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King Instrument Corp. v. Perego, 737 F. Supp. 1227, 1242, 16 USPQ2d 1994, 2007 (D. Mass. 1990)
(King). Thedigtrict court found that Tapemeatic did not infringe the '153 patent or the '123 patent. 1d. at
1242-43. Finding no clear error in the digtrict court's infringement andysis, and no abuse of discretion in the
digtrict court's assessment of the amount of damages, this court affirms. 1

King's three patents relate to loading magnetic audio or video tape into closed cassettes. A fully loaded
cassette contains two types of tape: the magnetic audio or video tape and a non-magnetic leader tape. The
magnetic tape -- dso called "use" tape -- functions to permit customers to record or play back recordings.
The non-magnetic leader tape -- a short length of plastic, often clear, tape -- leads both ends of the magnetic
tape. One end of the leader tape attaches to the winding hub of the cassette; the other end attaches to the

magnetic tape.

The manufacturer produces closed tape cassettes without any magnetic tape. Each closed cassette contains
only aleader tape connected to its two winding hubs. The manufacturer adds magnetic tape later by plicing
magnetic tape into the middle of the leader tape and winding it into the cassette. King and Tapematic market
competing machines that automaticaly splice and wind magnetic tape into otherwise completed video
cassettes.

The '153 Patent

The '153 patent discloses a partidly automated machine for loading magnetic tape into a cassette. The '153
patent claims a mechanica splicing block whose arms swing to bring the magnetic tape into contact with the
leader tape.

The invention of the '153 patent manualy extracts the leader tape from the cassette and placesit over a
splicing head. A vacuum holds the leeder tape in place while a knife cuts it into two sections. At this point, the
movesable track swings out of dignment with the Sationary track. A second movesble track holding the
magnetic tape then swings into dignment with the leader tape. The invention gpplies a splice between the
leader tape and the magnetic tape which are held in place by avacuum. The vacuum then releases the tape
and the machine turns the hub to load magnetic tape into the cassette. When the cassette is full, the vacuum
again grabs and a knife cuts the magnetic tape. The swinging arm brings the end of the magnetic tape back in
contact with the other end of the leader tape and gpplies a solice. The hubs tighten the tape in the cassette to
complete the loading.

The 123 Patent

The 123 patent claims awinding machine which more fully automeates the invention disclosed in the '153
patent. Instead of loading cassettes one a atime, the invention of the '123 patent enables an operator to load
adtack of cassettes (e.g., 20 to 30) into a cassette magazine. The magazine advances each cassette in
sequentia order for loading by the '153 patent device. The 123 patent dso claims a mechanism for
automaticaly extracting the leader tape from the cassette and positioning it on the splicing blocks. The 123
patent's invention thus automates the '153 patent's manua extraction and positioning functions.

The '461 Patent
The'461 patent clams a splicing assembly for connecting the magnetic and leader tapes. The splicing
assembly includes three splicing blocks. Two of the three blocks shift to dign the magnetic tape with the
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leader tape; the third is a Sationary splicing block.
The Didrict Court

The didrict court found that Tapematic infringed the '461 patent and awarded King damages. King, 737 F.
Supp. a 1242. The digtrict court did not find willful infringement. Id. at 1241. The didtrict court dso upheld
the validity of the '153 patent, id. a 1230, but found that Tepematic did not infringe, literdly or under the
doctrine of equivaents, either the 153 or the '123 patent. I1d. at 1234, 1239, 1241.

King apped s the didtrict court's findings of noninfringement of the '153 and '123 patents and seeks enhanced
damages for willful infringement of the 153 patent. Tapematic cross-gppedls the trid court's infringement
finding on the '461 patent and chalenges the damages award. Tapematic does not apped thetrid court's
vaidity findings on the 153 patent.

Appellate History

This pandl heard ord argument on the cross-appeals on August 5, 1991. More than two years later, on
January 13, 1994, the court decided sua sponte to consider this gppeal en banc. The court then deferred
action on this apped pending en banc resolution of Rite-Hite Corp. v. Kelley Co., an apped brought in 1992
involving damages issues overlapping with those raised by Tapematic. On June 15, 1995, the court issued its
opinion in Rite-Hite resolving the damages issues. Rite-Hite Corp. v. Kdley Co., 56 F.3d 1538, 35
USPQ2d 1065 (Fed. Cir. 1995) (en banc). On July 10, 1995, the court returned the present apped to this
pand for dispogtion in accordance with Rite-Hite.

DISCUSSION
This court reviews the digtrict court's findings of fact under Fed. R. Civ. P. 52(a):

Findings of fact, whether based on ord or documentary evidence, shal not be set aside unless clearly
erroneous, and due regard shal be given to the opportunity of thetrid court to judge of the credibility of the
witnesses.

See Heisg v. United States, 719 F.2d 1153, 1158 (Fed. Cir. 1983). Legal conclusions of the district court
stand unless incorrect as a matter of law. Id.

This court does not review de novo proceedings of the district court. Medtronic, Inc. v. Daig Corp., 789
F.2d 903, 904, 229 USPQ 664, 666 (Fed. Cir.), cert. denied, 479 U.S. 931 (1986). The party seeking
reversd of adigrict court decison bears the burden of showing reversible legd error or clear factua errorsin
light of thetria record. Carl Schenck, A.G. v. Nortron Corp., 713 F.2d 782, 785, 218 USPQ 698, 700
(Fed. Cir. 1983). Where the record viewed in its entirety renders the district court's account of the evidence
plausible or discloses two permissible readings of the evidence, the fact-finder has committed no clear error.
Hybritech Inc. v. Monoclond Antibodies, Inc., 802 F.2d 1367, 1375, 231 USPQ 81, 87 (Fed. Cir. 1986),
cert. denied, 480 U.S. 947 (1987).

. Infringement

The didtrict court assessed infringement using the standard tests. See King, 737 F. Supp. at 1231 (citing
Standard Qil Co. v. American Cyanamid Co., 774 F.2d 448, 452, 227 USPQ 293, 295-96 (Fed. Cir.
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1985); Martin v. Barber, 755 F.2d 1564, 1567, 225 USPQ 233, 234 (Fed. Cir. 1985)). All three King
patents contain "means-plus-function” language. King, 737 F. Supp. at 1231. This court construes
means-plus-function claim language "to cover the corresponding structure, materid, or acts described in the
gpecification and equivaents thereof.” 35 U.S.C. § 112 (1988); Vamont Indus, Inc. v. Reinke Mfg. Co.,
983 F.2d 1039, 1042, 25 USPQ2d 1451, 1454 (Fed. Cir. 1993); Johnston v. IVAC Corp., 885 F.2d
1574, 1580, 12 USPQ2d 1382, 1386 (Fed. Cir. 1989). Thus, for ameans-plus- function limitation to read
on an accused device, the accused device must employ meansidentica or equivaent to the structures,
materia, or acts described in the patent specification. The accused device must dso perform the identical
function as pecified in the dams. Vdmont, 983 F.2d at 1042.

A. The 153 Petent

The digrict court held that Tapematic did not infringe the '153 patent. King, 737 F. Supp. at 1242-43. The
digtrict court found that the accused device digns and splices tape differently than the clamed structure. 1d. at
1233. Tgpematic's accused machines used a horizonta shift block assembly to align and splice. Thetrid
court found that this shift block device did not literdly infringe the '153 patent's swing arm claims. 1d. at 1234.
Moreover the accused device operatesin such a different "way" that the didtrict court found no infringement
under the doctrine of equivdents. Id. at 1239.

Specificaly, the digtrict court noted severd differences between the '153 claims and the accused device. For
ingance, the 153 patent claims a swing arm assembly which pivotsin a single plane; the accused Tapematic
device's shift block assembly dides in two planes. The 153 patent discloses three separate splicing blocks,
one fixed and two pivoting; the accused device uses only two splicing blocks, one fixed and the other diding.
Findly, the trid court cited testimony by E. Blanco (Tapematic's expert), W. Isom (King's expert), and J.
King (inventor of the '153 patent), who &l agreed that the accused product worked differently than the
clamed device. |d. a 1234. In performing its infringement andys's, the trid court correctly construed claim
16 in connection with the specification to include the pivoting swing am assembly. The trid court correctly
interpreted clams 2, 10, and 16 to encompass the structure disclosed in the specification for holding, digning,
and splicing tapes -- and equivaents thereof.

