NEW TOOLS FOR THE CALCULATION OF
INFRINGEMENT DAMAGES

By
Roy Weinstein

President
Micronomics, Inc.

Janet Thornton
Director
ERS Group

Paul White
Director
ERS Group

48™ Annual Conference
On Intellectual Property Law

The Center for American and International Law — Plano, Texas

November 8, 2010



New Tools for the Calculation of Infringement Damages
By
Roy Weinstein, Janet Thornton and Paul White

1. Introduction

Until recently, the computation of damages in patent infringement litigation was, for the
most part, straightforward. The template was described in Georgia-Pacific.' An economist or
accountant would review the 15 Georgia-Pacific factors and produce a royalty rate “adequate to
compensate for infringement.”” Underlying the analysis were assumptions that the patent in suit
was valid and infringed and that the parties (patent holder and infringer) would enter into a
“hypothetical negotiation” shortly before infringement began. The assumed outcome of that
negotiation would produce a royalty rate (or combination upfront lump sum payment plus a
running royalty rate) that would be applied to the damage base of infringing sales.

Only three of the Georgia-Pacific factors (1, 2 and 12) reference an actual royalty rate
(see Exhibit 1, “Georgia-Pacific Factors™). The other 12 factors are directional, i.e., up or down
from the starting point royalty rate devised in accordance with factors 1, 2 and 12. Factor 1
examines “royalties received by the patentee” for licensing the patent in suit. Factor 2 addresses
“rates paid by the licensee” (i.e., the infringer) for other patents comparable to the patent in suit.
Factor 12 directs one to examine industry standard rates customarily associated with
“comparable businesses.” In essence, these three factors establish appropriate benchmarks (i.e.,
“comparable”) to use as a starting point.

Traditionally, the expert would review license agreements produced in discovery (Factors

1 and 2), publicly available royalty rates obtained from 10-K reports, or databases such as

'Georgia-Pacific Corp. v. United States Plywood Corp., 318 F. Supp. 1116 (1970).
2 The Patent Act of 1952 (35 U.S.C. §284).



RoyaltyStat (Factor 12) to obtain a starting point with respect to the hypothetical negotiation
referenced earlier (call this Part A of the analysis). The expert would then review the remaining
12 factors (Part B of the analysis) and decide whether the starting point obtained in Part A should
be adjusted up or down.

The analysis described above was tempered by Grain Processing,® which stands for the
reasonable proposition that royalties paid by an infringer cannot exceed design around costs.
However, it is hard to calculate design around costs. This is typically a job for a technical expert
who is asked to determine the cost of a product that was never manufactured. The analysis is
also influenced by the “entire market value rule” which is referenced in Rite-Hite’ and
elsewhere. The entire market value rule requires that the patented feature (as opposed to other
factors) be responsible for customer demand for the royalty rate obtained through Parts A and B
of the analyses in order to be applicable to the entire base of infringing sales. To simplify, the
entire market value rule can be thought of as an apportionment problem — how much of the value
of the product embodying the patented feature is attributable to the patented feature, and how
much is attributable to other factors (i.e., other patents, experience, marketing, brand name, etc.).

Although these were the rules, real world data limitations meant that it was not always
possible to be as analytical as one might have wished. If license agreements and royalty rates
were available (Part A of the analysis) typically some sort of subjective averaging of those rates
would be necessary to come up with a starting point royalty rate. If relevant license agreements
were not available, it would be even more difficult to obtain a starting point royalty rate. In
either case, the rate obtained in Part A of the analysis would be tweaked up or down during the

Part B phase of the analysis. Even when license agreements were available, they typically

3 Grain Processing Corp. v. American Maize-Products Company, 185 F. 3d 1341 (1999).
* Rite-Hite Corp. v. Kelley Co., Inc., 56 F. 3d 1538 (1995).
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included other patents, know-how, or cross license provisions. These real world complications
made it difficult to separate out the value of the patent(s) in suit from other assets included in
these agreements.

