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Method to Calculate Reasonable Royalty in U.S. Patent Litigation

Student : Yuan-Ching Lai Advisors : Dr. Shang-Jyh Liu

Instituteof Technology Law
National Chiao Tung University

ABSTRACT
After 2000, reasonable royalty has become the major method to calculate the damage of

patent infringement lin the United States. In most cases, the US federal courts use hypothetic
negotiation to decide the rate of the reasonable royalty in the patent litigation. While using
hypothetic negotiation, the courts apply 15 factor listed in the Geogia-Pacific case. Such factors
are too many to estimate the legal risk for the both parties in patent litigation, especially for the
defendants or potential licensees of issued patents. This article intends to summarize from the
cases deciding the rate of reasonable royalty in the federal district courts and Court of Appeal in
Federal Circuits (CAFC)inithe United States. This study has collected the U.S. federal and CAFC
cases with regard to Geogia-Pacific after 1995. Having reviewed those selected cases, t the
positive or negative effects of each factor in such patent infringement and the rate of reasonable

royalty are found and discussed.

Keywords: Reasonable Rayalty, U.S. Patent, Damage, Calculation
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CPC06-062, 2006)
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®35 U.S.C. § 284, “Upon finding for the claimant the court shall award the claimant damages adequate to
compensate for the infringement, but in no event less than a reasonable royalty for the use made of the
invention by the infringer, together with interest and costs as fixed by the court.”

® Minco, Inc. v. Combustion Eng’g, Inc., 95 F.3d 1109, 1119 (Fed. Cir.

1996) (“The Patent Act permits damages awards to encompass both lost profits and a

reasonable royalty on that portion of an infringer’s sales not included in the lost profit
calculation.”)

” Panduit Corp. v. Stahlin Bros. Fibre Works, Inc., 575 F.2d 1152, 1156 (6th Cir. 1978)

®Trell v. Marlee Elec. Corp.
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’ PRICEWATERHOUSECOOPERS LLP, 2010 PATENT AND TRADEMARK DAMGE STUDY (2010), p12,
available athttp://mww.pwc.com/us/en/forensic-services/publications/assets/2010-patent-litigation-study.pdf (last
visited 2011/2/5)

1% See David L. Applegate et al., AMarl, A Yen, ABuck, Or a Pound: Damages Make the World Go Around,
949 PLI/PAT 473, at 498 (2008), “Finally, the cost of preparing a lost profits analysis is usually greater than
the cost of developing a reasonable royalty-only case, because many of the issues needed to proved lost
profits.”

11d. at 497. “Pursuing a lost profits case therefore calls for the patentee to produce in discovery sensitive
financial, manufacturing, and marketing records that are typically guarded jealously even from many

company personnel.”

I 2RI 2 G 1) LS S AN R ST ¢ XY R - 08 F A
ST Frw 87142

13 See Hanson v. Alpine Valley Ski Area, Inc., 718 F.2d 1075, 1078 (Fed. Cir. 1983), “There are two

methods by which damages may be calculated under this statute. If the record permits the determination of
actual damages, namely, the profits the patentee lost from the infringement, that determination accurately
measures the patentee’s loss. If actual damages cannot be ascertained, then a reasonable royalty must be
determined.”

