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Introduction

In a series of recent decisions computing damages for patent infringement,” the
Court of Appeals for the Federal Circuit applied the century-old rule of apportionment
articulated by the Supreme Court in 1884 in Garretson v. Clark.® The rule addresses
damages when only one sub-component of a multi-component product infringes the
asserted patent. It limits damages to the “value attributable to the infringing features of
the product, and no more,”* to avoid “improper[] compensate[ion] for non-infringing
components.” As with any other remedy doctrine, apportionment can affect
competition in technology markets because court-awarded damages provide a
benchmark used in patent valuation and license negotiation.® A damages rule that yields
unpredictable results can frustrate attempts to agree on value through bilateral
negotiation, impeding licensing and leading to unnecessary litigation.

Background

Modern products—particularly in the information, communications and
technology sectors—may embody hundreds or thousands of patents.” Isolating the
contribution of any one patent’s claimed technology to the end product can prove
analytically challenging both for the courts and for private parties. However, when there
is no independent market for the claimed technology, it is necessary to do so in order
to determine patent value. Failing to properly isolate the contribution of the claimed
technology can inflate damage awards by compensating patent holders for aspects of
the accused products not covered by their patents.

Historically, many litigants computed reasonable royalties by multiplying a
royalty rate over a royalty base.® They often established rates by evidence of rates in
comparable licenses.” Plaintiffs could inflate damages by applying such rates to the
largest royalty base possible.!? To aid in proper calculation, doctrines such as the Entire
Market Value Rule (EMVR) and Smallest Saleable Patent Practicing Unit (SSPU)
governed base selection, dictating when it would be appropriate to use an end-product
or its subcomponent as a base.!!

Nevertheless, the focus on base alone could not address all issues presented at
trial. Some patented features do not translate into a separate salable royalty base.!* And
some technologies do not generate revenue from the sale of patented devices.!> The
Federal Circuit has recently used apportionment to address these varied issues, focusing
on the value of the invention to the end product:

[W]e have repeatedly held [that] “[t]he essential requirement” for
reliability under Daubert “is that the ultimate reasonable royalty award
must be based on the incremental value that the patented invention adds to
the end product.”!

To make the determination, the court relies on apportionment:

9 <6

[A]pportionment—is “the governing rule” “where multicomponent
products are involved.” Consequently, to be admissible, all expert damages
opinions must separate the value of the allegedly infringing features from
the value of all other features.'



In laying out the rule, the court explained that rules governing royalty base serve
as “principles to aid courts in determining when an expert’s apportionment model is
reliable.”'® When the base suggested by those rules includes “non-infringing features
with no relation to the patented feature ... the patentee must do more” to satisfy
apportionment.'’

The Historical Context of Apportionment

In recent decisions, the Federal Circuit has repeatedly cited to the Supreme
Court’s 1884 Garretson v. Clark decision as the basis for the apportionment rule.'®
Garretson requires that the patentee “give evidence tending to separate or apportion
the ... the patentee's damages between the patented feature and the unpatented
features.”'® Such evidence must be “reliable and tangible, and not conjectural or
speculative.”?’

At the time the Supreme Court decided Garretson in 1884, the law did not grant
patent holders the remedy of a reasonable royalty.?! Rather, as the Federal Circuit
explained, Garretson “was decided under an antiquated damages regime,”?” that existed
in “the distant past.”** The “patentee’s damages” referred to in Garretson were actual
damages, limited to lost profits or an established royalty. * Courts required that actual
damages be “calculated, not imagined and ... [not] made without certain data,”
rejecting “conjectural” royalties.?

In the late 1800’s, many patent holders unable to prove actual damages were
unable to recover anything other than nominal damages. *® Over time, courts began to
grant “general damages” to provide monetary relief to such patent holders.?’ In 1946,
Congress ultimately codified general damages as the reasonable royalties available
today.”8

The Federal Circuit’s current application of Daubert?® to reasonable royalty
methodologies reflects its historical beginnings as general damages. In Apple v.
Motorola, the court “recognized that estimating a ‘reasonable royalty’ is not an exact
science.”® It cautioned that judges “be cautious to overstep [their] gatekeeping role,”
or to “impose [their] own preferred methodology,” observing that their “limited” role
“is particularly essential in the context of patent damages.”>!

The Federal Circuit similarly favors “adaptability” when applying Garretson’s
apportionment principles to reasonable royalties. *> Rembrandt explained that the
apportionment supports “certain general rules,” but the “rules are not so precise in their
application or scope as to make a single opportunity for compliance clearly or always
enough.”** CSIRO further explained that, “under this apportionment principle, ‘there
may be more that more than one reliable method for estimating a reasonable royalty.””3*
Similarly, Summit 6 explained that “it is common for parties to choose different ...
approaches in a single case.”®> They might use comparable licenses, comparison to
comparable features in the marketplace, comparison to non-infringing alternatives, and
analytical methods focused on the infringer’s profits.’® As a result, “the record may
support a range of reasonable royalties, rather than a single value.”?’



How Patent Remedies Influence Licensing in Technology Markets

In its 2011 report on the Evolving IP Marketplace, the FTC observed that the
rules governing damages for patent infringement can impact competition in markets for
technology.*® Court awarded damages provide the backdrop against which many patent
licenses are negotiated. Remedies “play a central role ... by establishing the legal
shadow in which negotiations occur.”* They “have a ‘ripple effect’ on the ... cases in
which royalties are negotiated to avert or settle litigation.”*°

Expectations regarding the damages that a court may award—or the upper and
lower bound of the range of likely amounts—inform parties’ walk-away values when
negotiating licenses and settlement. This is particularly the case when parties are
negotiating for licenses for individual patents without any technology transfer and after
the licensed product is on the market.*! If either party expects that that court would
award damages more favorable than the license offer, the party may be willing to take
its chances in court.