Things began to get more complicated with eBay.” After eBay, an injunction would no
longer issue automatically upon a finding of infringement. This represents a significant shift in
favor of the infringing party with respect to the value of the patent(s) in suit. Spreadsheet
Automation® contemplated that settlement agreements and licenses reached under the threat of
litigation were not admissible (previously, they were admissible in most jurisdictions). Since
most license agreements are the direct result of actual or threatened litigation, this meant that the
number of license agreements available for Part A of the analysis was significantly reduced,
resulting in an even thinner base from which to estimate a starting point royalty rate. Paice’
raised the standard of proof to include unspecified “additional economic factors™ as part of the
analysis.

But the real shot across the bow is ResQNer,® which focuses on the requirement that
licenses analyzed for the purpose of determining a reasonable royalty bear some relationship to
the claimed invention (i.e., the licenses need to be “comparable”). Clearly, the most comparable
license would be one that included the patent in suit. Often, however, the patent had never been
licensed before; even if there were prior licenses, they frequently included additional patents and
know-how. And even if the patent had been licensed separately, economic conditions may have

changed and the uses to which the patented technologies are put may be different. This leaves

* eBay Inc. v. MercExchange, LLC, 126 S. Ct. 1837 (2006).
® Order, Spreadsheet Automation Corp. v. Microsoft Corp., 2:05-CV-127-DF, February 23, 2007.
7 Paice, LLC v. Toyota Motor Corp., 504 F. 3d 1293 (2007).
¥ ResQNet.com, Inc. v. LANSA, Inc., 594 F. 3d 860 (2010).
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the expert without building blocks necessary for a sound, admissible analysis, which is not a
comfortable place to be in a time of almost automatic Daubert’ challenges.

Spreadsheet Automation was ultimately reversed by Tyco," so that settlement agreements
are now back in the analysis, meaning that the database of available information is larger. But
ResQNet, which also noted that “the most reliable licenses in the record arose out of litigation,”
still requires comparability, and ResQNet has been receiving almost as much attention as
Georgia-Pacific. Unless the patent in suit has been licensed, it would seem to be virtually
impossible to say whether a particular license involving some other technology, even when the
patents in suit are part of that license, is “comparable” without a mini-trial on comparability. The
enhanced standard for determining comparability also implicates Georgia-Pacific Factors 2 and
12, both of which invite comparisons with other license agreements. But that is the standard to
which experts are now being held.

In essence, the Georgia-Pacific analysis has been elevated to a higher standard. While
the consensus view among attorneys and experts is that these changes are technically sound (i.e.,
they require the use of relevant benchmarks rather than random license agreements), the question
is how to meet these higher standards when the concept of a hypothetical negotiation confronts
real world data.

To summarize, patent damages law is at a juncture where both the courts and
practitioners should be receptive to the application of new tools, techniques, and methods of
analysis that can be used for the purpose of calculating royalties. The environment is ready for

an analytical approach that goes well beyond a traditional Georgia-Pacific analysis.

® William Daubert v. Merrell Dow Pharmaceuticals, Inc., 113 S. Ct. 2786 (1993).
' Memorandum Opinion and Order, Tyco Healthcare Group LP v. E-Z-EM, Inc., 2:07-CV-262 (TJW), March 2,
2010.
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The analytical problem is related to the real world and the available data. Almost all
products that employ a patented technology typically use hundreds of other patents as well. (See
Exhibit 2, “Number of Semiconductor Patents Issued to Selected Companies, 1985-2009.””) This
is particularly true in high tech industries — semiconductors, cell phones, ATM machines, etc.
which raises questions such as, how does one evaluate the contribution of a single specific patent
(or a family of patents) in an evolutionary environment when nothing remains constant for much
longer than a nanosecond? What role should be assigned to competition, the state of the
economy, management, other product features, brand name, etc.? Does “comparability” refer to
technical features associated with the patented claims, temporal relationships, the presence or
absence of ancillary technology or know-how, economic conditions, the form of candidate
benchmark license agreements (i.e., running royalty or lump sum), etc.? Providing answers to
these questions has become the new required task.