“ Dowagiac Manufacturing. Co. v. Minnesota Moline Plow Co., 235 U.S. 641 (1915)
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evidentiary facts relevant, in general, to the determination of the amount of a reasonable royalty for a patent
license may be drawn from a conspectus of the leading cases. The followingare some of the factors mutatis
mutandis seemingly more pertinent to.the.issue herein: 1. The royalties received by the patentee for the licensing
of the patent in suit, proving.or tending-to
prove an established royalty.
2. The rates paid by the licensee for the useof other patents comparable to the patent in suit.
3. The nature and scope;of the license, as exclusive or non-exclusive; or as restricted or non-restricted
in terms of territory or with respect to whom the manufactured product may be sold.
4. The licensor's established policy and marketing program to maintain his patent:monopoly by not
licensing others to use theiinvention or by grantinglicenses under special conditions designed to
preserve that monopoly.
5. The commercial relationship between thelicensor andlicensee; such as; whether they are
competitors in the same territory in the same line of business; or whether they are inventor and
promotor.
6. The effect of selling the patented specialty in promoting sales of other products of the licensee; the
existing value of the invention to the licensor-as.a generator.of sales of his non-patented items; and
the extent of such derivative or convoyed sales.
7. The duration of the patent and the term of the license.
8. The established profitability of the product made under the patent; its commercial success; and its
current popularity.
9. The utility and advantages of the patent property over the old modes or devices, if any, that had
been used for working out similar results.
10.The nature of the patented invention; the character of the commercial embodiment of it as owned
and produced by the licensor; and the benefits to those who have used the invention.
11.The extent to which the infringer has made use of the invention; and any evidence probative of the
value of that use.
12.The portion of the profit or of the selling price that may be customary in the particular business or
in comparable businesses to allow for the use of the invention or analogous inventions.
13.The portion of the realizable profit that should be credited to the invention as distinguished from
non-patented elements, the manufacturing process, business risks, or significant features or
improvements added by the infringer.
14.The opinion testimony of qualified experts.
15.The amount that a licensor (such as the patentee) and a licensee (such as the infringer) would
have agreed upon (at the time the infringement began) if both had been reasonably and voluntarily
trying to reach an agreement; that is, the amount which a prudent licensee —who desired, as a
business proposition, to obtain a license to manufacture and sell a particular article embodying the
patented invention —would have been willing to pay as a royalty and yet be able to make a
reasonable profit and which amount would have been acceptable by a prudent patentee who was
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& Procter & Gamble Co. v. Paragon Trade Brands, Inc.% “*¢ » 4@

* Trans-World v. Nyman, 750 F.2d 1552 (Fed. Cir. 1984)

%0 Ziggity, supra note 38, at 826-27

! parker-Hannifin Corp. v. Champion Laboratories, Inc., 2008 WL 3166318 at 13 (N.D.Ohio, 2008); Schneider ,
supra note 37, at 848.

“2 pentech, 931 F.Supp. at 1175.

*® Deere & Co. V. Int’| Harvester Co., 710 F.2d 1554, 1558-59 (Fed. Cir. 1983)

*“ Fresenius Medical Care Holdings, Inc., v. Baxter Intern., Inc., 2006 WL 1646113, *1+ (N.D.Cal. Jun 12, 2006)
(NO. C 03-01431 SBA(EDL)) " HN: 2,5 (F.Supp.)

“* Finjan, Inc. v. Secure Computing Corp., 626 F.3d 1197, 1208+ (Fed.Cir., 2010)

“® procter & Gamble Co. v. Paragon Trade Brands, Inc. 989 F.Supp. 547, 606+ (D.Del. Dec 30, 1997)
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* Trio Process Corp. v. L. Goldstein's Sons, Inc. 612 F.2d 1353, 1357+, 66 A.L.R. Fed. 165, 165+, 204 U.S.P.Q.
881, 881+ (3rd Cir.(Pa.) Jan 02, 1980) (NO. 78-2566)

%8 Standard Mfg. Co., Inc. v. U.S., 42 Fed.Cl. 748, 758+ (Fed.Cl. Jan 25, 1999) (NO. 641-85C, 95-431C) " HN:
1,5,9 (F.Supp.) the defendant would have sought a license for the full seventeen-year term of
the patent. however, a lengthy license term would tend to depress the royalty rate. These
effects tend to negate each other and this factor, thus, is not used to adjust the reasonable
royalty rate in this case.

*® Smithkline Diagnostics, Inc. v. Helena laboratories Corp., 926 F.2d 1161, 1168 (Fed. Cir. 1991).

%0 Smith & Parr, supra note 46, at 713-715
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> DANIEL JONATHAN SLOTTJE, ECONOMIC DAMAGES IN INTELLECTUAL PROPERTY: A

HANDS-ON GUIDE TO LITIGATION, John Wiley and Sons, at 87 (2006)

%2 Ziggity, supra note 38, at 827

>3 parker-Hannifin Corp. v. Champion Laboratories, Inc., 2008 WL 3166318 (N.D.Ohio, 2008)

> See Fresenius Medical Care Holdings, Inc., v. Baxter Intern., Inc., 2006 WL 1646113 (N.D.Cal., 2006).
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56 Cornellv ef lett-Packard (N.D.N.Y. 2009)

> Columbia Wire Co. v. Kokomo Steel & Wire Co., 194 F. 108(C.A.7 1911).
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%8 Ziggity, supra note 38,at 827; Schneider, supra note 37 at 849

> Smith & Parr, supra note 46, at 648-654; See Parker-Hannifin Corp. v. Champion Laboratories, 2008
WL 3166318 (N.D.Ohio, 2008).