After comparing the claimed device with the accused product, the court correctly determined thet the '153
patent was not infringed -- ether literaly or under the doctrine of equivaents. Id. at 1234, 1239. Moreover,
the digtrict court's finding of noninfringement of the '153 patent is condstent with this court's earlier decisonin
King Insrument Corp. v. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985) (Otari), cert.
denied, 475 U.S. 1016 (1986), which based afinding of infringement upon a disclosure of the Otari
mechanism in the patent specification. See King, 737 F. Supp. at 1233 n.6. Because it affirms the didtrict
court's finding of noninfringement on the '153 patent, this court need not address willfulness and enhanced
damages on that patent.

B. The '123 Patent

Thedigtrict court also held that Tapematic did not infringe the '123 patent. King, 737 F. Supp. at 1242-43.
The digtrict court compared the claims of the 123 patent with each of the Tapematic accused devices
(Tapematic 900, 2,002, and 3,000 Series). Seeid. a 1237. The didrict court found that the leader extracting
and pogitioning mechanismsin the Tapematic machines operate very differently from thet recited in the '123
patent claims. Id. Specificaly, cdams 1 and 12 of the '123 patent clam a single mechanism to extract and
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position the leader tape in a Single movement. The Tapematic machines, on the other hand, have at least two
different components performing these tasks in a substantialy different way. The '123 patent described
extraction of the leader tape with a vacuum device. Tapematic's devices use a mechanica extractor.
Therefore, the digtrict court correctly concluded that the Tapematic machines did not literdly, nor under the
doctrine of equivadents, infringe the '123 patent. 1d. at 1237- 39.

C. The'461 Patent

Although finding no literd infringement of clam 1 of the '461 patent, King, 737 F. Supp. a 1235, the district
court found that the splicer in the Tapematic 2,002'sredl changer literadly infringed claim 12. Id. at 1235-36.
The Tapematic 2002 isa"dud pancake' loader, i.e, it includes ared changer assembly that automaticaly
switches to a second red of magnetic tape when thefirst redl runs out. Tapematic's red changer spliced
magnetic tape to magnetic tape. Because clam 1 includes only a structure for splicing magnetic tape to leader
tape, the didtrict court deter- mined that Tapematic's assembly did not literdly infringe claim 1. Claim 12,
however, contained no such limitation. Moreover, clam 12 does not require dignment of "abutting” ends of
the leader and magnetic tapes.

The digtrict court properly found infringement of clam 12 because dl limitations of clam 12 read on the
gplicing assembly of the Tapematic 2,002's red changer. 1d. at 1236. Therefore, this court affirms the district
court's finding that Tapematic infringed the '461 patent.

[l. Lost Profits

The digtrict court found that Tapematic infringed the '461 patent. The district court found that thisinfringement
caused King to sustain economic injury in the form of lost profits. In other words, "but for" the infringement,
King would have sold more of its competing product. See Otari, 767 F.2d at 863; Paper Converting Mach.
Co. v. Magna Graphics Corp., 745 F.2d 11, 21, 223 USPQ 591, 598 (Fed. Cir. 1984). The district court
a0 took into account that King's competing product did not embody the invention of the '461 patent
asserted againgt Tapematic. The didtrict court, however, found reason to redress King's injury
notwithstanding King's dection to refrain from making or sdlling the patented invention. Tgpematic chalenges
the award of logt profitsin such an ingtance, dleging instead that lost profits can be awarded only to one who
makes or sdlIs the patented device. This court must rgject Tapematic's chalenge. This court held in Rite-Hite,
gtting en banc, that a patent owner who has suffered lost profitsis entitled to lost profits damages regardless
of whether the patent owner has made, used, or sold the patented device. See Rite-Hite, 56 F.3d at 1546,
35 USPQ2d at 1072. 2 Furthermore, the language and history of the patent act and sound policy require this
result, as demondrated in the following anayss.

A. The Patent Act -- Language and History

Title 35 of the United States Code provides that a patent grant confers “the right to exclude others from
making, using, or sdlling the invention.” 35 U.S.C. § 154(a)(1) (West Supp. 1995) (emphasis added). An act
of infringement -- i.e., making, using, or selling the patented invention "without authority,” 35 U.S.C. § 271(q)
(1988) -- trepasses on this right to exclude. Title 35 redresses such aviolation of rights by "award[ing] the
claimant damages adequate to compensate for the infringement.” 35 U.S.C. § 284 (1988).

Section 284 imposes no limitation on the types of harm resulting from infringement that the statute will
redress. The section's broad language awards damages for any injury aslong asit resulted from the
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infringement. Though this section sets alower limit of areasonable royaty on the amount of recovery, it
mandates an amount "adequate to compensate for the infringement.” 1d. The Patent Act also includes
enhanced damages for willful infringement or bad faith and for attorney fees. 35 U.S.C. §8 284, 285 (1988);
see Bestrice Foods Co. v. New England Printing & Lithographing Co., 923 F.2d 1576, 1578, 17 USPQ2d
1553, 1555 (Fed. Cir. 1991).

Section 284 specifies that compensation takes the form of "damages.” Congress and the Supreme Court have
had severd opportunities to define and construe this term under the Patent Act and section 284. Congress
has not amended the Patent Act, nor has the Supreme Court interpreted the term "damages’ to require
exploitation of the invention as a prerequisite to recovery of logt profits. Moreover, such a prerequiste runs
contrary to the language and enactment history of section 284.

The long history of the Patent Act shows that its language does not require a patentee to make the patented
invention to qualify for damages. Before 1946, a patentee who proved infringement could recover "in addition
to the profits to be accounted for by the defendant, the damages the complainant has sustained thereby." R.S.
§4921. Thus a patentee could recover "both [its] own damages and the infringer's profits.” Genera Motors
Corp. v. Devex Corp., 461 U.S. 648, 654, 217 USPQ 1185, 1188 (1983). The law changed in 1946 to
provide a recovery of "genera damages which shal be due compensation for making, using, or sdling the
invention." Act of August 1, 1946, ch. 726, 60 Stat. 778, 35 U.S.C. § 70 (1946).

The 1946 amendment diminated the patentee's right to recover the infringer's "profits as such and alow
recovery of damagesonly.” Aro Mfg. Co. v. Convertible Top Replacement Co., 377 U.S. 476, 505-07,
141 USPQ 681, 693-94 (1964); Genera Motors, 461 U.S. at 654. These profits were considered too
difficult and cumbersome to prove in court. See H.R. Rep. No. 1587, 79th Cong., 2d Sess. 1-2 (1946); S.
Rep. No. 1503, 79th Cong., 2d Sess. 2 (1946). The 1946 amendment thus sought to diminate the delay and
cost of protracted litigation to determine the infringer's profits. 1d.

The 1946 amendment, however, retained the guarantee of complete compensation for the damages from
infringement. The statutory language of the 1946 amendment anticipated the requirement for "adequate”
compensation in the present statute. See 35 U.S.C. § 284; see ds0 H.R. Rep. No. 1587, 79th Cong., 2d
Sess. 1 (1946). To expedite the lega process, Congress amended the statute to provide for "any damages
the complainant can prove.” Id. 3 Later, the Patent Act of 1952 consolidated the existing provisions reating
to damagesinto section 284. The 1952 Act effected no substantive change other than the addition of an
attorney fees clause. Genera Motors, 461 U.S. at 655 n.9.

The Supreme Court has reinforced the breadth of section 284 in two cases interpreting the statutory
provison. In General Motors, the more recent case, the Court held that section 284 provided for the award
of prgudgment interest "where necessary to afford the plaintiff full compensation for the infringement.” 461
U.S. at 654. Discussing the 1946 amendment, the Supreme Court stated: " Congress sought to ensure that the
patent owner would in fact receive full compensation for 'any damages he suffered as aresult of the
infringement.” 1d. at 654-55 (quoting H.R. Rep. No. 1587, 79th Cong., 2d Sess. 1-2 (1946)) (emphasis
added).