I1. Navigating the Typical Fact Pattern

A frequently encountered fact pattern in infringement cases is as follows:

1. The patent in suit has never been licensed, or, when it has been licensed, it has
never been licensed by itself. Instead, it has been licensed along with know-how,
other patents, or as part of a cross license agreement. This means that there is no
established value for the patent in suit.

2. The patent in suit has never been licensed absent actual litigation or the threat of
litigation. This means that licenses involving the patent were subject to
uncertainty about the outcome of pending or contemplated litigation. They also
may have been influenced by other factors such as the relative bargaining

positions of the parties, economic conditions, etc.
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The alleged infringer has never licensed a single patent, let alone a single patent
that is demonstrably comparable to the patent in suit. Its licenses typically
include other patents, know-how or are part of a cross license agreement.

The infringing product requires access not only to the patent in suit, but also to
hundreds or thousands of other patents.

The infringing entity engages in extensive research and development efforts,
much of which is not segregated by product.

The infringing entity maintains a significant sales and marketing department
which is not broken down by product lines that correspond precisely to infringing
product sales.

The infringing entity claims to possess no product line profit data; the narrowest

available breakdown is what appears in SEC filings.

How does one navigate the new world of patent infringement damages given this fact

pattern? Perhaps the best overall guidelines are found in Lucent.'' Lucent begins with reference

to “the analytical method,” which is described as “calculating damages based on the infringer’s

own internal profit projections for the infringing item at the time the infringement began, and

then apportioning the projected profits between the patent owner and the infringer.” This is

helpful since it allows one to rely on the kinds of documents that most companies create and

maintain, such as internal forecasts and profit plans. While in the past, these documents might

have been considered under Georgia-Pacific factors 8 or 12, Lucent seems to suggest that they

enter directly into the analysis, even before one gets to Georgia-Pacific. Thus, Lucent provides a

sensible way to circumvent the data limitations that one typically encounters.

" Lucent Technologies, Inc. v. Gateway, Inc., 580 F. 3d 1301 (2009).
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After addressing the analytical method, Lucent turns to a discussion of the traditional
Georgia-Pacific analysis. In general, it seeks evidentiary support in connection with the
following questions: (1) Would the hypothetical negotiation have produced a lump sum or
running royalty agreement; (2) In what ways do the circumstances surrounding the hypothetical
negotiation differ from the circumstances that produced license agreements referenced by the
Lucent litigants; (3) How important is the patent in suit relative to other patents and technology
that contribute to the use and success of the final product, i.e., how does the entire market rule
figure into the analysis; and (4) What is the role of post infringement evidence. We address each
of these questions below.

1. Lump Sum or Running Royalty

Lucent recognizes that “significant differences exist between a running royalty license
and a lump-sum license.” It correctly notes that with a lump sum payment, the licensor is able to
obtain funds quickly, while the licensee is able to cap its liability. A lump sum license also
eliminates the need for ongoing monitoring of sales in order to compute royalties and creates
symmetrical risks for the parties that one side or the other has underestimated the value of the
technology in question. Also, the way in which risk is allocated between the parties is impacted
by the form of the license (lump sum or running royalty).

Lucent suggests that there are at least three areas of investigation to be addressed in
connection with whether the hypothetical negotiation would produce a lump sum or running
royalty agreement. First, evidence should be developed that relates to the expectations of the
parties as to how the patented method would be used by consumers. This evidence should then
be connected to the kind of agreement that would likely have emerged from a hypothetical
negotiation. Second, there should be factual testimony explaining how actual license agreements
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structured as a running royalty would be probative of lump sum payments in those instances
when it was believed that hypothetical negotiation would have produced a lump sum agreement.
Third, the context governing previous license agreements involving the parties should be
understood if those agreements are to be used as possible benchmarks for the hypothetical
negotiation.
2. Context

