other hand, where a district cour correctly
fids that lost profits is the proper measure of damages, it need not
receive evidence pertinent to a reasonable royalty.15

An inriger's failure to profit from the infrgement is immate-
riaL. Damagès are. compensation for pecunary loss sufered from in-
frngement wíthout regard to whether the defendant has gained or
lost by ita unlawf acts. The measure, when calculation is possible,
is an amount needed to retum the patent owner to the position it
would have occupied had there been no infgement.16 But damages
canot always be measured by lookig at the pecunar condition of
the patentee before and afer the inngement. This would prevent
an award of damages where, for example, the patentee is not in the
business. Thus, a reasonable royalty is the floor below which damages
shal not fall.17 The patent owner bears the burden of proof on dam-
ages. When the evidence is inadequate to establish actual or nearly

of whether lost profits agaist the governent must be proved by clear and convicig evidence.
It has held, however, that consequential daages are not recoverable under §1498. Gargoyles,

Inc. ii. United States, 113 F.3d 1572, 42 USPQ2d i 760 (Fed. Cir. 1997).
8Dow Chem. CO. ii. United States, 226 F.3d 1334, 56 USPQ2d 1014 (Fed. Cir. 2000). Here,

the Cour of Federal Clais employed a percntage of the estimated declie of private property
values that might occur had the patented method not been used. This was viewed as to
speculative and havig little relationship to what a wilig buyer and a wig seller would
used in the real world to negotiate a royalty rate.

9LindmannMaschinenfabrik ii. American Hoist & Derrick Co., 895 F.2d 1403, 13 USPQ2d
1871 (Fed. Cir. 1990).

IORoche Prods., Inc. ii. Bolar Pharm. Co., 733 F.2d 858, 221 USPQ 937 (Fed. Cir. 1984).
liKing Instr. Corp. ii. Perego, 65 F.3d 941, 36 USPQ2d 1129 (Fed. Cir. 1995).
1235 U.S.C. §283.

13E.g., Stickle ii. Heublein, Inc., 716 F.2d 1550, 219 USPQ 377 (Fed. Cir. 1983). Injunctions
and damages must be taored to the cicustaces and be correlatively determed. Id.

14Water Techs. Corp. ii. Calco, Ltd., 850 F.2d 660,7 USPQ2d 1097 (Fed. Cir. 1988). See
alo Smithkline Dianostis, Inc. ii. Helena Labs. Corp., 926 F.2d 1161,17 USPQ2d 1922 (Fed.

Cir.1991).
15Beatric Foods CO. ii. New England Printing & Lith. Co., 899 F.2d 1171, 14 USPQ2d

1020 (Fed. Cir. 1990). '
15Weinar II. Rollform Inc., 744 F.2d 797, 223 USPQ 369 (Fed. Cir. 1984). Damages is the

amount of loss to a patente. Smithkline Dianostics, Inc. ii. Helena Labs. Corp., 926 F.2d

1161, 17 USPQ2d 1922 (Fed. Cir. 1991).
17State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir.

1989); Stickle ii. Heublein, Inc., 716 F.2d 1550, 219 USPQ 377 (Fed. Cir. 1983). Although the
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actual damages, a court may employ a reasonable royalty as the floor
below which a damage award may not falL. As used in 35 U.S.C. §284,
"reasonable royalty" is handy shorthand for "damages." As the statute
provides, the royalty is "for the use made of the invention by the
infnger." Thus the calculation is not a mere academic exercise in
setting some percentage figue as a "royalty." The determination re-
mains one of damages to the injured pary. 

is

The statute does not instruct a cour on how to compute damages;
the only congressional intent expressed ensures that a claimant re-

ceive adequate damages, not less than a reasonable royalty.19 Dam-
ages adequate to compensate for the ingement are usually mea-
sured, depending upon the circumstances and the proof, as the patent
owner's lost profits or as a reasonable royalty.20 The measurement of
actual damages is a question of fact.21

Thus, the amount of a prevailing pary's damages is a fiding of
fact on which the plaitif bears the burden of proof by a preponder-

ance of the evidence. Where the amount is fied by the cour, review
is in accordance with the clearly erroneous standard of Rule 52(a),

FRCP. Where the review is of a denial of a motion for JNOV, the
more restrictive substantial evidence standard is employed. On the
other hand, certain subsidiar decisions underlyig a damage theory
are discretionar with the cour, such as the choice of an accounting

method for determining profit margi or the methodology for arrving
at a reasonable royalty. Such decisions are reviewed under the abuse
of discretion standard. Fially, the priciple that a judge has discre-

tion to select methodology does not mean that he or she may choose
between basing an award on lost profits or a reasonable royalty. If a
wing patentee seeks and proves lost profits, it is entitled to an
award reflecting that amount. Ajudge may, however, choose between
reasonable alternative accounting methods for determnig the
amount oflost profits, or may, in his or her discretion, adopt a reason-
able way to determne the number of infnging unts.22

statute states that the damge award shal not be less than a reasonable royalty, the purose
of th alternative is not to provide a simple accountig method, but to set a floor. below which

the cour are not authoried to go. Del Mar Aiiionics, Inc. v. Quinton Instr. Co., 836 F.2d 1320,
5 USPQ2d 1255 (Fed. Cir. 1987).

18Fromson ii. Western Litho Plate & Supp. Co., 853 F.2d 1568,,7 USPQ2d 1606 (Fed.
Cir.1988).

19Paper Coniierting Mach. CO. ii. Mag-Graphic Corp., 745 F.2d 11, 223 USPQ 591
(Fed. Cir.1984).

20Beatre Foods CO. ii. New England Prnting & Lith. Co., 899 F.2d l1n, 14 USPQ2d
1020 (Fed. Cir. 1990). Because the sale of devices that may be used to practice a patented
method canot inge without proof of diect ingement, offers to sell such devices canot
supply adequate evidentiar support for a compensatory damage award. Thus, the patent
owner is relegated to a reasonable royalty. Embrex Inc. ii. Seroice Eng'g Corp., 216 F.3d 1343,
55 USPQ2d 1161 (Fed. Cir. 2000).

21Brooktree Corp. ii. Adiianced Micro-Deiiics, Inc., 977 F.2d 1555, 24 USPQ2d 1401 (Fed.

Cir.1992).
22Smithkline Diagnostics, Inc. ii. Helena Labs. Corp., 926 F.2d 1161, 17 USPQ2d 1922

(Fed. Ci. 1991). See also Stryker Corp. ii. Intermdics Orthopedics, Inc., 96 F.3d 1409, 40
USPQ2d 1065 (Fed. Cir. 1996); Unisplay SA ii. Amrian Elec. Sig Co., 69F.3d 512, 36
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The district cour has discretion in choosing the methodology for

assessing and computing damages, and the only limitation on that
discretion is that the award be adequate compensation and not less
than a reasonable royalty.23 Indeed, a patentee has no absolute right
to pursue any and every altemative theory of damages, no matter
how complicated or tenuous. A court has discretion to deny a proposed
method of proof of damages that imposes too great a burden on court
proceedings.24 Simply because different accounting methods lead to

different results does not make an award at the higher end of the
spectrum more than adequate.25

Jur damage awards, uness the product of 
passion and prejudice,

are not easily overtumed or modified on appeal.26 A jurys fiding
must be upheld unless the amount is grossly excessive or monstrous,
or based,only on speculation or guesswork.27 On the matter ofremitti-

tur, the court has adopted the maxum recovery rule, which requies
it to remit the damage award to the highest amount the jury could
properly have awarded based on the relevant evidence.28 Applying
Fourth Dircuit law, the court held that the power and duty of the
trial judge to set aside an excessive verdict is well established, the
exercise of the power being regarded as not in derogation of the right
of trial by jur but one of the historic safeguards of that right. The
Fourh Circuit, relyig on Supreme Cour precedent, has extended
this obligation to the appellate leveL. Because the excessiveness of
jur damages verdicts is a question of law in the Fourth Circuit,

USPQ2d 1540 (Fed. Cir. 1995); Minnesota Min. & Mfg. CO. ii. Johnson & Johnson Orthopaedics,
Inc., 976 F.2d 1559, 24 USPQ2d 1321 (Fed. Cir. 1992).

23King Instr. Corp. ii. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985); Seattle

Box CO. ii. Industril Crat. & Pack., Inc., 756 F.2d 1574, 225 USPQ 357 (Fed. Cir. 1985).
24Micro Motion, Inc. ii. Kane Steel Co., 894 F.2d 1318, 13 USPQ2d 1696 (Fed. Cir. 1990).

Th was a discovery situation. With all respect, it would seem that a pary should have the
right to make its proofs, no matter how complicate they are. It should be noted that one aspect
that may have tipped the scales is the fact that the plainti 

had, at one point in the case, been

wig to go to trial on damages without the evidence in question. Thus the cour may have
felt that the dicovery was not absolutely necessar.

25Seattle Box CO. ii. Industrial Crat. & Pack., Inc., 756 F.2d 1574, 225 USPQ 357 (Fed.
Cir. 1985); Paper Coniierting Mach. Co. v. Magna-Graphics Corp., 745 F.2d 11, 223 USPQ 591
(Fed. Cir. 1984).

26Weinar II. Rollform Inc., 744 F.2d 797, 223 USPQ 369 (Fed. Cir. 1984). However, it is
error to fai to intrct a jur properly on reasonable or established royalty or lost profits.

Intrctions phrased in terms of "moneta loss" are inadequate. Id. A jur award of damages

is reviewed on the reasonable jur/substantial evidence stadard. Richardson ii. Suzuki Motor
Co., 868 F.2d 1226, 9 USPQ2d 1913 (Fed. Cir. 1989).

27Brooktree Corp. ii. Adiianced Micro-Deiiices, Inc., 977 F.2d 1555, 24 USPQ2d 1401 (Fed.

Cir.1992).
280iness ii. Walgreen Co.,88 F.3d 1025, 39 USPQ2d 1304 (Fed. Cir. 1996). The plaiti

then has a choice between acceptig the reduction or facingoa new tral on damages..See also

Shokle ii. Arcan Inc., 248 F.3d 1349, 58 USPQ2d 1692 (Fed. Cir. 2001); Unisplay SA ii.
Amrian Elec. Sig Co., 69 F.3d 512, 36 USPQ2d 1540 (Fed. Cir. 1995). In Tronzo ii. Biomet
Inc., 236 F.3d 1342, 57 USPQ2d 1385 (Fed. Cir. 2001), the cour recognzed that under the
rue anounced in Hetzel ii. Prince William County, 523 U.S. 208 (1998), when a cour determes
that the evidence does not support a damages award, and the damages must be recculte,
the cour is imposing a remitttu. If the cour then imposes a lesser amount of damges than
the jur awarded, and the plaitif does not accept this reduction, the Seventh Amendment
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Fourh Circuit law permits orders of a new trial nisi remittitur by
an appellate COur.29 Grants of remittitur or new trial because of

excessive damages awards are reviewed for abuse of discretion.30
The statute provides that "when the damages are not found by

a jur, the cour shall assess them."31 The measure of damages pro-

vides an opportunty for the trial cour to balance equitable concerns
as it determes whether and how to recompense the successfulliti-
gant.32 Inasmuch as the trial cour's assessment is discretionary, it
will not be disturbed absent an abuse of that discretion.33 An abuse

of discretion may be established by showig that the district court
made an error of law, or a clear error of judgment, or made fidings
that were clearly erroneous.34 On appeal the reviewing court may not
exercise de novo review over a fiding on damages. This is so whether
the basis for the finding is testimony, or physical or documentar
evidence.35

It is the inger's burden to show that the amount or method
of assessing damages constituted an abus~ of discretion.36 On appeal
an infger canot successfuly argue that the district court abused
its discretion and awarded too high a figue simply by substituting
its own recomputation to arrve at a lower figue. Such an argument
does not show error, but merely indicates the damages an infrnger-
appellant would prefer to pay. That the district cour might have
viewed the infger's evidence more favorably is not a basis for rever-
sal. Pointing to facts that might have supported a lower royalty rate
does not sustain the burden of showig an abuse of discretion.37

Of course, no multiple recoveries can be had.38 Afer a patentee
has collected from a direct infnger damages sufficient to put it in
the position it would have occupied had there been no infngement,

requies that the plainti be granted the option of a new trial. However, it concluded that

Hetzel does not apply where the reducton in a damages award is on purely legal grounds.
29Shockle ii. ArcanInc., 248 F.3d 1349, 58 USPQ2d 1692 (Fed. Cir. 2001).
300iness ii. Walgreen Co.,88 F.3d 1025,39 USPQ2d 1304 (Fed. Cir. 1996).
3125 U.S.C. §284.

32S.C. Johnson & Son ii. Carter-Wallace Inc., 781 F.2d 198,228 USPQ 367, 369 (Fed.
Cir.1986).

33Maniiille Sales Corp. ii. Paramount Sys., Inc., 917 F.2d 544,16 USPQ2d 1587 (Fed. Cir.
1990); State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir.
1989); CPG Prods. Corp. ii. Pegasus Lugage, Inc., 776 F.2d 1007, 227 USPQ497 (Fed. Cir.
1985); Yarway Corp. ii. Eur-Control USA Inc., 775 F.2d 268, 227 USPQ 352 (Fed. Cir. .1985).

MTellli. Marlee Elec. Corp., 912 F.2d 1443, 16 USPQ2d 1059 (Fed. Cir. 1990); State
Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir. 1989); Fromson
ii. Western Litho Plate & Supp. Co., 853 F.2d 1568, 7 USPQ2d 1606 (Fed. Cir. 1988); TWM
Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986).

35TWM Mfg. CO. II. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986).
36King Instr. Corp. ii. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985).
37TW Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986).
38Weinar II. Rollform Inc., 744 F.2d 797, 223 USPQ 369 (Fed. Cir. 1984). Where the

patentee recovers a reasonable royalty, an award of some porton of the dierence between
the inger's actua sales price of its business to a thd par and an expert's evaluation of

the value of that business without the ingig equipment might well constitute double
recovery. Minco, Inc. ii. Combustion Eng'g, Inc., 95 F.3d 1109,40 USPQ2d 1001 (Fed. Cir. 1996).

877



,. '~¿\';:~~-.T:t~~~,; .:/!:p:-f,,. ,'.~,

878 Patents and the Federal Circuit §15.1(a)
it canot thereafter collect actual damages from a person liable only

for contributing to that same inrigement.39 Simarly, it has been
held that only one recovery may be had where the same act (sellng
an accused device) constitutes both patent infgement and unfair
competition.4O It would seem that the quantum of damage is not
afected by the number of claims infrnged.41 The cour has hited that

it will always attempt to award more than mere nominal damages.42
The purose of 28 U.S.C. §1292(c)(2), which allows interlocutory

appeals in patent cases, was to permt a stay of a damages trial, not
compel one. There is thus no confct between that statute and Rule

62(a), FRCP, which grants discretion to stay or proceed with thedamages trial during the appeaL. Indeed, the Federal Circuit typically
denies motions to stay damages trials during appeals in patent cases.43

(b) Actual Damaes: Lost Profits

The general rue for determning the actual damages to a patentee
that is itself producing the patented item is to determine the sales
and profits lost to the patentee because of the ingement.44 The
purpose of compensatory damages is not to punish the inger, but
to make the patentee whole. Thus, patent damages are not paid for
a total amount of lost sales, but rather for lost profits on lost sales.45

39King Instr. Corp.. ii. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985). Here,
the aleged contrbutory ingement was the sale of spare par; it would seem that the
patentee could recover an additional amount for the spare pars only if he could reasonably

have anticipated the sale of spare par hielf in the absence of 

the diect inement. Id.Even though an inducer's own diect inement is de mius, it is nonetheless liable for
al damages attributable to the diect ingement that it actvely induced. Water Techs. Corp.

ii. Calco, Ltd., 850 F.2d 660, 7 USPQ2d 1097 (Fed. Cit. 1988).
40CPG Prods. Corp. II. Pegasus Luggage, Inc., 776 F.2d 1007, 227 USPQ 497 (Fed. Cir.

1985). Here, the Federal Circuit was applying Eleventh Cirt law.
4lCf. Hartness Int'l, Inc. II. Simplimatic Eng'g Co., 819 F.2d 1100, 2 USPQ2d 1826 (Fed.

Cir. 1987). Despite holdig the independent clai nonobvious, the district cour went on to hold
a dependent clai anticipated. Natualy, the Federal Circut reversed on a fortori grounds.

However, the cour found it unecessar to remand for a fidi as to inngement of the
dependent clai, becuse it was felt that damages would be unected by such a fiding. In
another case, the cour criticied the patentee for submittng the ingement issue on appeal
on a "plethora of dependent clais," observ that ingement of an independent claim would
result in the same damage award as would inngement of al clais dependent thereon.
Wahpeton Caniias CO. II. Frontier, Inc., 870 F.2d 1546, 10 USPQ2d 1201 (Fed. Cir. 1989). Care
might be suggested here. One could certainly conceive of situations where it would be logica
to are that the more clai of a patent that are infged, the higher the "reasonable" royalty.

42Roche Prod., Inc. II. Bolar Pharm. Co., 733 F.2d 858, 221 USPQ 937, 943 (Fed. Cir.
1984). "If the patent law precludes substatial dames, there exists a strange gap in the
panoply (in its proper mean, a suit of aror) of protection the patent statutes place arund

an aggreved and injured patente." The innger had begu testig for FDA approval durg
the last six month before the patent expired. The cour suggested that it might be appropriate
to award damages sufcient to compensate for actual injur caused to the patentee by the
inger's unawf head start.

43In re Calmar, Inc., 854 F.2d 461, 7 USPQ2d 1730 (Fed. Cir. 1988).

"Del Mar Aiiionics, Inc. II. Quinton Instr. Co., 836 F.2d 1320, 5 USPQ2d 1255 (Fed.
Cir.1987).

45Gla Group Ltd. II. Ranbax Pharm. Inc., 262 F.3d 1333, 59 USPQ2d 1950, 1954 (Fed.