Andin Aro, the Court's first interpretation of section 284, the Court read the term "damages’ broadly to
cover any pecuniary injuries:

[T]he present Satutory ruleis that only "damages’ may be recovered. These have been defined by this Court
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as "compensation for the pecuniary loss he [the patenteg] has suffered from the infringement, without regard
to the question whether the defendant has gained or lost by his unlawful acts.” Coupev. Royer, 155 U.S.
565, 582. They have been said to congtitute "the difference between his pecuniary condition after the
infringement, and what his condition would have been if the infringement had not occurred.” Y ae Lock Mfa.
Co. v. Sargent, 117 U.S. 536, 552. The question to be asked in determining damagesis "how much had the
Patent Holder and Licensee suffered by the infringement. And that question [i] primarily: had the Infringer
not infringed, what would the Patent Holder-Licensee have made?' Livesay Window Co. v. Livesay
Industries, Inc., supra, 251 F.2d [469] at 471.

Aro, 377 U.S. a 507 (emphasis added; second and third dterationsin origind); see Panduit Corp. v. Stahlin
Bros. Fibre Works, Inc., 575 F.2d 1152, 1156, 197 USPQ 726, 729 (6th Cir. 1978) (quoting Aro).

By using the phrase "damages adequate to compensate,” the Act provides economic redress sufficient to
restore the patentee to its rightful position absent the infringement. 35 U.S.C. § 284. The Supreme Court has
underscored this meaning of section 284. Similarly, congtruing section 284, this court held: "If the record
permits the determination of actua damages, namely, the profits the patentee lost from the infringement, that
determination accurately measures the patenteg'sloss.” Hanson v. Alpine Valey Ski Area, Inc., 718 F.2d
1075, 1078, 219 USPQ 679, 681 (Fed. Cir. 1983); see dso Weinar v. Rallform Inc., 744 F.2d 797, 807,
223 USPQ 369, 375 (Fed. Cir. 1984), cert. denied, 470 U.S. 1084 (1985).

Section 284 provides adequate compensation for the infringement of rights. The nature of the protected rights
explains as well the breadth of section 284's protection. Before the 1952 Act, the Patent Act defined the
bundle of patent rightsin terms of "the exclusive right to make, use, and vend the invention or discovery.” 35
U.S.C. 8§40 (1946). Thiswording -- defining the grant in terms of the right to make the invention, rather than
the right to exclude others from making the invention -- caused confusion.

The 1952 Act, § 154, clarified that a patent empowered its owner "to exclude others from making, usng, or
sling” the invention. 35 U.S.C. § 154 (1952) (emphasis added). The 1952 amendment should have
corrected any mistaken belief that patent rights somehow hinged upon the patentee's exploitation of the
invention. Inventors possess the naturd right to exploit their inventions (subject to the patent rights of othersin
adominant patent) gpart from any Government grant. Therefore, patent rights do not depend upon the
exercise of rights aready in the patentee's possession. Thus, the 1952 Act clarified that a patent confersthe
right to exclude others from exploiting an invention. It does not confer the right to exploit the invention aready

possessed by the inventor.

This understanding of the right protected by section 284 informs the purpose and scope of the damages
provision. Section 284 protects the right to exclude others from exploiting an invention. To invoke that
protection, a patentee need not have exercised its naturd right to itself make, use, or sdl the invention. The
damages section, section 284, protects the right to exclude, not the right to exploit. A patentee qualifiesfor
damages adequate to compensate for infringement without exploiting its patent.

Thus the language, the context, the enactment history, and the Supreme Court's interpretation of the Peatent
Act clarify that "damages' in section 284 encompasses an amount necessary to redress any direct injury from
infringement. Moreover, the award of damages compensates for the violation of the patentegsright to
exclude others from making, using, or sdling the invention. The patentee need not make, use, or sl the
invention to sugtain an injury to that right.
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B. The Patent Act -- Policy

A patentee may suffer injury resulting from the violation of itsright to exclude infringing, competing products.
The mogt obvious form of injury from such aviolation, as mentioned above, is profits ot to the infringer in
the market for the product. The patentee's sale of a competing product not covered by the patent within that
market does not change the palicy judtifications for restoring the parties to the postions they would have
occupied absent the infringement.

A patenteeis awarded a patent for disclosure of a patentable invention "[t]o promote the Progress of . . .
useful Arts”" U.S. Condt. art [, 8 8, cl. 8. A patentee need not make, use, or sell an invention to gain patent
protection. Upon proper disclosure of a protectable invention, a patentee acquires the right to exclude others
from making, usng, or sdling the invention.

"The encouragement of investment-based risk is the fundamenta purpose of the patent grant, and is based
directly ontheright to exclude." Patlex Corp. v. Mossinghoff, 758 F.2d 594, 599, 225 USPQ 243, 247
(Fed. Cir.), modified, 771 F.2d 480, 226 USPQ 985 (Fed. Cir. 1985). "The federal patent system thus
embodies a carefully crafted bargain for encouraging the crestion and disclosure of new, useful, and
nonobvious advancesin technology and design in return for the exclusive right to practice the invention for a
period of years." Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 U.S. 141, 150-51 (1989).

Thus, the Patent Act creates an incentive for innovation. The economic rewards during the period of
exclugvity are the carrot. The patent owner expends resources in expectation of receiving this reward. Upon
grant of the patent, the only limitation on the size of the carrot should be the dictates of the marketplace.
Section 284 attempts to ensure this result by deterring infringers and recouping market vaue lost when
deterrencefails.

Providing logt profits compensation in this case preserves those condtitutional incentives. Moreover,
construing section 284 in harmony with the breadth of its language dlows the market, rather than courts, to
dictate the incentives. This court should not presume to determine how a patentee should maximize its reward
for investing in innovation. Y et denying the patentee its provable logt profitsin this or any case where the
patentee chooses to market a competing nonpatented product would have this result.

The market may well dictate that the best use of a patent isto exclude infringing products, rather than market
the invention. A patentee, perhaps burdened with costs of development, may not produce the patented
invention as efficiently as an infringer. Indeed, the infringer's presence in the market may preclude a patentee
from beginning or continuing manufacture of the patented product. Thus, as apparent in this case, the patentee
may acquire better returns on its innovation investment by attempting to exclude infringers from competing
with the patent holder's nonpatented subdtitute.

Under this stuation, the Patent Act isworking well. The patentee is deriving proper economic return on its
invesment in acquiring a patent right. The public benefits from the disclosure of the invention and the ahility to
exploit it when the patent term expires. As the Supreme Court noted:

Congress, in the choice of means of promoting the useful arts by patent grants, could have provided thet the
grant should be conditioned upon the use of the patented invention, asin fact it did provide by the Act of
1832. . . . But Congress was aware that an unpatented invention could be suppressed and the public thus
deprived of al knowledge or benefit of it.
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Specid Equip. Co. v. Coe, 324 U.S. 370, 378 (1945). Moreover, the government can smply "take" the
invention where warranted by public interest concerns and provide "adequate compensation” to the patent
holder. 28 U.S.C. § 1498 (1988).

Aslong as the patentee receives a proper economic return on its investment in the acquisition of a patent, the
Act does not require that return to come from the sale of patented products. 4 The Act suppliesacarrot in
the form of economic rewards resulting from the right to exclude. The Act further guarantees adequate
damages in the form of provable lost profits to underscore the vaue of the invention and the incentive to
innovate. The Act does not dictate that a patentee must manufacture its own invention to recover the costs of
innovetion 5

Requiring exploitation of the claimed invention for arecovery of logt profits would cause a sysemdtic fallure
to award " damages adequate to compensate for the infringement.” in cases where the patent holder could
otherwise prove causation. Requiring exploitation would force patent owners to accept a reasonable royaty
in cases where a reasonable roydty is inadequate compensation. Infringers would in effect receive the
windfal of aretroactive compulsory license from the patent owner.