Time and again, Lucent states that it is plaintiff’s burden to prove that the licenses relied
upon are sufficiently comparable to sustain the running royalty rate or the lump sum payment
advocated by the plaintiff. The Lucent court seemed to be seeking an explanation of how
differences between the real and the hypothetical negotiations would factor into the royalty
calculation. It also sought a basis for translating running royalty rates found in prior agreements
into lump sum equivalents for those instances in which the hypothetical negotiation was believed
to produce a lump sum agreement. Finally, Lucent sought evidence supporting the choice of
lump sum or running royalty as the outcome of the hypothetical negotiation.

3. The Entire Market Value Rule

The most fundamental articulation of the entire market value rule is that damages can be
based on the value of an entire product or apparatus when the patented feature constitutes the
basis for customer demand. Accordingly, Lucent stated that it would be important to understand
the reasons why consumers purchased products containing patented features when factors other
than the patented features contributed to the economic value. That said, Lucent allowed some
leeway to enter the analysis by noting that “the base in a running royalty calculation can always
be the value of the entire commercial embodiment as long as the magnitude of the rate is within
an acceptable range determined by the evidence.” This is a critically important concession to the
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realities of calculating damages in a real world environment where the usual circumstance finds
multiple patents and technologies contributing to the production and sale of products containing
infringing features.
4. The Role of Post Infringement Evidence
Lucent recognized that “evidence of usage after infringement started can, under
appropriate circumstances be helpful to the jury and the court in assessing whether a royalty is

2 Lucent

reasonable.” This seems to adopt the well-known Book of Wisdom for guidance.'
suggested that such evidence could “come from sales projections based on past sales, consumer
surveys, focus group testing and other sources.” It also recognized that “companies in the high-
tech computer industry often strike licensing deals in which the amount paid for a particular
technology is not necessarily limited to the number of times a patented feature is used by a
consumer.”

Paice went further than Lucent with respect to the role of post infringement evidence.
Paice recognized that since eBay, granting the patent holder a permanent injunction after a
finding of infringement was no longer automatic. Accordingly, Paice called for the taking of
additional evidence as appropriate to account for economic factors arising out of a finding of
infringement. Paice noted that pre-suit and post-judgment acts of infringement are distinct and
may warrant different royalty rates given the changed legal circumstances between the parties

and the fact that the ongoing use of the patented technology after a finding of infringement

constitutes an element of willfulness that is subject to enhanced damages under the law. In view

12 <[ A] different situation is presented if years have gone by before the evidence is offered. Experience is then

available to correct uncertain prophecy. Here is a book of wisdom that courts may not neglect. We find no rule of
law that sets a clasp upon its pages, and forbids us to look within” (Sinclair Refining Co. v. Jenkins Petroleum
Process Co., U.S. 689, 698, 53 S. Ct. 736, 77 L. Ed. 1449 (1933)).
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of these circumstances, Paice recognized that a district court may prefer the simplest course and
impose its own compulsory license for future infringement. This, however, would afford the
parties “the least chance to inform the court of potential changes in the market or other
circumstances that might affect the royalty rate reaching into the future” once the nature of the
relationship between the parties changed after a finding of infringement. Indeed, Paice
determined that the best course of action would be to allow the parties to negotiate their own rate
prior to the imposition of one by the court. However, if the parties were unable to reach an
agreement, the court would retain the authority to impose its own reasonable royalty to remedy
past and ongoing infringement.
HI. Candidate Analytical Approaches

An earlier discussion appearing in the Journal of Law and Technology13 set out the
conditions governing negotiation outcomes under alternative assumptions. In view of the
movement away from the most simplistic type of Georgia-Pacific analyses in favor of
approaches that connect the hypothetical negotiation to economic conditions in the real world,
portions of that earlier discussion are worth repeating. Summarizing briefly:

1. If the licensing firm is incapable of manufacturing any product embodying its
invention, its bargaining position depends ultimately on the licensee’s outside
alternatives. Other things equal, the greater the mark-up on products embodying the
patented technology, the greater the royalties should be for its use since the patent

holder and licensee get to split a larger pie. On the other hand, the more lucrative the

" Weinstein, Roy and William Choi, “An Analytical Solution to Reasonable Royalty Rate Calculations,” The
Journal of Law and Technology, Vol. 41, No. 1, 2001,
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licensee’s next best alternative absent the patented technology, the lower the value of
the patent.