Cir.2001).
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It is important at the outset to keep in mid the cardial limt a-
tion of §284: a rea.sonable royalty is the absolute minimum to which
a wronged patentee is entitled. Thus it is proper to award lost profits
only to the extent that they exceed a reasonable royalty.46 An award
may be split between lost profits as actual damages to the extent
they are proven and a reasonable royalty for the remainder.47 It is
also important to observe carefuly the distinction between the profits
lost to the patentee, and those that the infger made. The patentee
is ~learly not entitled to the innger's profits, although they can be
used as a yardstick to measure the lost profits of the patentee in a
proper case.48 To the extent a patentee complais that ingement
has damaged its abilty to servce foreign markets, it must rely on
foreign patent protection.49

The "but for" test. Although it would be incorrect to bar a patentee
who is not yet manufacturig the product from provig that its actual
damages were larger than a reasonable royalty, the burden on a
patentee who has not begu to manufacture the patented product is
commensurately heavy. 

50 To recover lost profits as opposed to royalt-

ies, a patent owner must prove a causal relation between the inge-
ment and its loss of profits. The patent owner must show that "but
for" the inngement, it would have made the innger's sales.51 The

¡if'.
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45Cf. 1W Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525, 529 (Fed. Cir. 1986).
Perhaps ths is not strctly so. In Hartness Intl, Inc. ii. Simplimatic Engg Co., 819 F.2d 1100,
2 USPQ2d 1826 (Fed. Cir. 1987), the patentee proved lost profits of $158,000 but had previously

taken the position that it should have a 70% royalty, which resulted in damages of only $81,000.
The district cour awarded the lower figue on the ground that the patentee was bound by its
earlier position. The patentee did not appeal, but the innger claied that a 70% royalty was
too high. In afg on lack of abuse of discretion, the Federal Circuit observed that ths was

not realy a reasonable royalty determtion but simply a downwipd adjustment of actal
lost profits.

47State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573,12 USPQ2d 1026 (Fed. Cir. 1989).
48Kori Corp. ii. Wilco Marsh Bugs, Inc., 761 F.2d 649, 225 USPQ 985 (Fed. Cir. 1985).

See also Stickle ii. Heublein, Inc., 716 F.2d 1550, 219 USPQ 377 (Fed. Cir. 1983). Infger's
profits are oftn considered in determg a reasonable royalty. 1W Mfg. CO. ii. Dura Corp.,
789'F.2d 895,229 USPQ 525 (Fed. Cir. 1986); Trans-World Mfg. Corp. ii. Al Nyman & Sons,
750 F.2d 1552, 224 USPQ 259 (Fed. Cir. 1984). But see Radio Steel & Mfg.Co. II: MTD Prod.,
Inc., 788 F.2d 1554, 229 USPQ 431 (Fed. Cir. 1986). The patent law long provided that a
patentee could recover both its own damages and the inger's profits. The, law changed in
1946 to preclude recovery of the inger's profits and alow recovery of damages only. King
Instr. Corp. ii. Perego, 65 F:3d 941, 36 USPQ2d 1129 (Fed. Cir. 1995). Thus, patent ingement
cares no remedy of an accountig for an inger's profits. Such profits can, however, be used
to determe the reasonableness of the patentee's profit margis. Water Techs. Corp. ii. Calco,
Ltd., 850 F.2d 660, 7 USPQ2d 1097 (Fed. Cir. 1988). Under the Semiconductor Chip Protetion
Act, damages are to be measured as the act damages sufered by the owner of the mask
work plus the inger's profits that are attrbutable to the ingement and that are not
taen into account in computing the award of actual damages. Brooktree Corp. II. Adiianced
Micro-Deiiices, Inc., 977 F.2d 1555, 24 USPQ2d 1401 (Fed. Cir. 1992).

49Johns Hopkins Univ. ii. CellproInc., 152 F.3d 1342,47 USPQ2d 1705 (Fed. Cir. 1998).
50Hebert ii. Lisle Corp., 99 F.3d 1109, 40 USPQ2d 1611 (Fed. Cir. 1996).
51Bic Leisure Prods., Inc. ii. Windurfng Intl, Inc., 1 F.3d 1214, 27 USPQ2d 1671 (Fed.Cir. 1993). '
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Federal Circuit seems to have embraced the Sixh Circuit's Panduit52
"but for" test for lost profits. 

53

Thus the patentee must show causation, and a factual basis for
causation is "but for."54 In order to be entitled to lost profits, the
patent owner must show: (1) a demand for the product durg the
period in question; (2) an absence, durig that period, of acceptable

noninfngig substitutes; (3) its own manufacturng and marketing
capabilty to meet or exploit that demand; and (4) a detailed computa-
tion of the amount of the profit it would have made. 

55 In short, it is

the patentee's burden to prove, by a preponderance of the evidence,56

that but for the infngement it would have made the sales. 
57

The Panduit and two-supplier market tests are recognzed meth-
ods of showing "but for" causation. The cour recognzes that its prece-
dent has not. reconciled completely the two-supplier test with the

Panduit test. Nevertheless, that precedent does provide the necessar
framework for application of the two-supplier market test. Under the
two-supplier test, a patentee must show: (1) the relevant market
contains only two suppliers, (2) its own manufacturg and marketing
capabilty to make the sales that were diverted to the infrnger, and
(3) the amount of profit it would have made from these diverted
sales. In essence, the two-supplier market test collapses the fist two
Panduit factors into one "two suppliers in the relevant market" factor.
The first step in a two-supplier test is to defie the relevant market.
The proper starting point to identify the relevant market is the pat-
ented invention. The relevant market also includes other devices or
substitutes similar in physical and functional characteristics to the
patented invention. It excludes, however, altematives with dispa-
rately different prices or signficantly different characteristics. Once

52Panduit Corp. ii. StahlinBros. Fibre Works, 575 F.2d 1152, 197 USPQ 726 (6th Cir. 1978).
53E.g., Gyromat Corp. ii. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed. Cir.

1984). Nonetheless, the cour has made it clear that the four-par Panduit test is not the

exclusive standard for determg entitlement to lost profits. Carella ii. Starlight Archery &
Pro Line Co., 804 F.2d 135, 231 USPQ 644 (Fed. Cir. 1986). Panduit is the cour's "nonexclusive"
standard. State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir.
1989). Where a patent owner maita tht it lost sales equal in quatity to the ingig
sales, the four-par Panduit test applies. Water Techs. Corp. ii. Calco, Ltd., 850 F.2d 660, 7

USPQ2d 1097 (Fed. Cir. 1988).
54Lam, Inc. ii. Johns-Maniiille Corp., 718 F.2d 1056, 219 USPQ 670 (Fed. Cir. 1983).
55Ryco, Inc. ii. Ag-Bag Corp., 857 F.2d 1418, 8 USPQ2d 1323 (Fed. Cir. 1988); Raio Steel

& Mfg. CO. ii. MTD Prods., Inc., 788 F.2d 1554, 229 USPQ 431 (Fed. Cir. 1986); Yarway Corp.
ii. Eur-Control USA Inc., 775 F.2d 268, 227 USPQ 352 (Fed. Cir. 1985); Seattle Box Co. 0.
Iruustrial Crat. & Pack., Inc., 756 F.2d 1574,225 USPQ 357 (Fed. Cir. 1985); Paper Coniierting
Mach. CO. ii. Magna-Graphics Corp., 745 F.2d 11, 223 USPQ 591 (Fed. Cir. 1984); Gyromat
Corp. ii. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed. Cir. 1984).

56Yarway Corp. II. Eur-Control USA Inc., 775 F.2d 268, 227 USPQ 352 (Fed. Cir. 1985).
57King Instr. Corp. II. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985); Kori

Corp. II. Wilco Marsh Buggies, Inc., 761 F.2d 649, 225 USPQ 985 (Fed. Qir. 1985); Paper
Coniierting Mach. CO. II. Mag-Graphic Corp., 745 F.2d 11, 223 USPQ 591 (Fed. Cir. 1984);
Bio-Ra Labs., Inc. II. Nicolet Inst. Corp., 739 F.2d 604, 222 USPQ 654 (Fed. Cir. 1984). An
award of damages may be remanded in the absence of a fidig that the patentee would have

made the sales but for the inngement. Batt II. Four Star Corp., 807 F.2d 1567, 1 USPQ2d
1210 (Fed. Cir. 1986).
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the market is defined, it generally becomes an easier task to determne
how many suppliers operate in the defined relevant market. That
inquiry focuses on the number of companes involved, not the number
of altematives in the relevant market. If the patentee shows two
suppliers in the relevant market, capabilty to make the diverted
sales, and its profit margi, that showing erects a presumption of
"but for" causation. Although the burden of persuasion remains with
the patentee, the burden of going forward then shis to the innger.

The infrger may rebut the presumption by showing that the paten-
tee reasonably would not have made some or all of the diverted sales
"bùt for" the infgement. For example, the infnger may rebut the
presumption by showing that it sold another available, noninfrnging
substitute in the relevant market. This situation would arse only
where there are two suppliers in the market, but the inringig sup-
plier had two available alternatives: one infringig and the other
nonifrging. In that situation, even absent the inringement, cus-

tomers may have selected the infger's available, nonifrging
altemative over the patented invention. 58

The requirement of causation implicates the patentee's manufac-
turing capacity and marketing capabilty, the desires of customers

for the claimed invention, the relationship of the claimed invention
to the product sold, and other factors pertinent to the paricular
market. or paries. Causation is most easily found where only two
companes, the patentee and the innger, are in the market. Where
there is evidence of a third-pary competitor, the lost profits theory
would appear to be nonviable inasmuch as the third party could have
made the sale rather than the patentee. Under such circumstances,
there appears to be no possible causation. But patentees have success-
fully urged modifcations to the basic damage theory so as to cover
situations other than the simple two-supplier market. There is prece-
dent for finding causation despite an altemative source of supply if
that source is an infrger or puts out a noninfnging product that
is an un8,cceptable alternative, or if the source accounts for only
insignficant sales. There is also precedent for lost profits damages
calculated on a portion of an inringer's sales based on the patentee's
market share. 59 A purchaser unable to obtain the infnging device

is presumed to seek an acceptable substitute.6o
Reconstructing the market, by definition a hypothetical enter-

prise, requires the patentee to project economic results that did not
occur. To prevent the hypothetical from lapsing into pure speculation,

the cour requires sound economic proof of the nature of the market
and likely outcomes with infrgement factored out of the economic
picture. Within this framework, trial courts consistently permit pat-
entees to present market reconstruction theories showing all of the

58Micro Chern. Inc. ii. Letron Inc., 318 F.3d 1119, 65 USPQ2d 1695 (Fed. Cir. 2003).
59Micro Motion, Inc. ii. Kane Steel Co., 894 F.2d 1318, 13 USPQ2d 1696 (Fed. Cir. 1990).
6OUniroyal, Inc. ii. Rudkin-Wiley Corp., 939 F.2d 1540, 19 USPQ2d 1432 (Fed. Cir. 1991).
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ways in which they would have been better off in the ''but for world,"
and accordigly to recover lost profits in a wide varety of forms. But
by the same token, a fair and accurate reconstruction of the "but
for" market also must take into account, where relevant, alternative
actions the infriger foreseeably would have undertaken had it not
inged. Without the inging product, a rational would-be in-
frnger is likely to offer an acceptable noninging altemative, if
available, to compete with the patent owner rather than leave the
market altogether. The competitor in the "but for" marketplace is
hardly likely to surrender its complete market share when faced with
a patent, if it can compete in some other lawfl manner. Moreover,
only by comparig the patented invention to its next-best available
altemative-regardless of whether the alternative was actually pro-
duced and sold durng the infngement-can the cour discem the
market vaL.ue of the patent owner's exclusive right, and therefore its

expected profit or reward, had the inriger's activities not prevented

it from taking ful economic advantage ofthis right. Thus, an accurate
reconstruction of the hypothetical "but forl' market takes into account
any alternatives available to the infnger.61

All in all, the critical inquiry is whether the patentee has shown
a reasonable probability that it would have made thè innging
sales.62 The but for test does not demand absolute proof. 63 It is not
possible and is unecessary to negate every possibilty that a pur-
chaser might have bought another prodùct.64 The patentee need not

prove causation asa certainty, but only as a reasonableprobabilty.65

51Grain Processing Corp. v. Amrican Maize-Prods. Co., 185 F.3d 1341, 51 USPQ2d 1556
(Fed. Cir. 1999).

62Bic Leisure Prods., Inc. ii. Windsurfing Int'l, Inc., i F.3d 1214, 27 USPQ2d. 1671 (Fed.
Cir. 1993); Water Tecks. Corp. ii. Calco, Ltd., 850 F.2d 660,7 USPQ2d 1097 (Fed. Cir. 1988);
Del Mar Aiiionics, Inc. ii. Quinton Instr. Co., 836 F.2d 1320, 5 USPQ2d 1255 (Fed. Cir. 1987);
Gyromat Corp. ii. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed. Cir. 1984). When
the patentee establishes the reasonableness of the inerence that it would have made the
innging sales, it has sustaed the burden of proving entitlement to lost profits for those
sales. The onus is then placed on the infger to show that it is uneasonable to infer that

some or all of the ingig sales probably caused the patentee to sufer the loss of profits.

Kaufman CO. ii. Lantech, Inc., 926 F.2d 1136, 17 USPQ2d 1828 (Fed. Cir. 1991).
63Amrican Hoist & Derrik CO. ii. Sowa & Sons, Inc., 725 F.2d 1350, 220 USPQ 763

(Fed. Cir. 1984).
64State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir.

1989); Marsh-McBirney, Inc. ii. Montedoro- Whitney Corp., 882 F.2d 498, 11 USPQ2d 1794 (Fed.
Cir. 1989); Del Mar Aiiionics, Inc. ii. Quinton Instr. Co., 836 ~2d 1320, 5 USPQ2d 1255 (Fed.
Cir. 1987); Carella ii. Starlight Archery & Pro Line Co., 804 F.2d 135, 231 USPQ 644 (Fed.
Cir. 1986); Paper Converting Mach. CO. ii. Magna-Graphics Corp., 745 F.2d 11, 223 U$PQ 591
(Fed. Cir. 1984); Gyromat Corp. ii. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed.
Cir.1984).

55Marsh-McBirney, Inc. ii. Montedoro- Whitne Corp., 882 F.2d 498, 11 USPQ2d 1794 (Fed.
Cir. 1989); King Instr. Corp. ii. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985); Bio-
Rad Labs., Inc. v. Nicolet Inst. Corp., 739 F.2d 604, 222 USPQ 654 (Fed. Cir. 1984). Of course,
the proof may not be speculative. Yarway Corp. ii. Eur-Control USA Inc., 775 F.2d 268, 227
USPQ 352 (Fed. Cir. 1985). In Ryco, Inc. ii. Ag-Bag Corp., 857 F.2d 1418, 8 USPQ2d 1323 (Fed.
Cir. 1988), the court rejected a contention that a declie in the patentee's sales was due to a
slump in the agrcultural economy. That same slump must have afected the inger's sales
as well, and it is those sales that are relevant to lost profits.
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The patent owner's burden of proof is not an absolute one, although
liabilty does not extend to speculative profits.66

Nor'is it absolutely necessar that the trial cour make a specific
finding of causation, where it is clear that it understood the require-
ment of causation and that such a fiding naturally flowed from an

ultimate finding of lost profits.67 Where the plaitiffs sales decrease
afer the defendant begins to sell devices incorporating the designs
and features of plaintiffs devices, causation can be inerred in the
absence of any evidence by the defendant that there was some other
conVincing explanation for the plaintifs loss of sales.68

The infnger's abilty to customize and its reputation for competi-

tive pricing do not tend to show that the patentee would not have
made the sales but for the inngement.69 Moreover, the fact that the
patentee might not have competed for every infrnging sale does not
indicate that the inference the patentee would 

probably have made

the sale absent the infngement is uneasonable.70 In response to an
arguent that many sales were due to customer loyalty, the cour
held that it is ilogical to consider the preference of customers for the
infger as a source of supply, because that presumes a legitimate
choice between two manufacturers. The real question is whether a
showing ofloyalty of some customers overcomes the reasonable infer-
ence, when the patentee and infringers are the only suppliers of the
patented product, that the patent owner would have made the sales
made by the infngers.71

InBic v. Windsurfing, the cour again72 indicated that the Panduit
test is an acceptable but not exclusive test for determining ''but for"
causation. Panduit assumes that the patent owner and the infnger
sell products suffciently similar to compete in the same market seg-
ment. Both the "demand" and the "noninfringig altemative" Panduit

factors rely on such an assumption. Simiarly, the market share ap-
proach endnrsed by the cour in State Industries73 assumes competi-

tion in the same market. But where the market is elastic, the patent

66State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir. 1989).
57Del Mar Aiiionics, Inc. ii. Quinton Instr. Co., 836 F.2d 1320, 5 USPQ2d 1255 (Fed. Cir.

1987); Amstar Corp. ii. Eniiirotech Corp., 823 F.2d 1538, 3 USPQ2d 1412 (Fed. Cir. 1987); 

King

Instr. Corp. ii. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985). It may be possible
to iner causation in a two-supplier market. Lam, Inc. ii. Johns-Maniiille Corp., 718 F.2d 1056,
219 USPQ 670 (Fed. Cir. 1983).

66Uniiiersal Gym Equip., Inc. ii. ERWA Exercise Equip. Ltd., 827 F.2d 1542,4 USPQ2d

1035, 1043 (Fed. Cir. 1987).
59Kaufmn CO. ii. Lantech, Inc., 926 F.2d 1136, 17 USPQ2d 1828 (Fed. Cir. 1991).
70Kaufmn CO. ii. Lantech, Inc., 926 F.2d 1136, 17 USPQ2d 1828 (Fed. Cir. 1991). Here,

the patentee conceded that it would not have attmpted to make sales to the inger's ditribu-

tors, but did establish that the infngig devices were tyically resold by the distributors to

customers withi a year. In the case oflost profits determations involvig large instaations,
it is not of controllig signcance that the patent owner did not bid on every ingig sale,

even in a market havig more than two suppliers. Standrd Haiiens Prods., Inc. ii. Gencor
Indus., Inc., 953 F.2d 1360, 21 USPQ2d 1321 (Fed. Cir. 1992).