A hypotheticd example shows how an infringer could profit from such arule. A hypothetical patentee could
market a product covered by a patent and efficiently supply al demand for the product. A competitor
seeking a license under the patent would not succeed. The patentee profits more by supplying the demand
itsdf than by granting a license on terms which would alow the competitor to reasonably operate. In this
gtuation, no reasonable roydty exigts. Willing negotiators, assuming they both act in their own best interests,
would not agree to any roydty. The vaue of exercisng theright to exclude is greater than the vaue of any
economically feasible roydty. If the competitor infringesin this Stuation and the patentee can recover only a
"reasonable royalty," the patentee does not receive "adequate compensation” as the Satute requires. The
same reasoning gpplies anytime the patent owner benefits more by excluding others than by licenang.

In such situations, if logt profits are not available smply because the patent holder does not market a product
pursuant to its patent, infringement may actudly be profitable. If licenang (rather than excluding) competitors
would have proven more rewarding to the patentee, the patentee would have licensed. Instead, the market
dictated that excluson was the best way to recover innovation investments. Limiting the patentee's recovery
to areasonable roydty, however, would give the infringer what the market denied -- alicense. Fortunately
the Patent Act does not create such incentives to infringe. Rather, it guarantees damages adequate to
compensate for infringement -- which include provable lost profits. 6

Requiring a patentee to exploit the infringed claims as a prerequidte for logt profits damages would dso
cregte two sgnificant practica problems. Firdt, the remedy for infringement would depend partly on the type
and number of claims selected by the inventor, rather than on their scope. Second, infringement trids would
become more cumbersome and complex because a patentee would have to prove that the claims cover both
its competitor's product and its own.

A hypothetica again illustrates this problem. An inventor originates a useful, nonobvious device composed of
thedements A, B, C, and Q1. A device consigting of ABC iswell known. The addition of Q1 isasgnificant
advance. The inventor or someone on the research team knows, however, that element Q2 or element Q3
could function in the device in place of Q1. Because of the different characteristics of the dements Q1, Q2,
and Q3, and the different language necessary to describe these dements, the three embodiments are not
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readily comprehended in asingle clam. Thus, in order to cover the subject matter of the three independent
clams, ABCQ1, ABCQ2, and ABCQ3, three separate patents could issue, perhaps with differing inventive
entities. See In re Kaplan, 789 F.2d 1574, 229 USPQ 678 (Fed. Cir. 1986) (independently derived best
mode created an independently patented invention even though it was described in an earlier patent).

The inventor then markets a device covered by clam ABCQ1. Competitors -- unable to acquire alicense --
deliberately market devices which literaly infringe clams ABCQ2 and ABCQ3. According to the dissenting
opinion, the inventor cannot recover hislog profits for thisinfringement. The inventor instead mug, in effect,
grant a compulsory license to willful infringers. Moreover, the infringers have an incentive to infringe to
acquire what the market does not supply, a mandatory license.

The potentid for increasing the complexity of patent litigation is especiadly disturbing. The inventor would have
to prove that its own product fals under the patent. Infringers would escape logt profits and acquire a
mandatory license by showing the inventor's product is not within the claims. The length, cost, and complexity
of an infringement trid would concelvably double. The damages phase of atrid would festure an entire new
issue of "reverseinfringement.” The inventor would have to show that the patent's clams read on the
inventor's own product, while the infringer would try to show they do not. Once again, as a precondition for
logt profits, the parties would parse the claims and call on experts to apply the claim language to an
unaccused device.

The language of the 1952 Act did not contemplate creation of an entire new issue of "reverse infringement.”
The language of the Patent Act recognizes that the value of a clam to the patentee, and the extent of harm
from infringement, do not depend on whether the patentee markets the claimed device. To adequately
compensate for infringement of the right to exclude, as section 284 requires, "damages' includes logt profits
on competing products not covered by the infringed claims.

[11. Application of the"But For" Standard

To recover logt profits damages for patent infringement, the patent owner must show that it would have
received the additiona profits"but for" the infringement. The patent owner bears the burden to present
evidence sufficient to show a reasonable probability that it would have made the asserted profits absent
infringement. See, eg., Dd Mar Avionics, Inc. v. Quinton Ingtr. Co., 836 F.2d 1320, 1326, 5 USPQ 1255,
1260 (Fed. Cir. 1987). This court has prescribed no one particular method by which the patent owner must
meet this burden; "the methodology of assessng and computing damages is committed to the sound discretion
of thedidrict court.” State Indus., Inc. v. Mor-Flo Indus,, Inc., 883 F.2d 1573, 1576-77, 12 USPQ2d
1026, 1028 (Fed. Cir. 1989), cert. denied, 493 U.S. 1022 (1990).

To prevail inits gpped of the amount of damages imposed, Tapematic must show that the district court
committed an abuse of discretion, basng the awvard on clearly erroneous factud findings, legd error, or a
manifest error of judgment. State Industries, 883 F.2d at 1577.

In determining the amount of damages to which King was entitled, the district court congdered:

(1) the number of logt sdles; (2) the gross receipts King would have obtained from the lost sales had there
been no infringement by Tapematic; (3) the cost of sdesto be deducted from gross receipts;, and (4) King's
profit on the logt sdles.
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King, 737 F. Supp. at 1241.

The digtrict court determined that King controlled 70% of the tapel oader market prior to Tapematic's
infringement. The digtrict court aso found that Tapematic sold 77 infringing machines (Tgpematic Modd
2,002). Id. The digtrict court determined that, absent Tapemeatic's infringing Mode 2,002, buyers would have
purchased replacements according to the other sellers market share. Because King controlled 70% of the
market, the digtrict court initialy determined that King could have made 70% of those replacement sdes. Id.
at 1242.

Thedigtrict court then took into account the differences between the Tapematic Modd 2,002 and the King
Model 790. The Tapematic 2,002 is adouble, not asingle, pancake loader. Therefore, Tapematic argued
that its customers would not have bought a single pancake loader like the King Modd 790. Giving some
weight to this argument, the district court reduced the number of King'slost sdes. The digtrict court dso
awarded King logt profits on the spare parts for the machinesit would have sold but for Tape- matic's

infringement. 1d.

Thedigtrict court also found that the machines which, but for Tapematic's saes, would have been sold by
companies other than King were acceptable noninfringing dternatives. The didrict court determined that King
was entitled to a reasonable royalty based on Tapematic's sales price and the number of these machines.
Findly, the digtrict court gave King prgudgment interest at the rate of 11%.

This court finds no clear error or abuse of discretion in the district court's careful andlysis. Accordingly, this
court affirmsthe digtrict court's damages assessment. See State Indudtries, 883 F.2d at 1577.

CONCLUSION

Because it detects no clear error, this court affirmsthe digtrict court's finding of infringement of the '461
patent. Smilarly, this court detects no clear error and affirms the didtrict court's findings that Tgpematic has
not infringed elther the '153 or the 123 patent. Findly, this court detects no clear error or abuse of discretion
and affirms the didtrict court's damages assessment.

COSTS

Each party shdll bear its own costs for this appedl.
AFFIRMED

91-1125, -1132

KING INSTRUMENT CORPORATION,
Plaintiff-Appelant,

V.

LUCIANO PEREGO and TAPEMATIC,

Defendants/Cross-Appdl lants.
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NIES, Circuit Judge, dissenting-in-part

In Rite-Hite v. Kdley, 56 F.3d 1538, 35 USPQ2d 1065 (Fed. Cir 1995) (in banc), this court divorced lost
profit damages from injury to the patentee's business in goods protected by the infringed patent. A patentee
was held entitled to damages based on logt trade in its goods protected under an unlitigated patent which
competed with the infringing goods. In this case, the panel mgority €liminates the Rite-Hite requirement for
the patentee to put out, at least, a competitive counterpart for the infringing product. Under this decision, any
economic loss to a patentegs busnessis held legdly compensable as damages for patent infringement. The
court has now twice declared that the remedy Congress has provided of damages caculated as a reasonable
roydty are inadequate and judiciadly fashions a better one for patentees which conforms to the mgority's view
of the public interest.