If the licensing firm possesses production capabilities, the patent holder has no
incentive to license unless (a) the licensee can produce at lower costs than the patent
holder and/or (b) the licensee can serve markets the patent holder is unable to access.
Under these circumstances, the royalty rate will increase with the mark-up on the
patented technology. Terms of the license agreement also will favor the party having
the better outside alternatives to licensing.

The underlying value of a patent also is based on the present value of past and future
economic benefits. These benefits will reflect cash flows from the point in time when
infringement began through the life of the patent. Estimates of a reasonable royalty
are aided by information pertaining to manufacturing costs, research and development
expense, marketing expenditures, and market size. Independent market analyst

reports can help supplement internal market forecasts.

With these conditions in mind, one can begin by noting that the hypothetical negotiation

framework asks one to evaluate the differences between a world in which the patented invention

is used by a licensee and a world in which it is not, and assign values to those differences

(measured in terms of performance, sales, profits, etc.). Conceptually, some of the tools

routinely employed by economists and statisticians in other applications are candidates for use in

this context. These tools are described below.

In hypothesis testing, the analyst compares an actual world with a hypothetical one.!

4

The analyst then evaluates the difference between the actual and hypothesized outcomes using

' Weil, Roman L., et al., Litigation Services Handbook, Fourth Edition, John Wiley & Sons, 2007, p. 30.6.
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statistical tests to determine if the differences are statistically significant (i.e., the outcomes are
likely or unlikely to have occurred by chance). These tests permit one to formulate opinions
concerning whether statistically significant differences exist between two or more series of
numbers. For example, in employment cases, the economist is frequently asked whether
differences in average compensation or average time to promotion exist between different classes
of employees. A t-statistic allows one to compare these kinds of averages and reach conclusions
as to whether those differences are a product of chance on the one hand or statistically significant
on the other.

Data permitting, this type of test could be applied in a patent damages context. Suppose,
for example, one is able to generate two sets of profit data, one that includes profits obtained
using the patented invention and one that measures profits absent the patent(s) in suit (or one that
includes profits obtained by a licensee and one that includes profits of an infringer). One could
calculate the “r-statistic” associated with the difference in average profits between the two
streams, and derive the probability of the difference occurring by chance and, thus, reach a
conclusion as to whether the two streams differ significantly from one another. If they are, then
absent other information, presumably the differences are attributable to the patent(s) in suit. In
general, the greater the number of observations, the more likely a difference will be statistically
significant. 7-tests can be used to compare economic variables such as profits, revenues, or
costs; they also can be used to compare technological concepts, like speed of operation.

Ordinary least squares regression analysis is another seldom-used tool in patent damages
litigation. To date, its primary application in patent litigation has been in connection with an

analysis of fixed v. variable costs. Regression analysis is used to make quantitative estimates of
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economic relationships.'® It allows one to simultaneously control for more than one factor and
also identify the relationship between each independent variable included in the regression model
on the one hand and the dependent variable on the other. Although many economic relationships
are, in fact, causal by their very nature, regression results, regardless of their statistical
significance, do not establish causality. Instead, regression analysis can test whether a significant
quantitative relationship exists. Judgments as to causality require further thought.