71Datascope Corp. ii. SMEC, Inc., 879 F.2d 820, 11 USPQ2d 1321 (Fed. Cir. 1989).
72See note 15:53.

73See note 15:115.
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owner and the infnger sell to different segments of the market, and
the patent owner had valued its patent in terms oflicensing royalties,
by licensing nearly every competitor, a patent owner may not be
entitled to lost profits. But it is entitled to royalties, including lost

royalties that its own licensees would have paid it but for the
infringement. 

74

Demand. A substantial number of sales by the infrnger is said
to be compelling evidence of demand for the patented product.75

Acceptable noninfringing substitutes. The court requies reliable

economic proof of the market that establishes an accurate context to
project the likely results ''but for" the inringement. The availabilty
of substitutes invarably will infuence the market forces defing this
"butJor" marketplace.76 It is axomatic that if a device is not available
for purchase, an ininger canot argue that the device is an accept-
able noninfrngig alternative for the purpose of avoidig a lost profits
award. A lost profits award reflects the realities of sales actually lost,
not the possibilties of a hypothetical market that the infnger might

. have created.77 But a substitute need not be openly on sale to be
"available." Thus, with proper economic proof of availabilty, an ac-
ceptable substitute not on the market durng the infringement may
nonetheless become part of the lost profits calculus and therefore limit
or preclude those damages.78 There is no rigid test for determning
whether altemative technology that was not actually "on sale" during
the infngement period was nevertheless "available," as a noninfing-
ing substitute, for purposes of lost profits calculation. Factors to be
considered include whether material and know-how for the alleged

74Bic Leisure Prods., Inc. ii. Windurfng Int'l, Inc., 1 F.3d 1214, 27 USPQ2d 1671, 1674
(Fed. Cir. 1993).

75Gyromat Corp. ii. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed. Cir. 1984).
75Grain Processing Corp. ii. American Maize-Prods. Co., 185 F.3d 1341, 51 USPQ2d 1556

(Fed. Cir. 1999).
77Zygo Corp. ii. Wyko Corp., 79 F.3d 1563, 38 USPQ2d 1281 (Fed. Cir. 1996).
78Grain Processing Corp. II. Amerian Maize-Prod. Co., 185 F.3d 1341, 51 USPQ2d 1556

(Fed. Cir. 1999). Accordigly, an avaiable technology not on the market durg the ingement
period ca constitute a nonigig alternative. The critica tie period for determg
avaiabilty of an alterntive is the period of infement for which the patent owner clais
damages, i.e., the "accounting period." Switchig to a nonigig substitute afr the account-

ing period does not alone show avaiabilty of the noninfgig substitute durg this critical

tie. When an aleged alternative is not on the market durng the accuntig period, a trial
cour may reasonably iner that it was not avaiable as a nonigi substitute at that time.

The accused innger then has the burden to overcome this inerence by showig that the
substitute was avaiable durg the accounting period. Mere speculation or conclusory assertions
wi not sufce to overcome the inerence. Afr all, the inger chose to produce the infrnging,

rather tha nonigig, product. Thus, the trial cour must proceed with caution in assessing

proof of the avaiabilty of substitutes not actualy sold durg the period of inement.
Acceptable substitutes that the iner proves were avaiable durg the accounting period
ca preclude or limt lost profits; substitute only theoreticay possible wi not. Id. In Micro
Chern. Inc. II. Letron Inc., 317 F.3d 1387, 65 USPQ2d 1532 (Fed. Cir. 2003), the cour passed
the question whether the holdig of Grain Processing has applicabilty in the reasonable
royalty context.
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substitute were readily available at the time of infrigement, whether
the high cost of necessary material effectively rendered the substitute
unavailable, and whether the infger had to design or invent around

patented technology to develop the alleged substitute.79
The word "acceptable" is also an important qualification on nonin-

frnging substitutes.8o Mere existence of a competing device does not
make it an acceptable substitute. A product lackig the advantages
of that patented can hardly be termed a substitute acceptable to the
customer who wants those advantages.8! The fact that some altema-
tives were available that incorporate some but not all of the patent
claim elements does not establish that a fiding of no acceptable

nonirigig substitutes was erroneous. A contrar result would
ignore the fact that the patent clai is a total combination of elements,
viewed as a whole.82 The fact that there are other inngig substi-

tutes is obviously not signcant. 83

Whle sales data showing market acceptance of a noninfriging
altemative may provide signficant evidence that the altemative was
acceptable to consumers, such evidence is not the sole means for

demonstrating acceptabilty. Accused inringers routinely rely on wit-
ness testimony to show that a noninfnging altemative is acceptable
because customers do not seek the patented features absent from the
substitute product. It is true that in many cases it may be diffcult
to prove acceptabilty of a noninfriging altemative without sales
figues ilustrating market behavior. But that does not mean that a

damages award oflost profits should be reopened afer trial if market
data probative of acceptabilty become available once a noningig
alternative replaces the infnging product in the marketplace. 84

In deciding whether there are acceptable noninfngig altema-
tives for purposes of assessing damages, it appears the cour will
insist upon a rigorous infngement analysis.85 Factors that point

79Micro Chem. Inc. ii. Letron Inc., 318 F.3d 1119, 65 USPQ2d 1695 (Fed. Cir. 2003).
80Yarway Corp. ii. Eur-Control USA Inc., 775 F.2d 268, 227 USPQ 352 (Fed. Cir. 1985).
81TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986). The trial

cour found that none of the alleged substitutes possessed al the advantages of the patented
device. The Federal Circuit, without decding whether such a fidig is absolutely requied,

simply indicated that the fidig supportd a determation of no acceptable substitutes. See
also Smithkline Diagnostics, Inc. ii. Helena Labs. Corp., 926 F.2d 1161, 17 USPQ2d 1922 (Fed.
Cir. 1991); Kalman ii. Berlyn Corp., 914 F.2d 1473, 16 USPQ2d 1093 (Fed. Cir. 1990). To be
deemed acceptable, the alleged nonigig substitute must not have a disparâtely higher
price than or possess characteristics signcantly dierent from the patented product. Kaufman
CO. ii. Lantech, Inc., 926 F.2d 1136, 17 USPQ2d 1828 (Fed. Cir. 1991). To prove tht there are
no acceptable noninfng substitutes, the patent owner must show either that the purchasers
in the marketplace generaly were willg to buy the patented product for its advantages, or
that the specifc purchasers of the infgig product purchased on that basis. Standrd Haiiens
Prods., Inc. ii. Gencor Indus., Inc., 953 F.2d 1360, 21 USPQ2d 1321 (Fed. Cir. 1992).

82Radio Steel & Mfg. CO. ii. MTD Prod., Inc., 788 F.2d 1554, 229 USPQ 431 (Fed. Cir. 1986).
83Gyromat Corp. II. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed. Cir. 1984).
84Fiskars Inc. II. Hunt Mfg. Co., 279 F.3d 1378, 61 USPQ2d 1851 (Fed. Cir. 2002).
85Datascope Corp. II. SMEC, Inc., 879 F.2d 820, 11 USPQ2d 1321 (Fed. Cir. 1989). The

cour found clear error in a fidig that an alterntive was nonigig on the basis that
the analysis was made with reference to the patentee's commercial embodient rather than
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toward an absence of noninfnging alternatives include (1) faiure
of the inringer to design its own device, (2) an election to infringe

despite havig expended only minimal sums on design when notified

of infngement, (3) willfu infngement, (4) failure to successfuly
market other allegedly acceptable designs, (5) violation of an injunc-
tion against infngement, and (6) withdrawal from the business afr

enforcement of such an injunction.86 Where the infrger ignores the

supposed substitutes, its argument is of limited influence.87 On the
other hand, the fact that neither the patentee's nor the infnger's
market share changed signcantly after introduction of the accused
device is very probative of the availability of noningig substi-
tutes.88 ,Consumer demand defines the relevant market and relative
substitutability among products therein. Important factors shaping
demand may include consumers' intended use for the patentee's prod-
uct, similarity of physical and fuctional attributes of the patentee's
product to alleged competing products, and price. Where the alleged
substitute differs from the patentee's product in one or more of these
respects, the patentee often must adduce economic data supporting
its theory of the relevant market in order to show ''but for" causation.89

In Pall v. Micron,90 the court held squarely that (1) a product

licensed to a third pary as a result of litigation is a noninfrging
substitute, but (2) such a product is not a noninfrging substitute
durg the period prior to the license, and (3) voluntary settlement
of the litigation by licensing does not retrospectively transform an
accused infringing product into a noninfringing substitute. It also
held that, afer such a license, lost profits are limited to the share of
the defendant's sales that the patent owner would reasonably have
made, with the remaining sales assessed according to a reasonable
royalty. In this latter connection it rejected the patent owner's argu-
ment that such a result provides a windfall to the infrnger, which
was premised on the logic that when there are multiple infringers
the infringement will be profitable to the remaining infringers once

the patent claims. In Comair Rotron, Inc. II. Nippon Densan Corp., 49 F.3d 1535,33 USPQ2d
1929 (Fed. Cir. 1995), the defendant's accused device had been found, along with several other
devices, to be an acceptable noningig substitute in a prior case on the same patent agait

a dierent defendant. Naturaly, the present defendant attempted to use tht judgment as
collateral estoppel on the ingement question. The lower cour granted a sum judgent
in its favor but the Federal Circuit reversed on the ground that the prior fidig was not
necessar to the judgment. Its reasonig seemed to be that economic complexities such as

multiple competitors, some of whom inge and some of whom don't, have not led to a bright-
line rue on this aspect of lost profits.

86TWM Mfg. Co. II. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986). The fact
that the patentee sells several lies of products, some patented and some not, does not of itself
justif an inerence that the lines are acceptable substitutes. Kaufman CO. II. Lantech, Inc.,

926 F.2d 1136, 17 USPQ2d 1828 (Fed. Cir. 1991).
87TWM Mfg. CO. II. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986).
ssSlimfold Mfg. CO. II. Kinkead Indus., 932 F.2d 1453, 18 USPQ2d 1842 (Fed. Cir. 1991).
89Grain Processing Corp. ii. American Maize-Prods. Co., 185 F.3d 1341, 51 USPQ2d 1556

(Fed. Cir. 1999).
90Pàll Corp. II. Micron Separations, Inc., 66 F.3d 1211, 36 USPQ2d 1225 (Fed. Cir. 1995).
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the patentee settles with anyone of them. The court reasoned that
the purose of compensatory damages is not to punish the infringer,
but to make the patentee whole. The correct point at which to solve
this problem, apparently, is in the setting of the royalty rate and the
discretionary multiplication of damages.91

The existence of noninfringing substitutes is a question of fact,
reviewable 'uder the clearly erroneous standard.92

Ability to meet demand. Aggressive development of the market
by thè patentee is good evidence of abilty to meet the market de-
mand.93 Lost profits are a paricularly appropriate measure of dam-
ages where the patentee and the infnger are the only suppliers in
the market.94 Lost profits for all sales are easier to obtain 

where
there are only two suppliers in the market, the patent owner and the
infger.95 However, lost profits may be too speculative where the
patentee is not in the business of making the same machine as the
infrnger.96 An exclusive licensee may be able to recover lost profits
in an infgement suit, on the theory thatit is entitled to be compen-
sated on the basis of its abilty to exploit the patent.97

Calculation of lost profits. The amount of lost profits cannot be
speculative but need not beproved with unerrng precision either.98
The innger bears the risk of any uncertainty as to computation,99

91Pall Corp. ii. Micron Separatins, Inc., 66 F.3d 1211, 36 USPQ2d 1225 (Fed. Cir. 1995).

Apparently, the nonigi alternative must be avaiable other than only through the paten-
tee, however. See Rite-Hite Corp. ii. Kelley Co., 56 F.3d 1538, 35 USPQ2d 1065 (Fed. Cir. 1995).

92Zygo Corp. ii. Wyko Corp., 79 F.3d 1563, 38 USPQ2d 1281 (Fed. Cir. 1996); Minnesota
Min. & Mfg. CO. ii. Johnson & Johnson Orthopaedics, Inc., 976 F.2d 1559, 24 USPQ2d 1321
(Fed. Cir. 1992); Radio Steel & Mfg. CO. ii. MTD Prod., Inc., 788 F.2d 1554, 229 USPQ 431
(Fed. Cir. 1986).

93Yarway Corp. ii. Eur-Control USA Inc., 775 F.2d 268, 227 USPQ 352 (Fed. Cir. 1985).
94Kori Corp. ii. Wilco Marsh Bugs, Inc., 761 F.2d 649, 225 USPQ 985 (Fed. Cir. 1985);

Lam, Inc. ii. Johns-Maniiille Corp., 718 F.2d 1056, 219 USPQ 670 (Fed. Cir. 1983).
95Micro Motion, Inc. ii. Kane Steel Co., 894 F.2d 1318, 13 USPQ2d 1696 (Fed. Cir. 1990);

Water Techs. Corp. ii. Calco, Ltd., 850 F.2d 660, 7 USPQ2d 1097 (Fed. Cir. 1988). When the
contestig pares are the only suppliers of 

the product, it is not inappropriate to infer that the
patentee would have had the sales made by the inger. Marsh-McBirne, Inc. 

II. Montedoro-

Whitney Corp., 882 F.2d 498,11 USPQ2d 1794 (Fed. Cir. 1989). .
96Stikle ii. Heublein, Inc., 716 F.2d 1550, 219 USPQ 377 (Fed. Cir. 1983). But see Hebert

ii. Lisle Corp., 99 F.3d 1109, 40 USPQ2d 1611 (Fed. Cir. 1996). Expert testimony to the effect
that, if the inger had not been in the market, and if the patentee had been able to make

al the sales that the innger made, the patentee's sales would have increased 68% was held

not to support a conclusion that the patentee would have made 68% of the innger's sales
but for the infgement. Railroa Dynamics, Inc. ii. A Stucki Co., 727 F.2d 1506, 220 USPQ

929 (Fed. Cir. 1984). But seeKing Instr. Corp. ii. Perego, 65 F.3d 941, 36 USPQ2d 1129 (Fed.
Cir. 1995); Rite-Hite Corp. ii. Kelle Co., 56 F.3d 1538, 35 USPQ2d 1065 (Fed. Cir. 1995).

97Kori Corp. ii. Wilco Marsh Buggs, Inc., 761 F.2d 649, 225 USPQ 985 (Fed. Cir. 1985).
A nonexclusive licensee may be limted to a reasonable royalty.

98Bio-Rad Labs., Inc. II., Nicolet Inst. Corp., 739 F.2d 604, 222 USPQ 654 (Fed. Cir. 1984).
ooYarway Corp. ii. Eur-Control USA Inc., 775 F.2d 268, 227 USPQ 352 (Fed. Cir. 1985);

King Instr. Corp. ii. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985). When the
amount of damages is not ascertaiable with precision, reasonable doubt is appropriately
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especially where it is due to its failure to keep accurate or complete
records.100 The amount of detailed testimony and documentation re-
garding computations of the patentee's lost profits will var with the
size and complexity of the patentee's company and with the extent
to which that information is challenged or contradicted by the
innger.l01

Lost profits may be in the form of diverted sales, eroded prices,
or increased expenses.l02 For example, if the patentee can show that
it had to sell at a lower price in order to keep the infringer from
makng the sale, it can recover the dierence.103 Where the infringer's
sales cause an arifcial depression of the patentee's sales and thus

depress the patentee's profit margin, the infrger should not be
the beneficiar. It is therefore appropriate to use the patent owner's
profit margi", unafected by the infging sales, to estimate what
the patent owner's profits would have been in the absence of the
ingement. 

104

The court has acknowledged that a patentee may be able to
produce sufcient evidence to recover projected future losses. In fact,
it says it has afrmed future lost profit awards where the patentee has
presented reliable economic evidence of ''but for" causation. Although
future lost profit calculations necessarily contain some speculative
elements, a patentee may supply adequate evidence to enable the
factfider to responsibly estimate future losses based on sound eco-

nomic models and evidence, not pure guesswork. But the cour has
not provided much in the way of gudance on how to evaluate the
soundness of paricular theories, other than to question assumptions
of continued demand and growth rates, profit margins, and other
market factors.l05
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resolved agait the infer. Del Mar Aiiwnics, Inc. ii. Quinton Instr. Co., 836 F.2d 1320, 5

USPQ2d 1255 (Fed. Cir. 1987).
lOOHartness Int'l, Inc. ii. Simplimatic Eng'g Co., 819 F.2d 1100, 2 USPQ2d 1826 (Fed. Cir.

1987); Lam, Inc. ii. Johns-Maniiille Corp., 718 F.2d 1056, 219 USPQ 670 (Fed. Cir. 1983). But
see Beatrie Foods CO. ii. New England Prnting & Lith. Co., 899 F.2d 1171, 14 USPQ2d 1020
(Fed. Cir. 1990), where the defendant destroyed may of 

its records, which made it impossible
for the plaitif to reconstruct al of the ingi sales. The district cour awarded lost profits

equal to the total sales that could be proved. The Federal Circuit held that the district cour
had no equitable discretion to equate gross provable sales with lost profits, and remanded. It
did, however, indicate that if the records destruction seemed to warant it, the district cour

on remad could exercise its discrtion to increase damages, and thus end up with an award
even greater than the defendant's gross sales.

lOICarella II. StarlightArchery & Pro Line Co., 804 F.2d 135, 231 USPQ 644 (Fed. Cir. 1986).
102Amtar Corp. ii. Eniiirotech Corp., 823 F.2d 1538, 3 USPQ2d 1412 (Fed. Cir. 1.987);

Lam, Inc. ii. Johns-Maniiille Corp., 718 F.2d 1056, 219 USPQ 670 (Fed. Cir. 1983). A decrease
in a company's stok value is generaly too remotely related to patent inngement to be
compensable under the patent laws. Interactiiie Pictures Corp. ii. Infinite Pictures Inc., 274 F.3d
1371, 61 USPQ2d 1152, 1165 (Fed. Cir. 2001).