The pand mgority holds that the digtrict court did not "abuse its discretion’ 7 in awarding the patentee King
lost profits based on King's share of the tape loader market, which it held at the time of Tapematic's
infringement of U.S. Patent No. 3,825,461 (the '461 patent). The infringed '461 patent covers a splicer head
assembly for use as part of atape loader. The award was cdculated based on the profit margin on King's
mode 790 tape |oader, a device which does not use the technology of the '461 patent. In addition, lost
profits were awarded on spare parts for King's unpatented machines. For convenience | will refer to King's
790 tape loader as "unpatented,” meaning that it does not embody the invention of the infringed '461 patent.
However, the 790 machine may be covered by other extant, expired, or invalidated patentsin King's
portfolio. See King Instrument Corp. v. Otari Corp., 767 F.2d 853, 226 USPQ 402 (Fed. Cir. 1985), cert.
denied, 475 U.S. 1016 (1986) ("Otari") (U.S. Patent No. 3,737,358 on a"shift block” splicer held invaid.).

The Rite-Hite court ruled that patent infringement damages under 35 U.S.C. § 284 encompeass profits lost by
the patentee in its business in goods which compete with the infringer whether or not the patentee's goods
embody the invention of the patent in suit. Thein banc court rgected the argument that lega injury for loss of
trade was limited to diverson of business from the patentee's market in the patented goods in issue. Under
the Rite-Hite decison, a patentee may be awarded lost profits without proving that the invention created
consumer demand for the goods which the patentee would have satisfied but for the infringement. Thein
banc court interpreted the statute to provide "only alower limit of areasonable royaty and no other
limitation" on patent infringement damages. Rite- Hite, 56 F.3d at 1544. The in banc court also declared the
policy of encouraging the patentee to commercidize patented inventions by the "carrot” of damages for injury
to its market in patented goods is not meaningful or persuasive. 8 Reecting al arguments based on the
Satute, prior precedent, policy and logic, the Rite-Hite court ruled that lost sales in the patentee's businessin
competitive goods which were protected not by the patent in suit but by an unasserted patent were "legdly
compensable." The Rite-Hite decison went on to opine (dbet in dicta) that a patentee's lost sales of goods
in the public domain were equally compensable if customers would not have obtained such goods from a

third party.

| rgect this change in patent damages law. My reasons are more fully explained in my dissenting opinion in
Rite-Hite, 56 F.3d at 1556- 78, 35 USPQ2d at 1078-96 (in which Chief Judge Archer, Senior Circuit Judge
Smith and Circuit Judge Mayer joined). | conclude that patent infringement damages for loss of trade depend
on injury to the patentegs market in goods utilizing the invention of the infringed patent. A patent grants the
patentee alegd right to a protected market only for patented goods. A patent does not grant the patentee a
right to a protected market in unpatented goods. A patent entitles the patent owner to the fruits of the
invention, not the fruits of the patentee's business generaly. In sum, logt profits are not alegd injury, but only
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ameasure of damages for alegd injury. To condtitute legd injury to a patenteg's business for which lost
profits may be awarded for patent infringement, the patentee must have a market in the patented goods from
which sdes were diverted by theinfringer. Further, it must be proved that, but for the infringer's acts, the
customers would have bought the patented goods from the patentee because of the customer demand for the
patented invention Absent such proof, the patentee is entitled to damages caculated as a reasonable royalty
for the use of the invention made by an infringer. 35 U.S.C. § 284. Such award sdtisfies the requirement for
"full compensation” recognized in General Motors Corp. v. Devex Corp., 461 U.S. 648, 653-54, 217
USPQ 1185, 1187-88 (1983).

The Supreme Court stated the principle over 100 years ago in Crosby Steam Gage & Vave Co. v.
Consolidated Safety Vave Co., 141 U.S. 441, 452-53 (1891), that, to recover for loss of trade, a patentee
must prove it was "putting on the market goods embodying the [patented] invention." See dso, Seymour V.
McCormick, 57 U.S. (16 How.) 487 (1854) (actua damages depends on patentee’'s commercial
exploitation of the patented product either by satisfying the market demand or licensing); Rude v. Westcott,
130 U.S. 152, 165-67 (1889); Yde Lock Mfg. v. Sargent, 117 U.S. 536, 552-53 (1886). Apparently, the
mgority of this court assumes that the Supreme Court would overturn this precedent because of the
satement in the Devex case cited above that, under the present Act, a patent owner is entitled to "full
compensation for 'any damages he suffered as aresult of the infringement.” However, the Supreme Court has
to date pronounced no expansion in the legal scope of "damages,” which al circuits, except this one, have
followed. 9 It ill behoovesthis court to anticipate that the Supreme Court will overturn controlling precedent.
Rodriguez de Quijas v. Shearson/American Express, Inc., 490 U.S. 477, 484 (1989) ("If a precedent of this
Court has direct application in acase, yet appears to rest on reasons regjected in some other line of decisions,
the Court of Appeds should follow the case which directly controls, leaving to this Court the prerogative of
overruling its own decisons."). Supreme Court precedent unequivocaly holds that lost profits awards are
reserved soldly for injuries caused by an infringer's interference with the patent owner's trade in goods
embodying the invention of the infringed patent.

Thein banc court remanded this appeal, which aso had been taken in banc, for decision in accordance with
Rite-Hite by the origind pandl. However, the mgority of the panel makes a quantum legp from Rite-Hitein
expanding the scope of legd injuries for patent infringement. As will be more fully explained, the infringed
patent is used in an optional accessory for the infringer's tape loader, ared changer, an accessory for which
the patentee offers no counterpart. In addition, the invention, a splicer head, isonly a part of the red changer.
The mgority ignores the requirement for proof that the patented splicer head provides the commercid
magnetism for the entire device. Where a patented invention is only a part of the infringing machine, the
patentee must show "'that the profits and damages are to be caculated on the whole machine, for the reason
that the entire value of the whole machine, as amarketable article, is properly and legdly attributable to the
patented feature.' Garretsonv. Clark, 111 U.S. 120." Westinghouse Co. v. Wagner Mfg. Co., 225 U.S.
604, 615 (1911) (emphasis added); accord Marconi Wireless Telegraph Co. v. United States, 320 U.S. 1,
50 (1943) (defendant not lidble for "non-infringing and va uable improvements which had contributed to the
meaking of the profits."); see also Sheldonv. Metro-Goldwyn Corp., 309 U.S. 390, 400- 405 (1940)
(andyzing patent and copyright damages). The "entire market vaue rule" asit is known, surfacesonly ina
footnote in the mgority opinion and is not gpplied. However, asreaffirmed in Rite-Hite, 56 F.3d at 1549-
50, the entire market vaue rule permits recovery of damages on the vaue of an entire machine only where the
patent-related feature is the basis for customer demand.

The mgority panel opinion is strangely devoted to judtification of the in banc ruling on damagesin Rite-Hite
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which, of course, needs no endorsement by this pand. In contrast, the mgority is virtudly silent on the
judtification for the award of logt profits on the facts of this case to which | turn.

The Facts

King and Tapematic market machines caled tape loaders that cut, splice and wind magnetic audio or video
tape into closed cassettes. The magnetic tape must be spliced to leader tape affixed to the winding hubs in the
cassette. King charged Tapematic with infringement of its U.S. Patent Nos. 3,637,153 and 3,997,123
directed respectively to atape loader and to a more automated version thereof. The mgority affirms that
Tapematic's tape |oaders are not infringements of those patents.

In addition to the uninfringed '153 and 123 patents, King aso charged Tapematic with infringement of athird
patent, U.S. Patent No. 3,825,461 (‘461 patent), which is directed to a particular splicing head assembly for
connecting magnetic tape to leader tape in atape loader. Nether King nor Tgpematic usethisinventionina
tape loader. As an optiona accessory to its tape loader, Tapematic provides ared changer that automaticaly
switches to and splices a second redl of magnetic audio or video tape when the first red runs out. Obvioudy,
ared changer splices magnetic tape to magnetic tape. A different type of splice is used in this procedure from
that required for splicing magnetic tape to leader tape in the tape |oader. However, the mgority construes
one claim of the '461 patent, which iswritten in broad "means-plus-function” terms (35 U.S.C. 8§ 112, 6), to
cover the splicing of magnetic tape to magnetic tape in ared changer. The splicing head used in Tapematic's
red changer isfound to be an equivaent of the splicing head assembly disclosed in the '461 patent and isheld
to be an infringement within the congruction it gives the clam language under section 112, 6.

