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Apportionment of Intellectual Property
Damages and the Entire Market Value Rule

Products often contain multiple fea-
tures. Some of these product features
may be covered by patents. The ques-
tion of apportionment arises in patent
infringement matters where an item is
sold that includes a patented element
or feature. Should damages be based
on only the patented feature, or
should damages be based on the
value of the entire item that includes
the patented element or feature? The
answer to this question can have an
exponential impact on the amount of
the patent infringement damage
claim.

Pre-1946 case law allowed for
an accounting of the defendant’s prof-
its as monetary recovery for patent
infringement. However, a patentee
was limited to an accounting of the
defendant’s profits attributable to the
invention." Prior to 1946, a patentee
had to apportion profits between
patented and unpatented features or
prove “damages are to be calculated
on the whole machine for the reason
that the entire value of the whole
machine, as a marketable article, is
properly and legally attributable to
the patented feature.”?
Apportionment of profits was the
problem that prompted the 1946
amendments of the patent statute.’

The 1946 amendments to the
patent statute eliminated the equi-
table profits remedy* and set the floor
to infringement damages as a reason-
able royalty.” Despite the elimination
of the equitable profits remedy, the
concept of obtaining damages on the

basis of the entire market value of a
product containing an infringed fea-
ture did not disappear. When a patent
holder seeks damages on unpatented
components sold with a patented
apparatus, courts have applied a for-
mulation known as the “entire market
value rule” to determine whether
such components should be included
in the damage computation. This
applies whether the patent holder
seeks reasonable royalty or lost profits
damages.

The Court of Appeals for the
Federal Circuit has “held that the
entire market value rule permits
recovery of damages based on the
value of a patentee’s entire apparatus
containing several features when the
patent-related feature is the ‘basis for
customer demand’”” and/or the sub-
stantial value of the product sold.®
Alternately, damages cannot be based
on the revenues of the product incor-
porating the patented feature when
the patented feature does not form the
basis for customer demand.’

In addition to the patented ele-
ment or feature being the basis for
customer demand, the unpatented
and patented components must be
part of a single assembly or analogous
to a single functioning unit.” “[T]he
unpatented components must func-
tion together with the patented com-
ponent in some manner so as to pro-
duce a desired end product or result.”
The entire market value rule has not
been extended “to include items that
have essentially no functional rela-
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tionship to the patented invention and
that may have been sold with an
infringing device only as a matter of
convenience or business advantage.”"
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Some parties seek to apply an
entire market value concept of dam-
ages to products containing both
patented and unpatented features
based on the belief that the claimant
can obtain an injunction against the
sale of the product. Under this con-
cept, the alternative the infringer faces
is paying damages based on the value
of the entire product or process or
exiting the market and making no
sales. This approach ignores several
factors. Following the eBay decision,
post-verdict injunctions are no longer
certain.” Also, an injunction cannot
impose unnecessary restrictions on
lawful activity.* If non-infringing
alternatives exist for a patented fea-
ture or the patented feature does not
form the basis for customer demand,
then an injunction is unlikely and,
(i.e., the product had substantial non-
infringing  uses), under Grain
Processing,” it is necessary to consider
what alternatives the infringer would
pursue, short of exiting the market.

The entire market value rule can
apply to either lost profit or reason-
able royalty damages. However, even
when the entire market value rule is
not used in calculating a reasonable
royalty, the royalty base can be the net
selling price of the entire product.
This situation arises when the selling
price for an individual feature is not
available. In these instances, the rea-
sonable royalty rate should be adjust-
ed so that when applied to the broad-
er royalty base the total damage
amount reflects only the value of the
patented feature.

Obtaining persuasive support
in discovery regarding the importance
of the patented feature to customer
demand is a primary factor in deter-
mining the applicability of the entire
market value rule. Documents that
can be expected to address the impor-
tance of patented features are the par-
ties’ marketing materials, including
not only product web sites, promo-
tional, and print advertisements, but
also product packaging; internal busi-
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ness plans and market analyses; ana-
lyst and industry reports; articles in
trade publications; and SEC filings,
such as Form 10-K reports detailing
products and competition. Often
times it is not one single “smoking
gun” document, but the preponder-
ance of evidence that indicates the
importance of product features in
driving customer demand. Discovery
in this area is usually relatively broad.

Patent reform may make dam-
age recovery under the entire market
value rule more difficult. Both the
House and Senate patent reform bills
potentially limit the size of reasonable
royalty damage amounts by requiring
a deduction for “prior art and other
feature improvements” included in an
infringing product or process.' These
bills require the court to conduct an
analysis to ensure that a royalty is
only applied to the economic value
properly attributed to the patent’s spe-
cific contribution over the prior art.”
While the entire market value rule is
still allowed, both House and Senate
bills provide an explicit, definitional
standard for the application of the
rule by requiring the patentee to show
that the “patent’s specific contribution
over the prior art is the predominant
basis for market demand for an
infringing product or process.”"
Proving that a patent’s specific contri-
bution over the prior art is the pre-
dominant basis for market demand is
a higher standard to meet than is cur-
rently being applied.

The applicability of the entire
market value rule is almost always an
issue of intense debate between the
parties in patent infringement cases.
Addressing whether the rule is appli-
cable to the facts and circumstances of
the case should be addressed early on
in the discovery process. Gathering
sufficient support to prove or dis-
prove applicability of this rule
impacts not only the size of the dam-
age claim, but also the credibility of
the damages expert. s
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