I03Lam, Inc. ii. Johns-Maniiille Corp., 718 F.2d 1056, 219 USPQ 670 (Fed. Cir. 1983). See "
also Kalman ii. Berlyn Corp., 914 F.2d 1473, 16 USPQ2d 1093 (Fed. Cir. 1990).

l04King Instr. Corp. ii. Otari Corp., 767 F.2d 853,226 USPQ 402 (Fed. Cir. 1985).
l05Shockley ii. Arcan Inc., 248 F.3d 1349, 58 USPQ2d 1692 (Fed. Cir. 2001). See Lam,

Inc. ii. Johns-Maniiille Corp., 718 F.2d 1056, 219 USPQ 670 (Fed. Cir. 1983). In Brooktree Corp.

ii. Adiianced Micro-Deiiices, Inc., 977 F.2d 1555, 24 USPQ2d 1401 (Fed. Cir. 1992), the cour
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In general, an infrnger's sales at a lower price do not defeat the

patentee's recovery of its losses at the patentee's price, for the princi-
ple of patent damages is to retur the patentee to the pecunar
position it would have been in but for the infringement.106 Thus, where
the infnger's pricing practices forced the patentee to give discounts,

the patentee would be entitled to recover those discounts in computing
its lost profits.107 Similarly, where the evidence showed that the in-
frgement caused the patentee to reduce its price an average of$100
per unit, it was proper to award the patentee, in addition to its actual
lost profits, $100 for each of its own sales and $100 for each of the
infnger's sales.108 Price erosion as a damages element can become
extremely signcant.109 To prove price erosion damages, a patentee
must show that, but for the infrgement, it would have been able
to charge higher prices.l1O It is not required that the patentee knew
that the competing system infringed the patent, if the patentee re-
duced its price to meet the infriger's competition.11 Whether compet-
itive price reductions are properly included as lost profits is a question
of fact. 

112

Reduction of prices, and consequent loss of profits, enforced by
infringing competition, form a proper ground for awarding of dam-
ages. The only question is as to the character and suffciency of the
evidence in the paricular case. That question places the burden on
the patentee to show that but for the infringement, it would have
sold its product at higher prices. Moreover, in a credible economic

approved a refusal to permt the jury to consider whether projectd future losses due to price
erosion could be included in a damage award. That question was simply too speculative. Al-
though projected future losses may be recovered when sufciently supportd, the burden of
proving futue injur is commensurately greater than that for damages already incued.

l06Ball Corp. ii. Micron Separations, Inc., 66 F.3d 1211, 36 USPQ2d 1225 (Fed. Cir. 1995).

It should be noted, however, that the cour afed a lost profits rate that was less than the
patentee's actual rate.

l07TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986). A faiure

to consider the fact that the innger sold at a lower price than the patent owner is not error

from the standpoint of the inger. The patent owner's disregard of that fact could only reduce
the profit that it might have proved. Ryco, Inc. ii. Ag-Bag Corp., 857 F.2d 1418, 8 USPQ2d
1323 (Fed. Cir. 1988).

l08TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986). Interestigly,

there was a period durg which reasonable royalty was found to be the appropriate measure

of damage. Durg this period, the exta $100 was not awarded because it. presumably would
have been factred into the reasonable royalty calculation. In a combined patent and mask
work ingement case, the cour afed a lost profits award that included as an element
losses due to the patent owner lowerig prices as a result of the infger's preingig
anouncement of the new product. In so doing, it noted that for products of high tehnology,
the innovator's opportunty to recover the investment made in research and development is
oftn concentrated in the few years imediately following introduction of a new product.
Brooktree Corp. II. Adiianced Micro-Deiiices, Inc., 977 F.2d 1555, 24 USPQ2d 1401 (Fed. Cir.
1992).

I09In Minnesota Min. & Mfg. CO. ii. Johnson & Johnson Orthopaedics, Inc., 976 F.2d 1559,
24 USPQ2d 1321 (Fed. Cir. 1992), this factr apparently accounted for $29 mion of the award.

lioMinco, Inc. ii. Combustion Eng'g, Inc., 95 F.3d 1109, 40 USPQ2d 1001 (Fed. Cir. 1996).
11Vulcan Engg Co. ii. FATAAlum.Inc., 278 F.3d 1366, 61 USPQ2d 1545 (Fed. Cir. 2002).
112Brooktree Corp. II. Advanced Micro-Deiiices, Inc., 977 F.2d 1555, 24 USPQ2d 1401 (Fed.

Cir.1992).
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analysis, the patentee cannot show entitlement to a higher price
divorced from the effect of that higher price on demand for the product.
In other words, the patentee must also present evidence of the (pre-
sumably reduced) amount of product the patentee would have sold
at the higher price. Thus, the patentee's price erosion theory must
account for the nature, or defition, of the market, similarties be-

tween any benchmark market and the market in which price erosion
is alleged, and the effect of the hypothetically increased price on the
likely number of sales at that price in that market. 

11

In lost profits determations involving large installations, noni-
frnging installations canot form the basis for a lost profits recovery,
even if the sales of those noninfgig installations result from "bait-
and-switch" tactics on the part of the infnger.l1

Lost profits can be based on market shares.115 If a patentee can
show that its growth rate durg the period of infringement was less

than the rate projected from the preinfrgement period, it can recover
expected profits for the differential (less, of course, any actual lost
profits on sales made by the infringer durng the period). The court
indicated that such a measure of damages was not unduly speculative
or conjectural and seemed to justify it on such considerations as
injury to goodwill and drain of resources and personnel caused by
the litigation. 

116 But projections oflost profits must not be speculative.

The burden of proving future injury is commensurately greater than
that for damages already incurred, for the future always harbors
unowns. While estimates of lost future profits may necessarily
contain some speculative elements, the factfider must have before

113Crystal Semiconductor Corp. ii. TrTech Microelectronics Int'lInc., 246 F.3d 1336, 57

USPQ2d 1953 (Fed. Cir. 2001). This cae contas a usefu discussion of price erosion analysis,
and concludes that the patent owner could not establish lost profits due to price erosion because
its expert employed an inappropriate benchmark and could fid no other. Just because the
marketplace does not supply another market for comparson, a poor benchmark caot supply
sufcient evidence to show the liely reaction of the market in question but for inement.
Economits can defie hypothetica markets, derive a demand cure, and make price erosion
approximations without relyig on inapposite benchmarks. Compare Ericsson Inc. ii. Harris
Corp., 352 F.3d 1369, 69 USPQ2d 1109 (Fed. Cir. 2003).

114Standrd Haiiens Prods., Inc. ii. Gencor Indus., Inc., 953 F.2d 1360, 21 USPQ2d 1321
(Fed. Cir. 1992).

11State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir.
1989). The patentee had 40% of a tota market that consisted of ingements and a less
preferable but noninfngig substitute. The ditrict cour effectively neutralized the noninfg-
ing alternative by creditig each competitor in the market with its share of the tota market.
Thus, it held that the patentee was entitled to lost profits on 40% of the infnger's sales; and
a reasonable royalty on the remaig 60%. See also Micro Motion, Inc. ii. Kane Steel Co., 894
F.2d 1318, 13 USPQ2d 1696 (Fed. Cir. 1990). In Slimfold Mfg. CO. ii. Kinkead Indus., 932 F.2d
1453, 18 USPQ2d 1842 (Fed. Cir. 1991), the cour distigushed State ii. Mar-Flo on the ground

it held only that the grant of lost profits based on market share was not an abuse of discretion.
That does not mean that a faiure to award lost profits based on market share would necessarly
constitute an abuse of dicretion.

116Lam, Inc. ii. Johns-Maniiille Corp., 718 F.2d 1056, 219USPQ 670 (Fed. Cir. 1983). The
cour was not required to dèal with the possibilty that the postinfngement growth rate might
remai at the redi.ced level; here it picked up again to the preinfringement leveL. It should
also be considered whether this deciion might be limited to a market with only two suppliers.
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it such facts and circumstances to enable it to make an estimate of
damage based upon judgment not guesswork.l1

In ITC cases, the cour has recognized that it may be appropriate
to employ a more lenient standard with respect to the actual quantum
of lost sales, on the theory that an emerging domestic industry may
need additional protection. However, the standard of proof remains
the same: a but for analysis must be employed and that requires
a showing that a sale by the infrnger represented a lost sale to
the industry.ls

The court has indicated that it is wiling to employ an "incremen-
tal profits" approach to calculating loss. Ths approach recognzes
that it does not cost as much to produce unt n+ 1 if the first n or
fewer unts have already paid the fied costS.119 The cour also nas

vigorously embraced the "entire market rue" for lost profits calcula-
tions as well as reasonable royalty determinations.12o .

In Rite-Hite v. Kelley, 121 the patentee made two types of devices:
a low priced unt that was covered by its patent, and a high priced
unit that was not. The defendant's infringig device was intended to
compete with the plaintiffs unpatented high priced unit. In an en
banc decision, the cour held that the patentee was entitled to recover

profits that it lost on the diverted sales of the unpatented device.
The court adopted a test of reasonable foreseeabilty, not unike the
concept of "proximate cause" traditionally encountered in tort law.
Thus, lost sales of the unpatented device that directly competed with
the infriging device were reasonably foreseeable and therefore
compensable.122
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ll0iness ii. Walgreen Co.,88 F.3d 1025, 39 USPQ2d 1304 (Fed. Cir. 1996). Speculative
or contingent profits, as opposed to those a plainti would certnly ear but for the default,

are recoverable only when the record permts estimation of probable profits with reasonable
certty. U.S. Vallies Inc. ii. Dray, 212 F.3d 1368, 54 USPQ2d 1834 (Fed. Cir. 2000).

118Corning Glass Works ii. United States lTC, 799 F.2d 1559,230 USPQ 822 (Fed. Cir.
1986).

119Paper Coniierting Mach. CO. ii. Magna-Graphics Corp., 745 F.2d 11, 223 USPQ 591 .
(Fed. Cir. 1984). Fied costs are those that do not var with increases in producton, such as
management salares, property taes, insurance, etc. Id. An award of incremental profits is
well established and appropriate for determnig damages for patent inngement where any
increase in fied costs per unt is found to be mial. State Indus., Inc. u. Mor-Flo Indus.,

Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir. 1989).
12State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 'USPQ2d 1026 (Fed. Cir.

1989); Paper Coniierting Mach. CO. ii. Magna-Graphics Corp., 745 F.2d 11, 223 USPQ 591 (Fed.
Cir. 1984) (lost profits case). The Panduit test applies here as well: Thus, there must be a
reasonable probabilty that the patentee would have made the sale of an unpatented accessory

had the defendant not made the infngig sale. Kaufman CO. ii. Lantech, Inc., 926 F.2d 1136,
17 USPQ2d 1828 (Fed. Cir. 1991). See §15.1(d) for a general discussion of the entie market rue.

121Rite-Hite Corp. u. Kelley Co., 56 F.3d 1538, 35 USPQ2d 1065 (Fed. Cir. 1995).
122e cour rejecd varous policy arguents, such as that inventors should be encour-

aged by the law to practice their patented inventions, and that a patent canot be used to
restrict competition in the sale of products not covered by the patent. It also distiguhed the
noninging alternative prong of the lost profits test on the grounds that here, the nonig-
ing alternative was avaiable only through the patentee. In a vigorous dissent, Judge Nies

pointed out that the plaiti could not mark the unpatented products with the patent number

for notice puroses, and yet could recover for profits lost as a result of the divertd sales of
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(c) Reasonable Royalty

The two methods by which damages are usually calculated under
35 U.S.C. §284 are assessment of actual damages (the profits the
patentee lost due to the ingement) or, if actual damages canot
be ascertained, determination of a reasonable royalty.123

The statute mandates a reasonable royalty as the floor below
which damages shall not falL. 12 A reasonable royalty is the amount
a person, desiring to manufacture, use, or sell a patented article as
a business proposition, would be willng to pay as a royalty and yet

be able to make a reasonable profit. 125

Can damages be assessed at greater than a reasonable royalty
without a lost profits analysis? Apparently so. 126 Yet care must be

taken to avoid confusing the two modes of analysis. 127

those products. Ths, accordig to her, puts the patentee who does not practice the patented
invention at an advantae versus one who does. The majority bruhed ths arguent aside,
implying that the lost sales had occed afr actual notice of the inement. In King Instr.
Corp. ii. Perego, 65 F.3d 941, 36 USPQ2d 1129 (Fed. Cir. 1995), a 2-1 majority reafrmed the
Rite-Hite holdig that lost profits are avaiable to the patent owner despite its failure to produce
the patented product. The disent accused the majority of extendig Rite-Hite to cover a situation
where the patentee is not even puttin out a competitive product; rather, it was one that did
not offer the advantage of the patented device. At one point, the majority decision sets up a
hypothetica situation that would lead to the result that "ingement may actually be profit-
able." With al respect, one might venture to inquie what is wrong with that? Is there somethig
morally reprehensible about ingement if everyone profits? As the majority points out, Con-
gress decided 50 years ago that a defendant infger should no longer be made to disgorge
its own profits; actual damages or a reasonable royalty are sufcient as long as they are
adequate to compensate for the inement.

J2Trellli. Mar:lee Elec. Corp., 912 F.2d 1443, 16 USPQ2d 1059 (Fed. Cir. 1990). Where
the plaintiff does not sell its invention in the United States, it must present evidence of a
reasonable royalty. Id.

12435 U.S.C. §284. See Stickle ii. Heublein Inc., 716 F.2d 1550, 219 USPQ 377,385 (Fed.
Cir. 1983). A statement by the tral cour that it was awardig "nomial" damages is not
necessariy in confict with the reasonable royalty stadard as the statutory floor, where it
appeared that the cour was usin that term to indicate that it waS givig the plaintif far less
than it had demanded. Lindmann Maschinenfabrik ii. American Hoist & Derrik Co., 895 F.2d
1403, 13 USPQ2d 1871 (Fed. Cir. 1990). In Dow Chem. CO. ii. Mee Indus. Inc., 341 F.3d 1370,
68 USPQ2d 1176 (Fed. Cir. 2003), the tral cour excluded the reasonable royalty opinon
testiony of the patentee's damages expert under Rule 702, FRE. It then concluded that
plainti had failed to prove any damages. Ths was error. Section 284 permts, but does not

require, expert testiony. The tral cour is in any event obliged to award at least a reasonable

royalty. Without the expert testiony the patentee might well have no basis for contesting the

amount of such an award, but the trial cour must at least make the award in the first instance,
using any avaiable evidence.

125Trans_ World Mfg. Corp. ii. Al Nyman & Sons, 750 F.2d 1552, 224 USPQ 259, 269 (Fed.
Cir.1984).

12InMaxwellli. J. Baker, Inc., 86 F.3d 1098, 39 USPQ2d 1001 (Fed. Cir. 1996), the cour
found no abuse of discretion in ajui interrogatory that asked "Wat is the reasonable royalty?

Was the plaintif damaged in excess of the reasonable royalty and, if so, by how much?" Ths
approach was justied in par by the absurdity of a hypothetical negotiation where the pares
had previously been unable to reach agement. Ths case stands for the proposition that the
factfider may consider additional factors to assist in the determtion of adequate compensa-
tion for the ingement. See also note 15:136.

127In Mahurkar ii. C.R. Bard, Inc., 79 F.3d 1572, 38 USPQ2d 1288 (Fed. Cir. 1996), the
trial court properly found a reasonable royalty rate but then assessed an additional 9% that
it called a "Panduit kicker." The Federal Circuit viewed this as an enhancement of the damages
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The hypothetical negotiation. In Fromson v. Western, 
128 the cour

had some interesting thigs to say about the very concept of a reason-
able royalty. Determng a fair and reasonable royalty is often a
diffcult judicial chore, seeming often to involve more the talents of
a conjurer than those of a judge. Lackig adequate evidence of an
established royalty, the court is left with the judge-created methodol-
ogy described as "hypothetical negotiations between wiling licensor
and willing licensee." The reasonable royalty methodology encom-
passes fantasy and flexibilty: fantasy because it requies a court

to imagie what warng parties would have agreed to as willng
negotiators; flexibilty because it speaks of negotiations as of the time
infgement began, yet permts and often requies a cour to look
to events and facts that occurred thereafer and that could not have
been known to or predicted by the hypothesized negotiators. When
one is forced to erect a hypothetical situation, it is easy to forget a '
basic realty-a license is fudamentally an agreement by the patent
owner not to sue the licensee. In a normal negotiation, the potential
licensee has three basic choices: (1) forego all use of the invention;
(2) pay an agreed royalty; or (3) infge the patent and risk litigation.
The reasonable royalty methodology presumes that the licensee has
made the second choice, when in fact it selected the third. Whatever
royalty may result from employment of the methodology, the law is
not without means for recognzing that an inriger is unlie a true

"wiing licensee"; nor is the law without means for placing the injured
patentee in the situation it would have occupied if the wrong had not
been commtted. Increased damages under 35 U.S.C. §284 is one such
means. Attomey fees in "exceptional" cases under §285 is another.
Prejudgment interest is a third.

Like all methodologies based upon a hypothetical situation, there
will be an element of uncertainty in determng a reasonable royalty.
But a court is not at liberty, in pursuig the methodology, to abandon
entirely the statutory standard of damages "adequate to compensate"
for the inngement. The royalty arved at must be reasonable under
all the circumstances; that is, it must be at least a close approximation
of what would be "adequate to compensate" for the "use made of the
invention by the infnger" as requied by §284.129

award and reversed. Panduit had to do with lost profits, not reasonable royalty, and nowhere
does that decision authorize additional damages or a "kcker" on top of a reasnable royalty.
In Rodime PLC ii. Seagate Tech. Inc., 174 F.3d 1294, 50 USPQ2d 1429 (Fed. Cir. 1999), the
plaiti elected to forego lost profits as a measure of damages in favor of reasonable royalty.