No Compstitive Products

Assuming that the finding that Tapematic's Solicing head initsred changer infringes the '461 clam is correct,
10 it does not follow that lost profits are awardable under Rite-Hite for King'slossesin sdes of itstape
loader. Under Rite-Hite, King would have to, a least, offer ared changer. King offersno red
changer--competitive or otherwise--for its own tape loader. Smilarly, the award of logt profits on unpatented
gpare parts for an unpatented machine does not meet the requirement in Rite-Hite for proof of competition
between the unpatented product and goods of the infringer. There is no alegation or finding that Tepematic
competed with spare parts. Thus, the awards of lost profits here expand upon the Rite-Hite ruling.

The Entire Market Vaue Rule

When a patentee either seeks damages on an entire machine where its patent covers only a patented
component or seeks damages for lost sales of unpatented goods sold aong with a patented device
("convoyed" sdes), a patentee must satisfy the entire market vaue rule, that is, the patentee must prove that
the patent-related feature is the basis for customer demand for the unpatented parts to which it seeksto
extend its damages. Westinghouse, 225 U.S. at 615. In Rite-Hite, the in banc court reaffirmed the viahility of
the entire market vaue rule and imposed a further limitation that "convoyed” sdes must bear afunctiond
relationship with the patented goods. In Rite-Hite, lost profits were awarded for the patentee's lost sales of
truck restraints, a device which holds avehicle to aloading dock, (even though protected only under an
unasserted patent) and lost profits were denied on "convoyed” sales of aloading dock leveler.

Perhaps the pand mgority here did not attempt to apply the entire market value rule to alost profits award
involving a patentee's unpatented goods because it makes no sense. Thisis a classic case where
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gpportionment of a defendant's ill-gained profits in an equitable accounting and of a patentegs clam for its
own logt profits as actud "damages’ would have been required under earlier satutes. 11 Dobsonv. Dornan,
118 U.S. 10, 6 S.Ct. 946, 30 L.Ed. 63 (1886); Dobsonv. Hartford, 114 U.S. 439, 444-46, 5 S.Ct. 945,
947-49, 29 L .Ed. 177 (1885). Because a patentee was entitled only to the defendant's profits and/or its own
lost profits to the extent attributable to its patented invention, and because of the virtud impossbility and
difficulties of gpportionment to reflect that amount, Congress was persuaded to change the statute. 12
Congress expredy did away with equitable accountings for the defendant's profits, which was the usua
garting place for determination of compensation. At the same time, Congress provided that damages may be
caculated as areasonable roydty in dl cases. The Satute was not otherwise changed respecting " damages.”
Either Congress intended to maintain apportionment of actua "damages' or it intended that "damages’ be
awarded as areasonable roydty in lieu of gpportionment. Congress did not eiminate the prior restriction for
gpportionment of a patentee's logt profitsin caculating "damages.” See Devex, 461 U.S. at 653-55
("appropriate to infer that Congress intended to adopt the established judicid interpretation.”)

Our case law, pre-Rite-Hite, dedlt of course with the entire market vaue rule only in connection with the
patentee's clam for lost profits on its own goods of which the patented invention was a part. "[T]he entire
market valuerule. . . permits recovery of damages based on the value of a[patenteg's] entire apparatus
containing severd features, where the patent related feature is the basis for consumer demand.” State Indus.
v. Mor-Flo Indus., 883 F.2d 1573, 1580, 12 USPQ2d 1026, 1031 (Fed. Cir. 1989); TWM Mfg. Co. v.
Dura Corp., 789 F.2d 895, 900-901, 229 USPQ 525, 528 (Fed. Cir.), cert. denied, 479 U.S. 852 (1986).
The Rite-Hite court did not explain how the entire market vaue rule should work when degling with a
patentee's clam for lost profits on its unpatented goods and the defendant's device contains only an infringing
feature, as here. In this context, | find the gpplication of an entire market vaue rule mind-boggling. Obvioudy
the patented splicer head did not create demand for King's tape |oader because that type of splicer is not
used at dl in the patenteg's goods. Assuming thein banc court meant that the patentee gets the entirety of its
lost profits on a competitive unpatented product if the patented component is the basis for consumer demand
for the infringer's goods (the logic of which escapes me), then the lost profit award here fails for lack of proof.
Indeed, King did not attempt to prove, and does not even argue, that the patented invention created demand
for theinfringer's ree changer, much lessits tape loader, or for the spare parts. The district court found that
numerous noninfringing products were available. King Instrument Corp. v. Perego, 737 F. Supp. 1227, 1242
(D. Mass 1990). King argues only that "but for" the competition from Tapematic's admittedly improved tape
reder with ared changer, the "dud pancake' device, King would have kept its share of the market with its
"sngle pancake' tape loaders. 13 King proved no actud loss of saesto the infringer because of the public's
demand for the patented splicer technology.

The award of the patentee's lost profits on pare parts for its unpatented machine reveds the full extent of the
changein thelaw by this pand. In Otari, supra, which involved the '153 King patent, one of the patents
asserted here but not infringed, King was awarded lost profits on its tape |oader which did embody the '153
invention. In addition, King sought lost profits on saes of unpatented spare parts it expected to sdl dong with
its patented tape loader. In overturning the damages awarded in connecting with injury to King's spare parts
business, this court explained:

King assarts that its spare parts.. . . are parts which it normally sdlls with the patented swing arm machine.
Such ampligtic outlook fails to percaive the underlying significance of the entire market vaue rule, which was
accurately applied by one of our predecessor courtsin Leesona Corp. v. United States, supra. In defining
those spare parts for which a patent owner may recover, the Court of Claims recognized that parts [mud] . .
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. derive their existence and vaue from the patent.

Otari, 767 F.2d at 865, 226 USPQ at 411; See dso Leesona Corp. v. United States, 599 F.2d 958, 975,
202 USPQ 424, 440 (Ct. Cl.), cert. denied, 444 U.S. 991 (1979) (award of compensation made on
unpatented replacement anodes part of patent value where patented "battery's very uniqueness. . . liesin
replacing anodes to be recharged"). Having just reendorsed the entire market vauerule, it isanomaousin the
extreme that this court now approves lost profits for injury to King's spare parts business for an unpatented
machine when this court in Otari denied damages for injury to King's spare parts business for its patented
machine. The entire market vaue rule is smply jettisoned in this case. However, the pand has no license to
change prior precedent.

Additiond Comments

With respect to this pand's substitute analyss of the statute for that of Rite-Hite, afew commentsarein
order.

The pand mgority podts that the language of section 154 of the Act of 1952 darified that a patent
empowers its owner to exclude others from practicing the invention and that the damages action, section 284,
protects the right to exclude, not the right to exploit. 14 While correct, actua damages, neverthel ess, depend
on the patenteg's manner of exploitation, i.e., manufacturing or licenaing. The right to exclude is not "injured”
by an infringer, anymore than alandowner's right to exclude is "injured” by atrespasser. The right to exclude
remains enforcesble to itsfullest. A trespasser can inflict injury only on the property on which the trespassis
committed, for example by cutting the trees. Smilarly, a patent infringer cannot injure the patent itself, but
only property rights protected by the patent, namely, the patentee's exclusive market for patented goods.

The mgority sates that "inventors have a naturd right to exploit ther inventions apart from any government
grant. Therefore, patent rights do not depend upon the exercise of rights dready in the patenteg's possession.
[A patent] does not confer the right to exploit the invention adready possessed by the inventor.” Sip op. p.
12. However, if an inventor merdly exercises his natura right to exploit his invention without a patent, once
the product isin the market, al competitors have the same right. Bonito Boats v. Thunder Craft Boats, 489
U.S. 141, 156 (1989). A patent provides what an inventor's natura right does not--namely, aright to
exclugvity in the market place during the patent term. The patent right to exclugvity isfar different from the
naturd right to exploit an invention.

