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LITIGATION SERVICES - Intellectual Property  Damages

CONSIDERATIONS
There are two types of infringement,
direct and indirect.1 Parties can be
liable for damages under either form of
infringement.  Not surprisingly, a
patent holder’s decision on whom to
sue for infringement can have major
implications on the size of the damage
claim.  This is often the case because
the royalty base used to determine rea‐
sonable royalty damages can vary
greatly between different actors.2 Sit‐
uations where multiple parties are
potentially liable for damages raise
several issues for the damage expert
and the Non‐Practicing Entity3

(“NPE”) to consider.
Direct patent infringement is

defined as making, using, offering to
sell, or selling any patented invention,
within the U.S., or importing into the
U.S. any patented invention during the
term of the patent.4 Indirect infringe‐
ment has two forms, inducing infringe‐
ment and contributory infringement.5
Indirect infringement enables a lawsuit
against a party who helped or caused a
third party to infringe.  Both a direct
infringer and an indirect infringer (the
party inducing infringement and/or
the party contributing to infringement)
are liable as infringers.6

In order for a party to be liable
for indirect infringement, there must
also be an instance of direct infringe‐
ment by a third party.7 In the case of
induced infringement, there must be
direct infringement and the alleged
indirect infringer must knowingly
induce infringement and possess spe‐
cific intent to encourage another
party’s infringement.8 Inducing may
be instructing, directing, or advising
the third party as to how to carry out
direct infringement.  Contributory
infringement involves selling or
importing into the U.S. “a component
of a patented machine, manufacture,
combination or composition, or a
material or apparatus for use in prac‐

ticing a patented process” that know‐
ingly constitutes a material part of the
invention and which does not have
other substantial noninfringing uses.9
For contributory infringement, there
must be an instance of direct infringe‐
ment and the alleged indirect infringer
must knowingly sell or offer to sell to a
third party a material component of
the invention that does not have com‐
mercial, non‐infringing uses.

Statutory direct and indirect
infringement each requires at least one
party to directly infringe.  This can
pose a problem to holders of business‐
method patents and patents involving
computer networking, use of web sites,
and third‐party servers, where the
combined actions of multiple parties, if
performed by one party would
infringe, but where none of the parties
alone directly infringe.  To avoid direct
infringement, separate parties could
perform only one step of the patented
method and escape liability for
infringement. Joint or divided infringe‐
ment, as established by the courts,
seeks to close the legal loophole where
neither the first nor third party directly
infringe each and every step or ele‐
ment of a patented method, but the
activity of both parties taken together
infringes.10

The United States Court of
Appeals for the Federal Circuit
(“CAFC”) clarified the level of coordi‐
nation required between separate par‐
ties in order to find direct infringement
by multiple parties performing differ‐
ent parts of a single claimed method.
Under both BMC Resources v. Pay‐
mentech, L.P. and Muniauction, Inc. v.
Thomson Corporation, the CAFC deter‐
mined that in order to infringe, “the
entire method must be performed at
the control or direction of the alleged
infringer.”11 A single “mastermind” is
needed, where one party controls the
actions of another party.12 Commercial
or contractual relationships between

the parties being accused of divided
infringement is not sufficient to prove
joint infringement.  There must be con‐
trol by one party over the other
party(ies).13

As discussed above, a patent
holder can target multiple parties for
patent infringement.  Each party is
potentially liable for damages.  In
addition, a patent holder can accuse
one party of both direct and indirect
types of infringement.  I have been
involved in several cases recently
where wireless telephone company
clients have been sued by NPEs and
were accused of “directly and/or con‐
tributorily infringed, and/or induced
infringement” of various patents.  In
addition to suing the wireless carriers,
the plaintiffs also sued infrastructure
vendors and wireless handset manu‐
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facturers.  The plaintiffs had also
entered into license agreements with
other infrastructure vendors, wireless
handset manufacturers and wireless
carriers – all at substantially different
royalty rates (stated or derived).  These
license agreements also provided
downstream coverage for customers
utilizing the patented methods.  We
were left with the situation where cer‐
tain call volumes that were processed
through a licensed vendor’s infrastruc‐
ture were noninfringing or that certain
call volumes that were made with
licensed handsets were noninfringing.
This left a substantial patchwork of
calls that were not licensed.