But it sti sought "consequential business damages" resultig from the defendat's refual to

take a license (theoreticay deprivig plaiti of an income stream sufcient to have enabled

it to avoid banptcy). The Federal Circuit hited that ths might be acceptable methodology

if the impendig banptc were factored into the hypothetical negotiations. But here the
plaiti sought such damages above and beyond the reasonable royalty. As such, these damages

were merely a species of lost profits, which plaintif had elected to forego.
J2Fromson ii. Western Litho Plate & Supp. Co., 853 F.2d 1568, 7 USPQ2d 1606 (Fed.

Cir.1988).
12Fromson ii. Western Litho Plate & Supp. Co., 853 F.2d 1568, 7 USPQ2d 1606 (Fed. Cir.

1988). See also Trellii. Marlee Elec. Corp., 912 F.2d 1443, 16 USPQ2d 1059 (Fed. Cir. 1990).
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It is a hypothetical royalty resulting from arm's-length negotia-
tions between a willng licensor and a willing licensee.130 The wiling
licensor/licensee approach must be flexibly applied as a device in the
aid of justice.13l In using the test, it is important to understand that
there is no actual willingness on either side.132

Section 284 does not mandate how the district cour must com-
pute a reasonable royalty, but only that it compensate for the infnge-
ment.133 The court has held squarely that a district court is not limited

to selecting one or the other of the specifc royalty figures .urged by

opposing paries as reasonable,134 nor is a jury, although the award
must be within the range encompassed by the record as a whole.135

Also, damages can be increased above a reasonable royalty so that
the award is adequate to compensate for the infngement. Such an
increase can be justified either on the basis that reasonable means
"reasonable for an infrnger," or simply under the statute.136

That the patentee might have agreed 

to a lesser royalty is of

little relevance, for to look only at that question would be to pretend
that the inngement never happened. It would also make an election

to inringe a handy means for competitors to impose a compulsory
license policy upon every patent owner.137 In determing the true
measure of a reasonable royalty, a court should not select a dished
royalty rate that a patentee may have been forced to accept by the

disrepute of its patent and the open defiance of its rightS.13S N onethe-

less, it is important to leave the hypothetical licensee a profit mar-
gi.139 On the other hand, it is not unreasonable to base the award

130State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir.

1989); TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986).
131TWM Mfg. Co. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986). Relevant

economic facts may inorm this judicially sanctoned spèculation. Mahurkar ii. C.R. Bard, Inc.,
79 F.3d 1572, 38 USPQ2d 1288 (Fed. Cir. 1996).

132Hanson v. Alpine Valley Ski Area, Inc., 718 F.2d 1075,219 USPQ 679 (Fed. Cir. 1983).

133TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 198G).
134Smithkline Dianostics, Inc. ii. Helena Labs. Corp., 926 F.2d 1161, 17 USPQ2d 1922

(Fed. Cir. 1991)
13Unisplay SA ii. Amrican Elec. Sign Co., 69 F.3d 512,36 USPQ2d 1540 (Fed. Cir. 1995).
135Stickle ii. Heublein, Inc., 716 F.2d 1550, 219 USPQ 377 (Fed. Cir. 1983). See also

Maxell ii. J. Baker, Inc., 86 F.3d 1098, 39 USPQ2d 1001 (Fèd. Cir. 1996). In Slimfold Mfg.
CO. ii. Kinkead Indus., 932 F.2d 1453, 18 USPQ2d 1842 (Fed. Cir. 1991), the cour approved
an award of a reasonable royalty and an additional amount for cost saving in manufacture
attbutable to the patented invention. But see Mahurkar v. C.R. Bard, Inc., 79 F.3d 1572, 38
USPQ2d 1288 (Fed. Cir. 1996). .

137TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986). Cours have

recognzed the need to distinsh between royalties payable by i.ers and noningers.
Fromson ii. Western Litho Plate & Supp. Co., 853 F.2d 1568, 7 USPQ2d 1606 (Fed. Cir.1988).

138Fromson ii. Western Litho Plate & Supp. Co., 853 F.2d 1568, 7 USPQ2d 1606 (Fed.

Cir.1988).
139Hughes Tool CO. ii. Dresser Indus., Inc., 816 F.2d 1549, 2 USPQ2d 1396 (Fed. Cir.

1987); Hanson v. Alpine Valle Ski Area, Inc., 718 F.2d 1075, 219 USPQ 679 (Fed. Cir. 1983).
Of course, it is proper to resolve diculty in determing a reasonable royalty against an
innger that has lost its ficial records. TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229

USPQ 525 (Fed. Cir. 1986).
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3).

on the expected profits of the patentee rather than the infnger, even
though this tums out to be many times the infringer's net profit.140
There is no rue that a royalty be no higher than the infnger's net
profit margin.141 In contrast to a lost profits inquiry, the fact that an

infringer could have continued to market a noninging alternative
is a factor relevant to the determation of a proper royalty durg
hypothetical negotiations. 

142

The Fromson cour also commented thoughtfully on the status
of the individual inventor in the reasonable royalty compensation
scheme. Historically, the methodology for determng a reasonable
royalty has been problematic as a mechansm for doing justice to
individual, nonmanufacturg patentees. Because cours routinely
denied injunctions to such patentees, infrngers could perceive noth-

ing to fear but the possibilty of a compulsory license at a reasonable
royalty, resulting in some quarers in a lowered respect for the rights
of such patentees and a faiure to recognze the innovation-encourag-
ing social purpose of the patent system. Thus a cold "bottom-line"
logic would dictate to some a total disregard of the individual inven-
tor's patent because if the case be lost, a license could be compelled,
probably at the same royalty that would have been paid if the paten-
tee's rights had been respected at the outset. Though the methodology
must on occasion be used for want of a better one, it must be carefuly
applied to achieve a truly reasonable royalty, for the methodology
risks creation of the perception that blatant, blind appropriation of
inventions patented by individual, nonmanufacturng inventors is
the profitable, "can't-lose" course. 

143

Compensation for infrngement can take cognizance of the actual
commercial consequences of the infrgement, and the hypothetical
negotiators for a reasonable royalty need not act as if there had been
no infringement, no litigation, and no erosion of market position or
patent value.l44 In applying the "reasonable royalty" methodology,

emphasis on an individual inventor's lack of money and manufactur-
ing capacity can tend to distingush the respect due the patent rights
of impecunious individual inventors from that due the patent rights
of well-fuded, well-Iawyered, large manufacturing corporations. Any
such distinction should be rejected as the disservce it is to the public
interest in technological advancement. 

145
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140Rite.Hite Corp. ii. Kelley Co., 56 F.3d 1538, 35 USPQ2d 1065 (Fed. Cir. 1995).
141Golight Inc. ii. Wal.Mart Stores Inc., 355 F.3d 1327, 69 USPQ2d 1481, 1490 (Fed.

Cir.2004).
142Zygo Corp. ii. Wyko Corp., 79 F.3d 1563, 38 USPQ2d 1281 (Fed. Cir. 1996).
143Fromson v. Western Litho Plate & Supp. Co., 853 F.2d 1568, 7 USPQ2d 1606 (Fed.

Cir.1988).
144Sun Studs, Inc. ii. ATA Equip. Leasing, Inc., 872 F.2d 978, 10 USPQ2d 1338 (Fed. Cir.

1989). The cour refued to concern itself with whether the date of the hypothetica negotiations
should be as of the date of contributory inngement, or of direct ingement, termg it "too
fie" a line to draw.

145Fromson ii. Western Litho Plate & Supp. Co., 853 F.2d 1568,7 USPQ2d 1606 (Fed.
Cir.1988).

eve
rs.
8).
~d.



896 Patents and the Federal Circuit §15.1(c)

Infringer's anticipated profit. Among the factors to be considered
in applying the wilig licensorllcensee approach is the inger's
anticipated profit from the use of the patented invention, includig
the effect of using the patented item in promoting sales of other
products of the licensee.l46 Evidence of the infrnger's actual profits

is generally admissible as probative of its anticipated profits.147Al-
though the cour has allowed that it is not ilogical to hypothesize a
negotiation as of the time of notice of infrigement, it continues to
insist that the hypothetical exercise be set at the time infngement
began.l46 A vast disparty between actual and hypothetically negoti-

ated profits wil rarely be sustainable when the invention was recog-
nized by both parties as highly valuable at the time infgement
began and a negotiation is hypothesized. Yet each case must be judged
on its own merits in light of the evidentiar record created and intro-
duced . by counsel. 149 A hypothetical negotiation may be predicated
upon the inger's business plan even though it turs out to have
been too optimistic. 

150 The infger's actual profit, however, does not

act as a cap on the amount of a reasonable royalty. 
151 Nor does an

14fTrans-World Mfg. Corp. II.Al Nyman & Sons, 750 F.2d 1552, 224 USPQ 259 (Fed. Cir.
1984). See also Trellii. Marlee Elec. Corp., 912 F.2d 1443, 16 USPQ2d 1059 (Fed. Cir. 1990).
Collateral sales certaiy may be taen into accunt in determg what a wi licensor
would have charged a wig licensee. Deere & Co. v. International Haroester Co., 710 F.2d
1551, 218 USPQ 481 (Fed. Cir. 1983).

147TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986); Trans-

World Mfg. Corp. v. Al Nyman & Sons, 750 F.2d 1552, 224 USPQ 259 (Fed. Cir. 1984).
148Wang Labs., Inc. II. Toshiba Corp., 993 F.2d 858, 26 USPQ2d 1767 (Fed. Cir. 1993).

The focus should be on the date infrgement began rather than events subsequent to the
intial inngement. TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir.
1986). See also Unisplay SA II. American Elec. Sign Co., 69 F.3d 512, 36 USPQ2d 1540 (Fed.
Cir.1995).

149Datacope Corp. II. SMEC, Inc., 879 F.2d 820, 11 USPQ2d 1321 (Fed. Cir. 1989).
150Interactiiie Pictures Corp. II. Infinite Pictures Inc., 274 F.3d 1371, 61 USPQ2d 1152

(Fed. Cir. 2001).
151State Indus., Inc. II. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir.

1989); Fromson ii. Western Litho Plate & Supp. Co., 853 F.2d 1568, 7 USPQ2d 1606 (Fed. Cir.
1988). See also Mahurkar II. C.R. Bard, Inc., 79 F.3d 1572, 38 USPQ2d 1288 (Fed. Cir. 1996).
It is not uneasonable to base the award on the expected profits of the patente rather than
the iner, even though ths turs out to be many ties the inrier's net profit. Rite-Hite
Corp. II. Kelle Co., 56 F.3d 1538, 35 USPQ2d 1065 (Fed. Cir. 1995). In Snellman II. Ricoh Co.,
862 F.2d 283,8 USPQ2d 1996 (Fed. Cir. 1988), the jur awarded $12 mion, which was more
than four ties the defendant's tota sales. The justication was a reasonable royalty basd

upon a high, albeit disputed, projection of expected sales at the time ingement began. The
district court felt this was a miscarrage of justice and granted a new tri on damages, with
a resultat award ofless than $1 mion. The Federal Circuit vacated and remanded, either
to reinstate the jur verdict or for a new tral based on its statements about what evidènce is
admssible on the issue. In Radio Steel & Mfg. CO. II. MTD Prod. Inc., 788 F.2d 1554, 229
USPQ 431, 433 (Fed. Cir. 1986), the cour rejected an arguent that a 10% royalty was
uneasonable because it exceeded the inger's profit. It should be noted that there was
evidence that the profit figue was low because the ingig product was at the time used
as a loss leader. In Lindmann Maschinenfabrik II. Amrican Hoist & Derrick Co., 895 F.2d
1403, 13 USPQ2d 1871 (Fed. Cir. 1990), the cour termed an expert's statement that the
innger would, in hypothetica negotiations, agee to pay a royalty in excess of what it expected
to make in profits "absurd" in light of the evidence in the case.



¡15.1(c) §15.1(c) Damages, Interest, and Costs 897
;idered
inger's
1uding
~ other
profits
.14 Al-

~size a
ues to
~ment
egoti-
~ecog-
!ment
idged
ntro-
~ated
have
snot
!san

industry standard profit. The court seems willing to employ an analyt-
ical approach in its weighting of anticipated profits.152

An award of a 25 percent royalty was based upon a fiding that
the infringer would have made a profit of 60 percent. The Federal
Circuit, in analyzing the evidence, determined that the 60 percent
expectation was profit on incremental investment rather than cost.
The 60 percent finding was therefore seen to be clearly erroneous,
and the 25 percent royalty was rejected as arbitrary.153 On the other
hand, the court found no abuse of discretion in applying a royalty
rate to the sellng price alone rather than to the sellng price plus

the royalty amount. 154

One interesting case dealt with the infringer's profits in the con-
text of a patented design for a display rack for sellng goods. Inasmuch
as the infrngig racks may well have contributed to the infringer's
sales of, and therefore profits on, the goods themselves, those profits
would be relevant to a reasonable royalty under §284.155

Established royalty. A very logical measure of a hypothetical
reasonable royalty is an actual, èstablished royalty. And even if there
is no existing royalty rate, it is appropriate to consider royalties paid
by others in the industry for use of a comparable patent.156 The task
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152TWM Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986). The cour

afed a 30% royalty as reasonable, where the infnger projected an anticipated net profit
of 37-42% and the industry standad net profit was 7-12%. Despite the infrnger's angushed
cry that this rate was grossly inated and exorbitant, the court seemed to be persuaded by

facts such as commercial success, long-felt need, copying, and the absence of competing products.
153Hughes Tool CO. II. Dresser Indus., Inc., 816 F.2d 1549, 2 USPQ2d 1396 (Fed. Cir.

1987). There is no rue that a royalty be no higher than the infringer's net profit margi. Nor
is it inappropriate for.a distrct cour to consider gross profits. State Indus., Inc. ii. Mar-Flo

Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir. 1989).
15Wickson Indus., Inc. ii. Rol Mfg. Co., 847 F.2d 795, 6 USPQ2d 1878 (Fed. Cir. 1988).

Ths is an interesting theory-the patentee seems to be saying that the infnger would have
upped its price to cover the royalty. Thus, if R is the nominal rate, the effective rate would be
R/(l-R).

155Trans-World Mfg. Corp. ii. Al Nyman & Sons, 750 F.2d 1552, 224 USPQ 259 (Fed. Cir.
1984). It should be noted that 35 U.S.C. §289 provides an additional remedy for infngement
of design patents, over and above that avaiable under 35 U.S.C. §284: the patentee is entitled
to the total profit of the inger (not less than $250). Here,. the total profit on the racks to

which the patented design had been applied was smaI compared to the profit from the sale of
the displayed goods. The patentee was not entitled to the profits frQm the sale of the goods
under §289, but those profits were a consideration under §284. Id. A patentee that receives
innger profits for infgement of a design patent under §289 canot also receive a lesser
reasonable royalty under §284 for the same sale, even if it infges a utilty patent, because

the award of infer profits is "adequate to compensate for the infringement" within the

meang of §284. Catalina Lighting Inc. ii. Lamps Plus Inc., 295 F.3d 1277, 63 USPQ2d 1545
(Fed. Cir. 2002). In LA Gear, Inc. ii. Thom MeAn Shoe Co., 988 F.2d 1117, 25 USPQ2d 1913
(Fed. Cir. 1993), the defendant supplier had indemned its large retail customer and plainti
did not join the customer because of assurances from the defendant that it could provide any
and al relief. Later, the defendant argued that it should be permtted to deduct, from the "total
profit" under §289, the profits of the customer. The Federal Circut rejected this arguent on
the grounds that actons induced by attorney representations canot be disclaimed by their
instigator. Reliance by the plaiti was sought and obtained, and it was not uneasonable.
Having induced that reliance, the defendant could not renounce the consequences.

155American Original Corp. ii. Jenkins Food Corp., 774 F.2d 459, 227 USPQ 299 (Fed.
Cir.1985).
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is simplified when the record shows an established royalty for the
patent in question or for related patents or products.157 However,

evidence of royalties for products entirely distinct from the patented
product is insufcient to establish an industry standard. 

iss Also, evi-

dence of actual licenses that were negotiated some years after the date
of fist infrngement may not be probative.159 Conversely, established
rates do not necessarily fi a ceiling for the royalty that may be
assessed after an infgement trial.160

The reasonableness of a rate in a single license is sometimes
questioned because there is no general acquiescence,161 or because it

involves only a minor competitor.162 Thus, a single licensing agree-
ment, without more, is insuffcient proof of an established royalty.
For a royalty to be established, it must be paid by such a number of
persons as to indicate a general acquiescence in its reasonableness
by those who have occasion to use the invention. Where no established
royalty exists, the cour must use a hypothetical willng buyer/willng
seller analysis.163

Where an established royalty exists, it will usually be the best
measure of what is a reasonable royalty. Nonetheless, a reasonable
roya.lty may be greater than an established royalty. For example, a
higher figue may be awarded when the evidence clearly shows that
widespread infngement made the established royalty artificially
low. But the patentee must come forward with evidence that an estab-
lished royalty rate makes the award inadequate.l64

The general principle is that for an established royalty to be
regarded as reasonable, it must relate to the value of the invention.
In other words, the defendant's infnging acts must be commensurate
in quality and extent with those that were contemplated under the
actual license.l65 In calculating a reasonable royalty by reference to
an established royalty, the court is perfectly willng to employ the
detailed terms of the actual license. 