To illustrate the use of regression analysis in the context of intellectual property disputes,
consider the following example. Suppose the question is whether an oral contraceptive patent
has a significant impact on product sales. This can be an important question in establishing a
connection between the patented claims and the commercial success of the product. It is also
relevant to the calculation of patent damages. Oral contraceptive patents typically relate to the
dosages of estrogen and progestin; over time, the tendency has been for new oral contraceptive
formulations to reduce dosages to smaller and smaller amounts of these two drugs on the theory
that less medicine in the body is preferable to more, as long as the intended purpose is met (i.e. to
prevent conception). Regression analysis can be used to determine the relationship between
dosage and sales. Depending on the statistical significance of the effect of dosage and the
direction of the effect, the relationship can be determined if patients and prescribing physicians
prefer oral contraceptives with less estrogen and progestin.

The problem, of course, is that factors other than dosage also affect sales. These factors
can include detailing expense, cost of samples, journal advertising expense, direct to consumer

advertising, brand name of the manufacturer, price, etc. Regression analysis is the ideal tool for

' Studemund, A. H., Using Econometrics: A Practical Guide, Fourth Edition, Addison Wesley Longman, 2001, p.
7.
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separating out the impact of each of these factors simultaneously. Equally important,
pharmaceutical industry participants create, maintain and rely on extensive data reflecting each
of these factors — data that, in many cases, go back as far as the 1970s. The availability of this
information allows economists and econometricians to undertake an investigation that includes
regression analysis. Such an analysis allows one to quantify the relationship (if any) between
each of the independent variables (detailing expense, cost of samples, etc.) and the dependent
variable (oral contraceptive sales).

In the case of patent damages, when data permit, regression analysis could be used to
examine the impact of various factors that might affect product sales. These could include
product features such as speed of operation, which, in some cases, can be attributed to the
patented claims. Other factors that might affect product sales could include the availability of
other patents, research and development expense, economic conditions, etc. Regression analysis
allows one to sort out the relative importance of each factor potentially impacting product sales.
By measuring the importance of the patent relative to other factors, regression analysis can
provide useful information for determining an appropriate royalty in the context of the
hypothetical negotiation.

Several additional tests are sometimes employed along with regression analysis. A joint
F test is used to determine whether multiple independent variables in a regression analysis are
jointly significant.'® In the context of patent damages litigation, once a regression analysis has
been performed, a joint F test could be useful in determining whether a group of factors, separate
and apart from the patented claims, jointly influence a product’s revenue, price, profit margin,

etc.

' Studenmund, A. H., Using Econometrics: A Practical Guide, Fourth Edition, Addison Wesley Longman, 2001,
pp. 237-238.
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A Chow test is used to determine whether the independent variables have different effects
on the dependent variable in separate subsets of the data.'” This could help one determine the
extent to which any of the independent variables had significantly different influences during
two separate time periods, such as before and after the patented technology was practiced.

Similarly, a chi-square test is used to determine whether two or more categorical
variables are statistically independent, in other words, are the distributions of the factors the
same.'® For example, if there is a pre- and post-period at issue, one can use a chi-square test to
determine if the distribution of a factor is statistically similar.

Finally, using a Fisher’s exact test, one can calculate the probability that the observed
outcome could have occurred by random chance.'® This test is often used in the same context as
a chi-square test. For example, suppose the distribution of sales was significantly different
between competing products after the onset of infringement. A Fisher’s exact tes! can ascertain
whether the expected and the actual number of units sold are significantly different. This could
be interpreted to mean that “something” happened, presumably related to the presence of the
patented technology.

The central point is that tools customarily used by economists and statisticians in other
contexts may have applicability to the calculation of patent damages. The tools described here
allow one to isolate the importance or one or more variables. Accordingly, use of these tools has

the potential to add a significant element of rigor to the traditional Georgia-Pacific analysis. In

'” Greene, William, H., Econometric Analysis, Fifth Edition, Prentice Hall, 2003, pp. 130-131.
'® Picconi, Mario J., et al., Business Statistics: Elements and Applications, HarperCollins College Publishers, Inc.,