% Eric E. Bensen & Danielle M. White, Using Apportionment To Rein In The Georgia-Pacific Factor, 9 Colum.
Sci. & Tech. L. Rev. 1, 35 (2008)

® pentech Intern., Inc. v. Hayduchok, 931 F. Supp. 1167, 1175 (S.D.N.Y.1996)
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%2 See Procter & Gamble, 989 F.Supp. at 611; Dow Chemical Co. v. U.S.,36 Fed.Cl. 15, 22 (Fed.Cl. 1996)

%% Smith & Parr, supra note 46, at 648-654

* 1d. at 713-715.

% In this method, the parties would expect to split the expected profit margin including operating profit
margin or gross profit margin according to their royalty base. See Procter & Gamble, 989 F.Supp. at 612;
Novozymes A/S v. Genencor Intern., Inc., 474 F.Supp.2d 592,606, (D.Del.2007); Cohesive Technologies, Inc. v.
Waters Corp., 526 F.Supp.2d 84, 123 (D.Mass. 2007) ; Uniloc USA, Inc. v. Microsoft Corp. Slip Copy,
2009 WL 691204 at 2(D.R.1.,2009).
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% Smith & Parr, supra note 46, at 713-715

®7 Tights, Inc. v. Kayser-Roth Corp., 442 F.Supp. 159, 161-165(D.N.C.1977)

% pentech, 931 F.Supp. at 1176-1177

% Schneider, supra note 37, at 848

70 Ziggity, supra note 38, at 828.

™' Smith & Parr, supra note 46, at 713-715

"2 Lucent Technologies, Inc. v. Gateway, Inc., 580 F.3d 1301, 1324+, 92 U.S.P.Q.2d 1555, 1555+ (Fed.Cir.(Cal.)
Sep 11, 2009)
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® Monsanto Co. v. David, 516 F.3d 1009, 1018-19 (Fed.Cir.2008); Freeman v. Gerber Prods. Co., 450 F.Supp.2d
1248, 1261-63 (D.Kan.2006); Domestic Fabrics Corp. v. Sears, Roebuck & Co., 325 F.Supp.2d 612, 619
(E.D.N.C.2003).

" Fed.R.Evid. 702

"> Christopherson v. Allied-Signal Corp., 939 F.2d 1106, 1110 (5th Cir.1991).

"® Fresenius USA, Inc. v. Baxter Intern., Inc. 2012 WL 761712, *3+ (N.D.Cal. Mar 08, 2012); Lucent
Technologies, Inc. v. Gateway, Inc., 580 F.3d 1301, 1324+, 92 U.S.P.Q.2d 1555, 1555+ (Fed.Cir.(Cal.) Sep 11,
2009); i4i Ltd. Partnership v. Microsoft Corp., 598 F.3d 831, 853+, 93 U.S.P.Q.2d 1943, 1943+, 81 Fed. R. Evid.
Serv. 805, 805+ (Fed.Cir. Mar 10, 2010)

" putnam v. Henkel Consumer Adhesives, Inc., 2007 WL 4794115, *1+ (N.D.Ga. Oct 29, 2007)

"8 1d. ...the court should consider “(1) whether the expert's theory can be and has been tested; (2) whether the
theory has been subjected to peer review and publication; (3) the known or potential rate of error of the particular
scientific technique; and (4) whether the technique is generally accepted in the scientific community.”
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8 Hynix Semiconductor, Inc. v. Rambus, Inc., No. CV-00-20905 RMW, 2006 WL 1991760, at *1 n.2
(N.D. Cal. July 14, 2006) (stating that the royalty base was given by the parties’ stipulation of the
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¥ Rite-Hite Corp. v. Kelley Co., 56 F.3d 1538, 1551 (Fed. Cir. 1995) (explicitly defining “unpatented” as
“not covered by the patent in suit”); see also Imonex Servs., Inc. v. W.H. Munzprufer Dietmar Trenner
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LEGAL DIMENSIONS OF RIGHTS AND REMEDIES 229-30 (2005) (“[FJor purposes of these hypothetical
negotiations, the patent is presumed to be valid and the defendant’s proposed use infringing . . . .”); 7
DONALD S. CHISUM, CHISUM ON PATENTS § 20.03[3][a] (7th ed. 2002) (*The [hypothetical
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