The panel mgority next proclams that requiring the patentee's "explaitation of the clamed invention for a
recovery of lost profits would cause a systematic failure to award 'damages adequate to compensate for the
infringement.” Sip op. a 15. Such arequirement, according to the mgority, "would force patent ownersto
accept areasonable royalty in cases where a reasonable royalty is inadequate compensation” and would
amount to acompulsory license. At the same time the mgority gpproves the anathema of a compulsory
licensein this case. Damages are calculated as a reasonable royalty for the 30 percent of Tapematic's sdes
for which logt profits were not awarded. The short answer is that the award of areasonable royalty as
damagesisnot alicense, but is smply amethod of caculating damages. Dowagiac Mfg. Co., 235 U.S. at
649; Devex, 461 U.S. at 652 n.5. As| stated in Rite-Hite, 56 F.3d at 1574, 35 USPQ2d at 1093, "[a]
reasonable royadty isin fact a Congressond largesse for cases where a patentee might otherwise receive only
nomind damages. A paentee is now satutorily entitled to a reasonable royalty even though it has not suffered
or cannot prove afinancid lossto its market in patented goods.”
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The panedl mgority's discussion of damages in the form of a reasonable roydty concludes with the
pronouncement that a reasonable royalty encourages infringement and quotes Stickle v. Heublein, Inc., 716
F.2d 1550, 219 USPQ 377. Noting the language is attributable to me as author, | must acknowledge the
inartfulness of some of my language. However, Stickle says no more than that a reasonable roydty for an
infringer is not anormd, routine, or established royalty. 15 Supreme Court precedent on damages calculated
as areasonably royalty better explains the concept. See Dowagiac Mfg., 235 U.S. at 648-50. In any event,
where infringement is innocent as here, the amount of damages cannot operate as a"deterrent,” except asa
brake to legitimate chalenges to a charge of infringement. A patent now hangs like the sword of Damocles
over competition with unpatented goods and serves as a powerful means for extortion. In contrast, Congress
has provided a baanced rationa system of pendties and rewards. All infringers are ligble for damages, either
actua or agatutory royaty award. Innocent infringement theoreticaly may be profitable where damages are
caculated as areasonable royaty. (See Hansonv. Alpine Valey Ski Area, Inc.,, 718 F.2d 1075, 1081, 219
USPQ 679, 684 (Fed. Cir. 1983) (it isimplicit that areasonable royaty leaves an infringer with areasonable
profit); Georgia- Pacific Corp. v. United States Plywood Corp., 318 F. Supp. 1116, 1122, 166 USPQ 235,
239 (S.D.N.Y. 1970) (reasonable royalty leaves a profit margin). That was the choice Congress made. The
evil, which Congress discerned, was knowing infringement. Where infringement iswillful, damages may be
increased up to three times. Here, damages for innocent infringement are increased more than ten times over
the gatutory entitlement. 16

A reasonably roydty is adequate damages where a patentee is in the market with patented goods but along
with competitive noninfringing subgtitutes which would have shared the infringing sales, Panduit Corp. V.
Stahlin Bros. Fibre Works, Inc., 575 F.2d 1152, 1157-60 (6th Cir. 1978), as well asfor patentees who do
not exploit the market for the patented goods. 1d. What Congress has so fixed by statute cannot be
inadequate.

In note 2, the panel decrees that all economic harm to the patentee is compensable as "a direct and
foreseeable result of infringement.” Congress disagrees. To recover any damages-—-lost profits or areasonable
royalty--a manufacturing patentee must mark its products with a notice of patent rights or provide actua
notice of infringement. 35 U.S.C. § 287 (1988). The products on which King recelves|ost profit damages
are not marked and could not be marked with notice that they are protected by the '461 patent. Further, no
actud notice of infringement of the '461 patent was given prior to the date from which damages are awarded.
The award here conflicts with section 287.

Onefina comment. In Continental Paper Bag Co. v. Eastern Paper Bag Co., 210 U.S. 405, 424-430
(1908), the Supreme Court held that commercidization of an invention was not necessary for an injunction
agang infringement. The pand mgority cites another equity case which held that a patent could not be
refused on the ground it might be used only to protect another patented invention of which it was a part.
Specia Equipment Co. v. Coe, Comm'r of Patents, 324 U.S. 370 (1945). A mgority of the court bdievesit
follows that disclosure of aninvention is, in itself, sufficient for damages to a patenteg's business in unpatented
goods. However, an injunction is directed to the equity power of the court and may be denied. Rite-Hite, 56
F.3d at 1071. Damages are provided by arule of law respecting what congtitutes lega injury and may not be
refused as a matter of the court's discretion. The mgority compares apples and oranges. To amplify the
words of the pand with gppropriate inserts: " The economic rewards [from the patented invention] during the
period of exclusvity are the carrot. The patent owner expends resources in expectation of recelving this
reward. Upon grant of the patent, the only limitation on the Size of the carrot should be the dictates of the
marketplace [for the patented invention]." Sip op. 13. In the present case, while the market has provided a
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carrot that King disdains, the panel mgority, contrary to its admonition to let the market determine rewards,
furnishes King with afull course medl. Despite two hundred years of our patent system without such awards,
there is no evidence of a systematic faillure which the mgority elevates to one of congtitutiond dimengion. If
anything, the systemic failure now goes the other way. The public is deprived of the benefits of the invention
during the term of the patent while the patentee is assured its market share of profits on unpatented goodsiif it
keeps the invention from the public. Thisis not the bargain Congress intended by granting the patentee an
exclusve market for the patented goods.

In the mgority view, "[u]nder this Situation [an award of damages connected to unpatented products], the
Patent Act isworking well." Slip op. p. 14. | disagree. Only if one eevates rewards to patentees over other
public interests could one reach this concluson. And it is not the view espoused by the Supreme Court.
Contrary to the mgority, Aro Mfg. Co., 377 U.S. at 505-507, 141 USPQ at 693-94, did not expand the
basisfor actud damages "to cover any pecuniary injuries’ to a patentee's business including lost profitson
unpatented goods as the mgjority asserts. Sip op. at 11. In rgecting that expansive view of patent
infringement damages, the Aro Court stated that the patentee's damages theory "would enable the patentee to
deriveaprofit . . . on unpatented rather than patented goods--an achievement proscribed by the Motion
Picture Patents [243 U.S. 502] and Mercoid [320 U.S. 661] cases.” Aro, 377 U.S. a 510 (plurdity). As
gated in Aro, and prior Supreme Court precedent, a patentee is unequivocaly not entitled to lost profits on
unpatented goods. 17

Congress made the policy choice that the "carrot” of an exclusve market for the patented goods would
encourage patentees to commerciaize the protected inventions so that the public would enjoy the benefits of
the new technology during the patent term in exchange for granting alimited patent monopoly. In other
words, the public expected benefits during "'the embarrassment of an exclusive patent as Jefferson put it."
Grahamv. John Deere Co., 383 U.S. 1, 10-11 (1965). As stated in Bonito Boats, 489 U.S. at 150-51.

The federd patent system thus embodies a carefully crafted bargain for encouraging the creetion and
disclosure of new, useful, and nonobvious advances in technology and design in return for the exclusve right
to practice the invention for a period of years.

(Emphasis added.) If the patentee did not commercidize the invention directly or by license, until now the
patentee could not prove actua damages but, nevertheless, was entitled to the remedies of damages
calculated as a reasonable royalty and an injunction. Now the patentee is rewarded the same as, indeed,
more than, if it had made the investment to bring the goods into the market. 18 However, no legidation has
ever been proposed to compensate a patentee for losses to its unpatented businessin order to correct the
inadequacies the mgjority seesin the legal scope of damages which have heretofore been awardable. This
court has smply judicidly legidated an expanson of patent rights from protection of an exclusve market in
patented goods to protection of the patentee's unpatented business as well. The court does away with the
"carrot" Congress determined would get new productsinto the economy.

| will not burden this opinion by fuller analysis of the meaning of "damages’ under 35 U.S.C. § 284, whichis
fully set out a 56 F.3d 1556-78, 35 USPQ2d at 1078-96. | will only point out that the dissent and the
majority rely on many of the same Supreme Court cases but derive from them absolutely conflicting tenets.
Clarification from higher authority is needed on the scope of protection afforded by a patent and the meaning
of patent infringement "dameges.”
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Footnotes

1 Inan earlier action brought by King againgt Otari Corporation, this court discussed smilar King technology
related to the loading of closed cassettes with magnetic tape. See King Ingrument Corp. v. Otari Corp., 767
F.2d 853, 226 USPQ 402 (Fed. Cir. 1985) (Otari), cert. denied, 475 U.S. 1016 (1986). In particular, this
court upheld the vadidity of the '153 patent and found it infringed by Otari Corporation. See Otari, 767 F.2d
at 857-59, 862- 63. This court assumes the reader is familiar with the entirety of this earlier opinion aswell as
the digtrict court opinion in this case. King Ingrument Corp. v. Perego, 737 F. Supp. 1227, 16 USPQ2d
1994 (D. Mass. 1990) (King).