1993, pp. 647-648.
'* Studenmund, A. H., Using Econometrics: A Practical Guide, Fourth Edition, Addison Wesley Longman, 2001,

pp. 558-559.
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light of recent changes in the landscape of patent damages law, this would be an important step
forward.
IV.Conclusion

The world of patent damages has evolved considerably in recent years. One can no
longer count on an automatic injunction following a finding of infringement. Further, strict
adherence to a Georgia-Pacific standard and routine reliance upon license agreements that are
not limited to the patent in suit (and which, therefore, may not have been strictly comparable in
terms of value given and received) no longer ensures that damages calculations will pass muster
at the District Court level and especially with the Federal Circuit. These challenges are
compounded by the fact that in the real world, and especially in the current environment where
so much innovation involves high-tech industries, many inventions employ not only the patented
technology but a combination of other patents and considerable know-how unrelated to the
patent(s) in suit. The value of inventions also may be influenced by economic conditions,
marketing efforts, management, brand name, pricing, etc.

The task, then, is to identify tools and approaches suitable for use in this new
environment. Many of these tools already exist and are routinely employed by economists and
statisticians in other areas of the law. Application of these tools to the calculation of patent
damages in the new environment will produce more robust results.

One additional thought: In the world of antitrust, regulators such as the Department of
Justice and the Federal Trade Commission have issued Merger Guidelines from time to time.
These have provided business entities and their counsel with important information regarding the
likelihood that a merger or acquisition would be subject to regulatory challenge. Given the
enormous costs and dislocations associated with consummating such transactions, the
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availability of this kind of information promoted economic efficiency by allowing the parties to
know in advance the likely outcome of business deals under consideration. The world of patent
damages is presently without an equally strong set of rules that help guide one safely through the
analysis. Perhaps application of some of the tools identified herein will help move things along

in that direction.
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EXHIBIT 1
Georgia-Pacific Factors

The rates received by the patentee for licensing the patents in suit, proving or tending to prove an
established royalty.

The rates paid by the licensee for the use of other patents comparable to the patent in suit.

The nature and scope of the license, as exclusive or nonexclusive; or as restricted or unrestricted in
terms of territory or with respect to whom the manufactured product may be sold.

The licensor’s established policy and marketing program to maintain his patent monopoly by not
licensing others to use the invention or by granting licenses under special conditions designed to
preserve that monopoly.

The commercial relationship between the licensor and licensee, such as whether they are competitors
in the same territory in the same line of business or whether they are inventor and promoter.

The effect of selling the patented specialty in promoting the sales of other products of the licensee, the
existing value of the invention to the licensor as a generator of sales of his nonpatented items and the
extent of such derivative or convoyed sales.

The duration of the patent and the term of the license.

The established profitability of the product made under the patent, its commercial success and its
current popularity.

The utility and advantages of the patented property over the old modes or devices, if any, that have
been used for working out similar results.

The nature of the patented invention, the character of the commercial embodiment of it as owned
and produced by the licensor and the benefits of those who have used the invention.

The extent to which the infringer has made use of the invention and any evidence probative to the
value of that use.

The portion of the profit or of the selling price that may be customary in the particular business, or in
comparable businesses, to allow for the use of the invention or analogous inventions.

The portion of the realizable profit that should be credited to the invention as distinguished from
non-patented elements, the manufacturing process, business risks, or significant features or
improvements added by the infringer.

The opinion of qualified experts.

The amount that a licensor (such as a patentee) and a licensee (such as an infringer) would have
agreed upon (at the time the infringement began) if both had been reasonably and voluntarily trying
to reach an agreement; that is, the amount which a prudent licensee—who desired, as a business
proposition, to obtain a license to manufacture and sell a particular article embodying the patented
invention—would have been willing to pay as a royalty and yet be able to make a reasonable profit
and which amount would have been acceptable by a prudent patentee who was willing to grant a
license.

Note: Factors 1,2 and 12 (which are italicized) provide guidance as to an appropriate starting point
for the royalty rate; the other factors are directional in that they may suggest upward or downward
adjustments in the starting point rate.
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