166

157Mahurkar v. C.R. Bard, Inc., 79 F.3d 1572,38 USPQ2d 1288, 1292 (Fed. Cir. 1996).
151RailroadDynamics, Inc. ii. A Stucki Co., 727 F.2d 1506, 220 USPQ 929 (Fed. Cir. 1984).
1590detics Inc. ii. Storage Tech. Corp., 185 F.3d 1259, 51 USPQ2d 1225 (Fed. Cir. 1999).
160Bio-Rad Labs., Inc. ii. Nicolet Inst. Corp., 739 F.2d 604, 222 USPQ 654 (Fed. Cir. 1984).

A rate of one-thid the sellng price was held reasonable against evidence of industry rates of

3-10%. Cf. Hanson ii. Alpine Valle Ski Area Inc., 718 F.2d 1075,219 USPQ 679 (Fed. Cir. 1983).
161Hanson ii. Alpine Valley Ski Area Inc., 718 F.2d 1075, 219 USPQ 679 (Fed. Cir. 1983).
162Deere & CO. ii. International Hariiester Co., 710 F.2d 1551, 218 USPQ 481 (Fed. Cir.

1983).
163Trllli. Marlee Elec. Corp., 912 F.2d 1443, 16 USPQ2d 1059, 1061 (Fed. Cir. 1990). In

thi case the district cour settled upon a rate in a single ageement, and the defendat did
not introduce any evidence to show that rate was uneasonable. Nonetheless, the Federal
Circuit indicated that the defendant was not requied to rebut proof of a royalty paid by another
for an exclusive license that involved additional inventions. The burden was upon the planti
to show that the ageement rate was reasonable.

164Nickson Indus., Inc. ii. Rol Mfg. Co., 847 F.2d 795, 6 USPQ2d 1878 (Fed. Cir. 1988).
155Band, Inc. v. Gerrard Tire Co., 704 F.2d 1578, 217 USPQ 977 (Fed. Cir. 1983). The

exitig license agreements also conferred trademark and other rights, and it was held error

to fai to apporton between the patent and nonpatent elements of the estàblished royalty.
155Allen Archery, Inc. ii. Browning Mfg. Co., 898 F.2d 787, 14 USPQ2d 1156 (Fed. Cir.

1990). Plaitiffs industryde license agreement provided for calculatin the royalty as a
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The requirement to determine actual damages is not diinshed
by the diffculty ofthe determnation. The use of a royalty as a measure
of damages is suited to those circumstances where there is an estab-
lished royalty or licensing program, or where the patentee is not itself
in the business, or where the profits are too speculative to estimate.
But where a percentage figure is not an established royalty and is
not found to be an approximation of the damages actually sustaied,
its imposition on a patent owner who would not have licensed its
invention for that figure is a form of compulsory license, agaist the
will and interest of the person wronged, in favor of the wrongdoer.167
When lost profits are the measure, the amount is normally provable
by the facts in evidence or as a factual inference from the evidence.
When a reasonable royalty is the measure, the amount may again
be considered a factual inference from the evidence, yet there is room
for exercise of a common sense estimation of what the evidence shows
would be a "reasonable" award. One challenging only the cour's fid-

ing as to amount of damages awarded as a reasonable royalty must
therefore show that the award is, in view of all the evidence, either
so outrageously high or so outrageously low as to be unsupportable
as an estimation of a reasonable royalty. 

1GB

Licensing offers. The court has refused to adopt any hard and
fast rule that offers to license others at a particular rate establish
that rate as a ceilng for a reasonable royalty. The entirety of the

circumstances, including the consequence of widespread innge-
ment, must be considered.169 A defendant may often seek to minimize
the award of damages by presenting evidence of licensing offers at
favorable rates. But offers to license present special problems. A
royalty at which a patentee offers to license its invention, particularly
when coupled with a claim of infringement, is not necessarily the
same rate as that upon which a hypothetical wiling licensee and

percentage of the net sellig price established in normal, bona fide, ar's-lengt transactions.
The Federal Circuit found error in calculating a royalty based upon the infnger's sales to its
subsidiary rather than the subsidiars sales to customers.

167Del Mar Aiiionics, Inc. II. Quinton Instr. Co., 836 F.2d 1320,5 USPQ2d 1255 (Fed. Cir.
1987). Indeed, the priciple underlyig damage measurement is unchanged even when there
is an established royalty, for it is reasonable to assume that such a royalty is a fair measure
of the actual damage to a patentee who has authorized others to practice the patented invention.
Id. The patentee's usual licensing approach should/be considered in assessing a reasonable
royalty. Studiengesellschaft Kahle II. Dart Indus., Inc., 862 F.2d 1564, 9 USPQ2d 1273 (Fed.
Cir. 1988). In Sun Stud, Inc. II. ATA Equip. Leasing, Inc., 872 F.2d 978, 10 USPQ2d 1338
(Fed. Cir. 1989), the patentee was complaining that it should have received damages measured
by the much higher value of the invention to the ultimate user rather than to the manufactuer
or supplier of the invention. But its only established royalty was that to a supplier, and it

made no effort to show at trial that it would have adoptèd a user royalty structure.
lssLindemann Maschinenfabrik v. American Hoist & Derrick Co., 895 F.2d 1403, 13

USPQ2d 1871 (Fed. Cir. 1990). Although the reasonable royalty standard of 35 U.S.C. §284
obviates the need to show the fact of damage when ingement is admttd or proven, that
does not mean that a patentee who puts on little or no satisfactory evidence of a reasonable
royalty can successfuy appeal on the ground that the amount awarded was not reasonable.ld.

16Wughes Aircraft CO. II. United States, 86 F.3d 1566, 39 USPQ2d 1065 (Fed. Cir. 1996).
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willng licensor would agree.170 Moreover, offers to license in settle-
ment of actual or contemplated litigation may well be inadmissible
under Rule 408, FRE.17 However, evidence of a license agreement
resulting from other litigation may be admissible where the agree-
ment is not just an effort to resolve the dispute or avoid litigation.
The avoidance of the risk and expense oflitigation is always a poten-
tial motive for settlement.172 Also, the terms of a settlement are ad-
missible as to a reasonable royalty where litigation has established
liabilty and the settling defendant was facing an accounting and an
injunction. The patentee's argument that the settlement represents
an erosion, because of the threat of the litigation causing the patentee
to compromise, is not applicable in such a situation. Both paries
know that the next step is the exact type of accounting exercise that
is being undertaken in the present case.173 Unaccepted offers to the

industry,174 or to major competitors that approach on their own initia-
tive,175 may lack probative value.
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In proving damages, the patent owner's burden of proof is not
absolute, but rather one of reasonable probabilty. The district court
is thus free to use its discretion in choosing a method for calculating
damages, as long as the measure of damages is just and reasonable.176
The methodology of assessing and computing damages under 35
U.S.C. §284 is within.the sound discretion of the district court, and
the appellant therefore has the burden of establishing an abuse of
discretion by showig an error of law, or a clear error of judgment,
or findings that were clearly erroneous.177
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17°American Original Corp. ii. Jenkins Food Corp., 774 F.2d 459, 227 USPQ 299 (Fed.
Cir.1985).

171Hanson II. Alpine Valley Ski Area, Inc., 718 F.2d 1075, 219 USPQ 679 (Fed. Cir. 1983).
Such an offer is admssible in the absence of an actua contemporaneous dispute. Deere &

Co. II. International Hariiester Co., 710 F.2d 1551,218 USPQ 481 (Fed. Cir. 1983). See also
Studiengesellschaft Kahle II. Dart Indus., Inc., 862 F.2d 1564, 9 USPQ2d 1273 (Fed. Cir. 1988);
Snellman II. Ricoh Co., 862 F.2d 283, 8 USPQ2d 1996 (Fed. Cir. 1988).

172Snellman II. Ricoh Co., 862 F.2d 283, 8 USPQ2d 1996 (Fed. Cir. 1988). The cour
distingushed Deere & CO. II. International Haroester Co., 710 F.2d 1551, 218 USPQ 481 (Fed.
Cir. 1983), on the ground that the license ageement being relied on here was to take effect
only if the licensee's liabilty were upheld on appeal.

173Studiengesellschaft Kahle II. Dart Indus., Inc., 862 F.2d 1564, 9 USPQ2d 1273 (Fed.
Cir.1988).

174Amrican Original Corp. II. Jenkins Food Corp., 774 F.2d 459, 227 USPQ 299 (Fed.
Cir.1985).

175Deere & CO. II. International Harvester Co., 710 F.2d 1551, 218 USPQ 481, 486 (Fed.

Cir.1983).
176Kori Corp. II. Wilco Marsh Buggis, Inc., 761 F.2d 649,225 USPQ 985 (Fed. Cir. 1985).
177Stryker Corp. II. bitermedics Orthopedics, Inc., 96 F.3d 1409, 40 USPQ2d 1065 (Fed.

Cir. 1996); Unisplay SA II. American Elec. Sign Co., 69 F.3d 512, 36 USPQ2d 1540 (Fed.
Cir. 1995); State Indus., Inc. II. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir.
1989); Hartness Intl, Inc. ii. Simplimatic Eng'g Co., 819 F.2d 1100, 2 USPQ2d 1826 (Fed. Cir.
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Contract law has long been held to preclude recovery for specula-
tive damages. Ths principle applies to the threshold issue of 

whetherdamages have actually been sustained, however, and does not bar
the award of damages for a proven injury of uncertain measure. 

178This approach appears to govern patent infringement damages as
well. Thus, estimates or compromises are not improper per se.179 The

determination of a damage award is not an exact science and the
amount need not be proven with unerrng precision. The trial court
is requied to approximate, if necessary, the amount to which the
patent owner is entitled. In such a case, while the damages may not
be determined by mere speculation or guess, it will be enough if the
evidence shows the extent of the damages as a matter of just and

reasonable inference, although the result be only approximate. 

180There is no absolute requirement for documentary corroboration
where a court's determination of damages is based upon credible
testimony only. It is not always necessary to produce books or records
to support a damage award.181 Fundamental principles of justice re-
quire the court to throw any risk of uncertainty upon the wrongdoer
rather than upon the injured pary,182 and any doubts regarding the

t
t
T,
5

1987). The methodology of assessing and computing damages under 35 U.S.C. §284 is within
the sound dicretion of the district court. To prevail on appeal, the appellant must convince
the cour of appeals that the district cour abused its discretion by basing its award on clearly

erroneous factual findigs, legal error, or a manifest error of judgment. Nickson Indus., Inc.
ii. Rol Mfg. Co., 847 F.2d 795, 6 USPQ2d 1878 (Fed. Cir. 1988).

178Roseburg Lumber Co. v. Madigan, 978 F.2d 660 (Fed. Cir. 1992).

179Testimony that a royalty of about 4%, coupled with a substantial downpayment, would
be reasonable does not mean that an award of 5% is speculative. Shatterproof Glass Corp. ii.
Libbey-Owens Ford Co., 758 F.2d 613, 225 USPQ 634 (Fed. Cir. 1985). Testiony that an

infnging process is used "maybe one-half or three-quarrs" of thè tie does not render a

two-thds figue erroneous. Bandag, Inc. ii. Gerrard Tire Co., 704 F.2d 1578, 217 USPQ '977

(Fed. Cir. 1983). Acceptance of 2% as an annual price erosion figue is not erroneous in view
of defendant's arguent that there would have been no price infation in the absence of the
infrgement while plaiti introduced evidence to show that it would have raised prices 4%

per annum. Minnesota Min. & Mfg. Co. v. Johnson & Johnson Orthopaedics, Inc., 

976 F.2d1559, 24 USPQ2d 1321 (Fed. Cir. 1992). Use of disjunctive "or" in license agreement support
failure to apporton between two licensed patents where only 

one innged. Undrwater Deiiices,Inc. ii. Morron-Knuden Co., 717 F.2d 1380, 219 USPQ 569 (Fed. Cir. 1983). No error in
fidig that patentee would have requied unormty among licensees. Hanson ii. Alpine Valley
Ski Ara, Inc., 718 F.2d 1075, 219 USPQ 679 (Fed. Cir. 1983). No merit to arguent that a

10% royalty is too high because the invention is only a combination of old elements. Radio
Steel & Mfg. CO. ii. MTDProds., Inc., 788 F.2d 1554, 229 USPQ 431 (Fed. Cir. 1986).

180Del Mar Aiiionics, Inc. ii. Quinton Instr. Co., 836 F.2d 1320, 5 USPQ2d 1255 (Fed. Cir.
1987). Contempt damages, lie other damages, need not be calcuated with mathematical
precsion. Al that is necessar is credible evidence sufcient to establish the amount of damages.
Cours are alowed to act upon probable and inerential as well as diect and positive proof.
Graiies ii. Kemscop Group, Inc., 864 F.2d 754, 9 USPQ2d 1404 (Fed. Cir. 1988). The amount
of damages is a question of fact and a jur award that is withi the range of high and low
values established by the evidence is not easily overtured on appeal. Standard Haiiens Prods.,
Inc. ii. Gencor Indus., Inc., 953 F.2d 1360, 21 USPQ2d 1321 (Fed. Cir. 1992).

181Graiies ii. Kemscop Group, Inc., 864 F.2d 754, 9 USPQ2d 1404 (Fed. Cir. 1988).
182Kori Corp. ii. Wilco Marsh Buggies, Inc., 761 F.2d 649, 225 USPQ 985 (Fed. Cir. 1985).

The priciple that the inriger must bear the risk of 
uncertainty canot alone justi increasingthe actal damages, however. Beatrice Food CO. II. New England Printing & Lith. Co., 923

F.2d 1567, 17 USPQ2d 1553 (Fed. Cir. 1991).
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precise amount of damages must therefore be resolved against the
infnger.183 Under the wrongdoer rule, a wrongdoer may not object
to the plaintiffs reasonable estimate of the cause of injury and of itsamount, supported by the evidence, as not based on more accurate
data that the wrongdoer's misconduct has rendered unavailable. 184

When manufacturng records are destroyed after the litigation com-
menced, strong inferences adverse to the infriger may be drawn. 185

Where it is impossible to make a mathematical or approximate appor-
tionment between infrnging and noninfgig items, the infrger
must bear the burden and the entire risk.186

The traditional approach is to calculate damages based upon the
use of a patented process or the sale of a patented product. However,
altematives are oftn appropriate. It is error to suppose that damages
can only be assessed based upon the number of unts sold before
expiration of the patent. Manufacture is an act of infngement also,
so the correct measure is the number manufactured, regardless when
they were sold.187 The court found no error in selecting as the royalty
base the amount of materials consumed in an infringing process,
where the patentee had other agreements that so provided.188 Simi-
larly, it is proper to measure damages for infrngement of a patented
process by reference to sales ofthe product produced by the process.189

On the other hand, the cour has approved an award based upon a
portion of the estimated savings produced by the patented invention,

133Kaufmn Co. u. Lantech, Inc., 926 F.2d 1136, 17 USPQ2d 1828 (Fed. Cir. 1991); Gyromat

Corp. ii. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed. Cir. 1984).
lMTronzo ii. Biomet Inc., 236 F.3d 1342, 57 USPQ2d 1385 (Fed. Cir. 2001) The cour held

that the plainti waived this arguent by faiing to press it below. In dict, the court also
indicated that the wrongdoer rue does not obviate the requiement for a nexu between an
inur and the claied damages. The wrongdoer rue is a priciple explaied in Bigelow ii.
R.KO. Pictures, Inc., 327 U.S. 251 (1946).

185Sensonics, Inc. ii. Aerosonic Corp., 81 F.3d 1566, 38 USPQ2d 1551 (Fed. Cir. 1996).
186Nickson Indus., Inc. ii. Rol Mfg. Co., 847 F.2d 795, 6 USPQ2d 1878 (Fed. Cir. 1988).

In this case, however, the infrnger had prepared a document from which estiates could be
made, and the patentee had introduced the document in evidence, albeit for a dierent purpose
(to show dicrepancies in the infnger's sales figues). The patentee argued that the document
was too flaw-riddled to be credible and that it would be unai to permt it to be relied upon
for an unanticipated purose. However, the cour found a colloquy that indicated some forewar-
ing that the document might be used to distingush ingig and noninfging sales and
held that the patentee had faied to identify sufcient flaws to preclude such reliance. See also

Oiness II. Walgreen Co.,88 F.3d 1025, 39 USPQ2d 1304 (Fed. Cir. 1996), where the cour rejected
a rather convoluted technque for estimatig sales. In Electro Scientifi Indus. Inc. II. General
Scanning Inc., 247 F.3d 1341, 58 USPQ2d 1498 (Fed. Cir. 2001), a patentfor severig nonmeta
li was held invald, whie one for severig metal li was held vald. The accused machine
could do both. The cour placed the burden upon the innger to come forward with evidence
that its customers only put the machies to the nonigig use. .

181Sensonics, Inc. II. Aerosonic Corp., 81 F.3d 1566, 38 USPQ2d 1551 (Fed. Cir. 1996).
The portion of the sale price of a business attributable to goodwill is not recoverable on a

reasonable royalty theory; however, proceeds from the sale of ingig inventory might be.
Transclean Corp. II. Bridewood Serlo Inc., 290 F.3d 1346, 62 USPQ2d 1865 (Fed. Cir. 2002).

188Band, Inc. II. Gerrard Tire Co., 704 F.2d 1578, 217 USPQ 977 (Fed. Cir. 1983).
189Central Soya CO. II. Geo. AHormel & Co., 723 F.2d 1573, 220 USPQ 490 (Fed. Cir.