2 We remark on the dissent's characterization of the court's en banc ruiingin Rite-Hite. Rite-Hite and this
decision do not depart from the requirement that damages shall be adequate to compensate for the
infringement, 35 U.S.C. § 284 (1988); Congress st the reasonable roydty as the floor, not the ceiling of

damages for infringement.

3 The types of harm for which infringement damages are recoverable are not, however, completdy unlimited.
Although broad, the term "damages' in the Patent Act has limits. Compensatory (or actual) "damages' are
generdly those which are the naturd result of the harmful act in question. Black's Law Dictionary 390 (6th
ed. 1990). For ingtance, if the patenteg's mother died of a heart attack due to the shock of discovering an
infringing product at the supermarket, the Act would not authorize damages for wrongful deeth or emotiona
distress. The unfortunate desth would not be economic harm, nor the direct and foreseesble result of
infringement. Economic harm, such as the profits lost on sadles of competing productsin this case, however, is
adirect and foreseeable result of infringement. Indeed, the infringer actively seeks to attract customers away
from competitors. Thus the infringer cannot feign surprise that the lost profits of a competitor are the direct
and foreseeable result of infringement. Lost economic profits on products in direct competition with infringing
products are clearly foreseeable and condtitute "damages.”

4 The "entire market value rule€" recognizes that the economic vaue of a patent may be grester than the vaue
of the sales of the patented part done. Under thisrule, courts have alowed recovery of logt profitsor a
reasonable royalty based not only on the profit from the patented part, but aso on non-patented parts. See,
eg., Sate Indus,, Inc. v. Mor-Fo Indus, Inc., 883 F.2d 1573, 1580, 12 USPQ2d 1026, 1031 (Fed. Cir.
1989), cert. denied, 493 U.S. 1022 (1990).

5 Tapematic cites two cases where this court held lost profits unavailable to patentees who failed to exploit
the patented invention. See Trell v. Marlee Elecs. Corp., 912 F.2d 1443, 1445, 16 USPQ2d 1059, 1061
(Fed. Cir. 1990); Lindemann Maschinenfabrik GmbH v. American Hoigt & Derrick Co., Harris Press &
Shear Div., 895 F.2d 1403, 1406 n.2, 13 USPQ2d 1871, 1874 n.2 (Fed. Cir. 1990). In Trdl and
Lindemann, however, the record does not show that the patentee sold any product in the United States. The
patentee had no possible basisfor alost profits clam. These cases, like others, merdly reflect the generd rule
that lost profits are recoverable only if demonstrated by adequate evidence in the record. Fromson v.
Western Litho Plate & Supply Co., 853 F.2d 1568, 1574, 7 USPQ2d 1606, 1612 (Fed. Cir. 1988);
Hanson v. Alpine Valey Ski Area, Inc., 718 F.2d 1075, 1078, 219 USPQ 679, 681-82 (Fed. Cir. 1983).

6 The problem of inadequate compensation when damages are based on a reasonable royalty has been
expressy recognized in severd cases. See, eg., Fromson, 853 F.2d at 1574-76; Sticklev. Heublein, Inc.,
716 F.2d 1550, 1563, 219 USPQ 377, 387 (Fed. Cir. 1983). The solutions suggested include awards of
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treble damages, attorney fees and prejudgment interest, Fromson, 853 F.2d at 1576, and discretionary
awards of greater than a reasonable royadty:

[T]hetrid court may award an amount of damages greater than a reasonable roydty so that the award is
"adequate to compensate for the infringement.” . . . “[T]he infringer would have nothing to lose, and
everything to gain if he could count on paying only the norma, routine roydty non-infringers might have paid.
Assaid by this court in another context, the infringer would be in a “heads-1-win, tails-you-lose' position.”
Such an increase, which may be stated by the trid court either as areasonable roydty for aninfringer . . . or
as an increase in the reasonable royalty determined by the court, isleft to its sound discretion.

Stickle, 716 F.2d at 1563 (citation omitted; emphasisin origind). Such discretionary increases may be
appropriate where plaintiffs cannot prove direct and foreseeable damagesin the form of lost profits. But
where plaintiffs establish lost profits with reasonable probability, alost profits award reflecting actud damages
is preferable to an essentidly arbitrary increase in areasonable royalty.

7 For adiscussion of the standard of review for patent damages gpplied in our court, see SmithKline
Diagnogtics, Inc. v. Helena Lab. Corp., 926 F.2d 1161, 1163-65, 17 USPQ2d 1922, 1924-25 (Fed. Cir.
1991).

8 The court found encouragement to practice the invention in the possibility of denid of aninjunction, a
possibility so remote as to be ludicrous. Moreover, treble damages are assessable where infringement is
deliberate. Use of the invention by others merely because no injunction isin place is outside the world of
redity.

9 See Rite-Hite, 56 F.3d at 1567- 68, 35 USPQ2d at 1087-88 (Nies, J., dissenting), reviewing decisions of
other circuits which uniformly hold that a patent protects a patenteg's market only for those goods embodying
the invention of theinfringed patent.

10 Tapematic chalenges the expandve legd interpretation given to the scope of the clam under whichiit is
found to infringe.

11 The panel impliesthat prior to 1946, a patentee could recover under R.S. § 4921 both its own damages
and the infringer's profits. Not so. No double recovery was ever dlowed. The equity court would award
"damages' (the equity courts were given specid power to award "damages' by Act of 1876) only when a
patentee's actual |osses exceeded the defendant's profits. See Georgia-Pacific Corp. v. United States
Plywood Corp., 243 F. Supp. 500, 516-46, 146 USPQ 228, 242-54 (S.D.N.Y. 1965), for an extended
andysis of datutory remedies in successive patent statutes.

12 At the Congressiond hearings of the 1946 statute, Patent Office officials explained that "[d]lamagesin a
legd sense means the compensation which the law will award for an injury done™ House Hearings a 9. With
respect to the restriction of profits created by the invention, there was tota agreement that "those [are] the
only profitsto which the patenteeis entitled.” 1d. at 3 (Fish letter introduced by Hon. Robert K. Henry,
Member of Congress).

13 While this court has approved a market share award of lost profits, heretofore the market share was
based on the patentee's share of the market based on patented products augmented by shares of infringers
and licensees. State Indus., supra.
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14 See Aro Mfg. Co., Inc. v. Convertible Top Replacement Co., 377 U.S. 476, 505, n.20, 141 USPQ
681, 693, n.20 ("In the 1952 codification, 8867 and 70 of the 1946 Code were consolidated in the present
§284. The stated purpose was merely the 'reorganization in language to clarify the statement of the statutes,
quoting H.R. Rep. No. 1923, 82nd Cong., 2d Sess. at 10, 29 (1952)).

15 What the mgority omits from its reference to Stickle, however, are my comments relating to damages.

Contrary to [the defendant's] argument, damages to the patent holder cannot smply be caculated in dl cases
by determining ‘the difference between his pecuniary condition after the infringement, and what his condition
would have been if the infringement had not occurred. [citation omitted)]. In the absence of exploitation by the
patent holder, no damages would be awardable.

Stickle, 716 F.2d at 156-61 (emphasis added).

16 A reasonable royaty was fixed a $1,100 per unit of infringing saes, whereas logt profits amounted to
$14,400 per unit. King, 737 F. Supp. at 1242.

17 | must point out that Aro is acase on patent damages, not antitrust law, the bass on which the mgority in
Rite-Hite discounted smilar statementsin other precedent. 56 F.3d at 1538, 1544-46, 35 USPQ2d at
1069-70.

18 King's profit margin was determined on an incrementa bas's on an established line where fixed costs had
been recouped. The mgority speaks of damages to recoup development costs of the invention. The record
here is devoid of evidence respecting such costs.
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