While wireless carriers do sell
handsets, these sales often break even
or lose money.  Wireless carriers are in
business to sell use of their network.
This generates recurring subscriber
revenue.  Not surprisingly, these NPE
plaintiffs did not seek a royalty based
on handset sales.  Instead, they sought
a running royalty from the wireless
carriers based upon service revenue
(the monthly reviews received by car‐
riers for subscriber calls and/or data
service).  Given that subscriber rev‐
enue for the major wireless carriers is
hundreds of millions of dollars per
month, even a small running royalty
results in a huge reasonable royalty
damage number.  Interestingly, the
NPE plaintiffs had already licensed

some infrastructure vendors and wire‐
less handset manufacturers at fairly
modest rates, both in real terms and
when viewed as percent of equipment
revenues royalties.

The CAFC recognized in Grain
Processing that “a rational would‐be
infringer is likely to offer an acceptable
noninfringing alternative, if available,
to compete with the patent owner
rather than leave the market altogeth‐
er.”14 Because of the disparity in
license terms offered the clients and
the equipment manufacturers, one
noninfringing alternative available to
the wireless carriers was to pay the
licensing fees of the unlicensed infra‐
structure vendors and handset manu‐
facturers.   This, it turned out, was far
less expensive than licensing under ini‐
tial terms presented to the carriers by
the NPEs.  The remaining unlicensed
equipment vendors were brought into
the settlement process and the carriers’
vendors were able to secure terms sim‐
ilar to those of the already licensed
infrastructure and wireless handset
manufacturers.  These new vendor
licenses covered the wireless carriers
and the matters settled.

WHAT WAS LEARNED?
• Companies can be held liable for
damages resulting from infringing
patent method claims even when
they do not perform all the steps in a

1 35 U.S.C. 271(a) through (c).
2 This article focuses on reasonable royalty damages on

the assumption that the patent holder is not practicing
the patent or producing products that compete with the
defendant’s infringing product(s).

3 An NPE is a non-pejorative term that can be defined
as a patent owner who does not manufacture or use
the patented invention, but rather than abandoning the
right, to exclude others from practicing a patented
invention.  An NPE seeks to enforce its right through
the negotiation of licenses and litigation.

4 35 U.S.C. 271(a).
5 35 U.S.C. 271(b) and (c).
6 35 U.S.C. 271(b) and (c).
7 DSU Med. Corp. v. JMS Co., Ltd., 471 F.3d 1293,

1303 (Fed. Cir. 2006).
8 ACCOBrands, Inc. v. ABA Locks Mfrs. Co., 501 F.3d

1307, 1312 (Fed. Cir. 2007).
9 35 U.S.C. 271(c).
10 BMC Resources, Inc. v. Paymentech, L.P., 498 F.3d

1373, 1379 (Fed. Cir. 2007).
11 Muniauction, Inc. v. Thomson Corp., 532 F.3d 1318,

1323 (Fed. Cir. 2008) citing BMC Resources, Inc. v.
Paymentech, L.P., 498 F.3d 1373, 1380-81 (Fed. Cir.
2007).

12 Muniauction, Inc. v. Thomson Corp., 532 F.3d 1318,
1329 (Fed. Cir. 2008).

13 Ibid.
14 Grain Processing Corporation v. American Maize-Prod-

ucts Company, 185 F.3d 1341, 1351 (Fed. Cir. 1999).
15 See Georgia-Pacific Corp. v. United States Plywood

Corp., 318 F. Supp. 1116, 1120; 1970 U.S. Dist. LEXIS
11541; 166 U.S.P.Q. (BNA) 235.

claim.
• Being able to pursue direct (and
divided) infringement and indirect
infringement claims against the
same alleged infringer provides the
patent holder multiple opportuni‐
ties to prove liability and obtain
damages.

• Reasonable royalty damages can be
substantially different depending
upon whether the direct or indirect
infringer is sued and their respective
revenues, profits, and royalty bases.

• While licenses with other direct or
indirect infringers may not be
strictly comparable, 15 in that they are
with parties that do not manufacture
or employ the patented technology
in the same way as the alleged
infringer, these licenses are useful in
determining a potential ceiling on
what a willing licensee would pay.

• If you are an NPE establishing a
licensing program, you should
weigh the benefits of targeting easy
settlements against likelihood that
these lower licensing rates could
establish a royalty for very different
classes of licensees. !