1983). The court rejected an arguent, akn to fie wrapper estoppel, that it would be wrong
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rather than a royalty based upon actual use.190 In other cases a flat
fee may be appropriate.191 The patent owner may be entitled to lost
royalties that its own licensees would have paid it but for the
Ínfrgement.192

Where the claimed invention is made in this country, it is of
course irrelevant for damages purposes where it is sold. It is therefore
proper to include foreign sales in damages calculations if the product
is made in this country.193 The court has applied the reasoning of

Hanover Shoe194 to patent infgement cases, in holding that British

corporate taxes should not be deducted from the computation of a
corporation's lost profits.195

It is error to award damages for contributory infringement that
occurs prior to the infrnger's knowledge of the patent.196

The cour has indicated that it views absolute intervening rights
as a damages issue-the identification of those sales that properly
serve as a measure of damages. Thus, it does not become ripe for
decision until the patent owner secures a liability judgment.197

The entire market rule. In the case of a patented product, it is
sometimes diffcult to know to what, precisely, the royalty should be
applied. Where the claim is in so-called Jepson form, and the parties
sell and the customers buy the entire assembly rather than just
the improved. element, it is proper to apply royalty to the entire

assembly.198 And where a hypothetical licensee would have antici-

pated an increase in sales of collateral unpatented items because ofthe
patented device, the patentee should be compensated accordingly.199

to calculate damages by reference to the product, because al product clatms had been voluntary
surendered durg the prosecution of the patent.

190Hanson ii. Alpine Valley Ski Area, Inc., 718 F.2d 1075,219 USPQ 679 (Fed. Cir. 1983).
19Trans- World Mfg. Corp. ii. Al Nyman & Sons, 750 F.2d 1552, 224 USPQ 259 (Fed. Cir.

1984); Stickle ii. Heublein, Inc., 716 F.2d 1550, 219 USPQ 377 (Fed. Cir. 1983).
192Bic Leisure Prods., Inc. ii. Windurfng Intl, Inc., 1 F.3d 1214, 27 USPQ2d 1671 (Fed.

Cir.1993).
193Railroad Dynamics, Inc. II. A. Stucki Co., 727 F.2d 1506, 220 USPQ 929 (Fed. Cir.

1984). But cf. Amtar Corp. ii. Eniiirotech Corp., 823 F.2d 1538, 3 USPQ2d 1412 (Fed. Cir. 1987).
194Hanoiier Shoe, Inc. ii. United Shoe Mach. Corp., 392 U.S. 481 (1968).
195Kalman ii. Berlyn Corp., 914 F.2d 1473, 16 USPQ2d 1093 (Fed. Cir. 1990). Electro

Scientifi Indus. Inc. v. General Scanning Inc., 247 F.3d 1341, 58 USPQ2d 1498 (Fed. Cir.
2001), provides an example of complex accountig for the tax consequences of both the principal
of the jur award and the attendant prejudgment interest.

196Trellli. Marlee Elec. Corp., 912 F.2d 1443, 16 USPQ2d 1059 (Fed. Cir. 1990).
197Bic Leisure Prods., Inc. ii. Windsurfng Intl, Inc., 1 F.3d 1214, 27 USPQ2d 1671, 1677

(Fed. Cir. 1993).
198Railroad Dynamics, Inc. ii. A. Stucki Co., 727 F .2d 1506, 220 USPQ 929 (Fed. Cir. 1984).
199TW Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986). The

infger faied to show how many, if any, of the patented devices were sold alone, without the
collateral unpatented items. Thus no apportonment could be made, and it was proper to include
the unpatented items generally in the royalty base. Id. The value of collateral sales can be
factored into the determnation of a reasonable royalty rate. For example, the patented invention
ca be used to promote a whole line of products, some of which may not use the invention.
State Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir. 1989).
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Thus the Federal Circuit has most definitely embraced the "entire
market" rue of damages. The entire market value rule allows recovery
based on the value of an entire apparatus containing several features,
even though only one feature is patented. It is the fiancial and
marketing dependence on the patented item under standard market-
ing procedures that determnes whether the unpatented features of
a machine should be included in calculating compensation for in-
frgement. The ultimate determinig factor is whether the patentee
or ìts licensee can normally anticipate the sale of the unpatented
components together with the patented components. Where there is
no evidence that the unpatented components have been or could be
used independently of the patented structure, then the patentee would
normally have anticipated the sale of the entire machine, and dam-
ages based upon the entire market value are appropriate.200 The ques-

tion, then, is simply whether the patentee would have made the sale
of the unpatented elements but for the infngement.201

In its en banc decision in Rite-Hite v. Kelley,202 the court restated
the entire market value rule as it applies to unpatented components.
In order to recover for sales of unpatented components sold with
patented components, either by way of reasonable royalty or lost
profits, it must be shown that the unpatented components fuction
together with the patented component in some maner so as to pro-
duce a desired end product or result. All the components together
must be analogous to components of a single assembly, or be parts

The cour has also approved the concept oflost profits for future par sales. However, if 
the

future pars sales are for installations upon which damages have been paid, the question will
be whether those pars are for repair or reconstruction. If for repair, then there would be no
damages. Thus the cour may refue to permit lost profits on future pars sales on the grounds
that the matter is too speculative. For one thig, it is not yet known whether the defendant
Will pay the damage award for the past ingement, thus "authoring" the installations and

their future repair. Standrd Havens Prods., Inc. ii. Gencor Indus., Inc., 953 F.2d 1360, 21
USPQ2d 1321 (Fed. Cir. 1992). Compare Carborundum CO. ii. Molten Metal Eauip.lnnoiiations,
72 F.3d 872,37 USPQ2d 1169 (Fed. Cir. 1995), which deals with this question in an injunc-
tive setting.

2OFesto Corp. ii. Shoketsu KK Co., 72 F.3d 857, 37 USPQ2d 1163 (Fed. Cir. 1995); TWM
Mfg. CO. ii. Dura Corp., 789 F.2d 895,229 USPQ 525 (Fed. Cir. 1986); King Instr. Corp. ii.
Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985); Kori Corp. ii. Wilco Marsh Buggies,
Inc., 761 F.2d 649, 225 USPQ 985 (Fed. Cir. 1985); Paper Coniierting Mach. CO. ii. Magna-
Graphics Corp., 745 F.2d 11, 223 USPQ 591 (Fed. Cir. 1984). Where the patent-related feature
of a product is the basis for customer demand, it is appropriate to award lost profits based
upon the profit margin on the product as a whole, under the entire market value rue. State
Indus., Inc. ii. Mar-Flo Indus., Inc., 883 F.2d 1573, 12 USPQ2d 1026 (Fed. Cir. 1989). The
entie market value rue alows a patentee to recover damages based on the value of an entire
apparatus contaig several features, when the feature patented constitutes the basis for
customer demand. Fonar Corp. ii. General Elec. Co., 107 F.3d 1543, 41 USPQ2d 1801 (Fed.
Cir. 1997); Slimfold Mfg. Co. ii. Kinkead Indus., 932 F.2d 1453, 18 USPQ2d 1842 (Fed. Cir.
1991). The entire market rue can be applied to damages for breach of a settlement agreement.
Schafer Fan CO. II. J&D Mfg., 265 F.3d 1282, 60 USPQ2d 1194 (Fed. Cir. 2001).

201Kaufmn CO. ii. Lantech, Inc., 926 F.2d 1136,17 USPQ2d 1828 (Fed. Cir. 1991); King
Instr. Corp. ii. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985). Even where the
inger does not make the unpatented items, but simply purchases them and includes them
for the convenience of the customer, they may be included in the entire market value. TWM
Mfg. CO. ii. Dura Corp., 789 F.2d 895, 229 USPQ 525 (Fed. Cir. 1986). .

202Rite-Hite Corp. ii. Kelley Co., 56 F.3d 1538, 35 USPQ2d 1065 (Fed. Cir. 1995).
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of a complete machie, or they must constitute a functional unit.
There can be no recovery for items that have essentially no functional

relationship to the patented invention and that may have been sold
with an inngig device only as a matter of convenience or business

advantage. The cour distingushed its holding that certain unpat-
ented devices were compensable on the ground that they were directly
competitive with the patented devices, whie the unpatented compo-
nents were sold with the patented devices only for convenience and

business advantage. It is a clear purpose of the patent law to redress
competitive damages resulting from infngement of the patent, but
there is no basis for extending that recovery to include damages for
items that are neither competitive with nor function with the patented
invention.203

The. cour has expressed a preference that the expression "con-
voyed sales" be limited to sales made simultaneously with a basic
item; repair pars should be called "derivative sales."204

§15.2 Interest and Costs

(a) Interest

The matter of interest on money judgments, attributable to the
period afer the judgment is entered, has been uncontroversial. By

statute, 28 U.S.C. §1961, compound interest at Treasury bil rates is
mandatory on money judgments of federal district courts205 and the
Cour of Federal Claims.206 Interest on a 

judgment in a civil case runs
from "the date of the entry of the judgment" in the district court,
pursuant to 28 U.S.C. §1961. Rule 37(a), FRA, provides that if a

20But see note 15:117. In Stryker Corp. ii. Intermedics Orthopedics, Inc., 96 F.3d 1409,
40 USPQ2d 1065 (Fed. Cir. 1996), the clai covered a hip implant with a sleeve. The accused
implants were always offered with a sleeve option, although a sleeve was actualy used only
about one-four of the tie. The evidence showed that surgeons needed the entire system in

the operatig room because in most circustaces the fial decision on whether or not to instal
the implant with the sleeve was made in surgery. On these facts, the cour held it was no error
to award damages based on the total number of implants sold instead of the much smaller
tota number of sleeves sold. The basis seemed to be that it did not matter if the surgeon
instaled the implant without the sleeve, because the compensable injur had aleady occurred
when the accused device was supplied to the surgeon rather than the patented device. In Riles
ii. Shell Exploration & Prod. Co., 298 F.3d 1302, 63 USPQ2d 1819 (Fed. Cir. 2002), the patent
was for a method of instalg an offshore oil platform. The cour disapproved a damages model

based upon the value of the platform, inasmuch as it appeared that the platform could have
been instaled without infgig the method, albeit at a higher cost. The use of the platform
itself could not have been enjoined and thus the platform value did not represent an appropriate
royalty base.

20Carborundum CO. ii. Molten Metal Equip. Innoiiations, 72 F.3d 872,37 USPQ2d 1169,

1175 n.8 (Fed. Cir. 1995).
20Gyromat Corp. ii. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed. Cir.

1984). The statement of the cour in Allen Archery, Inc. ii. Browning Mfg. Co., 898 F.2d 787,
14 USPQ2d 1156 (Fed. Cir. 1990), to the effect that the district cour had not abused its
di~cretion in compounding postjudgment interest, was therefore somewhat misleadig.
.-, 20Dynamics Corp. ii. United States, 766 F.2d 518, 226 USPQ 622 (Fed. Cir. 1985).
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money judgment is affrmed on appeal, interest rus from the date
of entry of the original judgment. When a money judgment is modified
or reversed on appeal, the appellate court is required to decide ques-
tions ofinterest. Precedent establishes that when the appellate cour's
mandate does not contain the requisite instructions, the district court
is powerless to award interest other than as provided in §1961, that
is, from the date the district cour enters judgment on return of the
mandate. The application of Rule 37 is not unique to judgments in
patent cases, and thus the cour looks to the law of the regional cìrcuit
for gudance.207 Where no statute specifically authorizes an award of
prejudgment interest, such an award lies within the disçietion of the
court as part of its equitable powers.20B .

Only the question of prejudgment interest or, as it is sometimes
called, "delay damages,"209 has received any substantial attention in

the Federal Circuit. As indicated at the beginnng of this chapter,
the Supreme Cour's Devex210 decision held that prejudgment interest

on patent infringement damages was to be awarded absent some
justification for denyig such relief. The Federal Circuit has certainly
been faithfl to Devex.211 The law is not without means for placing

the injured patentee in the situation it would have occupied had the
wrong not been commtted. Prejudgment interest is such a means.212
Although the trial court has discretion in the matter, prejudgment
interest is compensatory and must be awarded absent justification
for withholding it. Thus, where the trial court denies prejudgment
interest without giving reasons, there is an abuse of discretion and
the case must be remanded.213 Devex arose in the context of damages
based upon a reasonable royalty, but the court has made it clear that
in the absence of special circumstances prejudgment interest should

207Tronzo ii. Biomet Inc., 318 F.3d 1378, 65 USPQ2d 1861 (Fed. Cir. 2003). Here, the
district cour had, on remand from the Federal Circuit, recmputed a puntive damages award
from $20 mion down to $52,000. On appeal, the Federal Circuit reversed, holdig that the
district cour had exceeded the mandate on remand, and was powerless to recompute the
puntive award. The district cour then reinstated the $20 milion award, and assessed interest
from the date ofthe orial judgment. On this appeal, the Federal Circui held that the interest
should have beg as of the date of reintatement, rather than the origial judgment. Id.
Interest is allowed on "any money judgment" under 28 U.S.C. §1961. Any judgment in §1961
includes a judgment awardig attorney fees under 35 U.S.C. §285. Such interest is to be
caculated from the date of entr of the judgment. The provision for calculatin interest from

entry of judgment deters use of the appellate proess by the judgment debtor solely as a mean
of prolongig its free use of money owed the judgment creditor. Interest on an attorney fee
award thus ru from the date of the judgment establishig the right to the award, not the
date of the judgment establishig its quatum. Mathis ii. Spears, 857 F.2d 749, 8 USPQ2d1029 (Fed. Cir. 1988). .

20United States ii. Imperial Food Imports, 834 F.2d 1013 (Fed. Cir. 1987).
20SeeHughesAircraft Co. II. United States, 86 F.3d 1566,39 USPQ2d 1065 (Fed. Cir. 1996).
21°General Motors Corp. ii. Deiiex Corp., 461 U.S. 648, 217 USPQ 1185 (1983).
21lE.g., Stickle ii. Heublein, Inc., 716 F.2d 1550, 219 USPQ 377 (Fed. Cir. 1983).
212Fromson ii. Western Litho Plate & Supp. Co., 853 F.2d 1568, 7 USPQ2d 1606 (Fed.

Cir.1988).
213Laitram Corp. ii. Cambridge Wire Cloth Co., 785 F.2d 292, 228 USPQ 935 (Fed. Cir.

1986); Bio-Ra Labs., Inc. ii. Nicolet Inst. Corp., 739 F.2d 604, 222 USPQ 654 (Fed. Cir. 1984).
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be granted on a lost profits award as well.214 Prejudgment interest is
the rue on both patent inngement and trade secret misappropria-
tion damage awards.215

It is clear that Devex did not disturb the prior holdig of the
Supreme Cour in Duplate Corp. v. Triplex Safety Glass CO.,216 that
a court has authority to award prejudgment interest on unliquidated
damages where there was bad faith or other exceptional circum-
stances. The Federal Circuit has now extended Duplate to cover attor-
ney fee awards under 35 U.S.C. §285. Thus, a district cour has
discretion to award prejudgment interest on such awards, but need
not do so in every case or, indeed, in every exceptional case.217

Inasmuch as prejudgment interest is not puntive but compensa-
tory,21S it cannot be applied to the punitive portion of an award.219
There can be no prejudgment interest on the increased portion of
treble damages,220 nor can prejudgment interest itself be trebled.221
Nonetheless, the district cour has discretion and can select an award
above the statutory rate, including prime interest or above.222 The

rate at which prejudgment interest is to be assessed is withi the dis-
cretion of the trier of fact. There is no rue that it must be at the
prime rate, nor is there a rule that it must be at some lesser, reason-
able commercial rate for an investor, not a lender.223 By the same

214Lummus Indus., Inc. ii. D.M. & E. Corp., 862 F.2d 267, 8 USPQ2d 1983 (Fed. Cir.
1988); Gyromat Corp. ii. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed. Cir. 1984).

215Richardson II. Suzuki Motor Co., 868 F.2d 1226, 9 USPQ2d 1913 (Fed. Cir. 1989).
216298 U.S. 448, 29 USPQ 306 (1936).
217Mathis II. Spears, 857 F.2d 749, 8 USPQ2d 1029 (Fed. Cir. 1988). The cour postuates a

situation where litigation initiated in good faith may acquie an exceptional cast as it progresses.
Presumably, it might be an abuse of discretion to award prejudgment interest on attrney
fees in such a case, but not in a case where the litigation was conducted in bad faith from
the beging.

218Lam, Inc. u. Johns-Maniiile Corp., 718 F.2d 1056, 219 USPQ 670 (Fed. Cir. 1983).
Prejudgment interest is designed to compensate for the delay a patentee experiences in obtaig
money it would have received sooner if no inngement occured, whie damages are enhanced
as punshment. Beatrice Foods CO. II. New England Printing & Lith. Co., 923 F.2d 1567, 17
USPQ2d 1553 (Fed. Cir. 1991).

219Beatrice Foods Co. II. New England Printing & Lith. Co., 923 F.2d 1567, 17 USPQ2d
1553 (Fed. Cir. 1991); Leinoffii. Louis Milona & Sons, 726 F.2d 734, 220 USPQ 845 (Fed. Cir.
1984). Liquidated damages are not puntive if they are reasonable and the exact amount of

actual damages would be dicult to prove. Thus prejudgment interest maybe assessed, in
appropriate circumstances, on liquidated damages. United States II. Imperial Food Imports,
834 F.2d 1013 (Fed. Cir. 1987). Monsanto CO. II. McFarling, 363 F.3d 1336, 70 USPQ2d 1481
(Fed. Cir. 2004), contais an interesting analysis of the matter of liquidated damages under
Missour law. A license clause providing for liquidated damages of 120 times the royalty was
found to be invald.

22Undrwater Deiiices, Inc. u. Morrson-Knudsen Co., 717 F.2d 1380, 219 USPQ 569 (Fed.
Cir. 1983). The purose is to make plaitif whole, not to punsh.

221Lam, Inc. II. Johns-Maniiille Corp., 718 F.2d 1056, 219 USPQ 670 (Fed. Cir. 1983).
22Lam, Inc. II. Johns-Maniiille Corp., 718 F.2d 1056, 219 USPQ 670 (Fed. Cir. 1983).
22Studiengesellschaft Kohle II. Dart Indus., Inc., 862 F.2d 1564, 9 USPQ2d 1273 (Fed.