If damage awards are unpredictable and parties have divergent expectations
regarding the value of a license, licensing through bilateral negotiation is likely to fail.
Patent holders may resort to patent infringement litigation, imposing costs upon
themselves and their prospective licensees. Or, prospective licensees may abandon their
technology for fear of operating without a license. Alternatively, the parties will reach
an agreement because one party will accept a value significantly different than its
expectation in order to minimize litigation risk. This results in a negotiated royalty
untethered from the economic value of the license and which may either
overcompensate or undercompensate the patent holder. Long term, a patent system
which leads to such licenses will either provide inventors with diminished incentives to
innovate or will provide patent holders with misplaced incentives for patent assertion
in lieu of other means of monetization.*?

The FTC recognized the importance of flexibility in performing reasonable
royalty analysis, but it also recognized the need for a consistent framework:

[F]lexibility must be combined with a framework for testing and
using the available evidence. Without such discipline, the Georgia-Pacific
factors provide a grab bag for use by parties seeking to establish whatever
reasonable royalty serves their purposes. Their competing claims may bear
little or no relationship to each other or to a credible effort to implement
the hypothetical negotiation model.*’

To address these concerns, the FTC advocated that the “broader application” of
this framework “would help increase the accuracy of reasonable royalty awards.” ** It
recommended that courts adopt an “economically grounded approach” that
“replicat[es] the market reward” for the patented innovation.*’

Implementing Apportionment at Trial

Recent decisions demonstrate the different methods that parties can use to
satisfy the apportionment requirement—and the divergent outcomes each can produce.
Decisions recognize that “the record may support a range of reasonable royalties,”*® yet
often do not explain the breadth of that range. One way to measure the upper and lower



bound of this range is to look at the actual damage values presented by the plaintiff and
defendant to the fact finder at trial.

In CSIRO v. Cisco,*’ the accused products were Wi-Fi compatible routers,
access points and other wireless network devices.** The asserted patent claimed
technology implemented in the baseband processor, radio chip and antenna of these
products.*” At trial, the plaintiff offered a model that compared the profits realized by
the defendant’s sale of products with the accused feature with the profits from products
without the feature and then “attributed [defendant’s] profit premiums on those
products” to the asserted patent.’® The defendant offered a model based upon rates in a
prior technology license.’! The resulting values were $30,189,922 and $1,050,000,
respectively.>?

In Summit 6 v. Samsung,>® the accused products were Samsung’s smartphones
and tablets that used multimedia messaging service (MMS) to send photographs.>* The
asserted patent claimed a method of processing and transmitting digital images.>> The
plaintiff offered a theory starting with the revenues the defendant received by including
a camera in its devices and then isolating the portion the value that users derived from
sharing photos using MMS. ¢ The defendant presented a damages figure derived from
rates in prior licenses to the patent in suit.’” The plaintiff’s model yielded a $29,000,000
reasonable royalty,’® whereas the defendant’s model yielded a $1,500,000 royalty.*

In Ericsson v. D-Link,®® the accused products were Wi-Fi compliant end
products, such as computers and routers.®! The claimed functionality resided in the Wi-
Fi chipset.%? The plaintiff offered a damages theory based upon rates in prior license
agreements, which yielded a $0.50 per-unit royalty.®* In contrast, the defendants offered
a damages theory based upon isolating the value of the patent from the cost of the
chipset, yielding a $0.009 per-unit royalty.%*

In SimpleAir v. Google,% several message services provided by Google for use
in Android telephones were found to infringe a patent related to wireless notifications,
“such as a notification alerting a user that an email message has been received.”®® The
plaintiff advanced a theory that started with a value representing customers’ willingness
to pay for the messaging services and isolated the contribution of the patented
technology.®” This yielded a $146,000,000 royalty.%® The defendant presented a theory
based on the cost of a non-infringing alternative and the price it paid in a comparable
transaction.® This resulted in a royalty of no more than $6,000,000.7

In Rembrandt v. Samsung,”! Samsung’s smartphones, tablets, and televisions
were found to infringe two patents that covered part of the Bluetooth standard.”” At
trial, the plaintiff advanced a theory that compared the value of chipsets both with and
without the feature to derive a per-end-unit royalty for the feature.”> This yielded a
range between $14,500,000 to $31,900,000.”* The defendant advanced a theory based
on four prior patent sale and license agreements that yielded a $500,000 royalty.”

As these cases illustrate, there can be an order of magnitude difference in the
values proposed by the competing damage theories admitted by trial courts. Since the
damages methods presented at trial must be disclosed well in advance through expert
discovery,’® these values inform parties’ expectations regarding the range of potential
damage awards well before judgement. Parties seeking to negotiate a license will have
to overcome this divergent range of possible valuations.



Conclusion

Apportionment is a useful principle for guiding reasonable royalty analyses,
focusing on the incremental value that patented inventions add to end products.
Nevertheless, the doctrine arose under a much more rigid damages framework than the
one in place today, and recent decisions have applied apportionment as a general
principle guiding the admissibility of expert testimony. As courts apply this test, it
remains to be seen whether apportionment provides adequate guidance to courts
applying the reasonable royalty framework and whether the developing jurisprudence
will provide adequate guidance to market actors valuing patents in the shadow of
litigation.

" John Dubiansky is an Attorney Advisor, Intellectual Property, in the Office of Policy Planning at the Federal Trade
Commission. The views expressed herein are those of the author and do not necessarily reflect the views of the
Federal Trade Commission or any individual Commissioner.
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