Cir. 1988). A patentee need not demonstrate that it borrowed at the prie rate or above in

order to be entitled to prejudgment interest at that rate. Uniroyal, Inc. II. Rudkin-Wiley Corp.,
939 F.2d 1540, 19 USPQ2d 1432 (Fed. Cir. 1991). In Hughes Aircraft CO. II. United States, 86
F.3d 1566, 39 USPQ2d 1065 (Fed. Cir. 1996), the cour rejected an interesting theory that,
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establish abuse of that discretion.224

The justification for refusing prejudgment interest should bear
some relationship to the award of prejudgment interest, such as delay
in the prosecution of the patent.225 Diffculty in calculation is no justi-
fication for denying prejudgent interest.'" Dilatory action dur
dicoery, without resultat delay in the tr, does not justi limiti
the period of prejudgment interest; a district court has available other
sanctions to remedy abuses of the discovery process.227 Generally,

prejudgment interest should be awarded from the date of infrige-
ment to the date of judgment. District courts have discretion to limit
prejudgment interest where, for example, the patent owner has
caused undue delay in the lawsuit, but there must be justification
beann a relationshp to the awar.'" Prejudgent inteest on pro-
jected lost profits has been denied on the ground that it would amount
to an award of interest for the use of money that had not yet been
used.229.

Inasmuch as the purpose of prejudgment interest is to compen-
sate the patentee for its foregone use of the money between the time
of the infrngement and the date of the judgment, the merits of the
innger's challenges are immaterial in deterrining the amount of
prejudgment interest.23o It is.also immaterial what use the plaintiff
might have made of the money it should have received.231

inasmuch as a loan to the governent cares no risk, the rate should be that paid on Trea-
sur bils.

224Railroa Dynamics, Inc. ii. A Stucki Co., 727 F.2d 1506, 220 USPQ 929 (Fed. Cir. 1984).
22Radio Steel & Mfg. CO. ii. MTD Prod., Inc., 788 F.2d 1554, 229 USPQ 431 (Fed. Cir.

1986). The infer argued that the patentee's faiure to omit patent markings for some time
afr expiration should bar prejudgment interest as an equitable matter. The court held that

Postexpiration circumstances were irelevant to the matter of prejudgment interest, which was
for the period prior to expiration.

22Sensonics, Inc. ii. Aerosonic Corp., 81 F.3d 1566, 38 USPQ2d 1551 (Fed. Cir. 1996).
227Bio_Rad Labs., Inc. ii. Nicolet Instr. Corp., 807 F.2d 964, 1 USPQ2d 1191 (Fed. Cir.

1986). Where a complaint was fied one year afer delivery of the fist infngig device and

eight months afr termiation of effort to reSolve the dispute, and trial began within a year
of the fist status conference, it was clearly erroneous to fid that the trial had been unduly
delayed.ld.

22Nickson Indus., Inc. v. Rol Mfg. Co., 847 F.2d 795, 6 USPQ2d 1878 (Fed. Cir. 1988).
Here, the distrct cour found no basis for withholdi prejudgent interest but limted the
award to the filing of the suit. The Federal Circuit vacated and remanded for an award rug
to judgment or a statement of reaSons for limtin the term. See alo Lummus Indus., Inc. ii.
D.M. & E. Corp., 862 F.2d 267, 8 USPQ2d 1983 (Fed. Cir. 1988). Determg the dividing
lie between pre- and post 

judgment interest is a question that is not unque to patent law. It
invokes 28 U.S.C. §1961 and the cour therefore looks to the law of 

the regional circuit. In the
Six Circuit, that is the date damages were meangfly ascertined. Transmatic Inc. ii.
Gulton Indus. Inc., 180 F.3d 1343, 50 USPQ2d 1591 (Fed. Cir. 1999). In Uniroyal, Inc. ii.
Rudkin- Wiley Corp., 939 F.2d 1540, 19 USPQ2d 1432 (Fed. Cir. 1991), the cour found no error
in refusing prejudgment interest durg a period when the cour proceedigs were stayed at
the joint request of both Paries.

220iness ii. Walgreen Co., 88 F.3d 1025, 39 USPQ2d 1304 (Fed. Cir. 1996).
23Bio-RadLabs., Inc. ii. Nicolet Instr. Corp., 807 F.2d 964, 1 USPQ2d 1191 (Fed. Cir. 1986).

The merits may be relevant to avoidance of an increase in damages for willul infgement.
23lAllen Archery, Inc. v. Browning Mfg. Co., 898 F.2d 787, 14 USPQ2d 1156 (Fed. Cir.

1990). In Hughes Aircraft CO. ii. United States, 86 F.3d 1566, 39 USPQ2d 1065 (Fed. Cir. 1996),
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not An award of prejudgment interest to a patent owner for the period
durg which its patent was subject to a judgment of invalidity is
appropriate if, afer exercising its discretion, the district cour decides
that such an award is necessary to put the patent owner in as good
a position as it would have enjoyed had the inringer entered into a
reasonable royalty agreement when the infrngement began.232 Simi-

larly, the court found an abuse of discretion in refusing to award
prejudgment interest for the period during which a patent infge-
ment case was stayed pending the outcome of another case on the
same patent, where the stay seemed reasonable and both parties
apparently favored it.233 In,another case, a delay of nearly six years
in bringig suit was held not to justify a denial of prejudgment interest
where the patentee was in litigation during much of that period with
the defendant's customer.234

In afng an award of prejudgment interest calculated as sim-
ple interest at a state statutory rate, the cour concluded that Con-
gress did not intend to make the post judgment rates and compounding
of28 U.S.C. §1961 mandatory with respect to prejudgment interest.235
In dealing with the same question as applied to judgments of the
Claims Cour, the Federal Circuit was moved to note that, in particu-
lar cases, compound interest may more nearly fit with the policy to
accomplish justice as between the plaintiff and the government. Thus
the case was remanded to consider whether "reasonable and entire
compensation" contemplates compounded prejudgment interest. 236

In the end, the rate of prejudgment interest and whether it should
be compounded or uncompounded are matters left largely to the dis-
cretion of the trial court. In exercising that discretion, however, the
cour must be guded by the purpose of prejudgment interest, which
is to ensure that the patent owner is placed in as good a position as
it would have been in had the infrger entered into a reasonable
royalty agreement.237 The grant or denial of prejudgment interest is
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the cour extnded to delay damages (prejudgment interest) the rue that a damage award
need not be reduced by the amount of taxes that would had to have been paid.

232Hughes Tool CO. ii. Dresser Indus., Inc., 816 F.2d 1549, 2 USPQ2d 1396 (Fed. Cir.
1987). It appeared that the distrct cour had concluded that prejudgment interest can never
be awarded under such circumstances; this was legal error and requied remand.

23AllenArchery, Inc. ii. Browning Mfg. Co., 898 F.2d 787, 14 USPQ2d 1156 (Fed. Cir. 1990).
23Kalman ii. Berlyn Corp., 914 F.2d 1473, 16 USPQ2d 1093 (Fed. Cir. 1990). But in

Crystal Semiconductor Corp. ii. TriTech Microelectronics Int' Inc., 246 F.3d 1336, 57 USPQ2d
1953 (Fed. Cir. 2001), the cour approved a denial of prejudgment interest on the grounds that
the plaintif delayed in filing suit.

23Gyromat Corp. II. Champion Spark Plug Co., 735 F.2d 549, 222 USPQ 4 (Fed. Cir. 1984).
23Dynamics Corp. II. United States, 766 F.2d 518, 226 USPQ 622 (Fed. Cir. 1985). It

would seem that "delay damages" are appropriate under 28 U.S.C. §1498.
237Bio-Rad Labs., Inc. II. Nicolet Instr. Corp., 807 F.2d 964, 1 USPQ2d 1191 (Fed. Cir.

1986). See also Rite-Hite Corp. II. Kelley Co., 56 F.3d 1538, 35 USPQ2d 1065 (Fed. Cir. 1995).
Where the only evidence of record relating to the appropriate rate suggested the use of either
the prime rate or the rate that the patentee paid on its corporate borrowings, it was an abuse
of discretion to employ a 7% rate, uncompounded, as provided by state law. Id. The distrct
cour has discretion to award either simple or compound interest. Hughes Aircraft CO. II. United
States, 86 F.3d 1566, 39 USPQ2d 1065 (Fed. Cir. 1996); Nickson Indus., Inc. II. Rol Mfg. Co.,
847 F.2d 795, 6 USPQ2d 1878 (Fed. Cir. 1988). The ascertainment of the prejudgment interest
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reviewed to determine whether the district cour abused the available
range of discretion in so doing. 

238

(b) Costs

At early common law, no costs were awarded to either party. At
least as early as 1278, English legislation changed that rue in actions
at law. The English practice was adopted by American cours at an
early time, and the abilty to award costs has become more a part
of the inherent authority of the courts than a matter of statutory
authorization. Nonetheless, the American common law recognzed
limitations on the ability of a court to award costs. First, under the
doctrine of sovereign immunity, the United States canot be held
liable for costs without its consent. Also, under the common law, a
cour that lacks jursdiction over the subject matter does not have

the power to award costs. These common law rules have been changed
in both respects by statute. The prevailing pary in suits involving
the government is now entitled to costs by 

vitue of28 U.S.C. §2412(a),and 28 U.S.C. §1919 provides for costs to be awarded whenever an
action in a district court is dismissed for want of jurisdiction. 239 Rule

54( d)(1), FRCP, allows costs other than attorney fees to the prevailng
party as of course.24

In deciding how to define "prevailing Pary" for puroses of Rule
54(d)(1), the court follows Supreme Cour precedent. Thus, a plaintiff
"prevails" when actual relief on the merits of its claim materially
alters the legal relationship between the parties by modifYng the
defendant's behavior in a way that directly benefits the plaitiff. It
should be understood, however, that whether a pary is the prevailing

party is only a threshold inquiry. A trial court may lawfully award
minimal costs or no costs afer considering the amount and nature
of the party's success. This question of 

how much is decided accordingto regional circuit law and reviewed under an abuse of discretion
standard. 241

rate is withi the sound discretion of the district cour. Kaufmn CO. II. Lantech, Inc., 926 F.2d

1136, 17 USPQ2d 1828 (Fed. Cir. 1991).
23Lummus Indus., Inc. ii. D.M. & E. Corp., 862 F.2d 267, 8 USPQ2d 1983 (Fed. Cir.

1988). See also 
Electro Scientifi Indus. Inc. ii. General Scanning Inc., 247 F.3d 1341, 58 USPQ2d1498 (Fed. Cir. 2001).

239Johns-Maniiille Corp. ii. United States, 893 F.2d 324 (Fed. Cir. 1989). The specifc
holdig was that §1919 does not apply to the Clai Cour; nor does §2412(a) authorize the
Claims Cour to award costs in a case that is dimissed for want of 

jursdiction, not even wherelack of jursdiction is not immediately apparent on the face of 

the pleadings. Where the ClaisCour has no jursdiction, it has no power to do aig but strie the cae from its docket.

24Manildra Miling Corp. ii. Ogiliiie Mills, Inc., 76 F.3d 1178, 37 USPQ2d 1707 (Fed.
Cir. 1996). Dismissal of a clai with prejudice is a judgment on the merits, and the pary
agaist whom the claim was assertd is the "prevaing pary" for puroses of Rule 54. Power

Mosfet Tech. LLC II. Siemens AG, 378 F.3d 1396, 72 USPQ2d 1129, 1142 (Fed. Cir. 2004).
241Manildra Miling Corp. II. Ogilllie Mills, Inc., 76 F.3d 1178, 37 USPQ2d 1707 (Fed. Cir.

1996). A plaintiff who succeeds in havig a competitor's patent declared invald "prevais." Id.
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Inasmuch as costs at the district-cour level are largely a matter
of ståtute242 and are clearly within the discretion of the trial judge,243

we may expect little attention to this subject by the Federal Circuit.
Nevertheless, there have been a few decisions.

The expenses that a federal court may award as costs under its
Rule 54(d)(1) discretionary authority are enumerated in 28 U.S.C.
§1920.244 In a dictum, the court has remarked that cost awards to

winners are regarded as a fair price that losers pay for using the
judicial system, and that a trial court should deny costs to winners
only when the award would be unjust. It may therefore tur out to

be an abuse of discretion to disregard the presumption of costs to the
prevailing party in the absence of a fidig of special circumstances.24

In Mathis v. Spears,246 the cour held that necessar and reason-
able expert witness fees may be included in awards of attomey fees
under 35 U.S.C. §285. Costs are govemed by Rule 54(d), FRCP, and
28 U.S.C. §§1821 and 1920, and the rue does not grant federal courts
discretion to award witness fees beyond the limitations of the statute.
But the rule and statues relate to good faith proceedings, i.e., to court
resolutions of controversies about which reasonable persons may dis-
agree. In such cases, the American Rule is that each party bears its
own attorney fees and expenses, and Rule 54(d) and the statutes
modify the American Rule only slightly, to provide for reimbursement
to the winner for its relatively low "costs." However, nothing in the
rule or statutes impedes or precludes a district cour from exercising
its inerent equitable power to make whole a party injured by an
egregious abuse of the judicial process. Though courts have exercised
that inherent power in the absence of express statutory authorization,

Congress has not been unaware of the distinction between good faith
litigation to which the American Rule applies and bad faith litigation
to which it does not. Congress enacted §285 to codif in patent cases
the "bad faith" equitable exception to the American Rule. It would

24228 U.S.C. §1920. The question of costs under Rule 54(d), FRCP, and 28 U.S.C. §1920
is governed by regional circuit law. Kohus ii. Cosco Inc., 282 F.3d 1355, 62 USPQ2d 1145 (Fed.
Cir.2002).

24Syntex Ophthalmics, Inc. ii. Novicky, 795 F.2d 983, 230 USPQ 427 (Fed. Cir. 1986).
The cour reviews costs under §284 and compliance with distrct cour rues, includig those

dealg with taation of costs, under the abuse of discretion standard. A distrct cour does
not abuse its discretion by recalculating costs itself rather than remandig to the clerk of the
cour. Electro Scientilì Indus. Inc. ii. General Scanning Inc., 247 F.3d 1341, 58 USPQ2d 1498
(Fed. Cir. 2001)

24Manildra Milling Corp. ii. Ogiliiie Mills, Inc., 76 F.3d 1178, 37 USPQ2d 1707 (Fed.
Cir. 1996). Included are fees of the cour reporter for al or any par of the stenographic trancript
necessary obtaied for use in the case. Ths covers both tral and deposition testiony. As
a general rue, daiy trial transcript costs should not be awarded absent cour approval prior
. to the trial; but a cour may overlook lack of prior approval if the case is complex and the
transcripts invaluable both to cour and counsel. As for depositions, although use at tral is

diect evidence of necessity, an item may stil be reasonably necessar for use in the case
even if unused at tral. The underlyig inqui is whether the depositions reasonably seemed

necessar at the time they were taken. Id.
24Connellli. Sears, Roebuck & Co., 722 F.2d 1542, 220 USPQ 193 (Fed. Cir. 1983).
24Mathis ii. Spears, 857 F.2d 749, 8 USPQ2d 1029 (Fed. Cir. 1988).
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be inconsistent with tne lILt:J.i. V.l ¡j_~_, . LS to discourage conduct
that falls within the scope of exceptional, to limit the prevailing party
to something less than the fees and expenses to which it was subjected
by "very exceptional" conduct. This includes necessary and reasonable
expert witness fees.247

The lower court has the power to tax and award costs after a
notice of appeal has been filed.248 Indeed, a district court may award
costs even when a case is settled, where the settlement agreement
and stipulated order of dismissal do not address the matter.249

The court has afrmed awards of costs for translations and tran-
scripts of oral arguments250 and for depositions, even where they were
not referred to in the lower court's opinion251 or actually read into the

record at triaL252 In one unusual case, the court held that if one uses
a word processor to produce multiple copies, as by printing several
ribbon copies from an original stored in the machie, the costs would
be reimbursable; but not so where the use of the word processor was
simply as a fancy typewrter to produce a single ribbon copy from

which multiple copies were made by another method.253 Applying
Sixth Circuit law, the court held that the cost of producing a video

animation, although 
considered "necessary~ by the district judge, is

not recoverable under §1920(4) as "fees for exemplification and copies
of papers."254 Attorney fees do not typically include taxable costS.255

247Mathis ii. Spears, 857 F.2d 749, 8 USPQ2d 1029 (Fed. Cir. 1988).
24Chore-Time Equip., Inc. ii. Cumberland Corp., 713 F.2d 774, 218 USPQ 673 (Fed.

Cir.1983).
249Reactiiie Metals & Alloys Corp. II. ESM, Inc., 769 F.2d 1578, 226 USPQ 821 (Fed. Cir.

1985). The defendant had come up with some good prior ar shortly before trial and the plaitiff

voluntary dismissed; thus the award of costs to the "prevaig" defendant was not an abuse of
discretion. However, an accompanying award of attrney fees was reversed as clearly erroneous.

25Chore-Time Equip., -Inc. II. Cumberland Corp., 713 F.2d 774, 218 USPQ 673 (Fed.

Cir.1983).
251Chore-Time Equip., Inc. v. Cumberland Corp., 713 F.2d 774, 218 USPQ 673 (Fed.

Cir.1983).
252Syntex Ophthalmics, Inc. ii. Noiiicky, 795 F.2d 983,230 USPQ 427 (Fed. Cir. 1986).
253CTS Corp. ii. Piher Int'l Corp., 754 F.2d 972, 221 USPQ 954 (Fed. Cir. 1984). Note that

thi cae dealt with costs of appeal not trial. One would guess that technology has made this

decision obsolete.
25Kohus II. Casco Inc., 282 F.3d 1355, 62 USPQ2d 1145 (Fed. Cir. 2002). The panel

majority referred to an old Sixh Circuit cae that had allowed recovery for char and drawings
but not for physical models. The majority liened the video anation more to a model than
a chat or drawing. The dissent felt that the Sixh Circuit decision would have alowed recovery
of costs for the video.

255Bennett ii. Department of Naiiy, 699 F.2d 1140 (Fed. Cir. 1983).
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